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PrefacePrefacePrefacePrefacePreface

The eighth annual World Investment Report is issued at a time when
the process of globalization is under close scrutiny.  Even as countries
continue to forge stronger economic links with one another, in the past
year unexpected financial shocks have interrupted the economic
progress of a group of previously fast developing countries in Asia.
This has provoked renewed interest, especially from a policy
perspective, in the modes of internationalization, including through
foreign direct investment.

The World Investment Report 1998 (WIR98) explores the implications
of the Asian financial crisis for foreign direct investment in and from
the affected Asian economies. As usual, it provides an analysis of
current trends in foreign direct investment and international
production by transnational corporations, examining key aspects of the
world’s largest transnational corporations, and noting major regulatory
changes at the national and international levels.  It provides a
breakdown of regional FDI trends, and examines specific issues related
to the role and impact of foreign direct investment in various parts
of the world.

WIR98 also reviews the locational factors that determine the flows
of foreign direct investment to host countries, and the evolving nature
of those determinants as transnational corporations adjust their
strategies to the pressures of increased international competition.
Among other issues, it addresses the influence of regional and
multilateral frameworks on the location of international production
and foreign direct investment flows.

 In discussing these trends and issues, WIR98 contributes to an
improved understanding of the role of foreign direct investment in the
world economy and to the ongoing discussion in all quarters on
globalization. It will also help stimulate the debate on financing for
development that the General Assembly of the United Nations will
consider in 1999.

Kofi A. Annan
New York, August 1998 Secretary-General of the United
Nations
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ForForForForForeign direign direign direign direign direct investment set a new rect investment set a new rect investment set a new rect investment set a new rect investment set a new record in 1997, expanding and strecord in 1997, expanding and strecord in 1997, expanding and strecord in 1997, expanding and strecord in 1997, expanding and strengtheningengtheningengtheningengtheningengthening
international printernational printernational printernational printernational production worldwide...oduction worldwide...oduction worldwide...oduction worldwide...oduction worldwide...

Worldwide foreign direct investment (FDI) inflows continued their upward climb in
1997 for the seventh consecutive year.  Seemingly unaffected by the Asian financial crisis,
they increased by 19 per cent to a new record level of $400 billion, while outflows reached
$424 billion.  The capital base of international production in 1997, including capital for direct
investment purposes drawn from sources other than transnational corporations (TNCs), is
estimated to have increased by $1.6 trillion in 1997.

The upward trend in investment flows supported further the expansion in international
production.  In 1997, the value of international production, attributed to some 53,000 TNCs
and their 450,000 foreign affiliates, was $3.5 trillion as measured by the accumulated stock
of FDI, and $9.5 trillion as measured by the estimated global sales of foreign affiliates.  Other
indicators also point in the same direction: global exports by foreign affiliates are now some
$2 trillion, their global assets $13 trillion, and the global value added by them more than $2
trillion. These figures are also impressive when related to the size of the global economy:
the ratio of inward plus outward FDI stocks to global GDP is now 21 per cent; foreign
affiliate exports are one-third of world exports; and GDP attributed to foreign affiliates
accounts for 7 per cent of global GDP.  Sales of foreign affiliates have grown faster than
world exports of goods and services, and the ratio of the volume of world inward plus
outward FDI stocks to world GDP has grown twice as fast as the ratio of world imports and
exports to world GDP, suggesting that the expansion of international production has
deepened the interdependence of the world economy beyond that achieved by international
trade alone.

OOOOOVERVERVERVERVERVIEWVIEWVIEWVIEWVIEW
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. . .  with the 100 lar...  with the 100 lar...  with the 100 lar...  with the 100 lar...  with the 100 largest TNCs in the world having become highlygest TNCs in the world having become highlygest TNCs in the world having become highlygest TNCs in the world having become highlygest TNCs in the world having become highly
transnationalized and the 50 lartransnationalized and the 50 lartransnationalized and the 50 lartransnationalized and the 50 lartransnationalized and the 50 largest developing country TNCs catching up.gest developing country TNCs catching up.gest developing country TNCs catching up.gest developing country TNCs catching up.gest developing country TNCs catching up.

The world’s 100 largest TNCs show a high degree of transnationality as measured by
the shares of foreign assets, foreign sales and foreign employment in their total assets, sales
and employment.  The top 50 TNCs headquartered in developing countries are catching up
rapidly. The composite index that combines all three shares bears this out: the top 50 TNCs
headquartered in developing countries have built up their foreign assets almost seven times
faster than the world’s top 100 TNCs between 1993 and 1996 in their efforts to
transnationalize. The transnationality index of the former was 35 per cent in 1996, while
that of the latter was 55 per cent.  While the value of the index for the top 100 TNCs is
higher, it did not change significantly between 1990 and 1995.  In contrast, the value of the
index for the top 50 developing country TNCs has been increasing steadily throughout the
1990s. Naturally, there are significant differences by type of industry, with
telecommunications, transport, construction and trading being the most transnational in
the case of the top 50 developing country TNCs, while food and beverages, chemicals and
pharmaceuticals, and electronics and electrical equipment were the most transnational among
the world’s top 100.  The ranking of TNCs by the different transnationality indexes also
differs: although General Electric tops the list of the largest 100 TNCs ranked by the size of
foreign assets, Seagram ranks first in the composite index of transnationality.  Likewise,
Daewoo Corporation topped the list of the 50 largest developing country TNCs by foreign
assets, but Orient Overseas International ranked first in the composite index of
transnationality. Not surprisingly, firms at the top of the composite transnationality index
are from countries with small domestic markets.

Developing countries continue to be major players in FDI inflows...Developing countries continue to be major players in FDI inflows...Developing countries continue to be major players in FDI inflows...Developing countries continue to be major players in FDI inflows...Developing countries continue to be major players in FDI inflows...

The impressive numbers documenting the growth of international production disguise
considerable variation across and within regions.   There is no doubt that the developed
countries, with more than two-thirds of the world inward FDI stock and 90 per cent of the
outward stock, dominate the global picture, but their dominance is being eroded.  Developing
countries accounted for nearly a third of the global inward FDI stock in 1997, increasing
from one-fifth in 1990.  It is in flows of inward FDI that developing countries have made the
biggest gains over the 1990s, with their values as well as shares of global inflows increasing
markedly: from $34 billion in 1990 (17 per cent of global inflows) to $149 billion in 1997 (37
per cent of global inflows).

…despite the str…despite the str…despite the str…despite the str…despite the strong investment performance of developed countries in 1997.ong investment performance of developed countries in 1997.ong investment performance of developed countries in 1997.ong investment performance of developed countries in 1997.ong investment performance of developed countries in 1997.

Continued strong economic growth in the United States, improved economic
performance in many Western European countries, and the mergers-and-acquisitions (M&As)
boom are the principal reasons for the acceleration of inflows to developed countries in
1997 (an increase of almost a fifth over 1996, to $233 billion).  The United States received $91
billion in inflows, accounting for more than one-fifth of global inflows, and invested $115
billion abroad during the year.  Among the countries of the European Union, the United
Kingdom received $37 billion (just under a tenth per cent of global inflows) in 1997; in
contrast, for the second successive year, Germany registered net FDI withdrawals.  Outflows
from the European Union were $180 billion in 1997, and a renewed interest in European
integration prompted by the expected advent of the Euro in 1999 led to a spurt in the share
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of investment directed to member countries.  Japan received $3 billion in 1997, a record
figure, though still low compared to other developed economies, and invested $26 billion
abroad.

Worldwide cross-border M&As, mostly in banking, insurance, chemicals,
pharmaceuticals and telecommunications, were aimed at the global restructuring or strategic
positioning of firms in these industries and experienced another surge in 1997.  Valued at
$236 billion, majority-owned M&As represented nearly three-fifths of global FDI inflows in
1997, increasing from almost a half in 1996.  Many of the 1997 M&A deals have been large
and 58 of them were each worth more than $1 billion.  The United States, followed by the
United Kingdom, France and Germany, accounted for the biggest share of the large M&A
deals.  Together, developed countries accounted for about 90 per cent of the worldwide
majority-owned M&A purchases. These deals are not only a major driver of FDI flows for
developed countries, but also shed light on  the prevailing strategies of TNCs: divesting
non-core activities and strengthening competitive advantages through acquisitions in core
activities.  These strategies have been made possible by liberalization (including the WTO’s
financial services agreement in 1997) and deregulation (e.g. in telecommunications).  One
outcome is a greater industrial concentration in the hands of a few firms in each industry,
usually TNCs.

TNCs are achieving their goals of strategic positioning or restructuring not only through
M&As but also through inter-firm agreements.  A subset of such agreements involves
technology-related activities and is a response to the increased knowledge-intensity of
production, the shortening of product cycles and the need to keep up with the constantly
advancing technological frontier.  Such agreements are particularly important for enhancing
the technological competitiveness of firms and their number has increased from an annual
average of less than 300 in the early 1980s to over 600 in the mid-1990s.  An estimated 8,260
inter-firm agreements in technology-intensive activities have been concluded between 1980
and 1996.  Given their emphasis on technology or joint R&D development, it is not surprising
that inter-firm agreements are prominent in knowledge-intensive industries, such as the
information industry and pharmaceuticals and, more recently, in automobiles.

Countries arCountries arCountries arCountries arCountries are continuing their efe continuing their efe continuing their efe continuing their efe continuing their efforts to crforts to crforts to crforts to crforts to create favourable conditions for FDI,eate favourable conditions for FDI,eate favourable conditions for FDI,eate favourable conditions for FDI,eate favourable conditions for FDI,
with bilateral trwith bilateral trwith bilateral trwith bilateral trwith bilateral treaties and reaties and reaties and reaties and reaties and regional initiatives gaining momentum, ...egional initiatives gaining momentum, ...egional initiatives gaining momentum, ...egional initiatives gaining momentum, ...egional initiatives gaining momentum, ...

During 1997, 151 changes in FDI regulatory regimes were made by 76 countries, 89
per cent of them in the direction of creating a more favourable environment for FDI.  New
liberalization measures were particularly evident in industries like telecommunications,
broadcasting and energy that used to be closed to foreign investors.  New promotional
measures included streamlining approval procedures and developing special trade and
investment zones (adding to the many such zones already in existence).  During 1997 alone,
36 countries introduced new investment incentives, or strengthened existing ones. The
network of bilateral investment treaties (BITs) is expanding as well, totalling 1,513 at the
end of 1997. In that year one BIT was concluded, on the average, every two-and-a-half
days.  The number of double taxation treaties also increased, numbering 1,794 at the end of
1997, with 108 concluded in 1997 alone.  The common thread that runs through the
proliferation of both types of treaties is that they reflect the growing role of FDI in the world
economy and the desire of countries to facilitate it.
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Discussions of regional initiatives are taking place in most regions in the context of
new or existing agreements.  On the American continent, negotiations on the Free Trade
Agreement of the Americas (FTAA), intended to incorporate a comprehensive framework
of rights and obligations with respect to investment, have been launched. If successful, the
FTAA will consolidate and integrate the various free trade and investment areas already
present in the region.  In Asia, the ASEAN Investment Area is scheduled to be established
later this year.  However, the approach of the ASEAN Investment Area is different from that
of other regional initiatives in that it emphasizes policy flexibility, cooperative endeavours
and strategic alliances and avoids, at least for now, legally binding commitments.  In Africa,
there are preliminary discussions on new regional initiatives on investment in the context
of the Southern African Development Community (SADC) and the Organization of African
States.

…as governments engage in br…as governments engage in br…as governments engage in br…as governments engage in br…as governments engage in broad-based and wide-ranging discussions onoad-based and wide-ranging discussions onoad-based and wide-ranging discussions onoad-based and wide-ranging discussions onoad-based and wide-ranging discussions on
international investment agrinternational investment agrinternational investment agrinternational investment agrinternational investment agreements and their development implications.eements and their development implications.eements and their development implications.eements and their development implications.eements and their development implications.

The ongoing negotiations on a Multilateral Agreement on Investment at the OECD
reached a critical point in 1998 after two years of negotiations, when pressures grew to
make them more transparent and to initiate a broad-based public debate on FDI issues.
Partly reflecting this situation, a pause for reflection until October 1998 was agreed to by
the OECD ministers.

Wide-ranging discussions at the multilateral level have, meanwhile, been taking place
mainly in the WTO and UNCTAD.  The work of the WTO Working Group on the Relationship
between Trade and Investment is focusing on the economic relationship between trade and
investment; the implications of the relationship for development and economic growth;
existing international arrangements and initiatives on trade and investment; and issues
relevant to assessing the need for possible future initiatives.  UNCTAD, on the other hand,
is seeking to help developing countries participate effectively in international discussions
and negotiations on FDI, be it at the bilateral, regional or multilateral level.  In pursuing
this objective, UNCTAD is paying special attention to identifying the interests of developing
countries and ensuring that the development dimension is understood and adequately
addressed in international investment agreements.

ForForForForForeign direign direign direign direign direct investment has rect investment has rect investment has rect investment has rect investment has remained a souremained a souremained a souremained a souremained a source of rce of rce of rce of rce of relative stability in capitalelative stability in capitalelative stability in capitalelative stability in capitalelative stability in capital
flows to developing countries, ...flows to developing countries, ...flows to developing countries, ...flows to developing countries, ...flows to developing countries, ...

Although smaller than those of developed countries, the increases in 1997 in FDI flows
into developing countries are noteworthy because they took place in an environment that
presented a complex mix of adverse changes.  Unlike other net resource flows such as official
development assistance or some other types of private capital, such as portfolio equity
investment, FDI inflows increased in 1997, with no developing region experiencing a decline
in the level of inflows.

… showing r… showing r… showing r… showing r… showing resilience in the face of the financial crisis in Asia and the Pacific, ...esilience in the face of the financial crisis in Asia and the Pacific, ...esilience in the face of the financial crisis in Asia and the Pacific, ...esilience in the face of the financial crisis in Asia and the Pacific, ...esilience in the face of the financial crisis in Asia and the Pacific, ...

A new record level of $45 billion in FDI flows received by China contributed to the 9
per cent increase in total FDI flows to Asia and the Pacific in 1997.  With $87 billion in 1997,
Asia and the Pacific accounts for nearly three-fifths of the FDI inflows received by all
developing countries, and for over a half of the developing-country FDI stock.  East and
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South-East Asia, the subregion most affected by the financial crisis in Asia during the second
half of the year, also saw a small increase of 6 per cent to $82.4 billion in 1997 but this trend
is unlikely to continue in 1998.  The five Asian economies most affected by the crisis saw
their combined FDI inflows remain at a level almost unchanged from that in 1996.  With
inflows totalling $2.6 billion in 1997, largely concentrated in oil-producing Kazakhstan and
Azerbaijan, Central Asia has become a more important destination for FDI than West Asia,
which received $1.9 billion in 1997.

China’s current FDI boom, now in its sixth consecutive year, is showing signs of coming
to an end.  The rate of increase of FDI inflows declined to 11 per cent in 1997 from an average
of 147 per cent between 1992 and 1993.  Furthermore, FDI approvals have fallen from $111
billion in 1993 to $52 billion in 1997.  The expectation of a decline is based on several aspects
of the national and regional economy: a slowdown in economic growth from its exceptional
performance of the past few years; excess capacity in several industries due to over-
investment or weaker demand conditions; wage increases in the coastal areas that are eroding
its locational advantage in low-cost labour-intensive investments; poor infrastructure in
the interior provinces that hinders investment in low-wage activities; currency depreciations
in other economies that are eroding the price competitiveness of foreign affiliate exports;
and adverse economic conditions in its biggest FDI source economies in Asia (Hong Kong,
China, Japan, the Republic of Korea, Malaysia and Thailand), which constrict their outward
flows to China.  While these considerations suggest an impending decline in FDI flows to
China, ongoing FDI liberalization, massive infrastructure building, foreign-investor
participation in the restructuring of state-owned enterprises and a continued strong growth
performance compared with other countries in the region could yet mitigate the expected
drop.

FDI outflows from Asia and the Pacific increased by 9 per cent in 1997 to $50.7 billion.
The biggest investor is Hong Kong, China, with an outward stock of $137.5 billion in 1997.
China and Indonesia experienced large increases in outflows, with big projects in natural-
resource-seeking investments, while firms from Singapore and Taiwan Province of China
were actively involved in acquisitions of firms in crisis-afflicted countries.  TNCs from the
Republic of Korea, Malaysia and Thailand had a much lower profile, as a number of their
FDI expansion projects were scaled down or put on hold.

The FDI pattern emerging in Asia and the Pacific is characterized by a decline in intra-
regional investment, as many of the region’s TNCs grapple with mounting debts and other
difficulties.  On the other hand, European TNCs, having largely neglected Asia until recently,
are now taking an active interest in the region.  The region’s FDI pattern is also characterized
by an increasing share of FDI received by the services sector, partly because of liberalization
but also in direct response to efforts by some host countries to become regional investment
hubs.  Finally, M&As are gaining in importance as a mode of investment in Asia and the
Pacific, partly in response to corporate restructuring in the countries directly affected by
the financial crisis.

... although the implications of the crisis for FDI in the most af... although the implications of the crisis for FDI in the most af... although the implications of the crisis for FDI in the most af... although the implications of the crisis for FDI in the most af... although the implications of the crisis for FDI in the most affected countriesfected countriesfected countriesfected countriesfected countries
ararararare a matter for concern.e a matter for concern.e a matter for concern.e a matter for concern.e a matter for concern.

For Asia, and especially the five Asian countries -- Indonesia, Malaysia, Philippines,
Thailand and the Republic of Korea -- stricken by the financial crisis in the second half of
1997, the most important question relating to foreign investment is how the crisis and its
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economic consequences will affect inward FDI in the short and medium term. FDI plays an
important role in the region and could thus assist the countries in the process of their
economic recovery.  FDI flows to the region have been quite resilient in the face of the crisis,
remaining positive and continuing to add to the capital stock of the affected countries while
other capital flows, including bank lending and portfolio equity investment, fell sharply
and even turned negative in 1997 as a whole.  This is not surprising given that FDI is
investment made with a long-term interest in production in host countries, in order to
enhance the competitive positions of TNCs.  Nevertheless, neither FDI flows nor the activities
of foreign affiliates in the region, in particular in the five most affected countries, can remain
impervious to the changes that the crisis has set in motion.

While some efWhile some efWhile some efWhile some efWhile some effects of the crisis arfects of the crisis arfects of the crisis arfects of the crisis arfects of the crisis are conducive to incre conducive to incre conducive to incre conducive to incre conducive to increasing inward FDI, ...easing inward FDI, ...easing inward FDI, ...easing inward FDI, ...easing inward FDI, ...

Indeed, the crisis and its aftermath have changed a number of factors that influence
FDI and TNC operations in the affected countries, at least in the short and medium term.
Some of the changes are actually conducive to increasing FDI flows to the affected countries.
One is the decrease for foreign investors in the costs of acquiring assets whose prices have
fallen. In addition, the availability of firms seeking capital and the liberalization of policy
with respect to M&As makes the entry of foreign investors through the acquisition of assets
easier than before.  All this makes it easier for TNCs to enter or expand their operations at
the present time, if they can afford to take a long-term view of the market prospects in the
region or if they produce for export rather than domestic or regional markets.  Firms
interested in strategic positioning in Asia and the Pacific or seeking created assets to
complement their worldwide portfolio of locational assets might find it attractive to establish
or expand operations in these countries at the present time.  There is evidence that firms
from the United States, Western Europe and less affected economies in the region have taken
the opportunity to invest in the crisis-affected countries, especially in Thailand and the
Republic of Korea.  The increasing importance of M&As as a mode of entry may, however,
give rise to concerns over the loss of national control over enterprises; these need to be
taken seriously, so as to avoid a backlash.

A second factor conducive to increasing FDI in the most affected Asian countries is
the improvement in their international cost competitiveness due to devaluations.  This is
especially relevant for export-oriented FDI and there are already signs that investors are
responding to the changes in the relative costs of production.  FDI in export-oriented
industries (such as electrical and electronics manufacturing) has risen in Thailand -- as it
had in Mexico after the Peso crisis -- while production for export by foreign affiliates already
well established in both Thailand and Malaysia seems to be increasing.  TNCs in the affected
Asian economies, which are already highly export-oriented in certain industries, can take
advantage of their corporate systems of integrated international production to strengthen
their export orientation substantially, especially in the short and medium term.

The potential positive impact of both lower asset prices and decreased operational
costs on inward FDI could be enhanced by the liberalization moves and promotional efforts
that are being made by the affected countries.  Governments in the countries most affected
by the crisis, most of which already have fairly liberal frameworks for FDI, have further
liberalized their FDI regimes, opening new areas and relaxing rules, including in the context
of IMF adjustment programmes. They have also intensified their efforts to attract FDI both
individually and collectively.
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... others will af... others will af... others will af... others will af... others will affect it adverselyfect it adverselyfect it adverselyfect it adverselyfect it adversely.....

On the other hand, some consequences of the crisis will affect FDI adversely in the
short and medium term. For firms focused on domestic or regional markets, reduced demand
and slower growth can be expected to lead to some cancelling, scaling down or postponement
of FDI in the most affected countries. However, the impact on domestically-oriented foreign
affiliates varies among industries. Foreign affiliates in the services sector are particularly
susceptible to local demand conditions, because of the non-tradability of most services.
Affiliates producing goods and services that depend mainly on imported raw materials and
intermediate inputs would be more seriously affected than those relying on domestic sources.
The automotive industry, in which TNCs figure prominently in the region, is a good example
of the impact of the crisis and the range of responses: a number of automotive TNCs have
scaled down, postponed or even cancelled investment projects in some of these countries;
firms have also adopted various other measures to cope with the crisis, including injecting
funds to help their financially distressed affiliates and subcontractors, relocating parts
production, boosting exports and  increasing domestic sourcing.

FDI to countries not seriously caught up in the crisis may also decline, ...FDI to countries not seriously caught up in the crisis may also decline, ...FDI to countries not seriously caught up in the crisis may also decline, ...FDI to countries not seriously caught up in the crisis may also decline, ...FDI to countries not seriously caught up in the crisis may also decline, ...

The implications of the financial crisis for inward FDI are also likely to extend to other,
less seriously affected, developing countries in Asia.  For one thing, some countries, especially
those with close economic links to the countries most affected by the crisis, are likely to
experience lower economic growth; some countries may also lose export competitiveness
vis-à-vis the countries that have devalued.  These factors could reduce their attractiveness
as host countries, at least in the short run.

....mainly because of decr....mainly because of decr....mainly because of decr....mainly because of decr....mainly because of decreased outward FDI freased outward FDI freased outward FDI freased outward FDI freased outward FDI from some Asian home countries, ...om some Asian home countries, ...om some Asian home countries, ...om some Asian home countries, ...om some Asian home countries, ...

Furthermore, and most importantly, many Asian developing countries, including
China, Viet Nam and the least developed countries of the region, depend heavily on FDI
from other developing Asian countries and inward FDI flows to them could decrease because
of a decrease in outward FDI from the countries affected by the crisis. In 1997, overall outward
FDI from developing Asian economies rose, but flows decreased from all the five crisis-
affected countries except Indonesia.  The crisis is likely to reduce the financial capacities of
Asian TNCs (including TNCs from Japan) to undertake FDI on account of valuation losses,
increased debt burdens on foreign-currency denominated loans, and reduced profitability
of operations due to contraction of demand. The impact of these factors is further
compounded for some TNCs by a credit crunch at home and difficulties in raising funds
abroad.

...making it dif...making it dif...making it dif...making it dif...making it difficult to prficult to prficult to prficult to prficult to predict the overall impact on FDI in the redict the overall impact on FDI in the redict the overall impact on FDI in the redict the overall impact on FDI in the redict the overall impact on FDI in the region in theegion in theegion in theegion in theegion in the
short and medium term, although long-term prshort and medium term, although long-term prshort and medium term, although long-term prshort and medium term, although long-term prshort and medium term, although long-term prospects rospects rospects rospects rospects remain sound.emain sound.emain sound.emain sound.emain sound.

  It is difficult to predict how the various factors set in motion by the crisis will affect,
on balance, inward FDI to the crisis-stricken countries and to the region as a whole in the
short and medium term. Despite their overall resilience, flows to the affected countries and
to the region as a whole may well fall in 1998, but much depends on the extent to which the
financial crisis spills over into the real sector. Aside from that, given that the FDI determinants
proper -- regulatory frameworks, business facilitation and, most importantly, economic
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determinants of long-term growth -- are attractive, and that the changes resulting from the
crisis have positive as well as negative implications for FDI, there is room for cautious
optimism.  However, the extent to which these various factors translate into actual flows
will depend on the assessment by TNCs of the long-term prospects of the region in the
context of their own strategies for enhancing competitiveness. If their assessment is negative,
TNCs will be reluctant to invest, especially as far as market-seeking FDI is concerned, and
cautious in acquiring assets in the region.  If they take a positive view and take advantage
of the crisis to position themselves strategically in the region, FDI flows to Asia will continue
on their upward trend without serious interruption. The rationale for the latter view is that
the fundamental features of the region as a destination for FDI remain sound.  These same
features suggest not only that longer-term FDI prospects for the region remain positive, but
that they may even improve as countries strengthen certain aspects of their economies in
response to the crisis.

Latin America now tops developing rLatin America now tops developing rLatin America now tops developing rLatin America now tops developing rLatin America now tops developing regions in inward FDI gregions in inward FDI gregions in inward FDI gregions in inward FDI gregions in inward FDI growth, due toowth, due toowth, due toowth, due toowth, due to
economic stabilityeconomic stabilityeconomic stabilityeconomic stabilityeconomic stability, gr, gr, gr, gr, growth, liberalization and privatization, ...owth, liberalization and privatization, ...owth, liberalization and privatization, ...owth, liberalization and privatization, ...owth, liberalization and privatization, ...

The turnaround in FDI flows to Latin America and the Caribbean that occurred in the
early 1990s was further strengthened in 1997: the region received $56 billion -- an increase
of 28 per cent over 1996 -- and invested a record $9 billion abroad.  The increase in inflows
accounted for two-thirds of the overall increase in inflows to all developing countries.  Apart
from sustained economic growth and good macroeconomic performance, key factors in the
region’s FDI boom were trade liberalization, wide-ranging privatization, deregulation and
regionalization.  With more than $16 billion in inflows, Brazil emerged as the region's
champion in 1997, surpassing Mexico with $12 billion and Argentina with $6 billion.  Despite
the growing role of Asian and intraregional FDI, the United States is still the largest investor
in Latin America and the Caribbean, with its investment in the region reaching $24 billion
in 1997, mostly in automobiles, electronics, apparel and other manufacturing.

MERCOSUR has given a boost to both intraregional and extraregional FDI.  Global
competition and market expansion are prompting TNCs from Europe, the United States
and Asia to invest in the growing MERCOSUR market, particularly in automobiles and
chemicals.  In contrast, most of the manufacturing FDI in Mexico and the Caribbean Basin
has been efficiency-seeking, with the United States market being the final destination of
exports.  In the services and primary sectors, privatization programmes have provided
opportunities for expansion for both market-seeking and resource-seeking TNCs.
Government policy has also played a crucial role in generating the conditions under which
the current FDI boom in Latin America and the Caribbean has occurred.

Latin America’s strong FDI performance has been accompanied by changes in the
nature of the investment it receives.  First, there are some signs that TNC activities in Latin
America have become more export-oriented, as witnessed by the sizeable contributions of
TNCs to the region’s exports and by increases in the export propensity of United States
manufacturing affiliates. Structural reforms, macroeconomic stabilization and adequate
macroeconomic management have also contributed to the export performance of foreign
affiliates and domestic firms.  Primary-sector FDI, still important in a number of countries,
is almost exclusively geared to international markets.  Services FDI, mostly geared to national
markets, has given rise to some exports in certain tradable services and may have increased
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exports indirectly through services-related activities of manufacturing operations.  The lion’s
share of export creation by foreign affiliates has taken place in manufacturing, in response
to the trend towards integrating manufacturing affiliates into global production networks,
which can be most clearly observed in Mexico and the Caribbean Basin.

The recent FDI boom in Latin America has also been accompanied by large and rising
current-account deficits, reviving concerns over a negative balance-of-payments impact.
The immediate effects of trade liberalization on the balance of payments may well be negative
because FDI tends to generate higher imports not only of capital and intermediate goods,
but also of final consumer goods, if TNCs begin by establishing sales affiliates and
distribution networks. In the longer run, however, the strengthened export orientation of
foreign affiliates should help to improve current account imbalances, especially as import
growth normalizes once the adjustment of foreign investors to the new policy environment
is completed, and if complementary policies to strengthen domestic capabilities and linkages
are also pursued.

…but Africa’…but Africa’…but Africa’…but Africa’…but Africa’s performance has rs performance has rs performance has rs performance has rs performance has remained unremained unremained unremained unremained unremarkable – with some exceptions.emarkable – with some exceptions.emarkable – with some exceptions.emarkable – with some exceptions.emarkable – with some exceptions.

FDI flows to Africa have stabilized at a significantly higher level than at the beginning
of the 1990s: an average of $5.2 billion during 1994-1996 compared to an average of $3.2
billion during 1991-1993.  In 1997, inflows were $4.7 billion, almost the same as in 1996.
Judging by data for United States and Japanese affiliates in Africa, the continent remains a
highly profitable investment location as companies receive rates of return on their
investments that by far exceed those in other developing regions.  In addition, almost three-
fifths of FDI flows from the major home countries of TNCs in Africa -- France, Germany, the
United Kingdom and the United States -- have gone into manufacturing and services since
1989, suggesting that the widely held assumption that Africa receives FDI only on the basis
of natural resources is mistaken.

While Africa trails other developing regions in attracting FDI, a group of seven countries
-- Botswana, Equatorial Guinea, Ghana, Mozambique, Namibia, Tunisia and Uganda -- stand
out in terms of relative FDI inflows and their growth during 1992-1996, not only in
comparison to other African countries but also to developing countries as a whole.  While
natural resources are an important determinant for FDI flows into most of these countries,
they are by no means the only explanation for their relative success in attracting FDI.  A
number of other factors, including fast-growing national markets, access to large regional
markets, significant  privatization programmes and -- in the case of Tunisia -- conditions
encouraging the location of export-oriented, efficiency-seeking FDI in the country also play
a role.  What all these “frontrunner” countries have in common is significant progress in
improving their regulatory FDI frameworks as well as significant progress in strengthening
political and macroeconomic stability.  Most of them have also stepped up efforts to create
an FDI-friendly business climate, particularly through investment promotion activities.

FDI in Central and Eastern Europe has bounced back.FDI in Central and Eastern Europe has bounced back.FDI in Central and Eastern Europe has bounced back.FDI in Central and Eastern Europe has bounced back.FDI in Central and Eastern Europe has bounced back.

Central and Eastern European economies broke their stagnating FDI trend in 1997 --
the first year the region as a whole registered a positive GDP growth rate in recent years --
by receiving record FDI flows of $19 billion, 44 per cent more than in 1996.  This turnaround
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took place after a decline of 10 per cent in 1996. The Russian Federation was the leading
recipient, mainly in natural resources and infrastructure development.  In the other Central
and Eastern European economies, most of the FDI growth occurred in manufacturing and
services.  The FDI pattern, however, remains uneven, reflecting the diverse experiences of
countries in the transition to market-based economies, the strengthening of regulatory and
institutional frameworks relevant for TNC operations, and privatization efforts.  As for
outflows, with the Russian Federation as the leading outward investor, outflows from Central
and Eastern Europe more than tripled in 1997.

Despite this turnaround, Central and Eastern Europe’s share in world inward FDI
stock is still low: 1.8 per cent in 1997. To a large extent, this is explained by the fact that the
majority of the countries opened up to inward FDI fairly recently; their accumulated FDI
stocks are therefore small.  The small stock also reflects the influence of various obstacles
such as problems in the legal and regulatory frameworks, a long transition-related recession
and a lack of experience in FDI facilitation measures.

The principal determinants of the location of FDI arThe principal determinants of the location of FDI arThe principal determinants of the location of FDI arThe principal determinants of the location of FDI arThe principal determinants of the location of FDI are the policy framework,e the policy framework,e the policy framework,e the policy framework,e the policy framework,
business facilitation measurbusiness facilitation measurbusiness facilitation measurbusiness facilitation measurbusiness facilitation measures and economic factors.es and economic factors.es and economic factors.es and economic factors.es and economic factors.

To explain the differences in FDI performance among countries and to ascertain why
firms invest where they do, it is necessary to understand how TNCs choose investment
locations.  In general, FDI takes place when firms combine their ownership-specific
advantages with the location-specific advantages of host countries through internalization,
i.e. through intra-firm rather than arm’s-length transactions.  Three broad factors determine
where TNCs invest: the policies of host countries, the proactive measures countries adopt
to promote and facilitate investment, and the characteristics of their economies.  The relative
importance of different location-specific FDI determinants depends on the motive and type
of investment, the industry in question, and the size and strategy of the investor. Different
motives, for example,  can translate into different location patterns depending on the
investor ’s strategy.

The FDI policy framework, a necessary but not sufThe FDI policy framework, a necessary but not sufThe FDI policy framework, a necessary but not sufThe FDI policy framework, a necessary but not sufThe FDI policy framework, a necessary but not sufficient determinant of FDIficient determinant of FDIficient determinant of FDIficient determinant of FDIficient determinant of FDI
location is becoming rlocation is becoming rlocation is becoming rlocation is becoming rlocation is becoming relatively less important with liberalization andelatively less important with liberalization andelatively less important with liberalization andelatively less important with liberalization andelatively less important with liberalization and
globalization ...globalization ...globalization ...globalization ...globalization ...

The core enabling framework for FDI consists of rules and regulations governing entry
and operations of foreign investors, standards of treatment of foreign affiliates and the
functioning of markets.  Complementing core FDI policies are other policies that affect foreign
investors’ locational decisions directly or indirectly, by influencing the effectiveness of FDI
policies.  These include trade policy and privatization policy.  Policies designed to influence
the location of FDI constitute the “inner ring” of the policy framework.  Policies that affect
FDI but have not been designed for that purpose constitute the “outer ring” of the policy
framework. The contents of both rings differ from country to country, as well as over time.

Core FDI policies are important because FDI will simply not take place where it is
forbidden.  However, changes in FDI policies have an asymmetric impact on the location of
FDI: changes in the direction of greater openness may allow firms to establish themselves in
a particular location, but they do not guarantee this.  In contrast, changes in the direction of
less openness, especially if radical (e.g. nationalizations), will pretty much ensure a reduction
in FDI.
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Since the mid-1980s, an overwhelming majority of countries have introduced measures
to liberalize FDI frameworks, with positive effects on inward investment.  Globalization
and FDI liberalization have exerted mutually reinforcing pressures on each other and the
momentum for neither has subsided.  This has provided TNCs with an ever-increasing choice
of locations and has made them more selective and demanding as regards other locational
determinants.  One outcome is a relative loss in effectiveness of FDI policies in the competition
for investment: adequate core FDI policies are now simply taken for granted.

Another outcome is that countries are increasingly paying more attention to the inner
and outer rings of the policy framework for FDI.  The key issue for inner-ring policies is
policy coherence, especially the joint coherence of FDI and trade policies.  This is particularly
important for efficiency-seeking FDI as firms integrate their foreign affiliates into
international corporate networks.  At the same time, the boundary line between inner- and
outer-ring policies becomes more difficult to draw as the requirements of international
production make higher demands on the efficacy of the policy and organizational framework
within which FDI policies are implemented.  Thus, macroeconomic policies (which include
monetary, fiscal and exchange-rate policies) as well as a variety of macro-organizational
policies become increasingly relevant.  As the core FDI policies become similar across
countries as part of the global trend towards investment liberalization, the inner and outer
rings of policies gains more influence.  Foreign investors assess a country’s investment climate
not only in terms of FDI policies per se but also in terms of macroeconomic and macro-
organizational policies.

Among the policy measures that can have a direct effect on FDI is membership in
regional integration frameworks, as these can change a key economic determinant: market
size and perhaps market growth.  In fact, because of this effect, such membership can be
regarded as an economic determinant in its own right.  Regional integration frameworks
may cover a wide spectrum of integration measures, ranging from tariff reduction among
members to policy harmonization on many fronts.  The inner rings for both inward and
outward FDI tend to become similar; in the case of developed countries, this may happen
even before regional integration becomes a fact.  With developing countries, membership in
a regional integration scheme usually requires at least some degree of FDI (or capital
movement) policy harmonization.

A multilateral framework on investment (MFI) -- if it were to be negotiated and if it
were to lead to more similar FDI policy frameworks -- would underscore the importance of
the principal economic determinants and business facilitation measures in influencing
location in a globalizing world economy.  Even on the policy front, however, the precise
impact of a possible MFI would depend on the form it takes, and particularly whether it
would merely lock in the FDI liberalization process or further encourage it.  Since an MFI is
a hypothetical policy determinant, assessments of its possible impact on the actual quantity,
quality and geographical pattern of FDI flows must be tentative and could range from
scenarios that see no or very little impact, to a negative or positive impact; it must, moreover,
be understood that the implications of the various scenarios would vary from country to
country in accordance with specific economic and developmental conditions and specific
national stances vis-à-vis FDI.  If a possible MFI should lock in unilateral liberalization
measures, assure greater protection, transparency, stability and predictability, and create
pressures for (or even lead to) further liberalization, it would enhance the FDI enabling
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policy framework and could lead to more investment -- if the other FDI determinants were
in place.  However, it is also conceivable that if an MFI was of a “stand-still” type, it would
not create a more liberal policy framework than the one that already exists, and hence, its
impact on FDI determinants and flows would be difficult to detect, if there were to be one.
Expectations about the impact of a possible MFI -- if indeed it were to be negotiated -- on
FDI flows in comparison to the current regulatory framework and the direction in which it
is developing, should therefore not be exaggerated.  There are, of course, other issues that
would need to be considered in connection with a possible MFI -- especially the possible
role of such an agreement in providing a framework for intergovernmental cooperation in
the area of investment -- but these fall outside the scope of the present analysis which is
specifically focussed on the determinants of FDI.

... while business facilitation measur... while business facilitation measur... while business facilitation measur... while business facilitation measur... while business facilitation measures ares ares ares ares are becoming re becoming re becoming re becoming re becoming relatively morelatively morelatively morelatively morelatively more important.e important.e important.e important.e important.

It is in the context of a greater similarity of investment policies at all levels that business
facilitation measures enter the picture.  They include investment promotion, incentives,
after-investment services, improvements in amenities and measures that reduce the “hassle
costs” of doing business.  While these measures are not new, they have proliferated as a
means of competing for FDI as FDI policies converge towards greater openness. Furthermore,
business facilitation measures have become more sophisticated, increasingly targeting
individual investors, even though this involves high human capital and other costs.  Among
these measures, after-investment services can be singled out because of the importance of
reinvested earnings in overall investment flows and because satisfied investors are the best
advertisement of a country’s business climate.  Financial or fiscal incentives are also used to
attract investors even though they typically only enter location-decision processes when
other principal determinants are in place.

The rThe rThe rThe rThe relative importance of economic determinants, the most importantelative importance of economic determinants, the most importantelative importance of economic determinants, the most importantelative importance of economic determinants, the most importantelative importance of economic determinants, the most important
category of determinants, ...category of determinants, ...category of determinants, ...category of determinants, ...category of determinants, ...

Once an enabling FDI policy framework is in place, economic factors assert themselves
as locational determinants.  They fall into three clusters, corresponding to the principal
motives for investing abroad: resource (or-asset)-seeking, market-seeking and efficiency-
seeking.

In the past, it was relatively easy to distinguish the type of FDI corresponding to each
of these motives.  Historically, the availability of natural resources has been the most
important FDI determinant for countries lacking the capital, skills, know-how and
infrastructure required for their extraction and sale to the rest of the world.  The importance
of this determinant per se has not declined but the importance of the primary sector in
world output has declined.  In addition, large indigenous, often state-owned, enterprises
have emerged in developing countries with the capital and skills to extract and trade natural
resources. These changes mean that TNC participation in natural resource extraction is taking
place more through non-equity arrangements and less through FDI, although the value of
FDI in natural resources has far from declined.

National market size, in absolute terms or relative to the size and income of the
population, has been another important traditional determinant, leading to market-seeking
investment.  Large markets can accommodate more firms and allow each of them to reap
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the benefits of scale and scope economies -- one of the principal reasons why regional
integration frameworks can lead to more FDI.  High market growth rates stimulate
investment by foreign as well as domestic investors.  Much of the inward FDI of the 1960s
and 1970s was drawn by large national markets for manufacturing products, which were
sheltered from international competition by tariff barriers and quotas.  Large national markets
were also important for those services whose non-tradability made FDI the only mode of
delivery to consumers.  Such investment, however, was initially small because FDI
frameworks for services were typically restrictive, excluding foreign investors in many fields
such as banking, insurance and most infrastructural services.  Largely immobile low-cost
labour was another traditional economic determinant of FDI location, particularly important
for efficiency-seeking investment.

…is changing under the impact of liberalization and globalization, as TNCs…is changing under the impact of liberalization and globalization, as TNCs…is changing under the impact of liberalization and globalization, as TNCs…is changing under the impact of liberalization and globalization, as TNCs…is changing under the impact of liberalization and globalization, as TNCs
incrincrincrincrincreasingly pursue competitiveness-enhancing strategies reasingly pursue competitiveness-enhancing strategies reasingly pursue competitiveness-enhancing strategies reasingly pursue competitiveness-enhancing strategies reasingly pursue competitiveness-enhancing strategies relying on a portfolioelying on a portfolioelying on a portfolioelying on a portfolioelying on a portfolio
of locational assets, ...of locational assets, ...of locational assets, ...of locational assets, ...of locational assets, ...

The forces driving globalization are also changing the ways in which TNCs pursue
their objectives for investing abroad.  Technology and innovation have become critical to
competitiveness.  Openness to trade, FDI and technology flows, combined with deregulation
and privatization, have improved firms’ access to markets for goods and services and to
immobile factors of production and have increased competitive pressures in previously
protected home markets, forcing firms to seek new markets and resources overseas.  At the
same time, technological advances have enhanced the ability of firms to coordinate their
expanded international production networks in their quest for increased competitiveness.
More and more firms are therefore developing a portfolio of locational  assets to complement
their own competitive strengths when they engage in FDI, as witnessed by the growing
number of firms that are becoming transnational.

All of these factors are changing the relative importance of different economic
determinants of FDI location.  The traditional determinants have not disappeared; rather,
they are becoming relatively less important in FDI location decisions.  The traditional motives
for FDI have not disappeared either; they are being incorporated into different strategies
pursued by firms in their transnationalization process.  These have evolved from the
traditional stand-alone strategies, based on largely autonomous foreign affiliates, to simple
integration strategies, characterized by strong links between foreign affiliates and parent
firms, especially for labour-intensive activities, as well as links between TNCs and unrelated
firms via non-equity arrangements.  Under simple integration strategies, unskilled labour
becomes the principal locational determinant.  Complementing it are other determinants,
such as the reliability of the labour supply and adequate physical infrastructure for the
export of final products.  Costs feature prominently, but host country markets do not: it is
access to international markets, privileged or otherwise, that matters.

Although this type of FDI is not new, it began to prosper under the conditions of
globalization.  Much of the investment in export processing zones and labour-intensive
industries has been in response to simple integration strategies, driven by cost-price
competition and, more importantly, the removal of trade (and FDI) barriers in an increasing
number of countries and technological advances that permit quick changes in product
specifications in response to changes in demand.  However, as labour costs declined in
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relation to total production costs and as FDI in response to simple integration strategies
became more mobile, countries had to offer additional locational advantages over and above
the availability of low-cost unskilled labour to attract FDI.  Productivity and some level of
skill, as well as good infrastructure facilities, gained in importance as locational determinants
for this type of investment. Access to international markets also became more important.
Losing such access could mean losing this type of investment.  This contributed to the efforts
of many developing countries seeking to gain permanent access to the markets of developed
countries through trade agreements or regional integration arrangements.  As services
became more tradable, particularly in their labour-intensive intermediate production stages
such as data entry, they too began to relocate abroad in response to simple integration
strategies.  The locational advantages sought by such service TNCs included computer
literacy and a reliable telecommunication infrastructure.  Again, this contributed to the
upgrading of the locational advantages that countries could offer to TNCs pursuing simple
integration strategies, in their efforts to attract the more sophisticated activities that TNCs
were now locating abroad.

With more and more TNC intermediate products and functions becoming amenable
to FDI, TNCs strategies are evolving from simple to complex integration.  Complex
integration strategies can involve, where profitable, splitting up the production process into
specific activities or functions and carrying out each of them in the most suitable, cost-
competitive location.  More than ever in the past, complex integration strategies allow TNCs
that pursue them to maximize the competitiveness of their corporate systems as a whole on
international portfolio of location assets. In the process, the dividing line between is becoming
increasingly blurred.

… which strategies give rise to a new configuration of locational determinants,… which strategies give rise to a new configuration of locational determinants,… which strategies give rise to a new configuration of locational determinants,… which strategies give rise to a new configuration of locational determinants,… which strategies give rise to a new configuration of locational determinants,
with a grwith a grwith a grwith a grwith a growing emphasis on “crowing emphasis on “crowing emphasis on “crowing emphasis on “crowing emphasis on “created assets”.eated assets”.eated assets”.eated assets”.eated assets”.

To attract such competitiveness-enhancing FDI, it is no longer sufficient for host
countries to possess a single locational determinant.  TNCs undertaking such FDI take for
granted the presence of state-of-the-art FDI frameworks that provide them with the freedom
to operate internationally, that are complemented by the relevant bilateral and international
agreements, and that are further enhanced by a range of business facilitation measures.
When it comes to the economic determinants, firms that undertake competitiveness-
enhancing FDI seek not only cost reduction and bigger market shares, but also access to
technology and innovative capacity.  These resources, as distinct from natural resources, are
people-made, they are “created assets”.  Possessing such assets is critical for firms’
competitiveness in a globalizing economy.  Consequently, countries that develop such assets
become more attractive to TNCs.  It is precisely the rise in the importance of created assets
that is the single most important shift among the economic determinants of FDI location in
a liberalizing and globalizing world economy.  In addition, the new configuration also
includes agglomeration economies arising from the clustering of economic activity,
infrastructure facilities, access to regional markets and, finally, competitive pricing of relevant
resources and facilities.

One implication for host countries wishing to attract TNCs undertaking
competitiveness-enhancing FDI is that created assets can be developed by host countries
and influenced by governments.  The challenge is precisely to develop a well-calibrated
and preferably unique combination of determinants of FDI location, and to seek to match
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those determinants with the strategies pursued by competitiveness-enhancing TNCs.  It
must be remembered too that created assets also enhance the competitiveness of national
firms.  Thus, policies aimed at strengthening innovation systems and encouraging the
diffusion of technology are central because they underpin the ability to create assets.  Also
important are other policies that encourage the strengthening of created assets and the
development of clusters based on them as well as policies that stimulate partnering and
networking among domestic and foreign firms and allow national firms to upgrade
themselves in the interest of national growth and development.

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

All in all, the trend towards increased flows of FDI world-wide and the creation of a
more hospitable environment for FDI continues.  Even the Asian financial crisis does not
seem, thus far, to have greatly affected either FDI inflows to, or the further liberalization of
FDI policies in developing countries.  Liberalization has proceeded at the international level
through the proliferation of bilateral treaties and the creation of new regional markets and
investment areas.  One of the peculiar consequences of recent developments in the FDI area
is that, by becoming commonplace, liberal national policy frameworks have lost some of
their traditional power to attract foreign investment.  What is more likely to be critical in
the years to come is the distinctive combination of locational advantages -- including human
resources, infrastructure, market access and the created assets of technology and innovative
capacity -- that a country or region can offer potential investors.

       Rubens Ricupero
Geneva, August 1998      Secretary-General of UNCTAD
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CHAPTER  ICHAPTER  ICHAPTER  ICHAPTER  ICHAPTER  I

GLOBGLOBGLOBGLOBGLOBAL AL AL AL AL TRENDSTRENDSTRENDSTRENDSTRENDS

International production by transnational corporations (TNCs) continues to grow in
importance for both developed and developing countries.  This chapter examines trends
and developments with respect to various aspects of this phenomenon. It begins by focusing
on trends in the size and pattern of international production as indicated by world foreign-
direct-investment (FDI) stock, measures of foreign-affiliate operations, and the flows of FDI
that contribute to the building up of international production capacity.  It then examines
recent trends in inter-firm agreements as these are assuming increasing importance in certain
industries. Subsequent chapters deal with the largest TNCs undertaking FDI (chapter II),
developments in the policy framework within which they operate (chapter III) and the host
country characteristics that determine where they invest (chapter IV). Subsequent chapters
also contain more detailed analyses of the regional trends that are only sketched here
(chapters V-IX).

A.   Overall trendsA.   Overall trendsA.   Overall trendsA.   Overall trendsA.   Overall trends

1.   International production1.   International production1.   International production1.   International production1.   International production

The size and distribution of international production by TNCs -- and hence their
role in the world economy -- can be gauged from estimates of the worldwide FDI stock,
assets, sales, gross product and exports of these firms.1  Indeed, all major indicators (table
I.1) related to FDI and TNC activities showed higher rates of growth in 1997 (as in 1996)
than did GDP and exports, compensating for the decline in growth during 1991-1995 that
reflected the recession of the early 1990s (UNCTAD, 1996a). More specifically, world FDI
stock, which constitutes the capital base for TNC operations,  rose by over 10 per cent in
1997, to reach an estimated $3.5 trillion (annex tables B.3 and B.4).2  It is held by a minimum
of 53,000 TNCs -- large and small (table I.2).  The regional distribution of outward FDI stock
is heavily skewed towards developed countries, reflecting the fact that, in the past, most
FDI originated and stayed in developed countries, though there are some noticeable recent
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increases in the stock of developing countries (table I.3).  The regional distribution of inward
FDI stock is approaching that of  FDI inflows, with 30 per cent of the total being in developing
countries in 1997.  The share of South, East and South-East Asia in world inward FDI stock
nearly doubled during the past decade (table I.3).

There are at least 448,000 foreign affiliates in the world and in all likelihood many
more (table I.2).  The role that they play in host countries has become more and more
important.  Assets held by all foreign affiliates in 1997 were 3.5 times as large as FDI stocks
because a good part of them are financed by local loans and local shareholders as well as by
finance raised in third markets (table I.1).  These assets indicate the capacity of foreign
affiliates to produce goods and services, as they refer to fixed assets and intangible assets
that are used for production purposes and to financial assets that entitle the firms to receive
income. Judging by available data, the average size of assets owned by foreign affiliates
worldwide in the mid-1990s was about $28 million, almost comparable to their size at the
beginning of the 1990s; however, this could be an overestimation of the size of foreign
affiliates in terms of assets, because the number of foreign affiliates worldwide is probably
understated considerably by available data (table I.2). But even if the number of foreign
affiliates (large and small) should be close to 1 million, the average size of foreign affiliates
would still be $12 million. The average assets of large foreign affiliates of United States
TNCs were $132 million for 1995, up from $88 million in 1990 (United States, Department of
Commerce, 1993b and 1997a).3  The relative stagnation in the average size of assets owned
by foreign affiliates worldwide suggests that more and more firms, including small and
medium-sized enterprises and firms from developing countries, are establishing foreign
affiliates of modest size.

TTTTTababababable I.1.le I.1.le I.1.le I.1.le I.1.  Selected indicator  Selected indicator  Selected indicator  Selected indicator  Selected indicators of FDI and international prs of FDI and international prs of FDI and international prs of FDI and international prs of FDI and international production,oduction,oduction,oduction,oduction, 1986-1997 1986-1997 1986-1997 1986-1997 1986-1997
(Billions of dollars and percentage)

      Value at current prices        Annual growth rate
      (Billion dollars)        (Per cent)

      Item 1996 1997 1986-1990 1991-1995 1996 1997

FDI inflows  338  400 23.6 20.1 1.9 18.6
FDI outflows  333  424 27.1 15.1 -0.5 27.1
FDI inward stock 3 065 3 456 18.2 9.7 12.2 12.7
FDI outward stock 3 115 3 541 21.0 10.3 11.5 13.7
Cross-border M&As a  163  236 21.0b 30.2 15.5 45.2
Sales of foreign affiliates 8 851 c 9 500 c 16.3 13.4 6.0c 7.3c

Gross product of foreign affiliates 1 950 c 2 100 c 16.6 6.2 7.7c 7.7c

Total assets of foreign affiliates 11 156 c 12 606 c 18.3 24.4 12.0c 13.0c

Memorandum:
GDP at factor cost 28 822 30551 d 12.1 5.5 0.8 6.0d

Gross fixed capital formation 5 136 5393 d 12.5 2.6 -0.1 5.0d

Royalties and fees receipts  53 61 d 21.9 12.4 8.2 15.0d

Expor ts of goods and non-factor services 6 245 6432 d 14.6 8.9 2.9 3.0d

Source: UNCTAD, based on FDI/TNC database and UNCTAD estimates.

a Major ity-held investments only.
b 1987-1990 only.
c Projection on the basis of 1995 figures.
d Estimates.

Note: not included in this table are the values of worldwide sales by foreign affiliates associated with their parent firms through non-equity relationships
and the sales of the parent firms themselves.  Worldwide sales, gross product and total assets of foreign affil iates are estimated by extrapolating
the worldwide data of foreign affil iates of TNCs from France, Germany, Italy, Japan and the United States (for sales), those from the United States
(for gross product) and those from Germany and the United States (for assets) on the basis of the shares of those countries in the worldwide inward
FDI stock.
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TTTTTababababable I.2.le I.2.le I.2.le I.2.le I.2.  Number of parent corporations and f  Number of parent corporations and f  Number of parent corporations and f  Number of parent corporations and f  Number of parent corporations and foreign affiliates,oreign affiliates,oreign affiliates,oreign affiliates,oreign affiliates, b b b b by area and economy area and economy area and economy area and economy area and economyyyyy,,,,, latest a latest a latest a latest a latest avvvvvailabailabailabailabailable yle yle yle yle yearearearearear
 (Number)

Parent corporations  Foreign affiliates
Area/economy Year based in economya located in economya

DeDeDeDeDeveloped economiesveloped economiesveloped economiesveloped economiesveloped economies 43 44243 44243 44243 44243 442 bbbbb 96 62096 62096 62096 62096 620

     WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope 33 30233 30233 30233 30233 302 63 78963 78963 78963 78963 789

EurEurEurEurEuropean Unionopean Unionopean Unionopean Unionopean Union 27 84627 84627 84627 84627 846 bbbbb 54 87554 87554 87554 87554 875
Austr ia 1996 897 2 362
Belgium 1996 1 110 2 000 c

Denmark 1997 5 000 d 2 012 e

Finland 1996 1 200 1 200
France 1996 2 078 9 351
Germany 1996 7 569 f 11 445 g

Greece 1991 .. 798
Ireland 1994 39 1 040
Italy 1995 966 1 630
Netherlands 1993 1 608 h 2 259 h

Por tugal 1997 1 350 5 809
Spain 1997 822 i 6 809
Sweden 1997 4 148 5 551
United Kingdomj 1996 1 059 k 2 609 l

Other Other Other Other Other WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope 5 4565 4565 4565 4565 456 bbbbb 8 9148 9148 9148 9148 914
Iceland 1995 50 40
Norway 1996 900 3 100
Switzerland 1995 4 506 5 774

Japan 1996 4 231 m 3 014 n

United States 1995 3 379 o 18 901 p

Other deOther deOther deOther deOther developedvelopedvelopedvelopedveloped 2 5302 5302 5302 5302 530 10 91610 91610 91610 91610 916
Australia 1997 485 2 371
Canada 1996 1 695 4 541
New Zealand 1997 232 q 1 949 q

South Africa 1996 118 2 055

DeDeDeDeDeveloping economiesveloping economiesveloping economiesveloping economiesveloping economies 9 3239 3239 3239 3239 323 bbbbb 230 696230 696230 696230 696230 696

AfricaAfricaAfricaAfricaAfrica 3232323232 330330330330330
Ethiopia 1998 .. 21 r

Swaziland 1996 30 134
Zambia 1997 2 175

Latin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the Caribbean 1 1091 1091 1091 1091 109 b 21 17421 17421 17421 17421 174
Bolivia 1996 .. 257
Brazil 1995 797 s 6 322
Chile 1995 .. 2 028 t

Colombia 1995 302 2220
El Salvador 1990 .. 225
Guatemala 1985 .. 287
Mexico 1993 .. 8 420
Paraguay 1995 .. 109
Peru 1997 10 u 1 183 v

Uruguay 1997 .. 123

DeDeDeDeDeveloping Eurveloping Eurveloping Eurveloping Eurveloping Europeopeopeopeope 1 4821 4821 4821 4821 482 6 0456 0456 0456 0456 045
Croatia 1997 70 353
Slovenia 1996 1 300 1 792
Former Yugoslavia 1991 112 3 900

South, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East Asia 6 2426 2426 2426 2426 242 b 199 469199 469199 469199 469199 469
China 1997 379 w 145 000
Hong Kong, China 1997 500 x 5 067
India 1995 187 x 1 416
Indonesia 1995 313 y 3 472 z

Korea, Republic of 1996 4 806 3 878
Pakistan 1993 57 758
Philippines 1995 .. 14 802 aa

Singapore 1995 .. 18 154
Sri Lanka ab 1995 .. 139
Taiwan Province of China 1990 .. 5 733
Thailand 1992 .. 1 050

/...
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TTTTTababababable I.2.le I.2.le I.2.le I.2.le I.2.  Number of parent corporations and f  Number of parent corporations and f  Number of parent corporations and f  Number of parent corporations and f  Number of parent corporations and foreign affiliates,oreign affiliates,oreign affiliates,oreign affiliates,oreign affiliates, b b b b by area and economy area and economy area and economy area and economy area and economyyyyy,,,,, latest a latest a latest a latest a latest avvvvvailabailabailabailabailable yle yle yle yle year (continear (continear (continear (continear (continued)ued)ued)ued)ued)
 (Number)

Parent corporations  Foreign affiliates
Area/economy Year based in economya located in economya

WWWWWest Asiaest Asiaest Asiaest Asiaest Asia 449449449449449 b 2 4862 4862 4862 4862 486
Bahrain 1995 .. 538
Oman 1995 92 z 351 z

Saudi Arabia 1989 .. 1 461
Turkey 1995 357 136

Central AsiaCentral AsiaCentral AsiaCentral AsiaCentral Asia 99999 1 0411 0411 0411 0411 041
Kyrgyzstan 1997 9 ac 1 041 ad

The PThe PThe PThe PThe Pacificacificacificacificacific - 151151151151151
Fiji 1997 - 151

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope 842842842842842 b 12 160112 160112 160112 160112 1601
Albania 1997 .. 1 280
Belarus 1994 .. 393
Bulgaria 1994 26 918
Czech Republic 1997 660 44 062 ae

Estonia 1998 .. 3 170 af

Hungary 1994 66 15 205
Lithuania 1997 12 1 624
Poland 1997 58 s 32 889 ag

Romania 1998 20 s 6 193 ah

Russian Federation 1994 .. 7 793
Slovakia 1997 .. 5 560 ai

Ukraine 1994 .. 2 514

WWWWWorldorldorldorldorld 53 60753 60753 60753 60753 607 448 917448 917448 917448 917448 917

Source:   UNCTAD estimates.
a Represents the number of parent companies/foreign affil iates in the economy shown, as defined by that economy.  Deviations from the definition

adopted in the World Investment Repor t (see section on "definitions and sources" in annex B of this Repor t)  are noted below.
b Includes data for only the countries shown below.
c Estimated by Banque Nationale de Belgique.
d Includes both Danish and foreign parent corporations in Denmark.
e Of this number, 1,517 are majority-owned foreign affiliates.
f Does not include holding companies abroad that are dependent on German-owned capital and that, in turn, hold participating interests of more than 20

per cent abroad (indirect German participating interests).
g Does not include the number of foreign-owned holding companies in Germany which, in turn, hold par ticipating interests in Germany (indirect foreign

participating interests).
h As of October 1993.
i Includes firms controlled by a foreign direct investor.
j Data on the number of parent companies based in the United Kingdom, and the number of foreign affil iates in the United Kingdom, are based on the

register of companies held for inquiries on United Kingdom FDI abroad, and FDI into the United Kingdom conducted by the Central Statistical Office.
The numbers are probably understated because of the lags in identifying investment in greenfield sites and because some companies with a small
presence in the United Kingdom and abroad have not yet been identified.

k Represents a total of 25 bank parent companies and 1,034 non-bank parent companies.
l Represents 448 foreign affil iates in banking and 2,161 non-bank foreign affil iates.
m The number of parent companies not including finance, insurance and real estate industries in March 1996 (3,959) plus the number of parent companies

in finance, insurance and real estate industr ies in December 1992 (272).
n The number of foreign affiliates not including finance, insurance and real estate industr ies in March 1996 (2,730) plus the number of foreign affil iates

in insurance and real estate industries in November 1995 (284).
o Represents a total of 2,610 non-bank parent companies in 1995 and 60 bank parent companies in 1994 with at least one foreign affiliate whose assets,

sales or net income exceeded $3 million, and 709 non-bank and bank parent companies in 1994 whose affil iate(s) had assets, sales and net income
under $3 million. Each parent company represents a fully consolidated United States business enterprise, which may consist of a number of individual
companies.

p Represents a total of 12,816 bank and non-bank affil iates in 1994 whose assets, sales or net income exceeded $1 million, and 5,551 bank and non-
bank affil iates in 1992 with assets, sales and net income under $1 million, and 534 United States affil iates that are depositary institutions.  Each
affiliate represents a fully consolidated United States business enterprise, which may consist of a number of individual companies.

q As of March 1997.
r Represents the number of foreign affil iates that received permission to invest during 1992-May 1998.
s As of 1994.
t Number of foreign companies registred under DL600.
u Less than 10.
v Of this number, 811 are major ity-owned foreign affil iates , while 159 affil iates have less than 10 per cent  equity share.
w As of 1989.
x As of 1991.
y As of October 1993.
z As of May 1995.
aa This number covers all firms with foreign equity, i.e. equity ownership by non-resident corporations and/or non-resident individuals, registered with the

Secur ities Exchange Commission from 1989 to 1995.
ab Data are for the number of investment projects.
ac The number of firms that are registered with the National Bank of Kyrgyz Republic.  The actual number of firms that are in operation was 3.
ad The number of firms that are registered with the National Bank of Kyrgyz Republic.  The actual number of firms that are in operation was 387.
ae Of this number 21,679 are are fully owned foreign affil iates.  Includes joint ventures.
af As of May 1998. Only registered affil iates with the Estonian Commercial Register.
ag Number of firms with foreign capital.
ah The number of affil iates established during December 1990-Feburary 1998.
ai Includes joint ventures with local firms.

Note: the data can vary significantly from preceding years, as data become available for countries that had not been covered before, as definitions
change, or as older data are updated.
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If assets indicate the potential level of production, turnover or sales indicate the use
to which assets have been put.  Sales of goods and services by foreign affiliates -- an estimated
$9.5 trillion in 1997 -- are growing at a faster
rate than worldwide exports of goods and
services, which amounted to $6.4 trillion in
the same year (tables I.1 and I.4).  Thus, firms
use FDI more than they use exports -- by a
factor of 1.5 -- to service foreign markets.
Indeed, the importance of sales by foreign
affiliates relative to world exports is
increasing: during the early 1980s the ratio
of sales of foreign affiliates to world exports
was 1.1, and in 1990 it was 1.2.  Sales per
affiliate worldwide are about $20 million,
although there is considerable variation in
size of sales by home country. Thus, for
example, sales per affiliate in 1995 were $100
million for United States foreign affiliates
and $110 million for Japanese foreign
affiliates (United States, Department of
Commerce, 1997a; Japan, Ministry of
International Trade and Industry, 1998a).4

The real contribution of enterprises to
an economy can be measured by gross
product or value added, as it is distributed
in the form of wages (income of employees),
profits (income of firms) and taxes (income
of governments).  Foreign affiliates

TTTTTababababable I.3.le I.3.le I.3.le I.3.le I.3.  Regional distrib  Regional distrib  Regional distrib  Regional distrib  Regional distribution of inwarution of inwarution of inwarution of inwarution of inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock,k,k,k,k, 1985, 1985, 1985, 1985, 1985, 1990, 1990, 1990, 1990, 1990, 1995 and 1997 1995 and 1997 1995 and 1997 1995 and 1997 1995 and 1997
(Percentage)

                 Inward FDI stock                Outward FDI stock
Region/country 1985 1990 1995 1997 1985 1990 1995 1997

DeDeDeDeDeveloped countriesveloped countriesveloped countriesveloped countriesveloped countries 72.3 79.3 70.6 68.0 95.7 95.6 91.5 90.2
Western Europe 33.6 44.1 39.1 36.9 44.4 50.8 51.1 50.4

European Union 31.2 41.5 36.3 34.6 40.6 46.3 45.1 45.1
Other Western Europe 2.3 2.7 2.8 2.3 3.8 4.5 5.9 5.3

United States 24.4 22.7 20.5 20.9 36.4 25.5 25.6 25.6
Japan 0.6 0.6 1.2 1.0 6.4 11.8 8.5 8.0

DeDeDeDeDeveloping countriesveloping countriesveloping countriesveloping countriesveloping countries 27.7 20.6 28.1 30.2 4.3 4.4 8.4 9.7
Africa 3.1 2.2 2.1 1.9 0.9 0.7 0.5 0.5
Latin America and the Caribbean 10.1 7.1 10.2 10.9 1.1 0.7 0.9 1.0
Developing Europe 0.1 0.1 0.1 0.1 - - - -
Asia 14.3 11.1 15.6 17.2 2.3 2.9 6.9 8.2

West Asia 5.7 2.8 2.1 1.7 0.3 0.4 0.3 0.3
Central Asia .. .. 0.1 0.2 - - - -
South, East and South-East Asia 8.6 8.3 13.4 15.3 2.0 2.6 6.4 7.9

The Pacific 0.2 0.1 0.1 0.1 - - - -

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope - 0.1 1.3 1.8 - - 0.1 0.2

World 100 100 100 100 100 100 100 100

Source: UNCTAD, based on annex tables B.3 and B.4.

TTTTTababababable I.4.le I.4.le I.4.le I.4.le I.4.  Indicator  Indicator  Indicator  Indicator  Indicators of prs of prs of prs of prs of production boduction boduction boduction boduction by fy fy fy fy foreignoreignoreignoreignoreign
affiliates, 1982-1997affiliates, 1982-1997affiliates, 1982-1997affiliates, 1982-1997affiliates, 1982-1997

(Billions of dollars)

Gross product Expor ts of
Year Assets Sales (Value added) foreign affiliates

1982 1 869 2 440  559 ..
1983 1 885 2 395  547  569
1984 1 965 2 632  573  680
1985 2 272 2 533  604  698
1986 2 878 2 842  755  694
1987 3 403 3 519  846  740
1988 4 027 4 180 1 017  891
1989 4 520 4 788 1 160  947
1990 5 625 5 204 1 394 1 149
1991 4 162 5 052 1 422  977
1992 6 300 5 325 1 411 1 241
1993 7 132 5 975 1 371 1 278
1994 8 361 6 624 1 574 1 455
1995 9 957 8 346 1 810 1 961
1996a 11 156 8 851 1 950 ..

1997a 12 606 9 500 2 100 ..

Source: UNCTAD estimates.

a Projection on the basis of the 1995 figures.

Note: worldwide production-related data are estimated by extrapolating
the worldwide data of foreign affil iates of TNCs from Germany
and the United States (for assets), those from France, Germany,
Italy, Japan and the United States (for sales), those from the
United States (for gross product) and those from Japan and the
United States (for exports) on the basis of the shares of these
countr ies in the worldwide inward FDI stock.
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worldwide generated more than $2 trillion
in value added in 1997 (table I.4).  They
also accounted for an increasing share in
world GDP: close to 7 per cent in 1997, as
compared to 5 per cent in the mid-1980s
(table I.5).

Foreign affiliates can also
contribute to the host economy through
exports. They are estimated to have
accounted for some one-third of world
exports in 1995 (table I.5), compared to
about one-quarter during the latter half of
the 1980s.5  Since the mid-1980s,  the
export propensity of foreign affiliates (i.e.
the ratio of exports to total sales) has
remained close to one-quarter in 1995
(table I.5).

Technology transfers are another
aspect of the cross-border activities of
TNCs.  Receipts and payments of royalties
and licence fees are a measure -- however
imperfect -- of the volume of technology
flows by TNCs.  Their value is increasing
at double-digit rates (table I.1) and intra-
firm transactions are  predominant,6

accounting for between 52 per cent for Japan to 95 per cent for Germany (table I.6).
Transnational linkages between firms have become more important in acquiring and
upgrading technology over the years because foreign affiliates have, at least in principle,
access to their parent companies’ R&D facilities and indeed to those of  their entire corporate
networks. Technology can also be acquired through the import of capital goods.  In the case
of China, for example, foreign affiliates -- and especially joint ventures -- performed quite
well in this respect compared with domestic firms as a group, although in all cases the
proportion of capital goods in total imports has declined (table I.7).

TTTTTababababable I.5.le I.5.le I.5.le I.5.le I.5. Impor Impor Impor Impor Importance of prtance of prtance of prtance of prtance of production boduction boduction boduction boduction by fy fy fy fy foreign affiliates,oreign affiliates,oreign affiliates,oreign affiliates,oreign affiliates,
1982-19971982-19971982-19971982-19971982-1997
(Percentage)

Value added of all Expor ts of all
foreign affiliates foreign affiliates Expor t
as percentage of as percentage of propensity of

Year world GDPa world expor tsb  foreign affiliatesc

1982 5.3 .. ..
1983 5.0 27.7 23.7
1984 5.1 31.5 25.8
1985 5.2 31.9 27.5
1986 5.5 28.6 24.4
1987 4.3 25.6 21.0
1988 5.7 26.9 21.3
1989 6.2 26.3 19.8
1990 6.4 27.5 22.1
1991 6.2 22.7 19.3
1992 5.8 26.6 23.3
1993 5.7 27.7 21.4
1994 6.1 28.3 22.0
1995 6.3 32.3 23.5
1996 6.8 .. ..
1997 6.9 .. ..

Source: UNCTAD estimates.

a Worldwide value added is estimated by extrapolating the worldwide value
added of foreign affiliates of TNCs from the United States on the basis of
the share of the United States in the worldwide inward FDI stock.

b Worldwide expor ts are estimated by extrapolating the worldwide expor ts
of  foreign affil iates of TNCs from Japan and the United States  on the
basis of the shares of these countr ies in the worldwide inward FDI stock.
In calculating expor ts of Japanese affiliates, export data are adjusted to
exclude those of wholesale affil iates to avoid possible double counting.

c Share of exports of foreign affiliates in total sales of foreign affiliates.

TTTTTababababable I.6.le I.6.le I.6.le I.6.le I.6. German German German German Germanyyyyy,,,,, Japan and United States: Japan and United States: Japan and United States: Japan and United States: Japan and United States: receipts fr receipts fr receipts fr receipts fr receipts from patents,om patents,om patents,om patents,om patents, r r r r roooooyyyyyalties and licence falties and licence falties and licence falties and licence falties and licence fees,ees,ees,ees,ees, 1986 and 1996 1986 and 1996 1986 and 1996 1986 and 1996 1986 and 1996
(Millions of dollars)

1986 1996
Region Germany Japan United States Germany Japana United States

World  778 1 230 7 927 2 453 6 443 29 974
of which intra-firm (per cent)  92  58  76  95  52  79

Developed countr ies, of which  671 .. 6 861 1 971 3 525 23 246
intra-firm (per cent)  92 ..  78  94 ..  82

Developing countries, of which  74 ..  647  415 2 908 5 051
intra-firm (per cent)  93 ..  55  97 ..  68

Central and Eastern Europe  33 ..  13  68  8  127
of which intra-firm (per cent)  94 .. -  94 ..  74

Source: UNCTAD, based on Japan, Bank of Japan, 1987 and 1997 and Ministry of International Trade and Industry, 1989 and 1998a;
Deutsche Bundesbank, 1988 and 1998; and United States, Depar tment of Commerce, 1992 and 1997d.

a Fiscal year 1995.
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While the degree of
economic integration among
countries has traditionally been
measured by the relative
importance of international trade
at the national, regional or global
levels, it can now also be measured
by FDI flows and stocks.  For the
world as a whole, the ratio of FDI
stock (inward plus outward) to
GDP has increased steadily since
1980; the ratio of world FDI flows
(inflows  plus outflows) to GDP
has also risen, but not steadily
(figure I.1). The ratio of world
trade (imports plus exports) to
world GDP has remained
relatively constant during the
same period (figure I.1).  Thus,
during the past decade and a half, global integration seems to have proceeded faster through
FDI than through trade. There are, of course, noteworthy differences in the pace of integration
among regions and countries (figure I.2).

2.   FDI flows2.   FDI flows2.   FDI flows2.   FDI flows2.   FDI flows

The year 1997 witnessed a complex mix of economic changes around the world
(UNCTAD, 1998a): the financial crisis in Asia and the halting of high economic growth in
East and South-East Asia; the worst economic recession in Japan since the mid-1970s;
continued high economic growth in the United States; strong economic recovery in the
European Union and Latin America; weak commodity and petroleum prices that affected
the economies of Africa and West Asia; and the reversal of economic decline in Central and
Eastern Europe for the first time since the end of central planning.  Despite different and
divergent performances in different regions reflecting these developments, FDI continued
to grow in all regions (figure I.3 and table I.8), with some changes in the relative importance
of different host countries (table I.9) as well as in the pace at which FDI is growing.

Figure I.1.Figure I.1.Figure I.1.Figure I.1.Figure I.1.          The degree of internationalization thrThe degree of internationalization thrThe degree of internationalization thrThe degree of internationalization thrThe degree of internationalization through FDI and through FDI and through FDI and through FDI and through FDI and through tradeough tradeough tradeough tradeough trade,,,,, 1980-1996 1980-1996 1980-1996 1980-1996 1980-1996
(Percentage of GDP)

Source: UNCTAD, FDI/TNC database.

Note: the scales used for the three panels are different.

TTTTTababababable I.7.le I.7.le I.7.le I.7.le I.7. China: China: China: China: China:  Mac  Mac  Mac  Mac  Machinerhinerhinerhinerhinery impory impory impory impory imports and their share in totalts and their share in totalts and their share in totalts and their share in totalts and their share in total
imporimporimporimporimports,ts,ts,ts,ts, b b b b by type of enterprisey type of enterprisey type of enterprisey type of enterprisey type of enterprise,,,,, 1993 and 1997 1993 and 1997 1993 and 1997 1993 and 1997 1993 and 1997

(Millions of dollars and percentage)

                 1993                   1997
Value of Share in Value of Share in

Enterprise impor ts total impor ts impor ts total impor ts

Foreign affiliates 8 988  26 9 679  14
Fully foreign-owned firms 1 607  18 3 383  12
Equity joint ventures 7 381  29 6 296  16

Non-equity joint ventures 1 803  26  883  10

Domestic firms 7 491  12 4 694  7
State-owned enterprises 7 184  12 4 589  8
Collective enterprises  42  8  91  4
Private enterprises  1  14  6  6
Other  264  13  8  1

TTTTTotalotalotalotalotal 18 282  18 15 255  11

Source: UNCTAD,  based on  In te r na t iona l  Trade Cent re  UNCTAD/WTO
ChinaTraders database, provided by China, Statistics Depar tment of
the Customs General Administration.
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Indeed, the upward trend in world
FDI flows set a new record in 1997: inflows
grew by 19 per cent, to $400 billion, while
outflows, after a decline in 1996, rose by 27
per cent, to reach $424 billion (table I.1),7 the
first time that the $400 billion mark had been
reached and passed.  World FDI flows today
are nearly twice what they had been in 1990,
and some sevenfold their volume in 1980.  It
should be noted, however, that the definition
of FDI underestimates the real size of
investment by TNCs because it does not cover
investment financed by funds raised in
domestic or international markets (UNCTAD,
1997a);8 if funds from these sources are
included, the total addition to the capital base
of international production in 1997 may well
have been $1.6 trillion.  The definition also
obscures, to some extent, the true identity of
foreign investors, because foreign affiliates
themselves also make direct investments
abroad (see box V.2 for details).

In 1998, FDI flows are expected to
increase as well, to reach a projected level of
around $430-440 billion for both inflows and
outflows,9 despite lower global economic
growth,10 and decreases in FDI flows to some
countries expected in 1998.11 A major factor
behind the FDI growth is the continued trend
towards large-scale cross-border  M&As, as
well as privatizations and further
liberalization.  Most of the increase in FDI will
probably be concentrated in developed
countries, as well as Latin America and the
Caribbean and Central and Eastern Europe.
FDI flows into Asia and the Pacific may at best
remain the same as in 1997, which would be
the first time since the beginning of the 1980s
that FDI flows into that region did not
increase.

The outstanding positions of the
United States and Western Europe in FDI
inflows in absolute values are obvious.
However, FDI comparisons among regions
corrected for market and population-size
show a somewhat different picture from that
based on absolute values of FDI flows. The

Figure I.2.Figure I.2.Figure I.2.Figure I.2.Figure I.2.  Internationalization thr  Internationalization thr  Internationalization thr  Internationalization thr  Internationalization through FDI andough FDI andough FDI andough FDI andough FDI and
thrthrthrthrthrough trade in selected countries and regionsough trade in selected countries and regionsough trade in selected countries and regionsough trade in selected countries and regionsough trade in selected countries and regions

(Percentage of GDP)

Source: UNCTAD, FDI/TNC database.
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United States and Western
Europe become less important
compared to others if values of
FDI relative to market size
(GDP) are considered (figure
I.4).  In contrast, all developing
regions (except for West Asia)
become more important as
recipients of FDI if judged by
FDI flows per $1,000 GDP,
simply because many of these
regions have such small GDPs.
In terms of FDI inflows per
capita, however, developing
countries do not receive as
much FDI as developed
countries.  In the case of FDI
outflows, developed countries
continue to be dominant both in absolute and relative terms.  Among developing countries,
South, East and South-East Asia -- already relatively important as a home region in terms of the
absolute size of outward FDI -- becomes more important even than the United States if FDI as a
percentage of GDP is considered.

Similarly, country rankings in terms of absolute flows of FDI and relative flows of FDI
yield different results (table I.9). Not a single developed country figures among the top 30
recipients of FDI per $1,000 GDP and almost a half of the top 30 outward investors are developing
economies.  If FDI flows are adjusted for population size, half of the top 30 host countries are
developing economies, as are the top three outward investors.  There is also considerable change

Figure I.3.Figure I.3.Figure I.3.Figure I.3.Figure I.3.   FDI inflo   FDI inflo   FDI inflo   FDI inflo   FDI inflows,ws,ws,ws,ws, b b b b by major region,y major region,y major region,y major region,y major region, 1980-1997 1980-1997 1980-1997 1980-1997 1980-1997
(Billions of dollars)

Source: UNCTAD, based on annex table B.1 and UNCTAD FDI/TNC database.

 a Estimates.

TTTTTababababable I.8.le I.8.le I.8.le I.8.le I.8.  Regional distrib  Regional distrib  Regional distrib  Regional distrib  Regional distribution of FDI infloution of FDI infloution of FDI infloution of FDI infloution of FDI inflows and outflows and outflows and outflows and outflows and outflows,ws,ws,ws,ws, 1994-1997 1994-1997 1994-1997 1994-1997 1994-1997
(Percentage)

                      Inflows                    Outflows
Region/country 1994 1995 1996 1997 1994 1995 1996 1997

DeDeDeDeDeveloped countriesveloped countriesveloped countriesveloped countriesveloped countries 58.2 63.9 57.9 58.2 85.0 86.9 85.1 84.8
Western Europe 32.3 37.1 29.6 28.7 47.0 49.4 50.6 46.2

European Union 29.5 35.3 27.4 27.0 42.4 45.2 45.3 42.4
Other Western Europe 2.8 1.8 2.2 1.7 4.6 4.3 5.3 3.7

United States 18.6 17.7 22.6 22.7 25.8 26.1 22.5 27.0
Japan 0.4 - 0.1 0.8 6.4 6.4 7.0 6.1

DeDeDeDeDeveloping countriesveloping countriesveloping countriesveloping countriesveloping countries 39.3 31.9 38.5 37.2 15.0 12.9 14.8 14.4
Africa 2.3 1.6 1.4 1.2 0.2 0.2 0.1 0.3
Latin America and  the Caribbean 11.8 9.6 13.0 14.0 1.8 0.7 0.7 2.1
Developing Europe 0.2 0.1 0.3 0.2 - - - 0.1
Asia 25.0 20.3 23.7 21.7 12.9 12.1 14.0 12.0

West Asia 0.6 -0.2 0.1 0.5 0.4 0.2 -0.3 0.1
Central Asia 0.4 0.5 0.6 0.7 - - - -
South, East and South-East Asia 24.0 20.1 23.0 20.6 12.5 11.9 14.2 11.8

The Pacific - 0.2 0.1 0.1 - - - -

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope 2.4 4.3 3.7 4.6 0.1 0.1 0.2 0.8

World 100 100 100 100 100 100 100 100

Source: UNCTAD, based on annex tables B.1 and B.2.
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Source: UNCTAD, FDI/TNC database.

a As measured by GDP.

Figure I.4.Figure I.4.Figure I.4.Figure I.4.Figure I.4.  FDI flo  FDI flo  FDI flo  FDI flo  FDI flows,ws,ws,ws,ws, relative to market siz relative to market siz relative to market siz relative to market siz relative to market size and population,e and population,e and population,e and population,e and population,aaaaa b b b b by region,y region,y region,y region,y region, 1996 1996 1996 1996 1996
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in the ranking of individual countries with respect to inward and outward FDI if relative
indicators are used. All this implies that one has to look beyond absolute levels of FDI in
order to understand the significance of FDI for different regions and countries.

As FDI inflows constitute a part of total capital investment in host countries, the ratio of
FDI to gross fixed capital formation provides a closer indication of the role of TNCs in a given
economy.  The
magnitude of this role
varies from country to
country, ranging from
small (e.g. Bangladesh,
Japan, Rwanda) to more
than 30 per cent
(Botswana, Nigeria,
Singapore)  of the share
of FDI in domestic gross
fixed capital formation.
There are 63 countries
that fall below the level
of the world average of
5.3 per cent (figure I.5),
most of them
developing countries
(51).12  On a regional
basis, however, all
developing  regions
(except West Asia)
receive more FDI in
relation to gross fixed
capital formation than
do developed regions
(figure I.5).13

(a)(a)(a)(a)(a) InflowsInflowsInflowsInflowsInflows

i.i.i.i.i. Developed countries and Central and Eastern EuropeDeveloped countries and Central and Eastern EuropeDeveloped countries and Central and Eastern EuropeDeveloped countries and Central and Eastern EuropeDeveloped countries and Central and Eastern Europe

Developed countries, including the countries of Western Europe, North America
(Canada and the United States), Japan and several other countries (Australia, Israel, New
Zealand and South Africa) continued to absorb nearly three-fifths of world inflows.  Flows
into developed countries have  risen substantially between 1996 and 1997, to reach $233
billion in 1997 from $195 billion in 1996.  While the United States has been increasing its
share in  world FDI since 1996, due to large inflows through large-scale M&As, Western
Europe saw its share decline noticeably in 1996 and has not yet regained it (table I.8).
Although there was a significant increase in FDI inflows into Japan in 1997, Japan’s share in
world FDI inflows, which had been minuscule during the preceding four decades, did not
surpass 1 per cent in that year.  Central and Eastern Europe’s share in world FDI inflows
remained below 5 per cent in 1997.  More specifically (table I.8 and figure I.3; see also chapters
V and IX):

Figure I.5.Figure I.5.Figure I.5.Figure I.5.Figure I.5.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows as perws as perws as perws as perws as percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation, 1994-1996 1994-1996 1994-1996 1994-1996 1994-1996

Source: UNCTAD, FDI/TNC database.

a Number of countries with percentage ratios of the level or range specified.  In addition there are 8 countr ies
that have ratios below 0 per cent due to negative FDI inflows.  Does not include countries (34 in all) for
which data on gross fixed capital formation are not available.
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• United States.  With macroeconomic indicators such as the GDP growth rate, inflation
and employment showing their best performance in decades, FDI flows into the United
States exceeded $90 billion in 1997, accounting for more than one-fifth of world FDI
inflows.  Flows into the United States were, by far, the largest to any individual country,
leaving the second largest host country (United Kingdom) behind by more than $50
billion.  M&As were the principal modes of entry of FDI to the United States, reflecting
especially an M&As boom in United States high technology (including informatics)
industries.  In 1997, some 90 per cent of investment outlays in foreign affiliates were
made through acquisition of United States businesses, compared to 84 per cent in 1990
and 82 per cent in 1995.14

• Western Europe.  Investment flows into the European Union reached $108 billion in 1997,
surpassing their level of 1995, after a dip in 1996.  Foreign investors responded favourably
to improvements in the European Union’s economic performance and the strengthening
of its macroeconomic indicators in time for the introduction of the Euro in 1999.  TNCs
were also beginning to respond to the impending single currency in the European
Union.15  The United Kingdom continued to be the largest host country for FDI inflows
in 1997.  In Germany, new FDI was again (as in 1996) exceeded by FDI withdrawals.

• Other developed countries.  FDI in Japan amounted to more than $3 billion in 1997 -- a
record level of inflows for that country, but no more than about half the flows into, for
example, the Netherlands.  Inflows rose due to, among other reasons, the response of
foreign firms to the ongoing liberalization measures in the retail and financial industries;
the absence of large divestments, unlike 1996; and low asset prices, particularly inducing
M&As by foreign firms.  It should be noted that, because of a change in the coverage of
FDI statistics since 1996, FDI data for Japan now include reinvested earnings, which
were 10 per cent of inflows in 1997.  Australia continued to receive large-scale investments,
as during the previous three years.

• Central and Eastern Europe.  FDI flows into Central and Eastern Europe  -- a group of
economies in transition -- had more  than doubled in 1995. After  a decline in 1996,
inflows rose by one half in 1997, to $19 billion, a level comparable to that achieved by
Latin America and the Caribbean in the early 1990s.

ii.ii.ii.ii.ii. Developing countriesDeveloping countriesDeveloping countriesDeveloping countriesDeveloping countries

Developing countries are recipients of
both official and private capital flows.  The
former, however, have declined in relative
importance: at the beginning of the 1990s,
official finance accounted for more than a half
of the flows to developing countries (World
Bank, 1998);16 by 1997, that share was barely
15 per cent (figure I.6).  While the volume of
overall flows grew on average by 16 per cent
annually in nominal terms over the period
1990-1997, official finance declined by 3 per
cent annually (World Bank, 1998).  Official
development assistance (ODA) to the least
developed countries (LDCs) -- the group of

Source:  UNCTAD, based  on World Bank, 1998 and
UNCTAD.

Figure I.6.Figure I.6.Figure I.6.Figure I.6.Figure I.6.  Capital flo  Capital flo  Capital flo  Capital flo  Capital flows to all dews to all dews to all dews to all dews to all developingvelopingvelopingvelopingveloping
countries, 1990-1997countries, 1990-1997countries, 1990-1997countries, 1990-1997countries, 1990-1997
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countries most in need of such flows, as reflected by the fact that ODA accounts for the
major share of their net capital inflows -- remained stagnant from 1990-1995, and declined
by 14 per cent in nominal terms (11 per cent in real terms) in 1996.

The LDCs apart, the picture indeed looks different for private flows (figure I.7).  The
growing importance of private flows reflects the trend towards liberalization and
globalization in the areas of investment and finance.  Barriers to capital movements have
been abolished in many countries and
investment decisions are increasingly
made on a regional or global scale. Among
private foreign capital flows, portfolio
investment is more volatile than FDI since,
unlike FDI, it is attracted not so much by
the prospect of long-term growth as by the
prospect of immediate gain (box I.1).
Commercial bank loans accounted, on
average, for roughly one-tenth of  private
capital flows to developing countries over
the period 1990-1997,  portfolio
investment for about a third (box I.2) and
FDI for about a half of such flows.

Box I.1. The volatility of foreign portfolio investment and FDI flows intoBox I.1. The volatility of foreign portfolio investment and FDI flows intoBox I.1. The volatility of foreign portfolio investment and FDI flows intoBox I.1. The volatility of foreign portfolio investment and FDI flows intoBox I.1. The volatility of foreign portfolio investment and FDI flows into

developing countriesdeveloping countriesdeveloping countriesdeveloping countriesdeveloping countries

Repeated episodes of financial turmoil have focused international attention on the problem
of volatility of private foreign capital flows and the extent to which that volatility creates an unstable
environment detrimental to economic development. During the period 1992-1997, commercial bank
loans displayed the highest volatility (0.71), as measured by the coefficient of variation, followed by
total portfolio investment (0.43)a and FDI (0.35) (box table).

An analysis for 12 major developing economies and economies in transition shows that, in
most of the cases, the coefficient of variation based on annual data has been higher for foreign portfolio
investment than for FDI during 1992-1997 (box table).b  For most countries, it has shown greater
volatility than FDI (box table).  Mexico is a case in point: even when portfolio investment fell sharply
in Mexico in 1994-1995 during the peso crisis, FDI was more or less sustained (see chapter VIII).  For a
few countries, including Brazil, Chile and the Republic of Korea, volatility coefficients were higher for
FDI than for portfolio investment during the period under consideration.

The greater overall stability of FDI flows in comparison with portfolio investment flows can
be attributed to several factors.  TNCs are normally more interested in longer-term profits from the
production of goods and services, while portfolio investors are normally more interested in quick
financial returns on their investments (UNCTAD, 1997a).  The motivation to invest in the case of FDI is
typically based on longer-term views of the market,  the growth potential and the structural
characteristics of recipient countries, and is thus less prone to reversals in response to adverse situations
if these are perceived to be short term.  Direct investors may also have a variety of motives -- i.e. they
may be seeking markets or resources or  efficiencies -- and this variety might be expected to reduce the
risk of “herd” behaviour.  Moreover, as FDI is made through the establishment of production facilities,
or the acquisition of existing facilities in recipient countries, it is difficult to dissolve or sell them at
short notice, especially if these are parts of integrated international production systems. Divestment
and reversibility are thus more difficult for FDI than for portfolio investment, which can be disposed
of easily by selling in financial markets.

/...

Source: UNCTAD, based on Wor ld Bank, 1998, and UNCTAD
FDI/TNC database.

Figure I.7.Figure I.7.Figure I.7.Figure I.7.Figure I.7.          TTTTTotal privotal privotal privotal privotal private floate floate floate floate flows to dews to dews to dews to dews to developingvelopingvelopingvelopingveloping
countries,countries,countries,countries,countries, b b b b by type of floy type of floy type of floy type of floy type of flowwwww,,,,, 1990-1997 1990-1997 1990-1997 1990-1997 1990-1997
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               (Box I.1, continued)(Box I.1, continued)(Box I.1, continued)(Box I.1, continued)(Box I.1, continued)

Portfolio investment is not unrelated to the growth of the corporate sector of recipient
countries, but it is more affected by short-term fluctuations in financial markets that influence investors’
expectations of capital gains.  Portfolio investors’ strategies combine with the problems of asymmetrical
information and the inherent volatility of emerging markets and make portfolio investment more prone
to “herd” behaviour.c  Some channels through which portfolio investment takes place enforce greater
stability than others because of their specific structural and regulatory characteristics. For example,
investments made by venture capital funds tend to have a long-term duration.  Closed-end funds are
not required to meet redemption and do not, therefore, need to liquidate their investments at short
notice.  Depositary receipts are traded in foreign markets, thus allowing some insulation of domestic

Box table.  VBox table.  VBox table.  VBox table.  VBox table.  Volatility of foreign portfolio investment and FDI flows in selectedolatility of foreign portfolio investment and FDI flows in selectedolatility of foreign portfolio investment and FDI flows in selectedolatility of foreign portfolio investment and FDI flows in selectedolatility of foreign portfolio investment and FDI flows in selected
developing countries and economies in transition, 1992-1997developing countries and economies in transition, 1992-1997developing countries and economies in transition, 1992-1997developing countries and economies in transition, 1992-1997developing countries and economies in transition, 1992-1997

Average flows
Region/country (Billion dollars) Coefficient of variation a

All developing countries
FDI 100.2 0.35
FPI 63.3 0.43
Equity 33.2 0.38
Bond 31.8 0.51
Commercial bank loans 21.6 0.71

Argentina
FDI 4.3 0.36
FPI 10.0 0.51

Brazil
FDI 6.3 0.96
FPI 11.9 0.46

Chile
FDI 2.4 0.71
FPI 0.8 0.68

China b

FDI 29.8 0.38
FPI 2.4 0.71

Hungary c

FDI 2.3 0.57
FPI 1.6 1.25

Indonesia
FDI 3.6 0.52
FPI 2.9 0.63

Korea, Rep. of
FDI 1.4 0.57
FPI 11.9 0.47

Mexico
FDI 8.2 0.40
FPI 10.7 1.22

Philippines
FDI 1.2 0.41
FPI 0.7 1.31

Singapore b

FDI 6.6 0.46
FPI 1.1 1.01

Thailand b

FDI 1.9 0.19
FPI 3.3 0.52

Uruguay b

FDI 0.1 0.33
FPI 0.1 0.65

Source: UNCTAD,  based on  official national  sources,  data  provided  by  IMF  and UNCTAD, FDI/TNC
database.

a Defined as the standard deviation divided by the mean.
b 1992-1996.
c For 1997, January through August only.
Note:   FPI = foreign portfolio investment.

/...
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  Box I.1 (concluded)  Box I.1 (concluded)  Box I.1 (concluded)  Box I.1 (concluded)  Box I.1 (concluded)

markets from external turbulence.  On the whole, however, portfolio investors have a greater tendency
to take concerted action, leading both to massive withdrawals in a crisis as well as to rapid recovery
once confidence is restored.d

As noted, the analysis indicated that, for Brazil, Chile and the Republic of Korea, the volatility
of portfolio investment was lower than that of FDI.  This could be due to various factors. For Chile, the
low volatility of portfolio investment can be explained by controls imposed on short-term capital
inflows.  Until 1997, the Republic of Korea applied limiting regulations to foreign equity participation
in companies listed in the stock market, which minimized the volatility of portfolio equity investment.e

In Brazil, a higher variation coefficient for FDI is likely to have been caused by recent increases in FDI
through privatizations.

Nevertheless, it should be noted that FDI as currently measured contains elements of financial
flows that can be affected by movements in interest rates and exchange rates in both source and recipient
countries. For example, high interest rates in the United States during the 1980s encouraged United
States firms to finance their capital expansions abroad by borrowing in recipient countries, rather
than through equity or intra-company loans, two common components of FDI outflows. Changes in
exchange rates can also affect the way in which international production is financed and hence the
size of FDI flows at any given time.  Examples include the expansion of Japanese international
production financed through FDI in the latter half of the 1980s when the yen had appreciated.  Moreover,
in an environment where exchange rates or interest rates are volatile, TNCs might simply postpone
their decision to invest.

Source: UNCTAD.

a Foreign portfolio investment refers, in principle, to investment that provides financial capital to an enterprise in a country
other than that of the investor, but does not involve any management control in the enterprise (UNCTAD, 1997a, p.108).  It
can be channelled to recipient countries through venture capital funds, investment funds (mutual funds and closed-end
funds), American depositary receipts and global depositary receipts (UNCTAD, 1997a).

b A similar analysis comparing the volatility of FDI and foreign portfolio equity investment, one component of total portfolio
flows to emerging markets during 1986-1995, showed that the latter fluctuated more widely, with a relative variance four
times that of FDI flows (UNCTAD, 1997a).

c For a detailed analysis of portfolio investors’ behaviour and strategies, see UNCTAD, 1998c.
d In Mexico, for example, substantial outflows of portfolio investment during the last quarter of 1994 and the first quarter of

1995 were followed by substantial inflows in the first half of 1997.
e This percentage was gradually lifted from 10 per cent to 26 per cent in November 1997, and to 55 per cent in April 1998, and

will be abolished by the end of 1998.  (For details on regulations on foreign portfolio investment in the Republic of Korea as
well as 24 other emerging market economies, see UNCTAD, 1998d.)

Developing countries have, indeed, become increasingly attractive for foreign
investors.  In 1997, they accounted for close to two-fifths or $149 billion of world FDI inflows,
twice the level they received in 1993 and tenfold the level in 1985.  (Both in 1996 and 1997,
FDI flows into developing countries were larger than those into Western Europe, by about
$30 billion.)  However, there have been significant changes in the pattern of FDI flows into
developing countries.  Developing Asia -- a region that had continuously claimed an
increasing share of FDI among developing countries since the early 1980s and had received
the largest share among the developing regions in 1996 -- lost in relative importance in
1997.  There was a corresponding increase in the share of Latin America.  Major trends in
various developing regions are as follows (table I.8, figure I.3 and chapters VI-VIII):

• Asia and the Pacific.  Flows into South, East and South-East Asia -- the subregion which
has accounted for the dominant share of FDI in developing regions in the past decade or
so -- increased slightly in 1997, despite the financial crisis that hit several East and South-
East Asian economies during the second half of the year.  Even though there was a
modest decline in inward investment in the five countries most affected by the financial
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crisis, investment in China compensated for that decline, partly as a result of the
reinstatement of special fiscal incentives to foreign investors in 1997.  Flows into India
also increased.  FDI in West Asia has been lagging because of low demand for oil -- the
magnet for FDI in the region -- despite some remarkable efforts by countries in that
region to improve their FDI climate (UNCTAD, 1997c). With new investments in Saudi
Arabia and low but constant flows of FDI to other countries, inflows in 1997 increased
over those of 1996, but did not reach the levels of the early 1990s.  Central Asia -- another
oil-producing subregion -- began to attract large-scale oil-related FDI in 1995 and is now
a larger FDI recipient than West Asia.  Flows into the Pacific remain at a low level.

• Latin America and the Caribbean.  This region was the star performer among the developing
country regions in 1997, attracting an additional $12 billion over 1996.  With only a
negligible impact of the financial crisis in Asia on the region, the continuation of the
integration process in MERCOSUR, and privatization programmes on stream in many
countries, the region re-emerged as an important host for FDI, rivalling and even
surpassing South, East and South-East Asia in FDI per capita (figure I.4).

Box I.2.  Foreign portfolio investment: recent trendsBox I.2.  Foreign portfolio investment: recent trendsBox I.2.  Foreign portfolio investment: recent trendsBox I.2.  Foreign portfolio investment: recent trendsBox I.2.  Foreign portfolio investment: recent trends

The importance of foreign portfolio investment in developing countries has increased since
the early 1990s (text figure I.7).  Recent trends are, however, characterized by large year-to-year
fluctuations.  In particular, there was a marked slowdown in portfolio  flows to developing countries
in 1995, following the onset of the Mexican crisis.  However, flows increased strongly the following
year, as emerging market economies, and  particularly Mexico, regained access to international capital
markets.a  In 1997, there was again a reduction of about 6 per cent in portfolio flows to developing
countries, because of the onset of the financial crisis in Asia.

The number and net asset values of emerging market equity funds decreased from 1,521 and
$139 billion to 1,453 and $122 billion between 1996 and October 1997.  Reflecting the impact of the
financial crisis, the decline was due almost entirely to a fall in the value of Asian funds -- from $68
billion to $38 billion.  In fact, most equity funds targeting countries in other developing regions
increased in value in 1997.b

Despite the decline in value in 1997, South, East and South-East Asia still held (at least until
October 1997) the lion’s share of total regional and country funds (58 per cent), followed by Latin
America (24 per cent), Central and Eastern Europe (15 per cent), and Africa and West Asia (3 per cent).
In Asia, five economies held the largest amounts of equity funds (China, India, Republic of Korea,
Taiwan Province of China and Thailand); in Latin America, the largest funds were concentrated in
three countries (Brazil, Chile and Mexico); in Central and Eastern Europe, the Russian Federation
dominated; and in Africa, South Africa was the dominant country in terms of size of equity funds
held.c

Based on detailed data for 13 countries,d it appears that countries in Latin America (except
Chile) generally rely more on foreign portfolio investment than on FDI: on  average, their inward
portfolio investment flows have by far exceeded their inward FDI flows since 1992.  Among the six
Asian countries in the list, only the Republic of Korea and Thailand attracted more portfolio investment
than direct investment.  Argentina, Brazil, Mexico, Thailand, the Republic of Korea and Indonesia also
relied increasingly on bonds and notes, which were mainly allocated to the corporate sector.e

a This can be contrasted with the debt crisis of  developing countries in the 1980s: it took seven or eight years for the countries
affected, mostly in Latin America, and protracted debt negotiations with their commercial creditors before they were again
able to tap international capital markets.  These contrasting outcomes partially reflect the more serious systemic risk that
emanated from the 1980s crisis.

b   All data in this paragraph are calculated by UNCTAD, based on information provided by Micropal.
c ibid.
d Data were collected from national and international sources for the following countries:  Argentina, Brazil, Chile, China,

Czech Republic, Hungary, Indonesia, Republic of Korea, Mexico, Philippines, Singapore, Thailand and Uruguay.
e UNCTAD, based on information provided by Micropal.
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• Africa.  Continued weak demand and low prices for commodities served to dampen
FDI in the primary sector, still the key sector influencing the level and composition of
FDI in Africa.  Recent macroeconomic improvements in the continent bode well for FDI
in the region but they have not yet led to significantly increased flows.

• The LDCs.  The group of 48 LDCs received FDI inflows amounting to just $1.8 billion, or
0.5 per cent of world FDI inflows in 1997.  This is low even relative to their market size
as measured by their GDP, which was 0.8 per cent of world GDP.  Because of relatively
large increases in FDI flows into a few countries, the LDCs as a group could maintain
almost the same level of FDI in 1997 as in 1996 (a record year), despite a decline of FDI to
Asian LDCs from neighbouring countries affected by the financial crisis.  LDCs that
received higher inflows in 1997 included Bangladesh, because of recent discoveries of
natural gas; Uganda and the United Republic of Tanzania, on account of improved
economic performance; and Angola, on account of its oil deposits.

(b)(b)(b)(b)(b) OutflowsOutflowsOutflowsOutflowsOutflows

Developed countries still account for the bulk of world outflows.  As with inflows,
the importance of developing countries with respect to outflows decreased somewhat in
1997, mainly due to decreased FDI by investors originating in South, East and South-East
Asia.  On the other hand, Latin American TNCs gained in importance as foreign investors.
Noteworthy aspects of FDI outflows in 1997 from major regions are as follows (table I.8 and
figure I.8):

• United States. The dominant position of the United States in outward FDI was further
strengthened in 1997, sustained by higher economic growth at home as well as in the
major host regions of United States FDI.  In particular, flows into Latin America and to
the European Union, the two major traditional host regions of United States FDI, increased
significantly.  Although more than a half of United States outflows of FDI are financed
by reinvested earnings, the record FDI flows in 1997 were mainly caused by significant
increases in equity
investments, mainly made
through M&As.

• European Union. European
Union FDI outflows in 1997
were also affected by the
growth of the main host
regions for the Union’s FDI
-- the United States and its
own region.  In fact, all of
the member states in the
European Union recorded
growth rates in 1997 that
were equal to or higher
than those in 1996.  Because
of this, as well as increased
interest by member states
in the single market in the

Figure I.8.Figure I.8.Figure I.8.Figure I.8.Figure I.8.  FDI outflo  FDI outflo  FDI outflo  FDI outflo  FDI outflows bws bws bws bws by major region,y major region,y major region,y major region,y major region, 1980-1997 1980-1997 1980-1997 1980-1997 1980-1997
(Billions of dollars)

Source: UNCTAD, based on annex tab le  B.1 and UNCTAD FDI /TNC
database.

a Figures for 1997 are estimated.
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light of the introduction of the Euro in 1999, European Union TNCs directed more FDI
flows to countries within the region in 1997 than in recent years.  Thus, the share of
intraregional flows increased in 1997, as had happened several years before, following
the announcement of the date of completion of the single market in 1987.17

• Japan. The economic recession and the financial problems of major Japanese banks did
not start affecting FDI outflows from Japan seriously in 1997.  Indeed, investment outflows
from Japan increased in 1997; they are, however, very likely to decline in 1998.  Reinvested
earnings accounted for about one-fifth of total FDI outflows from Japan.  Equity
investment increased in 1997, following a decline in 1996.18

• Asia and the Pacific.  In the principal outward investor subregion of East and South-East
Asia, outflows from the Republic of Korea, having risen for the past several years, declined
for the first time since 1988 as a result of the problems faced by Korean firms caught in
the Asian financial turmoil.  Outward FDI from other countries affected by the financial
crisis, such as Thailand and Malaysia (relatively large investors within the region), also
decreased significantly. Thus FDI inflows into the major host countries  of intraregional
investments by TNCs based in these countries such as Viet Nam and Myanmar declined.
On the other hand, Taiwan Province of China, relatively unscathed by the crisis, is
emerging as a large investor in the region.  Hong Kong Special Administrative Region of
China (hereinafter “Hong Kong, China”) continued to invest mainly in China, the largest
host country in the region, which absorbs the bulk of FDI from that economy.

• Latin America.  Liberalization, privatization and regionalization have encouraged Latin
America’s TNCs to increase investments abroad, particularly within the region.  Coupled
with high regional economic growth, FDI outflows reached a record $9 billion.  FDI by
firms from Brazil, Chile and Mexico (as well as some tax-haven economies) surpassed
one billion dollars per country.  Some of the firms based in this region are global players
(e.g. Cemex of Mexico) but most are still regional firms (e.g. Companhia Cervejaria
Brahma of Brazil).

3.   Mergers and acquisitions3.   Mergers and acquisitions3.   Mergers and acquisitions3.   Mergers and acquisitions3.   Mergers and acquisitions

In 1997, total cross-border
M&A transactions worldwide
amounted to some $342 billion,
pushing the record level of the
annual value of cross-border
M&As beyond that of 1996.
Cross-border M&As accounted
for the bulk of the increase in FDI
flows; their value in relation to
total FDI inflows rose from 49
per cent in 1996 to 58 per cent in
1997, representing the highest
share attained in the 1990s
(figure I.9).  Cross-border M&As
accounted for about one-quarter
of all M&As worldwide (figure
I.10).

Figure I.9.Figure I.9.Figure I.9.Figure I.9.Figure I.9.          The relationship between crThe relationship between crThe relationship between crThe relationship between crThe relationship between cross-boross-boross-boross-boross-border M&As and FDIder M&As and FDIder M&As and FDIder M&As and FDIder M&As and FDI
flofloflofloflows,ws,ws,ws,ws, 1985-1997 1985-1997 1985-1997 1985-1997 1985-1997

Source: UNCTAD, based on annex table B.7 and UNCTAD FDI/TNC database.
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Most of the increase in the
value of M&As was due to large-
scale cross-border M&A deals.  The
number of such deals worth more
than $1 billion increased from 35 in
1995 to 45 in 1996 and to 58 in 1997,
and their value, respectively, from
$59 billion to $86 billion and  $161
billion.  The largest cross-border
deal in 1997, between Zurich
Versicherungs GmbH and BAT
Industries PLC-Financial,  was
valued at $18.4 billion (annex table
A.I.1).   During 1995-1997, the
average size of large-scale cross-
border M&As increased from $1.7
billion in 1995 to $2.8 billion in 1997.
In fact, these mega deals accounted
for about a half of global M&A
transaction values in 1997,
compared to one-quarter in 1995.
Large-scale M&As were concluded
mainly among developed country TNCs.  While firms from the United States continue to account
for the single largest share of large-scale cross-border M&As, other countries (especially the
United Kingdom, France and Germany) also play an important role (figure I.11).  In addition,
the growth of large-scale cross-border M&As by firms based in Switzerland is impressive.  Large
cross-border M&As are concentrated in the banking and insurance, chemical and pharma-
ceutical, and telecommunication and media industries (figure I.12), in all of which companies
face severe competitive pressures in global markets.  In 1997, banking and insurance became
the dominant industry for large M&As.

Developed countries continued to account for about 80 per cent of all cross-border
M&A sales, and about 90
per cent of cross-border
major i ty  purchases ,
totalling $236 billion in
1997. (Majority purchases
are transactions in which
the foreign investor
acquires more than half
the voting securities of
the resulting business.)
Developing countries
remain in a relatively
unimportant position in
the cross-border M&A
market, as compared to
their position in FDI
flows (figure I.13).  The

Source: UNCTAD, based on data provided by Secur i t ies Data
Company, Inc. (New York).

Figure I.10.Figure I.10.Figure I.10.Figure I.10.Figure I.10.  Cr  Cr  Cr  Cr  Cross-boross-boross-boross-boross-border and all M&As in the wder and all M&As in the wder and all M&As in the wder and all M&As in the wder and all M&As in the worldorldorldorldorld

Source: UNCTAD, based on data provided by Securities Data Company, Inc. (New York)
and UNCTAD 1996a and 1997a.

a Acquisitions exceeding $1 billion.

Figure I.11.Figure I.11.Figure I.11.Figure I.11.Figure I.11.  Principal home countries of firms enga  Principal home countries of firms enga  Principal home countries of firms enga  Principal home countries of firms enga  Principal home countries of firms engaggggged in lared in lared in lared in lared in larggggge cre cre cre cre cross-boross-boross-boross-boross-borderderderderder
M&As,M&As,M&As,M&As,M&As,a a a a a 1995-19971995-19971995-19971995-19971995-1997

(Percentage of total value)
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relatively low share
of developing
countries in majority
M&A purchases --
about 8 per cent
(annex table B.8) in
1997 or only a half of
their share in FDI
outflows -- suggests
that TNCs from
developing countries
prefer the greenfield
mode, or acquisition
of minority share-
holding, in entering
markets through
FDI.19  Indeed, considering all cross-border M&A purchases including minority deals,
developing countries accounted for a share almost equal to their share in FDI outflows.  As
in the case of outflows, South, East and South-East Asia accounts for the bulk of developing-
country cross-border M&A purchases.

On the sales side of majority M&As (figure I.13 and annex table B.7), developing
countries again account for less than they do in world FDI inflows.  However, an upward
trend in M&A sales by developing countries and countries in transition is noticeable.  Among
developing countries, majority M&A sales in South, East and South-East Asia have been
increasing recently, in particular after the 1997 financial crisis.  Significant increases in M&A
sales  in Latin America and in Central and Eastern Europe were also recorded in 1997, mainly
on account of privatization.  For example, the doubling or tripling of M&A sales in Brazil
and the Russian Federation is clearly linked to privatization.

One recent feature is that M&As among large or dominant TNCs,  resulting in even
larger TNCs, seem to impel other major TNCs to move towards restructuring or making
similar deals with other TNCs.  The pharmaceutical, automobile, telecommunications and
financial industries
are typical examples
of industries in which
such a concentration
trend can be observed
(see figure I.14 for
capital links in the
automobile industry).
The result is a change
in industry structure.
In the automobile
industry, for example,
the total number of
major automobile
makers may well
decline to 5-10 by
2010, from its current

Source: UNCTAD, based on data provided by KPMG Corporate Finance.

a Only M&As in which the foreign investor acquires more than a half of the voting securties are included.

Figure I.13.Figure I.13.Figure I.13.Figure I.13.Figure I.13.  Cr  Cr  Cr  Cr  Cross-boross-boross-boross-boross-border M&A sales and purder M&A sales and purder M&A sales and purder M&A sales and purder M&A sales and purccccchases,hases,hases,hases,hases,a a a a a  b b b b by gry gry gry gry group of countries,oup of countries,oup of countries,oup of countries,oup of countries,
1993-19971993-19971993-19971993-19971993-1997

Source: UNCTAD, based on data provided by Securities Data Company, Inc. (New York) and
UNCTAD 1996a and 1997a.

a Acquisitions exceeding $1 billion.

Figure I.12.Figure I.12.Figure I.12.Figure I.12.Figure I.12.  Major tar  Major tar  Major tar  Major tar  Major targggggeted industries in lareted industries in lareted industries in lareted industries in lareted industries in larggggge cre cre cre cre cross-boross-boross-boross-boross-border M&As,der M&As,der M&As,der M&As,der M&As,a a a a a 1995-19971995-19971995-19971995-19971995-1997
(Percentage of total value)
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Acquisition (including minority acquisitions).

Merger.

Possible acquisition (1998).

Source:  UNCTAD, based on information provided by Gendai Advanced Studies Research Organization (Tokyo).

a Lists only the automobile TNC that have cross-border capital links.  Does not include technology agreements.

number of 15.20  In the pharmaceutical industry, many markets are now controlled by a
small number of firms, with seven firms having sales of over $10 billion each,21 accounting
for about a quarter of the $300 billion market.22  In both industries, there has been a string
of M&As among large firms.

The trend towards M&As is also accelerating the sale of non-core operations or
affiliates by firms and the acquisition of similar operations from other firms (of divisions or
affiliates, or of firms that have similar businesses).  This indicates a strategic shift by TNCs
to focus on their core activities.  Unlike in the late 1980s, there are fewer deals among
unrelated firms.  Even though about one-fifth of the largest deals (13 of 58 cases) in 1997
were made among firms whose businesses were unrelated (annex table A.I.1), most of these
transactions were concluded by investment bankers or brokers whose purpose is to seek
capital gains rather than to expand into unrelated business areas.

In addition to the strategic considerations of firms, liberalization and deregulation
are the other main factors behind the dramatic increases in M&As in both developed and
developing countries. Increasing M&As in the services sector in general and in financial
industries in particular reflect ongoing liberalization exemplified, among others, by the
conclusion of WTO’s financial services pact in December 1997 (see chapter III).  The value
of cross-border M&As in the services sector has been larger than in the manufacturing sector
every year since 1995 (figure I.15).  Banking, finance and insurance industries accounted for
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about one-quarter of the value of majority
cross-border M&As in 1997 (annex table B.9).
Telecommunication is another industry that
has been significantly liberalized; because of
its importance for other industries and the
large market for its services, it has attracted
substantial FDI, including FDI from other
industries  (such as the software industry and
the construction industry).  Prospects for
cross-border M&As in telecommunications
are still high.  For example, it is expected that
all leading telecommunication firms will be
privatized in Latin America by the year
2000.23  It is interesting to note, however, that
since full or majority ownership by foreign
firms is not normally allowed in this industry,
majority M&As do not figure as highly as in total M&A transactions.

In some industries such as transport, and in aviation in particular, deregulation has
led to inter-firm agreements -- for example, code sharing -- rather than outright mergers.
The value of cross-border M&As is therefore small.  The production and distribution of
electricity -- an industry that is beginning to be opened up to foreign firms in many countries
-- is another area in which large-scale M&As have taken place recently; it has become the
second largest industry, after banking and finance, in M&A transaction values (annex table
B.9).  In fact, five of the top 58 largest cross-border M&As were in this field  in 1997 (annex
table A.I.1).

B.  InterB.  InterB.  InterB.  InterB.  Inter-firm technology agreements-firm technology agreements-firm technology agreements-firm technology agreements-firm technology agreements

Inter-firm agreements include a wide variety of arrangements  between firms for
R&D as well as for the production and distribution of goods and services. A subset of these
agreements involve technology-related activities (UNCTAD, 1997a, p. 14). Over the period
1980-1996, a total of 8,254 inter-firm technology agreements were recorded in the MERIT/
UNCTAD database,24 with the number of such agreements rising from a yearly average of
less than 300 in the early 1980s to over 600 in the mid-1990s (figure I.16).  Some 650 such
agreements were recorded in 1996.

Underlying the upsurge in inter-firm
technology agreements are a number of
changes in the pattern of production and
competition.  During the 1980s and 1990s,
production became more  knowledge-intensive
across a wider range of industries.  This in turn
has led to increases in R&D expenditures and
the speed with which new products are
developed and moved to market. Product life
cycles have thus shortened and the costs, risks
and uncertainties of keeping up with the
technological frontier or moving beyond it
have increased.  To respond to these new

Source: UNCTAD, based on annex table B.9.
a Includes only M&As in which the foreign investor acquires more

than a half of the voting securties.

Figure I.15.Figure I.15.Figure I.15.Figure I.15.Figure I.15.  Sectoral distrib  Sectoral distrib  Sectoral distrib  Sectoral distrib  Sectoral distribution of crution of crution of crution of crution of cross-boross-boross-boross-boross-borderderderderder
M&As,M&As,M&As,M&As,M&As,a a a a a 1989-19971989-19971989-19971989-19971989-1997

(Percentage of total value)

Source: MERIT/UNCTAD database.
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competitive conditions, firms have sought to increase their flexibility and leverage their
R&D  investments through inter-firm agreements.

Over the same period, liberalization
has contributed to the integration of markets
and to the diffusion of a process of
innovation-based competition, particularly
among members of  the Triad.  The need to
amortize the higher costs of R&D across a
wider geographical space and the opening
of new markets to competition have
accelerated the pace of M&As within the
overall process of both foreign and domestic
investment.   Driven by these underlying
processes, the trends in inter-firm technology
agreements have thus largely parallelled
those in M&As (figure I.17).

1.   Developed countries1.   Developed countries1.   Developed countries1.   Developed countries1.   Developed countries

Behind the aggregate figures, however, lie major differences  in the strategies that
firms adopt in their relationships with other companies.  They emerge in the choices firms
make between the acquisition of assets and the use of arm’s-length inter-firm technology
agreements, as well as among different types of inter-firm agreements.

More internationalized firms, for example, are not necessarily those that are most
involved in inter-firm technology agreements.  A rank-order correlation of the assets abroad
(UNCTAD, 1997a, pp. 29-31) and the number of inter-firm technology agreements of the
top 100 TNCs (ranked by foreign assets) in 1995 provides evidence for this.25  The Spearman’s
rank-order correlation coefficient of .3072 and its significance at the .002 level in a one-
tailed test show a very weak relationship between these two variables.26  Nor does large
size alone predict a continuously high involvement in arm’s-length technology agreements.
Large firms have certainly been active players in inter-firm technology agreements, but
their share of the total number of such
agreements has varied considerably over
time (figure I.18). Throughout much of the
1980s, it hovered around 30 per cent, rising
to over 40 per cent in 1991, but steeply
declining to just over 20 per cent in 1995 and
1996.  As M&As rose sharply in 1996 and 1997
(figure I.10), this decline may reflect a trade-
off  between M&As and inter-firm technology
agreements.

Differences in strategy also emerge
from an analysis of the type of agreements
that have been signed over time.  In
particular, two types of inter-firm agreements
can be distinguished (UNCTAD, 1997a, p.

Figure I.17.Figure I.17.Figure I.17.Figure I.17.Figure I.17.  Inter  Inter  Inter  Inter  Inter-firm tec-firm tec-firm tec-firm tec-firm technology ahnology ahnology ahnology ahnology agreements,greements,greements,greements,greements, and and and and and
M&As,M&As,M&As,M&As,M&As,a a a a a 1985-19961985-19961985-19961985-19961985-1996

Source: MERIT/UNCTAD database.
a Major ity foreign-owned M&As only.

Source: MERIT/UNCTAD database.
a Based on the "Fortune 500" listing for 1995 (For tune, 29 April

1996).
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14): those that involve a one-way relationship
in which the flow of technology is from
licensor to licensee or from one joint-venture
partner to the other; and two-way
relationships involving joint research and/
or development agreements and the creation
of joint R&D ventures with specific research
programmes.  During the 1980s, both one-
way agreements and two-way partnerships
followed similar rising trends (figure I.19).
The preference for one-way agreements
shifted to two-way partnerships towards the
middle of the decade, but the trend lines
remained parallel.  Beginning in 1990, the
slope of the two curves radically changed:
whereas, during the 1988-1991 period, an average number of 223 one-way and 279 two-way
agreements were being signed each year, the average annual number of one-way agreements
being signed in 1992-1995 fell to 158, while the number of two-way partnerships rose to 468.
These diverging trends have continued in 1996 when only 109 one-way agreements were
signed as compared with 541 two-way partnerships.

To a large extent, the strategic choices of firms with regard to inter-firm technology
agreements are shaped by industry-specific characteristics. Industries that are highly
knowledge-intensive have the largest number of inter-firm agreements.  Data covering the
period 1980-1996 show that information technology remains the top industry in which
technology agreements are being signed; it alone accounted for 37 per cent of all agreements
(figure I.20).  Their number has also increased dramatically over time, from an annual average
of 74 during the period 1980-1983 to 248 during 1992-1995.  Some 254 technology agreements
were signed in that industry in 1996.  Pharmaceuticals and, particularly, bio-pharmaceuticals,
show a similar rising trend; their share in total agreements doubled from 14 per cent during
1980-1983 to 28 per cent in 1996.  Far less knowledge-intensive are the automotive and food
industries, although R&D, design, engineering  and marketing are increasingly important
inputs in new product development in each of these industries (figure I.20).  In both cases,
the number of agreements peaked in the mid-1980s.  In the food industry, agreements have
declined since then.  In the automobile
industry, however, there is a rising  trend that
began in the early 1990s and has continued
through 1996.

Sector-specific patterns of
competition and industry structure have also
been important in shaping the partnering
strategies of firms over time.  The automobile
industry is illustrative. The entry of
newcomers from Japan during the 1960s and
1970s brought with it a fundamental
restructuring of the global industry.
Strategies of vertical disintegration and the
use of new forms of supplier-client

Source: MERIT/UNCTAD database.
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Source: MERIT/UNCTAD database.
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relationships represented a significant break with existing organizational technology in
United States and European automobile firms, which had been based largely upon the mass
production of standardized products and vertical integration.  By 1996, only Ford and Volvo
manufactured more than 60 per cent of their parts in-house. Figures for supplies of parts by
vertically integrated units for other companies were as follows: 43 per cent for Volkswagen;
38 per cent for Mercedes-Benz; 37 per cent for GM, 33 per cent for BMW, Renault and Peugeot;
30 per cent for Fiat and 25 per cent for Honda, Nissan and Toyota (Kurylko, 1996).  Over
time, a set of preferred first-tier parts suppliers emerged with whom new forms of
partnerships for the design of principal components and subsystems were entered into by
companies.  Joint development agreements with suppliers of manufacturing technology
also became important as factory automation advanced.

By the mid-1980s, the global automobile industry gave every sign of great stability
and growing concentration.  The top four firms have been virtually identical since the mid-
1980s, with Nissan and Volkswagen changing places in 1991.  As to concentration ratios,
GM’s share of the world market declined slightly, but the four-firm ratio increased from
40.9 to 44.6 per cent and the ten-firm ratio from 63.9 to 71.2 per cent over the period 1985-
1995 (Mytelka and Delapierre, 1997), as every assembler sought to cover the full range of
vehicles.27  With the acquisition of Rolls Royce by Volkswagen in 1998 (see figure I.14), no
major luxury-car manufacturer remains independent.

Despite the role that M&As have played, partnerships have begun to increase in the
1990s, as the major automobile manufacturers sought to develop a new generation of cars
to meet more stringent environmental and performance standards.  Research into the use of
ceramic materials and the development of fuel cells, navigational systems and other
technologies have led to a variety of partnerships with suppliers of parts and components
as well as with other automobile manufacturers.

A look at the portfolio of inter-firm technology agreements held by Ford (figure I.21)
and Toyota (figure I.22) provides evidence of the differing ways in which companies have
met these new competitive challenges.  Both companies draw on an international group of
manufacturing technology firms as partners; but in its relationships with parts suppliers
Toyota works mainly with Japanese firms, whereas Ford engages in partnerships with a
worldwide network of parts suppliers.  Ford, however, is much more focused on the United
States market in its partnerships with upstream suppliers of inputs for parts and components.
More recently they have also developed a large number of technology partnerships with
rival automobile manufacturers, many of which are geared to developing the car of the
future.  In contrast, Japanese technology partnerships with automobile manufacturers are
far fewer and focused less on the development of a new generation of  automobiles than on
parts and components for such a vehicle.

For firms in developed countries, inter-firm technology agreements remain a critical
means of maintaining flexibility, expanding access to a range of  possible technologies from
other industries, and setting standards early in the process of new product development --
thus ensuring more rapid market penetration.  As agreements with rivals illustrate, they
can also become a means of controlling the direction of technological change, thus
strengthening their market power in the future (Mytelka and Delapierre, 1997).  As discussed
below, for firms from developing countries, inter-firm technology agreements provide a
different array of benefits.
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2.   Developing countries2.   Developing countries2.   Developing countries2.   Developing countries2.   Developing countries

Although inter-firm technology agreements involving firms from developing
countries account for only 455 agreements in the MERIT/UNCTAD database, their number
is on the rise, from an average of 10 agreements per year in the early 1980s to nearly 40 per
year in the mid-1990s.  Their share has also increased from 4.9 per cent of the 4,270 agreements
concluded during the 1980s to 6.2 per cent of the 3,984 agreements recorded in the 1990s
(figure I.23).

Over the period 1980-1996, United States firms have been the major partners of
developing country firms, accounting for over two-fifths of agreements involving the latter
(figure I.24).  Sixty per cent of the 191 agreements signed in this period between firms based
in the United States and those based in developing countries were concluded in the 1990s.
While firms from the European Union  were also major technology partners for developing
country firms and accounted for over one-third of the total, firms from other developed
countries were far less involved in technology partnerships with the developing world.
Japanese firms, for example, were partners in only 11 per cent of the agreements and firms
from other developed countries accounted for barely 4 per cent of the total.

FORD

Source:  MERIT/UNCTAD database.

a  Signed 2 technology agreements that year.

SupplierSupplierSupplierSupplierSuppliers of inputs fs of inputs fs of inputs fs of inputs fs of inputs for componentsor componentsor componentsor componentsor components

1983  Garrett Corp. (United States)
1986  Phoenix Steel Corp. (United States)
1986  Ceradyne Inc. (United States)
1988  Occidental Petroleum (United States)
1989, 1992  General Electric (United States)
1994  Engelhard Kali-Chemie (Germany)

Equipment supplierEquipment supplierEquipment supplierEquipment supplierEquipment suppliersssss

1984  Yamaha Motor Co.  (Japan)
1985  JBL Inc. (United States)
1987  Matsushita Elec. Industrial (Japan)
1990  Ge. Silicones (United States)
1991  Hewlett-Packard (United States)
1994  Siemens (Germany)
1994  Directed Technologies (United States)
1995  Cambridge Industr ies (United States)
1996  Lear Sitting Holding (Italy)

AAAAAuto manuto manuto manuto manuto manufacturerufacturerufacturerufacturerufacturersssss

1988, 1991a, 1993a, 1996a  General Motors
    (United States)
1993, 1994(2), 1995  Chrysler (United States)
1986  Iveco (Italy)
1987, 1989  Nissan (Japan)
1989  Motor Iberica (Spain)
1994  Daimler-Benz (Germany)
1995  Audi NSU (Germany)
1995  BMW (Germany)
1996  Mazda Motor Co. (Japan)

ManManManManManufacturing tecufacturing tecufacturing tecufacturing tecufacturing technology prhnology prhnology prhnology prhnology prooooovidervidervidervidervidersssss

1984  American Robot Corp. (United States)
1985  Bendix Industry Group (United States)
1985  Boeing Computer Services (United States)
1985  Measurex (United States)
1985  Teknowledge (United States)
1986  Iscar Ceramics (Israel)
1988  Inference Corp. (United States)
1989  Guest Keen & Nettlefolds (United Kingdom)
1989  Grob Werke Gmbh (Germany)
1989  ABB Robotics (Sweden)
1989  Advanced Assembly Automation (United States)
1990  AT&T (United States)

Figure I.21.Figure I.21.Figure I.21.Figure I.21.Figure I.21.          The porThe porThe porThe porThe portftftftftfolio of tecolio of tecolio of tecolio of tecolio of technology ahnology ahnology ahnology ahnology agreements of Forgreements of Forgreements of Forgreements of Forgreements of Ford,d,d,d,d, 1983-1996 1983-1996 1983-1996 1983-1996 1983-1996
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Developing country firms are
also beginning to partner more often
with each other.  Such agreements
accounted for nearly 7 per cent of the
455 technology agreements involving
a developing country firm, and their
number is rising.  Nearly half of the
31 agreements involving developing
country firms in partnership with one
another were signed in the past four
years (figure 1.24).

The industry profile of
partnering activity by developing
country firms is significantly different
from that of firms in the developed
world  (figure I.25), but it suggests that
developing country firms are
becoming viable partners in joint R&D
activities.  As in the case of developed
country firms, information technology
ranks at the top, accounting for 27 per
cent of the agreements involving a firm
from the developing world, and the
number of such agreements is rising.
From an annual average of four per
year during the 1980s, it reached 13 in

TOYOTA

Source: MERIT/UNCTAD database.

Figure I.22.Figure I.22.Figure I.22.Figure I.22.Figure I.22.          The porThe porThe porThe porThe portftftftftfolio of tecolio of tecolio of tecolio of tecolio of technology ahnology ahnology ahnology ahnology agreements of greements of greements of greements of greements of TTTTToooooyyyyyota,ota,ota,ota,ota, 1982-1996 1982-1996 1982-1996 1982-1996 1982-1996

SupplierSupplierSupplierSupplierSuppliers of inputs fs of inputs fs of inputs fs of inputs fs of inputs for componentsor componentsor componentsor componentsor components

1986  Ube Industr ies (Japan)
1987  STK Ceramics Laboratory (Japan)
1987  NTT (Japan)
1988, 1990  Motorola (United States)
1995  Aichi Steels Works (Japan)

Equipment supplierEquipment supplierEquipment supplierEquipment supplierEquipment suppliersssss

1987  Teleway Japan (Japan)
1989  Tokyo Electr ic Power (Japan)
1991  Toshiba (Japan)
1993  Showa Denko (Japan)
1996  Matsushita Elec. Industrial (Japan)
1996  Nippondenso (Japan)

ManManManManManufacturing tecufacturing tecufacturing tecufacturing tecufacturing technology prhnology prhnology prhnology prhnology prooooovidervidervidervidervidersssss

1984  Renault Automation (France)
1986  Nippon Automation (Japan)
1986  Shoun Machine Tool (Japan)
1991  IBM (United States)
1994  ATR (Japan)

AAAAAuto manuto manuto manuto manuto manufacturerufacturerufacturerufacturerufacturersssss

1982  General Motors (United States)
1993  Volkswagen (Germany)
1996  Hion Motors (Japan)
1996  Nissan (Japan)

Figure I.24.Figure I.24.Figure I.24.Figure I.24.Figure I.24.  De  De  De  De  Developing countrveloping countrveloping countrveloping countrveloping country firms and their pary firms and their pary firms and their pary firms and their pary firms and their partnertnertnertnertners ins ins ins ins in
interinterinterinterinter-firm tec-firm tec-firm tec-firm tec-firm technology ahnology ahnology ahnology ahnology agreements,greements,greements,greements,greements, 1980-1996 1980-1996 1980-1996 1980-1996 1980-1996

(Number)

Source: MERIT/UNCTAD database.

Figure I.23.Figure I.23.Figure I.23.Figure I.23.Figure I.23.  De  De  De  De  Developing countries:veloping countries:veloping countries:veloping countries:veloping countries:  n  n  n  n  number of interumber of interumber of interumber of interumber of inter-firm-firm-firm-firm-firm
tectectectectechnology ahnology ahnology ahnology ahnology agreements,greements,greements,greements,greements, 1980-1996 1980-1996 1980-1996 1980-1996 1980-1996

(Number)

Source: MERIT/UNCTAD database.
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the 1990s,  with 21 alone being signed in 1996.  Korean firms are the most active here, with
Samsung at the top of the list.  But a number of information technology  firms from other
Asian countries are also forming partnerships, especially with firms from the developed
world (box I.3).

Pharmaceuticals constitute the second most important industry for partnering  activity
by  firms from developed countries, but account for less than 6 per cent of the agreements
involving a developing country firm.  For developing country firms, technology agreements
in the chemical and automotive industries are far more important and account for 19 per
cent and 9 per cent of the total, respectively.

A second indicator of the extent to which firms in developing countries are becoming
viable technology partners is the growing importance of two-way partnerships.  This is
most pronounced in knowledge-intensive industries such as information technology.  In
the 1980s, one-way agreements were the norm, accounting for 78 per cent of the information
technology agreements involving a developing country.  In the 1990s, the share of two-way
agreements had risen to 55 per cent. Many technology agreements in industries such as
information technology began as one-way arrangements, but have slowly transformed
themselves into two-way partnerships.  The Nortel Network, which links Northern Telecom
(Nortel) to four Indian software companies, is a case in point (box I.3).

For developing country firms, the new two-way partnerships are a bridge to
knowledge bases abroad.  By providing windows on the world, they serve as a way of
keeping up with a rapidly moving frontier.  They also enable developing country firms to
leverage their own R&D resources and to build the kind of credibility that attracts other
partners and new customers at home and abroad.

Figure I.25.Figure I.25.Figure I.25.Figure I.25.Figure I.25.  Industr  Industr  Industr  Industr  Industry pry pry pry pry profile of parofile of parofile of parofile of parofile of partnering activity in intertnering activity in intertnering activity in intertnering activity in intertnering activity in inter-firm tec-firm tec-firm tec-firm tec-firm technology ahnology ahnology ahnology ahnology agreements,greements,greements,greements,greements, b b b b by dey dey dey dey developing countrveloping countrveloping countrveloping countrveloping countryyyyy
firms and all firms, 1980-1996firms and all firms, 1980-1996firms and all firms, 1980-1996firms and all firms, 1980-1996firms and all firms, 1980-1996

(Percentage)

Source: MERIT/UNCTAD database.
a Based on 455 agreements.
b Based on 8,254 agreements.
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Box I.3.  The Nortel networkBox I.3.  The Nortel networkBox I.3.  The Nortel networkBox I.3.  The Nortel networkBox I.3.  The Nortel network

Nortel is a leading telecommunications firm from Canada which specializes in developing
technology for digital networks.  Its revenues in 1997 were $15.5 billion, 37 per cent of which emanated
from outside North America.  Software is increasingly substituting for a variety of tasks that were
previously performed by telecom hardware.  For firms in North America, software development has
become very expensive, due in part to the shortage of skilled manpower.  (Nortel alone annually absorbs
more than a quarter of Canada’s total output of software engineers and programmers.) As a result, it
has moved to establish R&D activities abroad. Currently, it has 38 R&D collaboration sites in different
parts of the world and has developed strong non-equity R&D-based relationships with four of the
leading software firms in India (Basant, Chandra and Mytelka, 1998).

In 1989, the International R&D Group of Nortel entered into global software outsourcing
arrangements with two Indian software development companies, Silicon  Automation Systems (SAS)
in Bangalore and Tata Consultancy Services (TCS) with headquarters in Mumbai. Infosys Technologies
(Infosys) and Wipro Systems (Wipro), both of which are located in Bangalore, were added to this
arrangement in 1992.  These firms are well-established companies and compete with each other in
domestic and international markets:

* TCS was set up over 30 years ago and is Asia’s largest consulting group with activities that range
from management consulting to information-technology solutions, offshore development and
branded software products.  This firm employs 9,800 people and had a turnover of $201 million
in 1996-1997, of which about 8 per cent was invested in R&D.

* Infosys, founded in 1981, is a software development company with a focus on software services
in the areas of distribution, finance, retailing, telecommunications, insurance, Internet and
engineering and bank automation.  Its turnover in 1996-1997 was $37.8 million, of which 5 per
cent was spent on R&D.

* Wipro Systems, a division of Wipro Infotech, was set up in 1984 as a unit focusing on global
software outsourcing.  In 1993-1994 it had over 2,500 employees and a turnover of $14.3 million.

* SAS is the smallest of the four firms.  Established in 1989, it develops tools and services for the
design of semiconductors, telecommunications, computing and networking equipment.  The firm
employs 300 people, of whom 250 are engineers.  Its annual turnover in 1996-1997 was $4.6 million.

The Nortel network is not equity-based, although Nortel has invested in training and in the
installation of state-of-the-art telecom hardware, such as digital switches and large-capacity (2
gigabytes) dedicated lines for communication between Nortel and its Indian partners.  The contractual
relationship between Nortel and each of its partners is structured individually.  The allocation of projects
to each partner by Nortel is governed by Nortel’s overall strategy to map disciplines across partners
and avoid overlap.  Each partner in India has specializations and, collectively, the four Indian partners
duplicate Nortel’s lab in Ottawa, which works on a broad spectrum of telecom products.  Since the
firms do not work together, Nortel remains the director of the network.

Initially projects on which Nortel’s Indian partners worked were based on hierarchical, arm’s-
length technical contracts and involved low-skill assignments (such as programme testing and
computer-aided design) and very limited interaction between Nortel’s development teams  and the
Indian firms.  The relationship evolved as the Indian partners gained experience with the successful
completion of many of these projects.  Learning opportunities arose especially through exchanges of
experts between Nortel’s research facilities in Canada and partner sites in India, and through the use
of new telecommunications-related software.  Gradually, Nortel began to commission larger and more
complex development projects  requiring more  sophisticated hardware and communication
infrastructure along with enhanced interaction between Nortel and Indian teams.  Both Nortel and its
partners hope that the relationship will evolve into a full two-way partnership.

/...
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(Box I.3, concluded)(Box I.3, concluded)(Box I.3, concluded)(Box I.3, concluded)(Box I.3, concluded)

With one of these firms, the shift from a one-way to a two-way partnership is well advanced.
Initially contracted for computer-aided design services, SAS has redefined its core  competence as
digital signal processing.  This has enabled it to develop solutions for digital communications, with
specific emphasis on multimedia technologies.  SAS has thus moved to the  development  and design
of prototypes of their own  to meet future development needs at Nortel.

Nortel’s interest in India also grew from its search for opportunities to adapt its technology
for the Asia-Pacific market.  Its principal international competitors -- Siemens, Alcatel, AT&T and
Ericsson -- are already present in India.  Nortel’s alliance with the four Indian firms thus provides
Nortel with access to the inexpensive software development resources of India at the same time as it
allows it to enter the Indian market with products specially designed for India.

Through their relationship with Nortel, credibility in the telecommunications area has been
enhanced for Nortel’s Indian partners and with it their ability to attract new customers.  In addition,
the Indian partners have rapidly gained experience and knowledge in the design of telecommunications
software, the market for which is expected to grow dramatically in India in the immediate future.

NotesNotesNotesNotesNotes

1 These estimates are obtained by using data on these variables available for the foreign affiliates of a
limited number of countries (France, Germany, Italy, Japan and the United States) or a combination of one
or more of the countries depending on the variable and extrapolating them on the basis of the relative
share of these countries in the worldwide FDI stock.  Although there are a number of problems in this
methodology, the World Investment Report continues to use it in the absence of a better alternative.  Its use
implies the following assumptions: first, that all TNCs, regardless of nationality, broadly behave in a
similar manner no matter where their foreign production takes place, implying that one unit of FDI
produces the same size of value added, sales and exports everywhere in the world; and second, that the
effects of FDI are uniform in all regions as no host-country differences are considered.

2 FDI stock measures the value of share capital and reserves attributable to direct investors, though there
are several evaluation methods for deriving the values.  It also includes retained dividends and loans,
trade credit and debt securities due to direct investors.  The OECD recommends that the FDI stock be
measured in market value rather than in book value from the balance sheets of investors reported on a
historical cost basis (OECD, 1996).  Re-evaluation of FDI stock by various methods results in different
stock figures that may lead to different and sometimes misleading interpretations of FDI situations (for
example, see Gray and Rugman, 1994; and Bellak and Cantwell, 1996).

3 The figures are based on firms in all industries.  It should be noted that the average size of foreign affiliates
is different from industry to industry.  In the case of foreign affiliates of United States TNCs, the average
size of assets was $298 million in motor vehicles, $93 million in chemicals, $37 million in textiles and $24
million in agriculture (United States, Department of Commerce, 1997a). Average asset size also differs in
keeping with the size of the parent company. For the world’s largest 100 TNCs (see chapter II), the average
size of foreign affiliate assets amounts to $180 billion, while United States small and medium-sized TNCs
own $34 million in assets per foreign affiliate (Fujita, 1998).  It should be noted that the United States
survey data exclude foreign affiliates whose assets, sales or net income are less than $3 million. If these
omitted affiliates are included the average size of (non-bank) foreign affiliates was $83 million, compared
to $111 million for surveyed (non-bank) foreign affiliates in 1994 (United States, Department of Commerce,
1998).

4 Data from Japan’s Ministry of International Trade and Industry on Japanese TNCs and their foreign
affiliates suffer from a range of problems (Ramstetter, 1996).  One of the problems is that data on sales (as
well as other operational variables) are considerably inflated by the inclusion of sales by wholesale affiliates
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whose data may be double-counted.  Sales through wholesalers of goods produced by other affiliates are
likely to be included in sales of wholesale affiliates.  If only manufacturing affiliates are considered, the
average value of sales was $84 million (Japan, Ministry of International Trade and Industry, 1998a).

5 Of course, foreign affiliates also import.  In fact, the import propensity of foreign affiliates is relatively
high.  Data are available only for Japanese foreign affiliates: they imported more than they exported in
manufacturing, by a margin of $10 billion in 1995 (Japan, Ministry of International Trade and Industry,
1998a, tables 2-21-13 and 2-22-13).   In terms of contribution to GDP and the balance of payments, net
exports (exports less imports), rather than total exports should be considered.

6 Payments for royalties, licence fees, patents etc. between affiliated enterprises could be influenced by
profit and tax considerations; in addition, it is not always possible to distinguish between FDI-related
payments and payments for technological services.

7 In principle, inflows and outflows of FDI should balance but, in reality, they do not.  There are several
reasons for this discrepancy, including different treatment of reinvested earnings by home and host
countries, and different methods of data collection and reporting between home and host countries.  Due
to the fact that a number of developed home countries (which account for the bulk of FDI outflows) have
better FDI data collection systems, outflows of FDI may reflect worldwide trends more accurately (United
Nations, Department of Economic and Social Development, 1992a).  The decline in FDI outflows in 1996
(which had not been reported in World Investment Report 1997 (UNCTAD, 1997a), was caused mainly by
the revision of the United States outflows data to exclude (non-permanent) FDI in financial intermediaries
in the Netherlands Antilles and other economies.  (For further details, see “definitions and sources” in
annex B of this Report.)

8 See “definitions and sources” in annex B of this Report.
9 Information on FDI in 1998 is still limited.  Inflows into the United States, the largest host country in the

world, are most likely to rise, due to at least one large acquisition -- of Chrysler by Daimler-Benz worth
$38 billion -- despite the fact that inflows in the first quarter of 1998 declined by 12 per cent over the
previous period on a seasonally adjusted basis and by 3 per cent over the same period in 1997.  United
States outflows in the first quarter of 1998 decreased by 13 per cent over the previous period (seasonally
adjusted) and declined by 4 per cent over the same period in the previous year. (Data are provided by the
United States, Department of Commerce, Bureau of Economic Analysis.) Cross-border M&As by United
States firms in the first half of 1998 reached half the size of the total  in 1997 (William Lewis, “US mergers
and takeovers set record in first 6 months”, Financial Times, 30 June 1998, p. 18).

10 The real GDP growth rate of the world economy is expected to fall from 3.2 per cent in 1997 to 2.1 per cent
in 1998.  A significant decline is forecast for Asia, including Japan, while a small decrease is also expected
in the United States and Latin America (UNCTAD, 1998a).

11  Small decreases in FDI outflows are expected to be recorded in the Republic of Korea and Japan, while
inflows are expected to decline in Indonesia, Malaysia and the Republic of Korea in 1998, based on FDI
reported for certain months of 1998.

12 These numbers do not include the countries that have negative inflows and for which the data on gross
fixed capital formation are not available.

13 Direct investors take profitability into account when making the locational decisions that influence the
pattern of FDI inflows.  The relative importance of FDI in terms of gross fixed capital formation may also
reflect, therefore, the relative level of income generated in each region.  According to the data on foreign
affiliates of United States TNCs, affiliates in  all developing regions (including West Asia) show a higher
income-sales ratio than do those in developed regions (United States, Department of Commerce, 1997a).

14 “Foreign investors’ spending to acquire or establish U.S. businesses continued at high level in 1997", BEA
News Release, 10 June 1998, from the Web site of United States, Department of Commerce, Bureau of
Economic Analysis (www.bea.doc.gov/bea/newsrel/ fdi97.htm).

15 The reduction of transaction costs inside the single currency area and greater price transparency may
facilitate and accelerate capital flows and cross-border M&As.  (See “Birth of the Euro”, Financial Times
Survey, 30 April 1998.)  The stabilization of exchange rates in this area is one of the reasons Japanese firms
are increasing their FDI in the European Union (Japan, Export-Import Bank, 1998).

16 The World Bank includes, in the group of developing countries, the countries in transition of Central and
Eastern Europe.
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17 As of mid-1998, only some European Union member states had reported outward FDI data for 1997 by
destination. Judging by outflow data for Belgium, Denmark, Italy, Germany, Portugal and the United
Kingdom for 1997, the share of FDI going to the European Union increased from 48 per cent in 1996 to 50
per cent in 1997.  In particular, Belgium and Portugal showed significant increases in the share of intra-
European-Union FDI: for the former, the share of FDI outflows to the European Union rose from 41 per
cent in 1996 to 84 per cent in 1997 and for the latter, from 30 per cent to 49 per cent (based on UNCTAD
FDI/TNC database).

18 The year 1996 showed an increase of nearly 20 per cent in FDI, but this was mainly caused by the inclusion,
for the first time, of reinvested earnings; growth of outflows excluding this component  was only 10 per
cent.

19 Japanese firms too prefer greenfield projects or minority M&As: only 12 per cent of Japanese affiliates
abroad had been established through M&As as of 1995 (Japan, Ministry of International Trade and Industry,
1998a, table 2-27-13).

20 Information provided by Gendai Advanced Studies Research Organization (Tokyo).  Currently, the major
15 are: Chrysler, Ford and General Motors (United States); Honda, Nissan and Toyota (Japan); BMW,
Daimler-Benz and Volkswagen (Germany); PSA and Renault (France); Fiat (Italy); Volvo (Sweden); and
Daewoo and Hyundai (Republic of Korea).  With the expected merger between Chrysler and Daimler-
Benz, the number will be 14 in 1998.

21 They are Merck (United States), Glaxo Wellcome (United Kingdom), Novartis (Switzerland), Bristol Myers
Squibb (United States), Pfizer (United States), Roche (Switzerland) and American Home Products (United
States).  “Global business outlook”, Financial Times Survey, 13 January 1998, p. IV.

22 “Pharmaceuticals”, Financial Times Survey, 16 March 1998.
23 “Global business outlook”, op. cit.
24 The MERIT/UNCTAD database includes only strategic inter-firm technology agreements, that is, those

that involve the long-term position of firms or products.  It was developed at the Maastricht Economic
Research Institute on Innovation and Technology (MERIT) of the University of Maastricht and modified
by UNCTAD.

25 Derived from the MERIT/UNCTAD database.
26 Spearman’s rank-order coefficient is a nonparametric version of the Pearson correlation coefficient based

on a rank ordering of the data rather than on actual values.  The coefficient range is from -1 to +1.  The
absolute value of the correlation coefficient shows the strength of the relationship between foreign assets
and inter-firm technology agreements, and the sign of the coefficient indicates the direction of this
relationship. The analysis excludes 15 cases for which no alliances were found in the MERIT/UNCTAD
database.

27 Mass market assemblers bought up-market companies (figure I.14): Volkswagen acquired Audi and
Porsche and Ford took over Aston Martin and Jaguar. At the same time, luxury car manufacturers spread
their own range towards lower-end vehicles of the market: BMW bought Rover, and Daimler-Benz merged
with Chrysler and also established a joint venture with Swatch.
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CHAPTER  IICHAPTER  IICHAPTER  IICHAPTER  IICHAPTER  II

THE LARGEST THE LARGEST THE LARGEST THE LARGEST THE LARGEST TRANSNATRANSNATRANSNATRANSNATRANSNATIONALTIONALTIONALTIONALTIONAL
CORPORACORPORACORPORACORPORACORPORATIONSTIONSTIONSTIONSTIONS

A.  The world’A.  The world’A.  The world’A.  The world’A.  The world’s 100 largest TNCss 100 largest TNCss 100 largest TNCss 100 largest TNCss 100 largest TNCs

1.   Highlights1.   Highlights1.   Highlights1.   Highlights1.   Highlights

In 1996, the top position in the list of the world’s 100 largest non-financial TNCs ranked
by foreign assets changed for the first time in six years when General Electric Company
(United States) moved from third into first position, pushing Royal Dutch Shell (United
Kingdom/Netherlands) into second place (table II.1).  The rankings otherwise remained
fairly stable among the top ten in the list. The only major change was Nestlé (Switzerland)
moving from ninth to eleventh place, being replaced by Mobil Corporation (United States).
The 1996 list of the top 100 TNCs includes ten new entrants (table II.2) and ten exits (table
II.3).

Movement at the bottom of the list is also limited.  Most of the 1996 entrants already
occupied a position in the vicinity of the top 100 in 1995, and most of the firms no longer
included in the list are now ranked between positions 100 and 120.  However, special
situations arise when M&As involve firms with large foreign assets, as in the case of Novartis
(Switzerland), which was formed through the merger of Sandoz and Ciba-Geigy; Crown
Cork & Seal Company (United States), which took over Carnauld Metalbox (France); and
Kvaerner (Norway), which acquired Trafalgar Plc. (United Kingdom).  In 1995, the list of
the top 100 TNCs had included for the first time two TNCs from developing countries --
Petróleos de Venezuela S.A. (Venezuela) and Daewoo Corporation (Republic of Korea); in
1996, these companies strengthened their respective positions by moving up from  88 to 73
and from 52 to 43, though no other developing country firm has yet joined them.
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Overall, a snapshot (table II.4) of
the world’s 100 largest TNCs shows a
continuous trend towards greater
transnationality -- in terms of foreign assets,
sales, and  employment, and thus in the
overall transnationality index.  More
specifically, these were the principal
developments:

• Country composition.  Since the list
of the top 100 TNCs was first
published in 1990, it  has
remained dominated by firms from the Triad (European Union, United States
and Japan; figure II.1; see also in the annex tables A.II.1 and A.II.2).  In 1996, 85
of the top 100 TNCs were headquartered in the Triad, compared to 86 in 1990.
The United States, Japan, the United Kingdom, France and Germany alone
accounted for three-quarters of the entries in both years. Their dominance has
remained roughly unchanged since 1990, regardless of whether one considers
number of firms, foreign assets, foreign
sales or foreign employment. Within the
Triad, the number of firms from the
European Union declined between 1990
and 1996 (mostly from France and the
United Kingdom), although they still
account for the largest number (39) in the
top 100 list. European Union firms have
also seen their share of foreign assets and
foreign employment decline, whereas
Japanese firms increased their share of
foreign activities, doubling it in

Figure II.1.Figure II.1.Figure II.1.Figure II.1.Figure II.1.          The wThe wThe wThe wThe world's 100 larorld's 100 larorld's 100 larorld's 100 larorld's 100 largggggest est est est est TNCs:TNCs:TNCs:TNCs:TNCs:  the  the  the  the  the
five most imporfive most imporfive most imporfive most imporfive most important home countries,tant home countries,tant home countries,tant home countries,tant home countries, 1996 1996 1996 1996 1996

Sou rce :    UNCTAD/Erasm us  Un i ve rs i t y

TTTTTababababable II.le II.le II.le II.le II. 2. 2. 2. 2. 2.  Ne  Ne  Ne  Ne  Newcomerwcomerwcomerwcomerwcomers to the ws to the ws to the ws to the ws to the world’orld’orld’orld’orld’s top 100 s top 100 s top 100 s top 100 s top 100 TNCs,TNCs,TNCs,TNCs,TNCs,aaaaa

ranked branked branked branked branked by fy fy fy fy foreign assets,oreign assets,oreign assets,oreign assets,oreign assets, 1996 1996 1996 1996 1996

Ranked by
foreign assets Corporationa Country

26 Novar tisb Switzerland
42 Ferruzzi/Montedison Italy
55 Ericsson L.M. Sweden
77 Générale des Eaux France
79 Akzo Nobel Netherlands
87 Bridgestone Corporation Japan
90 Crown Cork & Seal United States
92 Kvaerner ASA Norway
99 Eridania Beghin-Say France

100 Société au Bon Marché France

Sou rce :     UNCTAD/Erasmus  Un i ve rs i t y
database.

a This includes companies that could not be considered in 1997
because o f  the  la te  ar r iva l  o f  a  response to  UNCTAD’s
questionnaire.

b The merger of Sandoz and Ciba-Geigy resulted in the new  TNC
Novartis.

TTTTTababababable II.le II.le II.le II.le II. 3. 3. 3. 3. 3.  Depar  Depar  Depar  Depar  Departures frtures frtures frtures frtures from the wom the wom the wom the wom the world’orld’orld’orld’orld’s top 100 s top 100 s top 100 s top 100 s top 100 TNCs,TNCs,TNCs,TNCs,TNCs,aaaaa

ranked branked branked branked branked by fy fy fy fy foreign assets,oreign assets,oreign assets,oreign assets,oreign assets, 1996 1996 1996 1996 1996

  Ranked by
foreign assets
    in 1995 Corporation Country

38 Ciba-Geigy AGb Switzerland
84 Carrefour France
85 SCA Sweden
90 Sara Lee United States
93 NEC Corporation Japan
94 Thomson SA France
97 Imperial Chemical Industries (ICI) United Kingdom
98 United Technologies United States
99 RJR Nabisco United States

100 Pechiney SA France

Source:    UNCTAD/Erasmus University database.
a This includes companies which could not be considered in 1997

because of late  arrival of a response to UNCTAD’s questionnaire.
b The merger of Sandoz and Ciba-Geigy resulted in the new TNC

Novartis.

TTTTTababababable II.le II.le II.le II.le II. 4. 4. 4. 4. 4.  Snapshot of the w  Snapshot of the w  Snapshot of the w  Snapshot of the w  Snapshot of the world’orld’orld’orld’orld’s 100 lars 100 lars 100 lars 100 lars 100 largggggest est est est est TNCs,TNCs,TNCs,TNCs,TNCs,a a a a a 19961996199619961996
 (Billions of dollars, percentage  and number of employees)

    Chang    Chang    Chang    Chang    Changeeeee
VVVVVariabariabariabariabariablelelelele TTTTTotalotalotalotalotal 1996 vs. 19951996 vs. 19951996 vs. 19951996 vs. 19951996 vs. 1995

Foreign assets 1 808 6.3
Foreign sales 2 149 7.4
Foreign employees 5 939 470 2.4

Median index of transnationalityb 54.8 3.8

Source:   UNCTAD/Erasmus University database.
a Measured by foreign assets.
b In per cent, as defined in footnote a) of table II.1. The change

between 1995 and 1996 is expressed in percentage points.
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employment. The number of Japanese firms in the list rose by 50 per cent between
1990 and 1996, from 12 to 18.

• Foreign assets.  Total foreign assets of the top 100 TNCs amounted to $1.8 trillion
in 1996 (table II.4).  Between 1993 and 1995, they had risen by around 30 per
cent, followed by a slower growth of six per cent between 1995 and 1996. A
number of individual firms, however, have grown much faster (figure II.2).  For
example, TOTAL’s (France) foreign assets rose by an outstanding 53 per cent
between 1995 and 1996, and another three firms saw increases of 40 per cent or
more.  Conversely, other firms saw their foreign assets shrink (figure II.3). This
shrinking group is led by Volkswagen whose foreign assets fell by about a third
between 1995 and 1996.  Another three firms lost more than a fifth.  For all of the
100 TNCs, the ratio of foreign assets to total assets increased marginally from 41
per cent in 1995 to 43 per cent in 1996.

• Foreign sales.  Total foreign sales of the top 100 TNCs amounted to $2.1 trillion in
1996 (table II.4), an increase of seven per cent from 1995.  This rise, and a relatively
slower rise in total sales, resulted in an increase in the ratio of foreign sales to
total sales, from 48 per cent in 1995 to 52 per cent in 1996.  The firm experiencing
the largest increase in foreign sales was Hanson (United Kingdom) (figure II.4),
whereas FIAT (Italy) experienced the largest fall in foreign sales (figure II.5).

Figure II.5.Figure II.5.Figure II.5.Figure II.5.Figure II.5.          TTTTTop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in foreign sales amongoreign sales amongoreign sales amongoreign sales amongoreign sales among
the wthe wthe wthe wthe world's top 100 orld's top 100 orld's top 100 orld's top 100 orld's top 100 TNCs,TNCs,TNCs,TNCs,TNCs, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

Figure II.2.Figure II.2.Figure II.2.Figure II.2.Figure II.2.          TTTTTop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in foreign assetsoreign assetsoreign assetsoreign assetsoreign assets
among the wamong the wamong the wamong the wamong the world's top 100 orld's top 100 orld's top 100 orld's top 100 orld's top 100 TNCs,TNCs,TNCs,TNCs,TNCs, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

Figure II.3.Figure II.3.Figure II.3.Figure II.3.Figure II.3.          TTTTTop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in foreign assetsoreign assetsoreign assetsoreign assetsoreign assets
among the wamong the wamong the wamong the wamong the world's top 100 orld's top 100 orld's top 100 orld's top 100 orld's top 100 TNCs,TNCs,TNCs,TNCs,TNCs, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

Source:   UNCTAD/Erasmus University
database.

Source:   UNCTAD/Erasmus University
database.

Figure II.4.Figure II.4.Figure II.4.Figure II.4.Figure II.4.          TTTTTop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in foreign sales amongoreign sales amongoreign sales amongoreign sales amongoreign sales among
the wthe wthe wthe wthe world's top 100 orld's top 100 orld's top 100 orld's top 100 orld's top 100 TNCs,TNCs,TNCs,TNCs,TNCs, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

Source :   UNCTAD/Erasmus Univers i ty Source :   UNCTAD/Erasmus Univers i ty
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Foreign sales of the top 100 TNCs grew faster than their foreign assets; on a
global level, the reverse was true (table I.1). . . . . This suggests that, as far as assets
are concerned, smaller companies are expanding abroad faster than large ones.

• Foreign employment.  Total foreign employment of the top 100 TNCs amounted to
some 5.9 million in 1996 (table II.4), an increase of 2 per cent over 1995.  During
the same year, total employment decreased by 3.5 per cent, from 12.1 million to
11.8 million employees.  Consequently, the ratio of foreign-to-total-employment
rose from 48 per cent to 51 per cent.  This pattern continued the trend of declining
overall employment and rising foreign employment since the list was first
published for 1990.  The  companies with the largest increase in foreign
employment are led by Michelin (France) (figure II.6).  Two other firms registered
increases of over 100 per cent.  On the other hand, five TNCs reduced their foreign
employment by between 25 per cent to 57 per cent (figure II.7). No particular
patterns in terms of home countries or industries appear to explain this
performance, even if all TNCs are considered.

• Industry composition.  Firms
operating in the electronic/
electrical industry make up the
largest group in the top 100
(table II.5). They are followed
closely by TNCs from the
pharmaceut ical/chemical ,
automotive, petroleum and
mining, and food/beverages
industries -- most of which are
highly concentrated industries.
The top 10 TNCs among the top
100 have been dominated by
TNCs from the automobile and
the petroleum industry. They
constitute usually half of the
entries in this top group since
the list for 1990 was first

Figure II.6.Figure II.6.Figure II.6.Figure II.6.Figure II.6.          TTTTTop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in foreign emplooreign emplooreign emplooreign emplooreign employmentymentymentymentyment
among the wamong the wamong the wamong the wamong the world's top 100 orld's top 100 orld's top 100 orld's top 100 orld's top 100 TNCs,TNCs,TNCs,TNCs,TNCs, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

Source :   UNCTAD/Erasmus Univers i ty
database.

Figure II.7.Figure II.7.Figure II.7.Figure II.7.Figure II.7.          TTTTTop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in foreign emplooreign emplooreign emplooreign emplooreign employmentymentymentymentyment
among the wamong the wamong the wamong the wamong the world's top 100 orld's top 100 orld's top 100 orld's top 100 orld's top 100 TNCs,TNCs,TNCs,TNCs,TNCs, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

Sou rce :    UNCTAD/Erasm us  Un i ve rs i t y
database.

TTTTTababababable II.5.le II.5.le II.5.le II.5.le II.5.   Industr   Industr   Industr   Industr   Industry composition of top 100 y composition of top 100 y composition of top 100 y composition of top 100 y composition of top 100 TNCs,TNCs,TNCs,TNCs,TNCs,
1990 and 19961990 and 19961990 and 19961990 and 19961990 and 1996

(Number of entries)

Industry 1990 1996

Electronics/electr ical equipment 14 17
Chemicals and pharmaceuticalsa 18 16
Automotive 13 14
Petroleum refining/distribution and mining 13 14
Food and beveragesb 9 12
Diversified 2 4
Telecommunication 2 5
Trading 7 4
Machinery & engineering 3 2
Metals 6 3
Construction 4 3
Media 2 2
Other 7 4
Total 100 100

Source:    UNCTAD/Erasmus University database.
a Chemicals also includes Ferruzzi/Montedison.
b Food and beverages also includes B.A.T. Industr ies  (tobacco) and

McDonalds.
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published. All other industries are represented with at most five entries in the
list. This  distribution by industry of the top 100 has not changed significantly
since 1990. The principal exceptions are the electronics/electrical industry (which
increased the number of its entries from 14 to 17), while the food and beverages
firms increased their number of entries from 9 to 12 . Conversely, the number of
firms from the chemical/pharmaceutical industry was reduced from 18 to 16,
following the trend of concentration particularly in the pharmaceutical industry.
The metal industry reduced its entries in the list from six to three for, amongst
others, similar reasons. It should be noted that the list of the top 100 is dominated
by manufacturing and primary sector firms. Services are under-represented, and
financial services are not included, although the latter are transnationalizing as
well (box II.1), and indeed have been doing so for some time (Fujita, 1989).

Box II.1.  The international spread of bankingBox II.1.  The international spread of bankingBox II.1.  The international spread of bankingBox II.1.  The international spread of bankingBox II.1.  The international spread of banking

The transnationalization of manufacturing firms is captured by the lists of the top 100 TNCs and
top 50 TNCs based in developing countries.  These lists also contain a number of services firms.  But financial
services firms do not easily lend themselves to inclusion in such lists.  In the case of banks, for example,
their balance sheets show exclusively financial assets, whereas assets of manufacturing firms are largely of a
real nature. The comparability of sales figures is even more complicated as it touches the question of the
value added by banking services.  Statistics that could answer these questions are only beginning to emerge.

To assess the spread     of banking, statistics on the international distribution of banking entities (i.e.
subsidiaries, branches, representative offices) based on publicly accessible sources have been used.  They
show that banks of selected (major) OECD countries (annex tables A.II.4 to A.II.7) have banking entities in
a considerable number of developing and transition economies, and vice versa.  Not surprisingly, the largest
presence of banks from developing countries and transition economies in the OECD area is found in the
United States and the United Kingdom -- 171 and 153, respectively (annex table A.II.4).  However, the scale
of this presence in relation to that in France, Germany and Japan is inflated by the availability for the United
Kingdom and the United States of figures for representative offices (and, for the latter, figures for agencies
as well a). Amongst the developing and transition economies, banks from the Republic of Korea have the
largest number of entities in the OECD countries covered (76), but banks from Brazil are represented in the
largest number of OECD countries (10) (annex table A.II.5).

Not unexpectedly, two financial centres -- Hong Kong, China; and Singapore -- are host to the
largest number of banking entities from the OECD countries: 108 and 87, respectively (annex table A.II.6).
But there are also large presences from OECD countries in the Czech Republic and the Russian Federation -
- for which, however, as well as for other transition economies, the figures are inflated in relation to those of
Asia and Latin America by the inclusion of representative offices -- as well as in the Republic of Korea. The
region with the smallest presence of OECD banks is Latin America, but this impression may at least partly
reflect the incompleteness of data for that region. Japan and the United States have the largest presence of
banking entities in developing and transition economies: 116 and 113, respectively (annex table A.II.7).

The data,  although incomplete and no more than partially il luminating about the
transnationalization of the banking industry, suggest that, at least with regard to the number of banking
entities in major markets, those from developing economies as well as from economies in transition have
already achieved a considerable international presence, even when compared with the foreign presence of
banking entities from OECD countries.  Of course, if data were available on the transnationalization of
banking assets and the sizes of the assets of different banks, one might well arrive at a different picture.

Source: Cornford and Brandon, forthcoming.
a In the United States International Banking Act of 1978, an “agency” is defined as “any office or any place of business of a foreign

bank located in any State of the United States at which credit balances are maintained incidental to or arising out of the exercise of
banking powers, checks are paid, or money is lent but at which deposits may not be accepted from citizens or residents of the
United States” (sections 3101 to 3107).  The principal use of agencies is for the financing of, and provision of other services related
to, international trade between the host country of the agencies and the country of their parent banks.
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Below the surface of a slowly progressive transnationalization of the top 100 TNCs a
diverse picture emerges, with home countries, industries and individual firms performing
often in quite different ways.  This diversity is also visible when it comes to the degree of
transnationality of firms and industries.

2.  Degree of transnationality2.  Degree of transnationality2.  Degree of transnationality2.  Degree of transnationality2.  Degree of transnationality

The degree of international involvement of a firm can be measured in various ways
(box II.2).  The index of transnationalization used here is a composite of  three ratios --
foreign assets/total assets, foreign sales/total sales and foreign employment/total
employment.  The value of this index for the top 100 as a group was 55 per cent in 1996
(table II.4).  While this represents an increase of 4 percentage points over 1995, until then it
had not changed significantly since 1990 (figure
II.8); in fact between 1990 and 1993, the value of
that index had even decreased.  The growing
internationalization of assets has contributed the
most to the increase in the transnationalization
index (TNI).

The overall index hides a number of
variations.  For the top 100 TNCs as a whole, the
transnationalization index ranged from 97 per cent
for Seagram to 16  per cent for GTE in 1996; this is
quite similar to 1990, when the range was 97 for
Nestlé to 15 for General Electric.  In 1996, Nestlé

Box II. 2.  Measurement of transnationalityBox II. 2.  Measurement of transnationalityBox II. 2.  Measurement of transnationalityBox II. 2.  Measurement of transnationalityBox II. 2.  Measurement of transnationality

Transnationality is a function of the extent to which a firm’s activities are located abroad. A
transnationality index, however, can be compiled in different ways, e.g. by choosing a single key variable
(like assets) or by combining several variables (assets, employment and sales). The WIR uses the latter method
(approach I, annex table A.II.8). The conceptual framework underlying this index (and other similar indices)
is based on the dichotomy between foreign versus home country activities, and helps to assess the degree to
which the activities and interests of TNCs are embedded in their home economy or in economies abroad. A
high value of this index, even for the individual corporation, under certain circumstances, may raise questions
about a home country’s locational advantages, particularly if accompanied by low levels of inward
investment. However, a high value could also indicate strong international competitiveness on the part of
the home country firms. A drawback of this index is that it does not take into account the size of the home
country and does not distinguish between TNCs whose foreign activities are concentrated in a few foreign
countries, and TNCs whose activities are spread across numerous host countries.

An approach that measures this dimension of transnationality is captured in the network-spread
index, which is constructed precisely to reflect the number of host countries in which a firm is established.a

At the level of a corporation, a high network-spread index can be an indicator of both negative and positive
elements. For a TNC, a high network-spread index may be accompanied by higher costs of managing far-
flung operations (transaction costs), but it may also indicate high levels of ownership advantages as well as
high levels of knowledge of market conditions in many countries, or a combination of ownership and
internalization advantages with a broader portfolio of locational assets. The main drawback of  this approach
is that the index does not take account of the magnitude of a company’s activity in a given host country:
each host country is counted once, independently of the amount of assets, sales and employment located in
it. This drawback cannot easily be remedied, as corporations do not regularly report assets, sales and
employment for each host country.

/...

Figure II.8.Figure II.8.Figure II.8.Figure II.8.Figure II.8.  A  A  A  A  Averaveraveraveraveraggggge transnationality indee transnationality indee transnationality indee transnationality indee transnationality index ofx ofx ofx ofx of
the wthe wthe wthe wthe world's 100 larorld's 100 larorld's 100 larorld's 100 larorld's 100 largggggest est est est est TNCs,TNCs,TNCs,TNCs,TNCs, 1990-1996 1990-1996 1990-1996 1990-1996 1990-1996

Source :   UNCTAD/Erasmus Univers i ty
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   (Box II. 2, concluded)   (Box II. 2, concluded)   (Box II. 2, concluded)   (Box II. 2, concluded)   (Box II. 2, concluded)

A correlation analysis of the transnationalization index and the network-spread index for the top
100 TNCs yields a  rather low rank-correlation coefficient (0.40; annex table A.II.9). This underlines the fact
that TNCs can transnationalize considerably without having to spread their foreign assets extensively (see
annex table A.II.8., examples are firms such as Seagram, Exxon, Volkswagen, Nissan and McDonald’s). At
the industry level, the average transnationality index ranges from 81 per cent for construction and
construction materials to 35 per cent for services and trading (annex table A.II.10).  The average number of
countries in which the top 100 TNCs in a particular industry operate ranges from 54 for food and beverages
(including tobacco) to 31 for trading and construction.  The corresponding value of the network-spread
index for services and trading is 30 per cent and for construction and construction material is 17 per cent.  In
no industry is the network-spread index higher than the transnationality index. Given that TNCs investing
abroad typically direct their investments towards major markets and not necessarily at  every market, it is
more likely that a TNC reaches significant shares of foreign assets, sales and employment, and thereby a
significant degree of transnationality, than that it reaches a high value in the network-spread index.

In other words, it is more likely that a firm reaches, say, 50 per cent on the transnationality index
than that it invests in half of the world’s economies. Furthermore, TNCs from two of the most important
home countries, the United States and Japan, rank very low on both the transnational and network-spread
indices (annex table A.II.11), reflecting a phenomen also observed at the aggregate level. Such suggests that
the large size of these countries’ domestic economies may have allowed their TNCs to realize some of their
competitiveness and growth potential at home.  Conversely, the highest degree of transnationality and the
widest spread of activities is found in TNCs originating in smaller economies and/or in economies that
have a long history of outward FDI (the Netherlands, United Kingdom, Switzerland and Sweden).
Netherlands-based TNCs operate in the highest number of countries  and, correspondingly, that country
has the highest value for the network-spread index (annex table A.II.11). More generally, firms from smaller
economies seem to rely on  geographically more diversified corporate networks, as well as on a higher
degree of transnationality to stay competitive and to compensate for smaller home markets.  This might
well be an advantage in the age of globalization.

It should be noted that both the transnationalization index and the network-spread index  provide
only for an imperfect and broad indication of the “depth“ of a TNC‘s involvement abroad. For instance, a
company could have warehouses in each of the world‘s economies amounting to half of its assets. Accordingly,
it would score very high (100 per cent) on the network-spread index and quite well (50 per cent) on the
transnationalization index. At the same time, its degree of integration into the host economy is -- in this case
-- quite limited. To capture the depth of the transnationalization process requires the development of
additional indices.b

In sum, the transnational index and the network-spread index capture different aspects of a
corporation’s transnationalization. The importance of foreign assets, sales and employment captured by
the transnationalization index is complemented by the extent of geographical diversity captured by the
network-spread index. The differences in the values of the two indices suggest that, while the top 100 TNCs
are quite transnationalized, they do not exhibit a broad geographical spread.  Both indices are, in a sense,
approximations of the importance of taking advantage of a portfolio of locational assets -- an important
source of the competitiveness of firms in a globalizing world economy (UNCTAD, 1995a) -- for the
international competitiveness of firms; therefore they provide information about the comparative
international competitiveness of firms.

Source:  Ietto-Gillies, forthcoming.
a The number of countries in which a company has foreign affiliates is denoted as “N”.  An index in percentage terms (and thus

comparable to the transnational index) is derived by taking N as a percentage of N*, the number of foreign countries in which,
potentially, the company could have located affiliates. N* is chosen to be the number of countries in the world that have inward
FDI.  In practice, N* is estimated as the number of countries that are in receipt of inward stock of FDI minus 1 (to exclude the home
country of the TNC); on the basis of the data in the WIR 97, N* is equal to 178. The index N/N* is the network-spread index.

b One indicator that has been used in this respect is R & D. On an index developed  for this purpose, 144 TNCs ranked 23 per cent in
1993 (Dunning, 1996, p.5). It should also be noted that the actual values in the indices used are also influenced by a number of
factors that are not taken into account in their calculation, e.g. the size of the home market; the age and experience of firms in
foreign markets; the extent and pattern of regional integration and liberalized entry provisions for FDI; and the extent to which
firms take advantage of economies of scale and scope and can substitute trade for FDI. In addition, indices calculated on a regional
basis -- assuming data availability -- would probably capture the geography of a firm’s expansion more accurately.
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lost its leading position in transnationality to Seagram     (table II.6),  a Canadian beverages
company with interests increasingly geared to the entertainment and publishing industries.
The ten TNCs with the highest transnationalization index show values of between 85  and
97 per cent. A number of firms (led by Hanson of United Kingdom) saw considerable rises
in transnationalization (figure II.9), while others (led by Volvo of Sweden) experienced
declines of up to 15 percentage points (figure II.10).

The list of the leading ten TNCs by degree of transnationality (table II.6) is dominated
by firms from small industrial countries, i.e. countries with a GDP of less than $ 500 billion
in 1996.  This is representative of a wider phenomenon (table II.7): firms with the highest
transnationality index, such as ABB, Nestlé, Solvay, Electrolux, Unilever and Roche come
from small countries, such as Switzerland, Belgium, Sweden and the Netherlands. Over the
1990-1996 period, the average transnationality index of the top ten firms from small countries
increased from an already high 77 per cent to an even higher 79 per cent. During the same
period, the average transnationality index for the top ten firms located in larger countries
decreased from around 54 per cent to around 49 per cent (table II.7). Companies whose
transnationality index changed very little during 1990-1996 include Saint-Gobain (France),

Source :   UNCTAD/Erasmus Univers i ty
database.

Figure II.10.Figure II.10.Figure II.10.Figure II.10.Figure II.10.          The top 5 falls in transnationalityThe top 5 falls in transnationalityThe top 5 falls in transnationalityThe top 5 falls in transnationalityThe top 5 falls in transnationality
among the wamong the wamong the wamong the wamong the world's larorld's larorld's larorld's larorld's largggggest est est est est TNCs,TNCs,TNCs,TNCs,TNCs, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage points)

Sou rce :    UNCTAD/Erasm us  Un i ve rs i t y
database.

Figure II.9.Figure II.9.Figure II.9.Figure II.9.Figure II.9.          The top 5 rises in transnationalityThe top 5 rises in transnationalityThe top 5 rises in transnationalityThe top 5 rises in transnationalityThe top 5 rises in transnationality
among the wamong the wamong the wamong the wamong the world's larorld's larorld's larorld's larorld's largggggest est est est est TNCs,TNCs,TNCs,TNCs,TNCs, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage points)

TTTTTababababable II.6.le II.6.le II.6.le II.6.le II.6.          The wThe wThe wThe wThe world’orld’orld’orld’orld’s top 10 s top 10 s top 10 s top 10 s top 10 TNCs in terms of degree of transnationalityTNCs in terms of degree of transnationalityTNCs in terms of degree of transnationalityTNCs in terms of degree of transnationalityTNCs in terms of degree of transnationality,,,,, 1996 1996 1996 1996 1996

           Ranking b           Ranking b           Ranking b           Ranking b           Ranking byyyyy TTTTTransnationalityransnationalityransnationalityransnationalityransnationality
TTTTTransnationalityransnationalityransnationalityransnationalityransnationality ForeignForeignForeignForeignForeign indeindeindeindeindexxxxxaaaaa

indeindeindeindeindexxxxxaaaaa assetsassetsassetsassetsassets CorporationCorporationCorporationCorporationCorporation CountrCountrCountrCountrCountryyyyy IndustrIndustrIndustrIndustrIndustryyyyy (Per cent)

11111 3434343434 Seagram Company Canada Beverages 97.3
22222 1212121212 Asea Brown Boveri (ABB) Switzerland/Sweden Electr ical equipment 96.1
33333 1111111111 Nestlé SA Switzerland Food 95.3
44444 5050505050 Thomson Corporation Canada Printing and publishing 94.9
55555 8383838383 Solvay SA Belgium Chemicals/pharmaceuticals 92.2
66666 5656565656 Holderbank Financiere Switzerland Construction 89.8
77777 6262626262 Electrolux AB Sweden Electr ical appliances 88.7
88888 1818181818 Unilever Netherlands/United Kingdom Food 87.1
99999 2121212121 Roche Holding AG Switzerland Pharmaceuticals 87.0

1010101010 5252525252 Michelin France Rubber & Plastics 84.9

Source:    UNCTAD/Erasmus University database.

a The index of transnationality is calculated as the average of the ratios: foreign assets to total assets, foreign sales to total sales and foreign employment
to total employment.
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Daimler-Benz (Germany), Nissho
Iwai (Japan) and Hoechst
(Germany).

The industry picture, too,
shows great variations (table II.8).
Food and beverages (67 per cent)
tops the list, trading (29 per cent)
is at the bottom.  For some
industries, the foreign assets’ share
of total assets is very low (for five
of them, below ten per cent),
implying that the higher
transnationalization-index ratings
are mostly reached by foreign     sales
and employment shares.

The degree of transnationality
of the top five firms in all industries
that are represented by at least five
firms in the lists of 1990 and 1996
increased over the 1990-1996
period, albeit unevenly and more
modestly than has been suggested
in some studies on the
globalization of industries and
firms, e.g. by Ruigrok and van
Tulder in 1995 (figure II.11 and
annex table A.II.3). Chemical firms
exhibited the largest gains,
electronics the smallest. The top
five trading companies remain
amongst the least internationalized,
whereas the top five petroleum     firms
(closely followed by chemical firms)
have the highest transnationality
index of all industries. The
transnationality index of the top five
electronics and pharmaceutical firms
hardly changed.

All indications are that the
forces of globalization will lead to an
increase in the degree of
transnationality of firms (box II.3).

Source:   UNCTAD/Erasmus University database.
a Only industr ies that have at least five entries and in which the same 5

top TNCs featured in the lists of the top 100 TNCs in 1990 and 1996.

Figure II.11.Figure II.11.Figure II.11.Figure II.11.Figure II.11.  A  A  A  A  Averaveraveraveraveraggggge in transnationality indee in transnationality indee in transnationality indee in transnationality indee in transnationality index of the top 5x of the top 5x of the top 5x of the top 5x of the top 5
TNCs in eacTNCs in eacTNCs in eacTNCs in eacTNCs in each industrh industrh industrh industrh industryyyyy,,,,,aaaaa 1990 and 1996 1990 and 1996 1990 and 1996 1990 and 1996 1990 and 1996

(In percentage of top 100 total)

TTTTTababababable II.7.le II.7.le II.7.le II.7.le II.7.               TTTTTransnationality inderansnationality inderansnationality inderansnationality inderansnationality index fx fx fx fx for small and laror small and laror small and laror small and laror small and larggggge home economies,e home economies,e home economies,e home economies,e home economies,
1990 and 19961990 and 19961990 and 19961990 and 19961990 and 1996

(Percentage and number of entries)

1990 1996
Number of Average Top 10 Number of Average Top 10

 entries TNI average  entries TNI average

Smalla 21 70.7 77.0 20 74.0 79.0

Largeb 81 46.3 53.6 83 50.7 48.6

Totals 102c 51 - 103c 54.8 -

Source: UNCTAD/Erasmus University database and OECD.
a    Small (GDP of less than $ 500 billion in 1996):  Australia, Belgium, Republic of Korea

(there was no entry in 1990), the Netherlands, New Zealand (was no entry in 1996),
Norway, Sweden, Switzer land and Venezuela (no entry in 1990).

b Large (GDP of more than $ 600 billion in 1996):  Canada, France, Germany, Italy,
Japan,  United Kingdom, United States.

c Unilever, Royal Dutch Shell are included in both catagories for the years 1990 and
1996. RTZ CRA is included in both catagories only for the year 1996.

TTTTTababababable II.8.le II.8.le II.8.le II.8.le II.8.  A  A  A  A  Averaveraveraveraveraggggges in transnationality and fes in transnationality and fes in transnationality and fes in transnationality and fes in transnationality and foreign assets,oreign assets,oreign assets,oreign assets,oreign assets,
bbbbby industry industry industry industry industryyyyy,,,,, 1996 1996 1996 1996 1996

AAAAAveraveraveraveraveragggggeeeee ForeignForeignForeignForeignForeign Foreign assets asForeign assets asForeign assets asForeign assets asForeign assets as
transnationalitytransnationalitytransnationalitytransnationalitytransnationality assetsassetsassetsassetsassets per cent of top 100per cent of top 100per cent of top 100per cent of top 100per cent of top 100

IndustrIndustrIndustrIndustrIndustryyyyy (Per cent) (Billion dollars) ffffforeign assetsoreign assetsoreign assetsoreign assetsoreign assets

Food and beverages 67.2 171 9.5
Chemicals and

     pharmaceuticals 65.3 247 13.7
Miscellaneous 62.4 141 7.8
Electronics and electrical

    equipment 52.8 357 19.7
Oil, petroleum and mining 52.1 331 18.3
Telecommunications 47.9 50 2.8
Automotive 43.8 381 21.1
Diversified 39.2 73 4.0
Trading 29.0 56 3.1

TTTTTOOOOOTTTTTALALALALAL 54.8a 1,808 100

Source:   UNCTAD/Erasmus University database.
a Average.
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Box II.3.  TBox II.3.  TBox II.3.  TBox II.3.  TBox II.3.  Transnationalization in the medium termransnationalization in the medium termransnationalization in the medium termransnationalization in the medium termransnationalization in the medium term

A survey carried out between July and November 1997 among 300 managers of TNCs and
international experts around the world, supplemented by about 100 direct interviews, suggests that  the
trend towards a further transnationalization of firms will continue in the medium term, independently of
the size, sector and location of the TNCs. More specifically, between 1996 and 2002, the contribution of
foreign activities to respondents’ business is expected to rise from an average of 47 per cent to 56 per cent in
sales, from 35 per cent to 45 per cent in production, from 34 per cent to 42 per cent in employment, from 36
per cent to 42 per cent in gross investment, and from 32 per cent to 41 per cent in assets (box figure 1). As a
result, a rising number of companies will establish genuine transnational production and sales networks,
compared with a minority in the early 1990s. Only 33 per cent of the respondents to the survey considered
their companies “completely global” or “highly coordinated internationally” in 1990; this proportion had
risen to 56 per cent in 1996 and could reach 78 per cent in 2002, while the proportion of those considered
“little coordinated internationally” had fallen from 67 to 22 per cent between 1990 and 1996 (box figure 2).

B.  The largest TNCs from developing countriesB.  The largest TNCs from developing countriesB.  The largest TNCs from developing countriesB.  The largest TNCs from developing countriesB.  The largest TNCs from developing countries

The top two positions in the list of the largest 50 TNCs headquartered in developing
countries, ranked by foreign assets did not change in 1996: as in 1995, Daewoo (Republic of
Korea) leads the list (table II.9), followed by Petróleos de Venezuela (PDVSA) (Venezuela).
Further below, however, LG Electronics (Republic of Korea) fell to rank 18 from 5 and was
replaced by Sappi Limited (South Africa). In the transnationality index, a company from
Hong Kong, China, topped the list in 1996: Orient Overseas International. Panamerican
Beverages (Mexico), the company holding the top position last year, ranked second in 1996
(table II.10).  The 1996 top 50 TNC list includes twelve new entrants (table II.11), replacing
twelve exits (table II.12).  As with the top 100 TNC list, changes in positions at the lower end
of the list are also few.  But, overall, mobility on the top 50 TNC list appears to be higher
than on the top 100 TNC list.

BoBoBoBoBox figure 1.x figure 1.x figure 1.x figure 1.x figure 1.          TTTTTransnationalization indicatorransnationalization indicatorransnationalization indicatorransnationalization indicatorransnationalization indicatorsssss
(Percentage of responses received)

BoBoBoBoBox figure 2.x figure 2.x figure 2.x figure 2.x figure 2.          TTTTTransnational integratiionransnational integratiionransnational integratiionransnational integratiionransnational integratiion
(Percentage of responses received)

Source: Invest in France Mission, Ar thur Andersen
and United Nations, 1998.

Source: Invest in France Mission, Ar thur Andersen and
United Nations, 1998.
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As in the case of the world’s top 100 TNCs, a snapshot (table II.13) of the 50 largest
TNCs from developing countries shows a continuous trend towards greater
transnationalization:

• Country composition. Since the top
50 TNCs list was first published in
1993, it has been dominated by
firms from a few countries, mainly
Hong Kong, China; the Republic of
Korea; and, to a lesser degree, by
Mexico and Brazil. . . . . Their relative
dominance has remained largely
unchanged since 1993. For the first
two economies -- Hong Kong,

TTTTTababababable  II.10.le  II.10.le  II.10.le  II.10.le  II.10.          The top 5  The top 5  The top 5  The top 5  The top 5  TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries in terms of degree of transnationalityveloping countries in terms of degree of transnationalityveloping countries in terms of degree of transnationalityveloping countries in terms of degree of transnationalityveloping countries in terms of degree of transnationality,,,,, 1996 1996 1996 1996 1996

               Ranking b               Ranking b               Ranking b               Ranking b               Ranking byyyyy TTTTTransnationalityransnationalityransnationalityransnationalityransnationality
TTTTTransnationalityransnationalityransnationalityransnationalityransnationality ForeignForeignForeignForeignForeign indeindeindeindeindexxxxxaaaaa

 Inde Inde Inde Inde Indexxxxxaaaaa  assets assets assets assets assets CorporationCorporationCorporationCorporationCorporation CountrCountrCountrCountrCountryyyyy IndustrIndustrIndustrIndustrIndustryyyyybbbbb (Per cent)

1 28 Orient Overseas Intern. Hong Kong, China Transpor tation 90.6
2 25 Panamerican Beverages Mexico/Panama Beverages 81.4
3 26 Guangdong Investment Hong Kong, China Miscellaneous 75.0
4 4 First Pacific Company Hong Kong, China Electronic par ts 71.8
5 5 Sappi Limited South Africac Paper 61.5

Source: UNCTAD database.
a     The index of transnationality is calculated as the average of the three ratios: foreign assets to total assets, foreign sales to total sales, and foreign

employment to total employment.
b Industry classification for companies follows the U.S. Standard Industrial Classification which is used by the United States Secur ities and Exchange

Commission (SEC).
c     Within the context of this list South Africa is treated as a developing country.

TTTTTababababable  II.11.le  II.11.le  II.11.le  II.11.le  II.11. Ne Ne Ne Ne Newcomerwcomerwcomerwcomerwcomers to the top 50 s to the top 50 s to the top 50 s to the top 50 s to the top 50 TNCs frTNCs frTNCs frTNCs frTNCs fromomomomom
dededededeveloping countries,veloping countries,veloping countries,veloping countries,veloping countries,aaaaa 1996 1996 1996 1996 1996

Ranked bRanked bRanked bRanked bRanked byyyyy
ffffforeignoreignoreignoreignoreign
assetassetassetassetassetsssss CorporationCorporationCorporationCorporationCorporation CountrCountrCountrCountrCountryyyyy

5 Sappi Limited South Africab

10 Compãnia de Telecomunicaciones de Chile Chile
17 Hyundai Engineering & Construction Co. Republic of Korea
19 Petroliam Nasional  Berhad Malaysia
23 Singapore Airlines Singapore
28 Orient Overseas Intern. Hong Kong, China
39 Reliance Industries India
42 Souza Cruz S.A. Brazil
43 Compania de Petroleos de Chile Chile
44 Malaysian Airline Berhad Malaysia
48 Bavaria S.A. Colombia
50 Plate Glass & Shatterprufe Ind. South Africab

Source:  UNCTAD database.

a This includes companies that could not be considered last year
because of late arrival of a response to UNCTAD’s questionnaire.

b Within the context of this list South Africa is treated as a developing
country.

TTTTTababababable  II.12.le  II.12.le  II.12.le  II.12.le  II.12.  Depar  Depar  Depar  Depar  Departures frtures frtures frtures frtures from the top 50 list of om the top 50 list of om the top 50 list of om the top 50 list of om the top 50 list of TNCs frTNCs frTNCs frTNCs frTNCs fromomomomom
dededededeveloping countries,veloping countries,veloping countries,veloping countries,veloping countries,a a a a a 19961996199619961996

Ranking bRanking bRanking bRanking bRanking byyyyy
ffffforeignoreignoreignoreignoreign
assetsassetsassetsassetsassets CorporationCorporationCorporationCorporationCorporation CountrCountrCountrCountrCountryyyyy

9 China State Construction Engeneering Corp. China
13 China Chemicals, Imp. & Exp., Corp. China
15 Singapore Telecommunications Ltd. Singapore
18 Grupo Televisa S.A. de C.V. Mexico
33 China Metals and Minerals China
35 Genting Berhad Malaysia
40 China Shougang Group China
43 Creative Technology Ltd. Singapore
45 Chinese Petroleum Taiwan Province of China
46 Grupo Celanese SA Mexico
47 Formosa Plastic Group Taiwan Province of China
50 Ssangyong Cement Industrial Co., Ltd. Republic of Korea

Source: UNCTAD database.

a This includes companies that could not be considered because of late
arrival of a response to UNCTAD’s questionnaire.

TTTTTababababable II.13.le II.13.le II.13.le II.13.le II.13.   Snapshot of the top 50    Snapshot of the top 50    Snapshot of the top 50    Snapshot of the top 50    Snapshot of the top 50 TNCs frTNCs frTNCs frTNCs frTNCs fromomomomom
dededededeveloping countries,veloping countries,veloping countries,veloping countries,veloping countries,aaaaa 1996 1996 1996 1996 1996

(Billions of dollars, percentage and number of employees)

ChangChangChangChangChangeeeee
VVVVVariabariabariabariabariablelelelele TTTTTotalotalotalotalotal 1996 vs. 19951996 vs. 19951996 vs. 19951996 vs. 19951996 vs. 1995

Foreign assets 104 31.1
Foreign sales 338 14.2
Foreign employees 1,615,216 16.5

Median index of transnationalityb 35.1 3.1

Source: UNCTAD database.

a Measured by foreign assets.
b As defined in footnote a) of table II.9. Change is measured in

percentage points.
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China and the Republic of
Korea -- the dominance
remains regardless of
whether the absolute
numbers of firms, foreign
assets, foreign sales or
foreign employment are
considered (figure II.12,
see also annex table
A.II.12).

• Foreign assets.  Total
foreign assets of the
top 50 developing
countries‘ TNCs
amounted to $103
billion in 1996.
Between 1993 and
1995, they increased
by around 280 per
cent, and by a further
31 per cent between

1995 and 1996, from $79 billion to
$104 billion. The latter increase,
although considerable, represents a
relative slowdown compared with
the overall increase between 1993
and 1995.  The overall ratio of
foreign assets to total assets
increased from 17 per cent in 1995
to 22 per cent in 1996. Figure II.13
shows the top five TNCs from
developing countries with the
largest increases in foreign assets;
figure II.14 shows the top five TNCs
with the largest decreases. Even
though the ratio of foreign to total
assets is about half of the ratio of the
top 100, the top 50 developing
countries‘ TNCs have built up their
foreign assets almost seven times
faster during the period from 1993
to 1996 than the top 100 TNCs did
(see also foreign employment below).
This trend partially reflects a
catching-up effect, as the top 50
developing countries'  TNCs
implement strategies to exploit their

Source:   UNCTAD database.
a Estimated growth rate.

Figure II.12.Figure II.12.Figure II.12.Figure II.12.Figure II.12.  Countr  Countr  Countr  Countr  Country breakdoy breakdoy breakdoy breakdoy breakdown of the top 50 wn of the top 50 wn of the top 50 wn of the top 50 wn of the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developingvelopingvelopingvelopingveloping
countries bcountries bcountries bcountries bcountries by ny ny ny ny number of entries fumber of entries fumber of entries fumber of entries fumber of entries for 1993 and 1996or 1993 and 1996or 1993 and 1996or 1993 and 1996or 1993 and 1996

Source:   UNCTAD database.

Figure II.13.Figure II.13.Figure II.13.Figure II.13.Figure II.13.          TTTTTop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in foreign assets amongoreign assets amongoreign assets amongoreign assets amongoreign assets among
the top 50 the top 50 the top 50 the top 50 the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries,veloping countries,veloping countries,veloping countries,veloping countries, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

Figure II.14.Figure II.14.Figure II.14.Figure II.14.Figure II.14.          TTTTTop 4 decreases in fop 4 decreases in fop 4 decreases in fop 4 decreases in fop 4 decreases in foreign assets amongoreign assets amongoreign assets amongoreign assets amongoreign assets among
the top 50 the top 50 the top 50 the top 50 the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries,veloping countries,veloping countries,veloping countries,veloping countries,aaaaa

1995-19961995-19961995-19961995-19961995-1996
(Percentage)

Source:   UNCTAD database.
a The foreign assets of only 4 TNCs declined in the per iod.
b Estimated growth rate.
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growth potential and competitiveness     through increased transnationalization and
the acquisition of a portfolio of locational assets, similar to the trend displayed
by the top 100 TNCs.1

• Foreign sales.  Total foreign sales of the top 50 developing countries‘ TNCs
amounted to $137 billion in 1996, compared to $120 billion in 1995. This rise of
14 per cent, and a simultaneously less dynamic increase of total sales, resulted
in an increase in the ratio of foreign sales to total sales, from 34 per cent in 1995
to 41 per cent in 1996.  (For detailed company information, see figure II.15 for
the top five increases and figure II.16 for the top five decreases in foreign sales.)
This large increase is not surprising given the huge build-up of foreign assets
between 1993 and 1995.

• Foreign employment.  Total foreign employment of the top 50 developing countries‘
TNCs rose by almost 17  per cent between 1995 and 1996, to about 1,240,000,
while in 1993, that figure was about 548,000.  During the period 1993-1996, total
employment increased by only three per cent.  Consequently, the ratio of foreign-
to-total-employment rose from 11 per cent in 1993 to 34 per cent in 1996. These
trends of declining or stagnating overall employment and simultaneously
increasing foreign employment are common to the top 50 TNCs and the top 100
TNCs. Figure II.17 shows the five
TNCs with the largest increases in
foreign employment, and figure II.18
shows the five TNCs with the largest
decreases in foreign employment.
The build-up of foreign employment
is very much in line with the build-
up of foreign assets and foreign sales.

• Transnationality. . . . . Wing On Company
International (Hong Kong, China)
enjoyed the highest rise in
transnationality index between 1995

Figure II.17.Figure II.17.Figure II.17.Figure II.17.Figure II.17.          TTTTTop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in foreign emplooreign emplooreign emplooreign emplooreign employmentymentymentymentyment
among the top 50 among the top 50 among the top 50 among the top 50 among the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries,veloping countries,veloping countries,veloping countries,veloping countries,

1995-19961995-19961995-19961995-19961995-1996
(Percentage)

Source:   UNCTAD database.
a Estimated growth rate.

Source:   UNCTAD database. Source:   UNCTAD database.

Figure II.15.Figure II.15.Figure II.15.Figure II.15.Figure II.15.          TTTTTop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in fop 5 increases in foreign salesoreign salesoreign salesoreign salesoreign sales
among the top 50 among the top 50 among the top 50 among the top 50 among the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developingvelopingvelopingvelopingveloping

countries,countries,countries,countries,countries,     1995-19961995-19961995-19961995-19961995-1996
(Percentage)

Figure II.16.Figure II.16.Figure II.16.Figure II.16.Figure II.16.          TTTTTop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in foreign salesoreign salesoreign salesoreign salesoreign sales
among the top 50 among the top 50 among the top 50 among the top 50 among the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developingvelopingvelopingvelopingveloping

countries,countries,countries,countries,countries,     1995-19961995-19961995-19961995-19961995-1996
(Percentage)
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and 1996 (figure II.19), and Gruma (Mexico)
experienced the largest fall (figure II.20). The
telecommunication, transportation, cons-
truction and trading industries are the most
transnational industries among the top 50
TNCs, with transnationality indices of almost
60 per cent to 45 per cent (table II.14).  This
result contrasts with the findings for the top
100 TNCs (table II.8),  where food and
beverages,  as well as chemicals and
pharmaceuticals rank significantly higher
than they do for the top 50 TNCs from
developing countries. The difference between

the top 50 TNCs and top 100 TNCs in their transnationalization indices of the
petroleum and mining industry is also remarkable: 19 versus 52.

Source:   UNCTAD database.
a Estimated growth rate.

Figure II.18.Figure II.18.Figure II.18.Figure II.18.Figure II.18.          TTTTTop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in fop 5 decreases in foreign emplooreign emplooreign emplooreign emplooreign employment amongyment amongyment amongyment amongyment among
the top 50 the top 50 the top 50 the top 50 the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries,veloping countries,veloping countries,veloping countries,veloping countries, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Per cent)

Figure II.19.Figure II.19.Figure II.19.Figure II.19.Figure II.19.          TTTTTop 5 rises in transnationality among the top 50op 5 rises in transnationality among the top 50op 5 rises in transnationality among the top 50op 5 rises in transnationality among the top 50op 5 rises in transnationality among the top 50
TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries,veloping countries,veloping countries,veloping countries,veloping countries, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

Source:   UNCTAD database.
a Estimated growth rate.

Source:   UNCTAD database.
a Estimated growth rate.

Figure II.20.Figure II.20.Figure II.20.Figure II.20.Figure II.20.          TTTTTop 5 falls in transnationality among theop 5 falls in transnationality among theop 5 falls in transnationality among theop 5 falls in transnationality among theop 5 falls in transnationality among the
top 50 top 50 top 50 top 50 top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries,veloping countries,veloping countries,veloping countries,veloping countries, 1995-1996 1995-1996 1995-1996 1995-1996 1995-1996

(Percentage)

TTTTTababababable II.le II.le II.le II.le II. 14. 14. 14. 14. 14.  A  A  A  A  Averaveraveraveraveraggggges among the top 50 es among the top 50 es among the top 50 es among the top 50 es among the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries in transnationalityveloping countries in transnationalityveloping countries in transnationalityveloping countries in transnationalityveloping countries in transnationality,,,,, b b b b by industry industry industry industry industryyyyy,,,,, 1996 1996 1996 1996 1996

AAAAAveraveraveraveraveragggggeeeee
transnationalitytransnationalitytransnationalitytransnationalitytransnationality Foreign assetsForeign assetsForeign assetsForeign assetsForeign assets Foreign assets as per centForeign assets as per centForeign assets as per centForeign assets as per centForeign assets as per cent

IndustrIndustrIndustrIndustrIndustryyyyy (Per cent) (in billion dollars) of top 100 fof top 100 fof top 100 fof top 100 fof top 100 foreign assetsoreign assetsoreign assetsoreign assetsoreign assets

Telecommunications 59.4 2.7 2.6
Transpor tation 54.1 5.9 5.7
Construction 47.4 6.3 6.2
Trading 44.6 6.3 6.2
Miscellaneous 38.1 5.6 5.4
Steel, machinery, engineering 37.6 2.3 2.2
Electronics and electrical equipment 35.6 13.6 13.2
Tourism/hotel 33.2 2.9 2.8
Food and beverages 32.8 7.3 7.0
Diversified 32.3 31.1 30.1
Oil, petroleum and mining 19.4 18.2 17.6
Chemicals and pharmaceuticals 7.7 0.8 0.8
Automotive - - -

TTTTTOOOOOTTTTTALALALALAL 35.1a 103.3 100.0

Source:    UNCTAD database.

           a      Average.



World Investment Report 1998:  Trends and DeterminantsWorld Investment Report 1998:  Trends and DeterminantsWorld Investment Report 1998:  Trends and DeterminantsWorld Investment Report 1998:  Trends and DeterminantsWorld Investment Report 1998:  Trends and Determinants

5454545454

• Industry composition .  Apart from
diversified TNCs, corporations in food
and beverages, petroleum and electronics/
electrical equipment industries dominate the
top 50 TNCs (table II.15); all  other
industries have less than five entries in the
list. The high proportion (22 per cent) of
diversified TNCs in the top 50 TNC list
contrasts with the low proportion of
diversified TNCs (five per cent) in the top
100 TNC list.

As noted for the top 100 TNCs, the process of
transnationalization continues gradually for the top
50 TNCs. There is no clear indication that one
industry sector is leading the trend. Expansion as well
as occasional retreat is rather evenly distributed over
all industries.2

NotesNotesNotesNotesNotes

1 On the growth of TNCs from developing countries, see United Nations, Department of Economic and
Social Development, 1993.

2 Unfortunately, data available for the top 50 developing countries‘ TNCs do not lend themselves to the
calculation of a network-spread index as was developed for the top 100 TNCs.

TTTTTababababable II.15.le II.15.le II.15.le II.15.le II.15.  Industr  Industr  Industr  Industr  Industry composition of top 50 y composition of top 50 y composition of top 50 y composition of top 50 y composition of top 50 TNCsTNCsTNCsTNCsTNCs
frfrfrfrfrom deom deom deom deom developing countries in 1993 and 1996veloping countries in 1993 and 1996veloping countries in 1993 and 1996veloping countries in 1993 and 1996veloping countries in 1993 and 1996

(Number of entries)

Industry 1993 1996

Total 50 50
Diversified 9 11
Food and beverages 8 8
Petroleum ref./distr. and mining 2 6
Electronics/electr ical equipment 7 5
Other 5 5
Trading 1 4
Transpor tation 1 4
Construction 6 3
Tourism/hotel 4 2
Steel, machinery & engineering 4 1
Chemicals and pharmaceuticals 1 1
Automotive 1 -
Media 1 -

Source: U N C T A D
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CHAPTER  IIICHAPTER  IIICHAPTER  IIICHAPTER  IIICHAPTER  III

INVESTMENT  POLICY  ISSUESINVESTMENT  POLICY  ISSUESINVESTMENT  POLICY  ISSUESINVESTMENT  POLICY  ISSUESINVESTMENT  POLICY  ISSUES

A.  TA.  TA.  TA.  TA.  Trendsrendsrendsrendsrends

The trend towards a liberalization of national investment regimes has been
accompanied by intensified international discussions and negotiations on FDI rules, which
have generally complemented trends at the national level.

1.   National policies1.   National policies1.   National policies1.   National policies1.   National policies

Over the past four decades, countries in all regions have come to adopt FDI-specific
regulatory frameworks to support their investment-related objectives,1  and every year a
number of existing regimes are amended. By 1997, at least 143 countries and territories had
enacted FDI-specific legislation (figure III.1 and table III.1).  In 1997 alone, 17 countries
introduced new foreign
investment laws or
substantially changed
existing laws, and
another 59 introduced
regulatory changes with
respect to one or more
specific items affecting
FDI.  Initially, many
investment laws were
intended to control the
entry and operations of
foreign investors; since
the early 1980s, however, Source: chapter III, table III.1.

Figure III.1.Figure III.1.Figure III.1.Figure III.1.Figure III.1.  Cum  Cum  Cum  Cum  Cumulative nulative nulative nulative nulative number of countries and territories withumber of countries and territories withumber of countries and territories withumber of countries and territories withumber of countries and territories with
special FDI regimes, 1953-1998special FDI regimes, 1953-1998special FDI regimes, 1953-1998special FDI regimes, 1953-1998special FDI regimes, 1953-1998
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TTTTTababababable III.1.le III.1.le III.1.le III.1.le III.1.  Countries and territories with special FDI regimes,  Countries and territories with special FDI regimes,  Countries and territories with special FDI regimes,  Countries and territories with special FDI regimes,  Countries and territories with special FDI regimes,aaaaa 1998 1998 1998 1998 1998

   Latin America   Latin America   Latin America   Latin America   Latin America    Central and   Central and   Central and   Central and   Central and
DeDeDeDeDeveloped countriesveloped countriesveloped countriesveloped countriesveloped countries AfricaAfricaAfricaAfricaAfrica Asia and the PAsia and the PAsia and the PAsia and the PAsia and the Pacificacificacificacificacific and the Caribbeanand the Caribbeanand the Caribbeanand the Caribbeanand the Caribbean Eastern EurEastern EurEastern EurEastern EurEastern Europeopeopeopeopebbbbb

Greece (1953) Central Afr ican Kuwait (1965) Brazil (1962) Hungary (1988)
Turkey (1954, 1995)c    Republic (1963) Republic of Korea (1966) Chile (1974) Slovenia (1988)
Australia (1975) Kenya (1964) Pakistan (1976) Argentina (1976) Albania (1991)
Canada (1985) Seychelles (1967, 1994)c Cook Islands (1977) Barbados (1981) Belarus (1991)
New Zealand (1985) Lesotho (1969) Tonga (1978) Panama (1983) Croatia (1991)
Israel (1990) Liberia (1973) Maldives (1979) El Salvador (1988) Estonia (1991)
Spain (1992) Comoros (1982, 1992)c Saudi Arabia (1979) Bahamas (1990) Latvia (1991)
Finland (1993) Morocco (1983, 1995)c Bangladesh (1980) Bolivia (1990) Poland (1991)
Ireland (1994) Democratic Republic Bahrain (1984) Trinidad and Romania (1991)
Por tugal (1995)     of the Congo (1986) Samoa (1984)    Tobago (1990) Russian
France (1996) Rwanda (1987) Solomon Islands (1984) Colombia (1991)    Federation (1991)

Senegal (1987) Qatar (1985) Nicaragua (1991) Slovakia (1991)
Somalia (1987) Viet Nam (1987) Peru (1991) Bulgaria (1992)
Botswana (1988) Myanmar (1988) Honduras (1992) Czech Republic (1992)
Gambia, The (1988) Iran, Islamic Republi of (1990) Paraguay (1992) Republic of
Gabon (1989) Sri Lanka (1990) Venezuela (1992)    Moldova (1992)
Mauritania (1989) Taiwan Province of China (1990) Ecuador (1993) Ukraine (1992)
Niger (1989) Tuvalu (1990) Mexico (1993) The former Yugoslav
Togo (1989) Iraq (1991) Cuba (1995)    Republic of
Zimbabwe (1989) Niue (1991) Dominican    Macedonia (1993)
Benin (1990) Philippines (1991)    Republic (1995) Lithuania (1995)
Burundi (1990) Syrian Arab Republic (1991) Jamaica (1995)
Cameroon (1990, 1994)c Thailand (1991) Uruguay (1998)
Sudan (1990) Yemen (1991)
Mali (1991) Azerbaijan (1992)
Uganda (1991) Democratic People’s Republic
Burkina Faso (1992)    of Korea (1992)
Congo (1992) Nepal (1992)
Malawi (1992) Papua New Guinea (1992)
Namibia (1992) Mongolia (1993)
Algeria (1993) Turkmenistan (1993)
Cape Verde (1993) Armenia (1994)
Mauritius (1993) Cambodia (1994)
Mozambique (1993) Indonesia (1994, 1995)c

Sierra Leone (1993) Lao People’s Democratic
Tunisia (1993)    Republic (1994)
Zambia (1993) Malaysia (1994)
Angola (1994) Oman (1994)
Djibouti (1994) Afghanistan (1995)
Eritrea (1994) Bangladesh (1995)
Ghana (1994) China (1995)
Côte d’Ivoire (1995) Georgia (1995)
Guinea (1995) Jordan (1995)
Nigeria (1995) Palestinian territory (1995)
Libyan Arab Kazakhstan (1997)
   Jamahir iya (1996) Kyrgyzstan (1997)
Madagascar (1996) Micronesia, Federated States
Egypt (1997)    of (1997)
Ethiopia (1997) Uzbekistan (1998)
United Republic of
   Tanzania (1997)

Source: UNCTAD, based on national repor ts and various sources.
a Refers to a law or decree dealing specifically with FDI.  This table does not cover provisions contained in laws or regulations that do not deal specifically

with FDI, but are relevant to FDI.
b Includes developing Europe.
c The country has more than one set of legislation dealing with FDI.

Note : the year in which the prevailing legislation was adopted is indicated in parenthesis.  Economies are listed according to the chronological order of
their adoption of FDI legislation.
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most countries have adopted frameworks designed to attract investors and create a
favourable investment climate.2

Of a total of 151 regulatory changes made in 1997 by 76 countries, 89 per cent were in
the direction of creating  more favourable conditions for FDI, and 11 per cent in the opposite
direction, a three per cent increase in the former over the preceding year (table III.2). The
favourable changes included liberalizing measures as well as new incentives; the
unfavourable changes increased control or reduced incentives.3  During  the period 1991-
1997 as a whole, 94 per cent of the FDI regulatory changes were in the direction of creating
a more favourable environment for FDI (table III.2), continuing a trend that started in the
1980s.4  Liberalization moves in 1997 involved in particular the removal of operational
conditions and the opening up of new industries to FDI (table III.3), sometimes through the
revision of negative lists of industries previously closed to FDI.  This was  the case in both
developing and developed countries. The majority of changes concerned the
telecommunication and broadcasting industries.  Streamlining approval procedures was
also an important feature of legislative reform, particularly in Africa.

TTTTTababababable III.2.le III.2.le III.2.le III.2.le III.2.  National regulator  National regulator  National regulator  National regulator  National regulatory cy cy cy cy changhanghanghanghanges,es,es,es,es, 1991-1997 1991-1997 1991-1997 1991-1997 1991-1997

                      Item 1991 1992 1993 1994 1995 1996 1997

Number of countries that introduced changes
in their investment regimes 35 43 57 49 64 65 76

Number of regulatory changes 82 79 102 110 112 114 151
Of which:

More favourable to FDIa 80 79 101 108 106 98 135
Less favourable to FDIb 2 - 1 2 6 16 16

Source: UNCTAD, based on national sources.
a Including liberalizing changes or changes aimed at strengthening market functioning, as well as increased incentives.
b Including changes aimed at increasing control as well as reducing incentives.

The legislative activity in 1997 was partly a response to international commitments.
For example, a significant number of countries revised their intellectual property frameworks,
following their commitments under the WTO Agreement on Trade-related Aspects of

TTTTTababababable III.3.le III.3.le III.3.le III.3.le III.3.  National regulator  National regulator  National regulator  National regulator  National regulatory cy cy cy cy changhanghanghanghanges and their distribes and their distribes and their distribes and their distribes and their distribution,ution,ution,ution,ution,     bbbbby typey typey typey typey type,,,,, 1997 1997 1997 1997 1997

                      Item 1997

Number of economies that introduced changes 76
Number of changes 151
- in the direction of more favourable conditions for FDI

more liberal entry conditions and proceduresa 3
more liberal operational conditionsb and frameworksa 61
more incentives 41
more promotion (other than incentives)c 8
more sectoral liberalization 17
more guarantees and protection 5

- in the direction of less favourable conditions for FDI
less incentives 7
more control 9

Source: UNCTAD, based on national sources.
a Includes changes applying across the board.
b Includes performance requirements as well as other operational measures.
c Includes free-zone regulations.
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Intellectual Property (TRIPS), the Madrid Protocol and the European Union’s  Directives on
Trademarks.  The entry into force of the Fourth Protocol of the General Agreement on Trade
in Services (GATS) on Basic Telecommunications Services also led to the further removal of
impediments to FDI entry in the telecommunication industry, while the adoption of the
Fifth Protocol of GATS on Financial Services (see below) is expected to relax limitations on
the presence of foreign suppliers of financial services. Pursuant to commitments under the
WTO Agreement on Trade-related Investment Measures (TRIMs), certain types of
performance requirements have also been notified to the WTO, i.e. have  been made  more
transparent (table III.4).5

Investment promotion is an area in which government activity is particularly
noticeable.  Incentives are still on the rise.  During 1997, 36 countries introduced new
incentives or strengthened  existing incentives (mostly fiscal).  At the same time, seven
countries introduced  measures to abolish incentives, particularly tax holidays.

Measures other than incentives, such as setting up investment promotion agencies
and facilities, have also been taken to promote FDI.  The trend towards establishing

TTTTTababababable III.4.le III.4.le III.4.le III.4.le III.4.  Measures notified under Ar  Measures notified under Ar  Measures notified under Ar  Measures notified under Ar  Measures notified under Articticticticticle 5.1 of the le 5.1 of the le 5.1 of the le 5.1 of the le 5.1 of the TRIMs Agreement,TRIMs Agreement,TRIMs Agreement,TRIMs Agreement,TRIMs Agreement, J J J J June 1998une 1998une 1998une 1998une 1998

Country Type of measure Sector

Argentina Local content and trade balancing Automotive industry
Barbados Local content Pork-processing industry
Chile Local content and trade balancing Automotive industry
Colombia Local content Automotive industry

Local content and trade balancing Agriculture
Costa Rica Local content General
Cyprus Local content Cheese and groundnuts
Dominican Republic Local content General

Trade balancing Pork
Trade balancing General

Ecuador Local content Automotive industry
Egypt Local content General
India Local content Pharmaceutical products

“Dividend balancing” a General
Indonesia Local content Automotive industry,b  utility boiler, fresh milk and soybean cake
Mexico Local content and trade balancing Automotive industry
Malaysia Local content Automotive industry

Local content General
Nigeria Local content General
Pakistan Local content General
Peru Local content Milk and milk products
Philippines Local content and foreign exchange balancing Automotive industry

Local content Certain chemicals
Poland Local content Cash registers c

Romania Local content General
South Africa Local content Automotive industry

Local content Telecommunication equipment
Local content Tea and coffee

Thailand Local content Various designated products
Uganda Local content General
Uruguay Trade balancing Automotive industry
Venezuela Local content Automotive industry

Source: based on information provided by WTO.
a The term “dividend balancing” used in India’s TRIMS notification descr ibes a measure applied by India in 22 consumer goods industries which provides

that, during a period of seven years after the star t of commercial production, the amount of dividend that can be repatriated should be covered by the
expor t earnings of the firm.

b In October 1996, Indonesia withdrew the part of its notification that concerned measures in the automotive industry.
c Poland has informed the TRIMs Committee of the elimination of this measure as of January 1997.
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specialized schemes to
attract foreign investors,
such as export processing
zones and free-trade and
investment zones, was
strong in 1997: eight
countries either formulated
free zone regulations or
established new free zones
in that year, adding to the
substantial number of more
than 800 such zones in
existence in 102 countries
(table III.5).

2.  Developments at the international level2.  Developments at the international level2.  Developments at the international level2.  Developments at the international level2.  Developments at the international level

At the bilateral level, the network of bilateral investment treaties (BITs) has expanded
further, with the total number of treaties having reached 1,513 by the end of 1997 (compared
to 1,360 by the end of 1996).  Of these, 249 were
between developing countries. In 1997 alone, 27 per
cent of the 153 treaties concluded that year were
between developing countries (figure III.2).  The
number of countries that have signed BITs has
increased from 165 in 1996 to 169 in 1997.  Apart from
BITs, bilateral treaties for the avoidance of double
taxation have also become quite numerous, and are
discussed separately in the last section.

At the regional, plurilateral and multilateral
levels, discussions or negotiations on the development
of investment rules have proceeded in various forums.
While there are considerable differences regarding the
pace, scope and depth of these discussions and
negotiations, one thing they have  in common is that
representatives of civil society (box III.1) are
increasingly paying attention to them (box III.2).

• At the Second Summit of the Americas in Santiago de Chile on 19 April 1998, the
countries of the region launched negotiations for a “Free Trade Agreement of the
Americas” (FTAA) which is expected to be concluded by 2005. The agreement is
to be balanced, comprehensive and WTO-consistent and would constitute a single
undertaking.  Its negotiating process is to be transparent and to take into account
the differences in levels of development and size of the economies in the region
in order to create opportunities for full participation by all countries.6  The
negotiations on investment rules are to build on the efforts already initiated by

Figure III.2.Figure III.2.Figure III.2.Figure III.2.Figure III.2.  BITs conc  BITs conc  BITs conc  BITs conc  BITs concluded in 1997,luded in 1997,luded in 1997,luded in 1997,luded in 1997, b b b b byyyyy
countrcountrcountrcountrcountry gry gry gry gry groupoupoupoupoupaaaaa

Source: UNCTAD, database on BITs.
a In 1997, 153 BITs were concluded.

TTTTTababababable III.5.le III.5.le III.5.le III.5.le III.5.  Expor  Expor  Expor  Expor  Export prt prt prt prt processing zones and free zones,ocessing zones and free zones,ocessing zones and free zones,ocessing zones and free zones,ocessing zones and free zones, b b b b by region,y region,y region,y region,y region, 1996 1996 1996 1996 1996

Region Number of zones Selected countries a

North America  320 United States - 213,b Mexico - 107
Asia  225 China - 124, Indonesia - 26
Europe    81 Former Yugoslavia - 9, Bulgaria - 8, Slovenia - 8
Africa    47 Kenya - 14, Egypt - 6, Sudan - 4
Caribbean    43 Dominican Republic - 27
Central America    41 Honduras - 15, Costa Rica - 9
Latin America  41 Brazil - 8, Colombia - 11
Middle East     39 Turkey - 11, Jordan - 7
Pacific     2 Australia - 1
Total 839 608

Source: WEPZA, 1997.
a Figures show the number of zones in a given country.  The 18 countries shown, along with the

United States, accounted for over 70 per cent of all zones worldwide.  In addition, close to 100
other countr ies host export processing zones or free zones.

b The United States also has 380 sub-zones in manufacturing plants.
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Box III.1. Defining civil societyBox III.1. Defining civil societyBox III.1. Defining civil societyBox III.1. Defining civil societyBox III.1. Defining civil society

The idea of “civil society” seeks to capture the way in which the world appears to be changing
politically, at the heart of which is a shift in the relationship between the state and citizenry.  While
civil society can be seen as a counterbalance to the state, both are inextricably linked.  Civil society is
a “work in progress” which, while existing throughout much of the world in different shapes and
forms, at different levels of organization, capacity and strength, is a socio-political reality whose
continuing expansion demands active support if the goals of development, democracy and human
rights are to be realized. In this sense, the building of civil society can be seen as an objective whose
achievement must be purposefully and actively sought, in order to achieve wider economic, political
and social goals.

Traditionally, the United Nations has employed the term “NGO”, cited in the United Nations
Charter, to define a relatively limited universe of non-state actors, particularly international (but
sometimes national) non-governmental organizations active in the fields of development, disarmament,
women’s equality and human rights. However, civil society as a whole is made up of NGOs, community-
based and grass-roots organizations, professional associations, representative bodies of the enterprise
and financial communities, trade unions, the media, academic institutions, professional guilds and a
range of major social interest groups, all providing an interface between citizens and the state.  Until
recently, civil society has been defined, and perceived, only in the national context.  However, that is
now changing rapidly and the civil society with which international organizations work is itself in the
process of becoming globalized, reflecting the globalization of issues.

One area where there is a lack of definitional clarity is whether the private business sector
should be included in the definition of civil society. Non-profit, value- and aspiration-driven
organizations of civil society usually reject the notion that they belong to the same category of
organizations as private enterprises driven by the profit motive. The reverse is also the case. However,
some forums (including UNCTAD) have accepted that non-profit business associations and cooperatives
could be treated as part of civil society. It is also necessary to consider whether trade unions created
within the private sector, but with a role that takes them beyond their social origins when they seek to
influence state employment policies, should be treated differently.

A case can also be made that national parliaments, and thus also their members, should be
treated as a separate category, distinct from civil society, as the legislative branch of government.

Given the sheer diversity of the institutions that comprise -- and represent -- civil society
and the private sector all over the world, an absolute definition that excludes business from civil society
is perhaps not very helpful. However, one useful way to regard both NGOs and the business community,
in whatever form the latter organizes itself, is as interest groups concerned with advancing their own
agenda through the United Nations.

Source:   UNCTAD (forthcoming, a).

Box III. 2. NGOs and international rules on investmentBox III. 2. NGOs and international rules on investmentBox III. 2. NGOs and international rules on investmentBox III. 2. NGOs and international rules on investmentBox III. 2. NGOs and international rules on investment

The late 1990s might come to be remembered as the t ime when non-governmental
organizations (NGOs) first became a force in international economic policy-making and when the
principles of participation, consultation and sustainable development gained increasing acceptance in
shaping international debate. NGOs are likely to remain a force to be dealt with in the foreseeable
future. One indicator of their influence is the role they played with regard to the negotiations of the
Multilateral Agreement on Investment (MAI) in the Organisation for Economic Co-operation and
Development (OECD).

Many NGOs pursue a step-by-step strategy. The first is to approach a relevant domestic
ministry, e.g. the environmental ministry of a member of the European Union. Should this fail, the
national legislative assembly (i.e. the parliament) may be approached. The final approach is to civil
society generally at national and international levels.  Some NGOs put more emphasis on lobbying via
civil society from the very outset of their work on an issue.

Certain NGOs have had a long involvement in at least some international economic debates
and negotiations on which they have had an impact, such as, for example, the negotiations on the
draft United Nations Code of Conduct on Transnational Corporations (UNCTAD, 1996b), the Guidelines
on Consumer Protection (UNCTAD, 1996b), and the Rio Earth Summit and the GATT/WTO -- all in the

/...
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(Box III.2, concluded)(Box III.2, concluded)(Box III.2, concluded)(Box III.2, concluded)(Box III.2, concluded)

late 1980s and early 1990s. In more recent years, the availability of such a facility as the Internet has
greatly enhanced the capacity of NGOs to share information, coordinate their efforts and connect with
a global audience, including an audience in developing countries, with up-to-the-minute material.
The importance of new technological tools and the increasing organization and sophistication of NGOs
cannot be understimated; according to a commentator, “some think it could fundamentally alter the
way in which international economic agreements are negotiated”.a

The involvement of NGOs in international economic negotiations can be traced to at least
1988 when the United States, at the request of the Earth Island Institute in California, enforced a
provision of the Mammals Protection Act (1972) relating to the high mortality rate of dolphins when
tuna were caught with purse-seine nets; since tuna swim below dolphins, some dolphins were caught
and drowned in the purse-seine nets.  Mexico disputed this decision and brought the United States to
a General Agreement on Tariffs and Trade (GATT) -- now World Trade Organization -- dispute panel
(Lindert and Pugel, 1996).  The GATT panel found that the United States decision was inconsistent
with GATT rules.  This decision upset environmentalists worldwide and suggested to many of them
that the multilateral trade rules were indifferent if not inimical to environmental concerns. Some
environmental NGOs took the position that a change was needed in the GATT/WTO rules to make
them more “environmentally friendly”; others felt that the whole system needed to be reviewed. In
the subsequent debates over the North American Free Trade Agreement (NAFTA) in 1995, some NGOs
opposed NAFTA whereas others sought to modify it to take environmental and labour issues into
account.

In late 1996, the focus of many NGOs already working on trade, investment and development
issues shifted in part to the OECD, where the MAI was under negotiation. Concerns of NGOs in this
domain have been exacerbated by a suit brought against the Government of Canada by the United
States Ethyl Corporation under provisions of the NAFTA that are similar to the proposed MAI
provisions.  Ethyl claimed that the decision by the Government of Canada to ban the import and
transport of MMT -- a petrol additive produced by Ethyl that is allegedly considered to have an adverse
effect on the operation of vehicle pollution control components -- was effectively 'expropriation' since
it reduced the value of the company's assets.  NGOs feared that, were the Government of Canada to
lose this suit, there would be major legal repercussions in the area of the environment and public
health and safety.

The case in Canada, and the general situation flagged by the NGOs, falls under the rubric of
a “regulatory taking”: a situation where, by virtue of the implementation of a law or regulation by a
government, the assets of a private party lose value. The issue is relevant because, in the draft language
of the MAI, it appeared to some that a regulatory taking affecting a foreign investor might qualify as
an expropriation and hence be subject to compensation.  If it were so, the investor-state dispute-
settlement procedure could well decide in a given case that a regulatory taking constituted an
expropriation. NGOs are concerned that much environmental law and regulation might be undone if
governments grow fearful of endless and costly lawsuits by foreign investors under the MAI.

Perhaps the main contribution of recent NGO campaigns has been in moving the debate on
international investment rules away from narrow technical issues and towards a wide-ranging
discussion of regulation and globalization. This shift was emphasized in the OECD Ministerial
Statement (OECD, 1998a), which devoted much attention to the need for governments to engage in a
discussion with “interested groups in their societies” over the process of globalization and the
implications of the MAI.

In brief, NGOs have established themselves as a force to be reckoned with in discussions and
negotiations over international rules on investment. These organizations are likely to continue to play
a role in such negotiations, whether at the OECD or in some other forums.  Indeed, the ongoing debate
is a clear reminder that FDI issues, which by their very nature touch on the entire range of matters
relating to production and the production process, raise complex questions of national policy in both
developed and developing countries.  If broad consensus is to be achieved, it is thus essential that
international investment discussions and negotiations involve all those potentially affected. This is
the logical consequence of the internationalization of the domestic policy agenda.

Source:   Graham, 1998.
a “Network guerillas”, Financial Times, 30 March 1998.
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the FTAA Working Group on Investment (box III.3) and “aim to establish a fair
and transparent normative framework to promote investment through the
creation of a stable and predictable environment to protect the investor, his
investment and related flows, without creating obstacles to investments from
outside the hemisphere.”7  A Negotiating Group on Investment was established
for this purpose.  In June 1998, during the first meeting of the FTAA Negotiations
Committee, it was agreed that the Negotiating Group on Investment “should
develop a framework incorporating comprehensive rights and obligations on
investment, taking into account the areas already identified by the FTAA Working
Group on Investment and develop a methodology to consider potential
reservations and exceptions to the negotiations.”8  Furthermore, the San Jose
Declaration recognizes and welcomes the interests and concerns that different
sectors of society have expressed in relation to the FTAA -- in particular business,
labour, environmental and academic groups -- and encourages these and other
sectors of civil societies to present their views on the topics under negotiation in
a constructive manner. To that end, it establishes a committee of government
representatives to receive inputs from civil society groups and present a range
of views for the consideration of ministers.

• Also on the American continent, on 17 June 1998, the four members of
MERCOSUR and Canada signed a “Trade and Investment Cooperation
Arrangement” aimed at enhancing economic relations between the parties, in
particular in the areas of trade and investment.  The arrangement establishes a
plan of action which foresees a framework for negotiating bilateral investment
agreements, cooperation on customs matters, and the identification of  measures
distorting or hindering trade and investment. Furthermore, this plan of action
provides for cooperation in the WTO and other appropriate forums on issues of
common interest as well as consultations on the negotiation and implementation
of the FTAA. The arrangement also establishes a council of business
representatives from the member countries to advise the parties on areas of
particular concern to the private sector.

Box III.3. Preparing for negotiations on investment rules in Box III.3. Preparing for negotiations on investment rules in Box III.3. Preparing for negotiations on investment rules in Box III.3. Preparing for negotiations on investment rules in Box III.3. Preparing for negotiations on investment rules in the FTthe FTthe FTthe FTthe FTAAAAAAAAAA

The Working Group on Investment met between September 1995 and March 1998.  It had two
objectives:

• To present to the governments of the region a precise and clear assessment of the existing normative
frameworks  applicable to foreign investment in the American continent, as well as a description of
inward and outward investment flows in the region.

• On the basis of such an assessment and description, the Working Group was to prepare for the
negotiations on a future investment chapter of the FTAA by promoting an exchange of ideas among
countries on the regulatory alternatives available to them.

The Group was asked to begin by developing two inventories, one of the existing investment
agreements within the region and the other of the national investment regimes in the continent. On
the basis of these inventories, the Group was then to identify the areas of convergence and divergence
in the national and international frameworks.

As for convergence, the Group found that practically all countries of the American continent
offered constitutional protection to the basic principles of private property, freedom of enterprise,

/...
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Box III.3 Box III.3 Box III.3 Box III.3 Box III.3 (concluded)

equality between foreigners and nationals, and due process of law.  All investment agreements between
countries in the region are based on the principles of national treatment and most-favoured-nation
treatment, and many include basically the same exceptions to most-favoured-nation treatment (i.e.
economic integration schemes, tax treaties and bilateral concessionary finance schemes).  Most national
regimes and investment agreements are committed to allowing transfers of capital related to an
investment in a freely convertible currency and at the exchange rate prevailing on the day of the
transaction, without prejudice to exceptions in cases of serious balance-of-payments problems.  There
is convergence regarding the justification of an expropriation decree and the criteria used to determine
the amount of compensation, the means of payment and the due process guarantees to be followed.
Finally, there is also a great similarity between the agreements with respect to settlement of disputes,
not only with respect to disputes between the parties but also with respect to disputes between investors
and host countries, and many of the countries of the FTAA are members of ICSID or are in the process
of adhering to it.

The main areas of divergence were found to lie in the definition and scope of the concept of
foreign investment, as well as in the criteria for determining the nationality of juridical persons; the
processes of authorization and registration of foreign investment, including the existence of a national
authority specifically responsible for these matters (different powers being held by sub-national
authorities in different countries); the scope of the application of national treatment and most-favoured-
nation treatment,  in so far as some agreements grant national and most-favoured-nation treatment
only to investments already established in accordance with national legislation, while others grant
such treatment at the pre-establishment phase; and the industries that are open to foreign investment.

With respect to its second objective, the Group identified various perspectives and  options
for dealing with key substantive elements of an investment agreement.  More specifically, it
recommended the following:

• WWWWWith respect to the objectives of the negotiationsith respect to the objectives of the negotiationsith respect to the objectives of the negotiationsith respect to the objectives of the negotiationsith respect to the objectives of the negotiations, the Group recommended that these should aim
at establishing a fair and transparent legal framework conducive to a stable and predictable
investment climate to protect investors, their investments and related flows, and stimulate
investment opportunities while avoiding unjustifiable obstacles to extra-hemispheric investment.

• Regarding the substance of the negotiationsRegarding the substance of the negotiationsRegarding the substance of the negotiationsRegarding the substance of the negotiationsRegarding the substance of the negotiations, the Group recommended that the negotiation should
include, at a minimum, the principles of non-discrimination, national treatment, most-favoured-
nation treatment and fair and equitable treatment.  In addition, the Group identified 12 substantive
issues that will be subject to negotiation (without prejudice to the possibility that, during the
negotiations, other relevant issues may be agreed upon): basic definitions, scope of application,
national treatment and sectoral reservations, most-favoured-nation and sectoral reservations, fair
and equitable treatment, expropriation and compensation, compensation for losses due to armed
conflicts, admission of managerial personnel, transfers of funds, performance requirements, general
exceptions and settlement of disputes.

• On possible approaches to the negotiationsOn possible approaches to the negotiationsOn possible approaches to the negotiationsOn possible approaches to the negotiationsOn possible approaches to the negotiations, two options were discussed. The first option was the
negotiation of a chapter on investment that would establish obligations of general application,
allowing for clearly defined reservations and exceptions on them. To achieve this, the chapter on
investment would be divided into three areas: definitions, principles and obligations of general
application; mechanisms for the settlement of investment disputes; general exceptions and specific
reservations to the general obligations. The second option was to engage in three activities: to expand
and deepen the statistical study on investment flows in the Hemisphere with a view  to arriving at
the harmonization of national statistical systems; to focus the negotiations only on the question of
scope and coverage, in order to establish a transparent, comprehensive and balanced normative
framework, to continue discussions on specific issues on which there is already convergence at the
national level; and to continue the interaction with the private sector through seminars, conferences
and workshops.

Source:  Anabel Gonzalez, President, Negotiating Group on Investment, Free Trade Area of the Americas.
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• At the ASEAN Bangkok Summit Meeting in 1995, members decided to enhance
ASEAN’s FDI attractiveness.  The thrust of the work being carried out, as
described in the ASEAN Plan of Action on Cooperation and Promotion of Foreign
Direct Investment and Intra-ASEAN Investment, involves cooperation on
programmes for the promotion of FDI and intra-ASEAN investment;
consultations and exchange of information and experiences among ASEAN
investment agencies on a regular basis; creation of an Investment Unit within
the ASEAN Secretariat; joint training programmes for investment officials;
simplification of investment procedures and enhancement of transparency in
investment policies; and other measures to promote greater intra-ASEAN
investment by facilitating the effective exploration of the region’s comparative
and complementary locational advantages. These various activities are to be
consolidated in a framework agreement on the ASEAN Investment Area, which
is expected to be signed later in 1998. It would be based on three pillars:
cooperation and facilitation; promotion and awareness; and liberalization
programmes. The investment initiative being discussed in ASEAN, for now,
differs from the rule-oriented approach adopted in other regional integration
frameworks by being designed to encourage investment through voluntary
cooperation amongst members, while avoiding legally  binding commitments
and dispute settlement mechanisms. Thus, the ASEAN Investment Area proceeds
mainly through an approximation of objectives, strategies and practices, while
emphasizing policy flexibility and informal consultations to resolve difficulties
(Bora, forthcoming).

• Work has continued in the OECD with regard to the negotiations on a Multilateral
Agreement on Investment (MAI), initiated in 1995. At the April 1998 ministerial
meeting, the ministers decided to allow for a period of assessment and
consultations, in order to deal with outstanding difficulties (OECD, 1998a).
Ministers recognized in particular that, while the agreement needed to ensure a
high standard of liberalization, it also needed to take into account economic
concerns and political, social and cultural sensitivities; that it needed to be
consistent with the sovereign responsibility of governments to pursue domestic
policies; and needed to address environmental and labour issues, among others.
They also stressed their commitment to a transparent negotiating process and to
active public discussions on the issues at stake.  A number of non-OECD member
countries were welcomed to participate  as observers (box III.4).

One of the high points in the recent MAI negotiations was the meeting of the
MAI Negotiating Group  with non-governmental organizations (NGOs) in
October 1997,9 after the text of the draft agreement was made public through the
Internet (www.OECD.org/ daf/cmis/mai/maindex.htm). Since then, the MAI
has attracted wide attention, not only among NGOs but also in a number of
parliaments, including the European Parliament. The overarching concern of
NGOs is that the rights bestowed upon foreign investors by the MAI be balanced
by a requirement to meet environmental and social responsibilities, the latter
including the right of countries and communities to manage their own
development.  They have stressed the need to ensure that key MAI provisions
on, for example, general treatment and expropriation cannot be construed to
undermine the regulatory powers of government. This was all the more
important, they argued, in the light of the special treatment given to foreign
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Box III.4.  The OECD Multilateral Agreement on Investment:  Box III.4.  The OECD Multilateral Agreement on Investment:  Box III.4.  The OECD Multilateral Agreement on Investment:  Box III.4.  The OECD Multilateral Agreement on Investment:  Box III.4.  The OECD Multilateral Agreement on Investment:  state of play as of July 1998state of play as of July 1998state of play as of July 1998state of play as of July 1998state of play as of July 1998

In April 1998, the negotiations on a Multilateral Agreement on Investment (MAI) in the OECD
reached a critical stage.  The negotiations had begun formally in 1995.  Between September 1995 and
early 1997, the negotiating process was mostly of a technical nature.  Between early 1997 and the OECD
ministerial meeting of April 1998, negotiators had been under increasing pressure from non-
governmental organizations and others to increase transparency and seek broad-based political support.
Partly as a result of these pressures, a pause for reflection was agreed to by the ministers, to last until
October 1998. The following paragraphs describe the objectives, basic principles, main features and
main outstanding issues as they have emerged from the negotiation process and the draft agreement
so far:

The MAI is intended to provide a broad multilateral framework for international investment
with high standards for the liberalization of investment regimes, the protection of investment, and
effective dispute-settlement procedures.  It seeks to provide predictability and security for international
investors and their investments, and thus promote economic growth and efficiency, sustainable
development and employment, and rising living standards for both developed and developing countries
(Witherell, 1995; Engering, 1996).

Basic principlesBasic principlesBasic principlesBasic principlesBasic principles

• The MAI addresses investors and investments, including their establishment, expansion, operation
and sale.  Investment will be defined broadly to include enterprises, real estate, portfolio
investments, other financial instruments and intangible assets.

• The MAI is meant to be a free-standing international treaty open to all OECD members and the
European Community and to accession by non-members willing and able to meet its obligations.
In reviewing proposals for adherence to the MAI, the parties would give full consideration to the
particular circumstances of each country, including country-specific exceptions to accommodate
the applicant’s development interests.  Eight non-members currently  participate as observers.a  In
addition, there is an ongoing dialogue with non-member countries, with business and labour, and
with non-governmental organizations.

• Country-specific exceptions would be an integral part of the agreement, and MAI disciplines would
not apply where specific exceptions had been agreed to.  Negotiators are aiming for a set of
disciplines and exceptions that would achieve a high standard of liberalization and a satisfactory
balance of commitments, taking full account of economic concerns and political, social and cultural
sensitivities.

• There is increased convergence of views on the need for the MAI to address environmental and
labour issues.  There is broad support for including a strong commitment by governments not to
lower environmental or labour standards in order to attract or retain investment.  Furthermore, the
MAI seeks to be consistent with the sovereign responsibility of governments to pursue their policy
objectives. The MAI would not inhibit the normal non-discriminatory exercise of regulatory powers
by governments.  Investors would not be able to challenge domestic regulations as de facto
expropriation.

Main featuresMain featuresMain featuresMain featuresMain features

Core MAI rules:

• Transparency: publication of laws and regulations affecting investments.
• National treatment: foreign investors and investments to be treated no less favourably than domestic

investors and investments.
• Most-favoured-nation treatment: investors and investments from one MAI party to be treated no less

favourably than those from another MAI party.
• Transfer of funds: investment-related payments (including capital, profits and dividends) must be

freely permitted to go to and from the host country.

/...
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• Performance requirements: targeted prohibitions on certain requirements imposed on investors, such
as minimum export targets for goods and services, local content rules or technology transfer
requirements.

• Expropriation: may only be undertaken for a public purpose, with prompt, adequate and effective
compensation.

• Dispute settlement:  provision for resolving disputes through consultations, with recourse, if
necessary, to binding arbitration of disputes between states and between foreign investors and host
states.

Exceptions to MAI rules:

• General exceptions:  any country would be able to take measures necessary to protect its national
security or to ensure the integrity and stability of its financial system.

• Temporary safeguards:  provisions to enable countries to take measures necessary to respond to a
balance-of-payments crisis.

• Country-specific exceptions:  negotiated among MAI parties, they will permit each country to maintain
non-conforming laws and regulations.

Furthermore, the MAI would not:

• mandate detailed domestic measures affecting investment, nor require member countries to adopt
a uniform set of investment regulations;

• prevent parties from providing funds for domestic policy purposes; and
• require parties to accept each others’ product or service quality or safety standards.

The OECD Guidelines on Multinational Enterprises -- a code of good business conduct setting out
OECD members’ expectations behaviour and activities of TNCs -- would be annexed to the MAI without
changing their status as non-binding recommendations.

Main outstanding issuesMain outstanding issuesMain outstanding issuesMain outstanding issuesMain outstanding issues

••••• Liberalization and exceptions:  Liberalization and exceptions:  Liberalization and exceptions:  Liberalization and exceptions:  Liberalization and exceptions:  proposed exceptions to most-favoured-nation treatment for regional
integration schemes (REIO clause); cultural exceptions; current lists of reservations to the MAI;
flexible regime of standstill on new non-confirming measures.

••••• Labour standards:Labour standards:Labour standards:Labour standards:Labour standards:  whether there should be a provision prohibiting lowering labour standards to
attract or retain an investment; whether the MAI should explicitly support  internationally
recognized core labour standards.

••••• Environmental protection:  Environmental protection:  Environmental protection:  Environmental protection:  Environmental protection:  the objective is to ensure that the MAI does not stimulate “pollution
havens”, is consistent with multilateral environmental agreements, and does not prevent the parties
from setting national environmental standards for investment, both foreign and domestic.

••••• Conflicting jurisdictions:Conflicting jurisdictions:Conflicting jurisdictions:Conflicting jurisdictions:Conflicting jurisdictions: this issue arose because of the adoption in one country of two laws that
would directly affect investors from third countries.  A tentative agreement reached on this issue in
May 1998 between the United States and the European Union appears to contain elements for
possible inclusion in the MAI.

In March 1998, the Chairperson of the Negotiating Group put forward a package proposal which
included the following elements: language for the preamble; a qualification on national treatment; a
binding provision on non-lowering of standards on health, safety, environment and labour measures;
an interpretative note regarding the articles dealing with general treatment and expropriation aimed
at making clear that the MAI would not inhibit the exercise of normal regulatory powers of government
(particularly in the area of environment);  and a cross-reference to the OECD  Guidelines on
Multinational Enterprises.

Source:   OECD materials.
a Argentina; Brazil; Chile; Estonia; Hong Kong, China; Latvia; Lithuania; and the Slovak Republic.



Chapter IIIChapter IIIChapter IIIChapter IIIChapter III

6767676767

investors through the investor-state dispute-settlement provisions which would
allow these issues to be decided by international expert tribunals. The NGOs
also called for the MAI to include provisions on labour rights and consumer and
environmental standards in order to ensure that the removal of barriers to FDI
did not lead to a lowering of standards in these areas.  Some special interest
groups such as authors and film-makers called attention to the threat that the
MAI could pose for preserving  cultural identity.  Many of these and other
concerns were also shared by the European Parliament in a “Resolution
containing Parliament’s recommendations to the Commission on negotiations
in the framework of the OECD on a multilateral agreement on investment (MAI)”
(box III. 5).  Finally, NGOs believe that, as it stands, the MAI is unbalanced with
respect to the rights and obligations of foreign investors and that adding non-
binding guidelines for the behaviour of foreign enterprises to the MAI’s legally
binding provisions on investment protection would not be sufficient to rectify
the balance.  In fact, some NGOs (e.g. Consumer Unity and Trust Society (CUTS)
and the Council of Canadians (CoC) have prepared alternative texts to those in
the MAI draft (CoC, 1998; CUTS, 1998).10

Box III. 5. Resolution containing Parliament’Box III. 5. Resolution containing Parliament’Box III. 5. Resolution containing Parliament’Box III. 5. Resolution containing Parliament’Box III. 5. Resolution containing Parliament’s recommendations to the Commission s recommendations to the Commission s recommendations to the Commission s recommendations to the Commission s recommendations to the Commission ononononon
negotiations in the framework of the OECD on a multilateral agreement negotiations in the framework of the OECD on a multilateral agreement negotiations in the framework of the OECD on a multilateral agreement negotiations in the framework of the OECD on a multilateral agreement negotiations in the framework of the OECD on a multilateral agreement on investment (MAI)on investment (MAI)on investment (MAI)on investment (MAI)on investment (MAI)

(Excerpts)

The European Parliament

- having regard to its resolution of 14 December 1995 on the Commission communication
entitled ‘A level playing field for direct investment worldwide’,a

....

D. concerned that the draft multilateral agreement on investment (MAI) reflects an imbalance between
the rights and obligations of investors, guaranteeing the latter full rights and protection while the
signatory states are taking on burdensome obligations which might leave their populations
unprotected,

E. whereas the MAI must not only provide benefits to the industry and the countries of origin, but
should also contribute to responsible development of the country of establishment by promoting
technology, sustainable economic growth, employment, healthy social relations and protection of
the environment,

F. whereas the aim of an MAI should be to prevent ruinous competition between investors which
would be harmful to the populations concerned in order to foster, on a global scale, environmentally
and socially sustainable and regionally balanced economic development,

G. regretting the fact that the negotiations have hitherto been conducted in the utmost secrecy, with
even national parliaments being excluded, although transparency and parliamentary supervision
in key international economic issues are of crucial importance for the legitimacy of relevant
international agreements,

H. whereas the EU has not yet supplied any studies on the impact of the MAI on trade, commerce
and the labor market or intellectual property and whereas the compatibility of the MAI with
existing environmental, social and cultural legislation and legislation on intellectual property rights
in the EU, relations with the ACP countries and the EU’s development policy, and its relationship
with international environmental agreements (MEA), international conventions on intellectual
property and regional agreements (REIO) have still not been clarified.

I. puts to the Commission the following recommendations:

1. Emphasizes the need for a broader public debate and ongoing parliamentary monitoring of
the negotiations being conducted within the framework of the OECD, bearing in mind that the decisions
to conclude an agreement are a matter for the state and national parliaments, the European Parliament
and the Council;

/...
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(Box III.5, continued)(Box III.5, continued)(Box III.5, continued)(Box III.5, continued)(Box III.5, continued)

2. Calls on the Commission, within a reasonable period, to carry out an independent and
thorough impact assessment in the social, environmental and development fields, investigating to what
extent the draft MAI is in conflict with:

(a) relevant international agreements, such as the Rio Declaration, Agenda 21, the UN Guidelines on
Consumer Protection (1985), the UNCTAD Set of Multilaterally Agreed Principles for the Control
of Restrictive Business Practices(1981) and the HABITAT Global Plan of Action and international
commitments already entered into by the OECD;

(b) previously agreed OECD guidelines, such as the undertaking to integrate economic, social and
environmental policy (May 1997), agreements on the responsibilities of multinational enterprises,
as laid down in the OECD Code of Conduct of 1992, and OECD policy on development cooperation
as formulated in ‘Shaping the 21st century:  the contribution of development cooperation’ (1997);

(c) regional, national and EU legislation designed to promote sustainable development.

3. Notes that non-OECD member states, and hence developing countries in particular, may also
accede to the agreement under negotiation, but regards the fact that those countries may not themselves
exert any influence on the content of the agreement as a major shortcoming of the MAI, and calls on
the states involved in concluding the MAI to refrain from exerting any pressure on the developing
countries in order to induce them to accede to it;

...

5. Calls for the question of investment protection to be examined in a multilateral context in
which all the developing countries are involved, so that UNCTAD, as well as the WTO, would be the
appropriate forum for these negotiations; the WTO’s consideration of this question must take full
account of the results of the UN conferences, particularly with regard to the environmental and social
dimensions;

6. Stresses that it is essential that the principle of partnership, which is now accepted both by
the OECD and by the G8 as the basic characteristic of relations between developed and developing
countries, should be respected, so that the interests of the developing countries and their national
policies are taken into account as well as the interests of investors;

....

11. Considers it necessary for a derogation to be made for balance-of-payments disequilibria
coupled with a provision to deter parties from abusively invoking balance-of-payments problems;

12. Is concerned that the performance requirements might curtail the right of States to implement
existing industrial policies and to develop any new ones as required in future, particularly in the field
of social and environmental legislation, culture and intellectual property, and fears that EU Member
States may come under pressure in these areas in the next few years;

13. Calls on the Commission, therefore, in formulating prohibitions of specific performance
requirements, to ensure that the latter do not conflict with the environmental social, structural and
cultural policies of the EU and its Member States;

14. Insists further that reference should be made to compliance with international human rights
conventions and environmental and social standards not only in the preamble of the MAI and that the
MAI should contain unequivocal provisions which prevent a lowering of existing environmental and
social standards by the MAI and make possible the introduction  of new standards;

/...
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• In 1997, the OECD adopted the Convention on Combating Bribery of Foreign
Public Officials in International Business Transactions (OECD, 1997a).  The
Convention seeks to establish high standards for national and international
measures to combat bribery by public officials in international business
transactions, including foreign investment, thus avoiding the distortions that
bribes can introduce in the international flow of investment.11  Another
plurilateral instrument addressing this problem is the Inter-American Convention
against Corruption which was opened for signature in March 1996 (OAS, 1996).
The Convention in particular  prohibits -- subject to the constitutions and
fundamental principles of the legal systems of the states parties -- any act of

(Box III.5,(Box III.5,(Box III.5,(Box III.5,(Box III.5, concluded)concluded)concluded)concluded)concluded)

15. Welcomes the inclusion of the OECD guidelines for multinational undertakings as a an annex
to the MAI, but advocates that those guidelines should constitute a compulsory component of the
MAI and calls in any case in this connection on the governments of the Member States to encourage
international enterprises to draw up their own codes of conduct  comprising provisions in the field of
environmental protection, human rights and social matters;

....

18. ... EU legislation and preventing further harmonization of EU legislation; insists, therefore,
on the insertion of a separate part of a Regional Economic Integration Organization (REIO) clause
permitting new harmonized measures, e.g. environmental legislation, adopted within the framework
of such an organization and replacing the measures previously applied by these States; takes the view
that countries belonging to REIOs are not obliged to extend to countries not belonging to the
organization concerned the more favourable treatment reserved for member countries;

....

21 Calls for the invoking of national security interests to be made subject to objective criteria
which are verifiable under the disputes settlement procedure; in this connection also advocates the
inclusion of an anti-abuse clause;

....

23. Considers the proposed provisions on investment protection,  and in particular on
expropriation, compensation and the transfer of capital and profits, to be too far-reaching; takes the
view that governments must make sure that they cannot be condemned to making compensatory
payments if they establish standards on the environment, labor, health and safety;

....

37. Calls on the Commission, the Council and the Member States to submit, pursuant to the
procedure provided for in Article 228(6) of the EC Treaty, the definitive draft of the MAI to the Court
of Justice for full examination;

....

IV. Calls on the parliaments and governments of the Member States not to accept the MAI as it
stands:

....

VI. Instructs its President to forward this resolution to the Council, the Commission, the
governments and parliaments of the Member States and the Secretariat of the OECD.

Source: European Parliament, 1998.
a Official Journal of the European Commission, 22 January 1996, p. 175.
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bribery involving international economic transactions; suggests a number of
preventive measures (including measures aimed at promoting accountability,
transparency and the involvement of civil society); seeks to strengthen
intergovernmental cooperation; and aims at fostering the progressive
development and hamonization of domestic laws in this area.

• In Europe, the Energy Charter Treaty (UNCTAD, 1996b, vol. I) entered into force
on 16 April 1998 and, by the end of June 1998, 38 countries had ratified it
(www.ENCHARTER.ORG).  Moreover, the negotiations on a Supplementary
Treaty regarding investment and an amendment to the Energy Charter Treaty’s
trade provisions were concluded in December 1997 (www.ENCHARTER.ORG).
As regards investment, the Energy Charter Treaty contains an obligation to accord
non-discriminatory post-investment treatment without exceptions.  In this
context, non-discrimination means the better of two standards: MFN treatment
and national treatment.  For the pre-investment phase, however, its investment
provisions contained only a best-endeavour commitment with respect to non-
discrimination and provided that the Supplementary Treaty would deal with
the conditions for a legally binding non-discrimination obligation for the pre-
investment phase. The Supplementary Treaty, as negotiated,  provides for two
types of exceptions from the non-discrimination principle. First, it grandfathers
existing restrictions; these exceptions are set out by each country, listing each
nonconforming measure in an annex to the treaty.  The text also provides an
option for listed countries to reserve all or some of the state’s shares or assets
that are being privatized to its own nationals.

• At the multilateral level, the Fourth Protocol to the General Agreement on Trade
in Services (GATS) on Basic Telecommunications Services was concluded in 1997
in the framework of the WTO.  It entered into force on 5 February 1998. Among
other things, it contains commitments to open market access for FDI entry in
telecommunication service industries (WTO 1997a; see UNCTAD 1997a, box V.18
for a summary description).

• The WTO negotiations of schedules on financial services were concluded on 12
December 1997. The results were attached to the Fifth Protocol to the GATS on
Financial Services (WTO, 1997b) which is expected to enter into force by March
1999. These negotiations led to new and expanded commitments on the
liberalization of market access for financial services, including market access
through commercial presence, which typically involves all forms of FDI entry. In
fact, as in other service industries, a large part of commitments on financial
services concern commercial presence. The new commitments relate, among other
things, to the elimination or relaxation of limitations on foreign ownership and
control of local financial institutions (particularly through increase of foreign
equity to more than 50 per cent), limitations on the juridical form of commercial
presence (branches, subsidiaries, agencies, representative offices, etc.) and
limitations on the expansion of existing operations. Some commitments involve
“grandfathering” of existing branches and subsidiaries of foreign financial
institutions that are wholly owned or majority-owned by foreigners.
Commitments were made in all of the three major financial service sectors --
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banking, securities and insurance -- as well as in other services such as asset
management and the provision and transfer of financial information. More
countries made commitments in banking than in securities. Commitments in
insurance were increased in number and depth. With five countries making
commitments in financial services for the first time, the total number of WTO
members with commitments in financial services will increase to 102 upon the
entry into force of the Fifth Protocol. These commitments may be particularly
important for some developing countries which have only recently started to
adopt market reforms in financial services.  Indeed, given the close interrelations
between financial services and macroeconomic policy, and the strategic role of
services industries in influencing the allocation of financial resources and
ultimately in attaining development objectives, governments have traditionally
assumed a major role, both as providers and as regulators of financial services.

Finally, financial services have unique characteristics: financial stability and
investor protection are crucial policy objectives in all countries, with potential
effects on all other economic activities.  In the light of these, such services were
provided with a prudential carve-out in the GATS Annex on Financial Services,
and some countries have also chosen to schedule measures that may be
characterized as prudential measures but could be challenged as limitations on
market access or national treatment in the future.

• Work has also proceeded in the WTO Working Group on the Relationship between
Trade and Investment on the basis of a list of issues that were identified for
examination and discussion.  These cover four broad areas: implications of the
relationship between trade and investment for development and economic
growth; the economic relationship between trade and investment; stocktaking
and analysis of existing international instruments and activities regarding trade
and investment; and the identification of common features and differences
between the two areas, including overlaps, possible conflicts and gaps in existing
international instruments (box III.6).

UNCTAD, in accordance with its mandate, is pursuing a number of activities relating
to international investment agreements. Their main purpose is to help developing countries
participate as effectively as possible in international discussions and negotiations on FDI in
which they choose to participate, be it at the bilateral, regional, plurilateral or multilateral
level (box III.7).  More specifically, and with a view to consensus-building, the work
programme concentrates on deepening the understanding of the issues involved in
international investment instruments; exploring the range of issues that need to be
considered; helping to identify the interests of developing countries; and ensuring that the
development dimension is understood and adequately addressed. In this context, UNCTAD
-- with the active participation of principal groups in civil society -- is paying special attention
to issues related to the development friendliness of international investment agreements
(box III.8).

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

An attempt to assess the above processes at this stage would of course be premature.
But the outcomes of some of the discussions permit at least a few preliminary observations:
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Box III.6.  The WTO WBox III.6.  The WTO WBox III.6.  The WTO WBox III.6.  The WTO WBox III.6.  The WTO Working Group on the Relationship orking Group on the Relationship orking Group on the Relationship orking Group on the Relationship orking Group on the Relationship between Tbetween Tbetween Tbetween Tbetween Trade and Investmentrade and Investmentrade and Investmentrade and Investmentrade and Investment

The General Agreement on Tariffs and Trade (GATT) was concerned with measures affecting
cross-border trade in goods.  The World Trade Organization (WTO), its successor organization, is
concerned with the treatment of foreign enterprises and natural persons as well. However, the treatment
of foreign investment in the WTO Agreements is rather fragmented and limited in comparison with
other existing international investment arrangements.  In recent years, not only have FDI flows
continued to increase but the pattern of these flows has changed considerably, as the proportion of
FDI flowing to developing countries has increased rapidly.  These developments have been supported
by the liberalization of national investment laws and the proliferation of bilateral and regional
investment agreements which in turn  have facilitated complementary links between trade and
investment. These and similar factors led to the establishment of the WTO Working Group on the
Relationship between Trade and Investment at the first WTO Ministerial Conference, held in Singapore
in December 1996.

The creation of the Working Group reflects a compromise between various views.  The
Singapore Ministerial Declaration requires the Group to examine the relationship between trade and
investment, while stating inter alia that:

• the work in this Group shall not prejudge whether or not negotiations will be initiated in the
future;

• the Group shall cooperate with UNCTAD and other appropriate international fora to make the
best use of available resources and to ensure that the development dimension is taken fully into
account;

• the WTO General Council will determine after two years how the work should proceed;

• future negotiations, if any, regarding multilateral disciplines will take place only after an explicit
consensus decision is taken among WTO members regarding such negotiations; and

• the Working Group on the Relationship between Trade and Investment and the Working Group on
the Interrelations between Trade and Competition should draw on each other ’s work.

Given the breadth of the mandate, a detailed work programme was adopted at the first
meeting of the Working Group in June 1997, in the form of a “Checklist of issues suggested for study”
(“the list”) (WTO, 1997c).  The list covers both economic and normative issues and reflects the varying
interests of the members of the WTO as well as the complex nature of FDI:

Item IItem IItem IItem IItem I  concerns the implications of the relationship between trade and investment forconcerns the implications of the relationship between trade and investment forconcerns the implications of the relationship between trade and investment forconcerns the implications of the relationship between trade and investment forconcerns the implications of the relationship between trade and investment for
development and economic growth.development and economic growth.development and economic growth.development and economic growth.development and economic growth. Among the specific areas suggested for study are the
examination of issues such as the effects of investment on transfer of technology, balance-of-
payments equilibrium, employment creation and competition.

Item II deals with the economic relationship between trade and investment.  Item II deals with the economic relationship between trade and investment.  Item II deals with the economic relationship between trade and investment.  Item II deals with the economic relationship between trade and investment.  Item II deals with the economic relationship between trade and investment.  It covers inter alia
the determinants of FDI, the effects of trade policies and trade agreements on investment flows,
and the effects of investment policies on trade flows.

Item III concerns existing international arrangements and initiatives on trade and investment.Item III concerns existing international arrangements and initiatives on trade and investment.Item III concerns existing international arrangements and initiatives on trade and investment.Item III concerns existing international arrangements and initiatives on trade and investment.Item III concerns existing international arrangements and initiatives on trade and investment.
It includes a stocktaking and analysis of existing WTO provisions on investment-related matters;
bilateral, regional, plurilateral and multilateral investment agreements other than those covered
by the WTO; and the implications for trade and investment flows of existing  international
instruments.

Item IV deals with issues that are relevant to assessing the need for possible future initiativesItem IV deals with issues that are relevant to assessing the need for possible future initiativesItem IV deals with issues that are relevant to assessing the need for possible future initiativesItem IV deals with issues that are relevant to assessing the need for possible future initiativesItem IV deals with issues that are relevant to assessing the need for possible future initiatives
and includes the identification of common elements and differences in existing international
instruments in the area of investment, the advantages of entering into different types of investment
agreements, and the rights and obligations of home and host countries and of investors.

/...



Chapter IIIChapter IIIChapter IIIChapter IIIChapter III

7373737373

Box III.6Box III.6Box III.6Box III.6Box III.6 (concluded)

At meetings of the Working Group held in October and December 1997, the  Group discussed
the first three items on this checklist and, in March and June 1998,  identified a number of specific
subjects that require further study.  It also began discussions on the fourth item.

Further meetings of the Working Group are scheduled to take place in October and November
1998.  The Group will probably submit a report to the General Council at the end of 1998, on the basis
of which the General Council will decide how the work should proceed.

Source:  UNCTAD, based on WTO materials.

Box III.7.  UNCTBox III.7.  UNCTBox III.7.  UNCTBox III.7.  UNCTBox III.7.  UNCTAD’AD’AD’AD’AD’s work on a possible s work on a possible s work on a possible s work on a possible s work on a possible multilateral framework on investmentmultilateral framework on investmentmultilateral framework on investmentmultilateral framework on investmentmultilateral framework on investment

To give effect to the mandate received from UNCTAD IX which called upon UNCTAD to
identify and analyse implications for development of issues relevant to a possible multilateral
framework on investment (MFI) (UNCTAD, 1996c), UNCTAD has developed a work programme which
comprises:

• Substantive support to the intergovernmental process, Substantive support to the intergovernmental process, Substantive support to the intergovernmental process, Substantive support to the intergovernmental process, Substantive support to the intergovernmental process, including the Trade and Development
Board; the Commission on Investment, Technology and other Financial Flows, and its expert
meetings on MFI-related issues; as well as the WTO Working Group on the Relationship between
Trade and Investment (where UNCTAD has observer status). By mid-1998, two expert meetings of
the Commission had been held, dealing with existing agreements on investment and their
development dimensions: the first meeting (28-30 May 1997) focused on bilateral investment
treaties and the second (1-3 April 1998) on regional and multilateral investment agreements.

• Issue papers.Issue papers.Issue papers.Issue papers.Issue papers. Preparation of a series of issue papers addressing key topics related to international
investment agreements (on such issues as e.g. national treatment, right of establishment, transfer
of technology and restrictive business practices). The main purpose of this series of over 20 papers
is to address key concepts and issues relevant to international investment instruments, and to
present them in a manner that is useful to policymakers and negotiators. Particular attention is
given to the way in which the key topics have been addressed in international investment
agreements so far and what their development implications are.

• Regional  symposia.Regional  symposia.Regional  symposia.Regional  symposia.Regional  symposia.  Symposia for  policymakers in capitals  aim at  faci l i tat ing a better
understanding of key issues related to international investment agreements, particularly from a
development perspective. The first regional symposium for Africa took place in Fèz, Morocco, in
June 1997; the second for Asia took place in July 1998, in New Delhi; further symposia are scheduled
to take place during 1998 in Latin America and the Caribbean.

• Geneva-based seminars.Geneva-based seminars.Geneva-based seminars.Geneva-based seminars.Geneva-based seminars. Undertaken jointly with the WTO, these are meant to facilitate informal
discussions among delegates in Geneva on economic and regulatory investment issues.  The first
such seminar took place in February 1998; the second in June 1998.

• Dialogues with civil societyDialogues with civil societyDialogues with civil societyDialogues with civil societyDialogues with civil society.....  The secretariat has invited interested groups from civil society to
participate actively in a dialogue with relevant policymakers involved in international investment
agreements.  The first event of this kind, which took place in December 1997, was a high-level
discussion, co-sponsored by UNCTAD and the European Roundtable of Industrialists, between
Geneva-based ambassadors and European business leaders; a similar event, co-sponsored with
NGOs, took place with a group of NGOs in June 1998; and a third event is planned for the Autumn
of 1998 with trade union representatives. A seminar was also organized jointly with the Consumer
Unity and Trust Society (CUTS) and the Rajiv Gandhi Institute in New Delhi in July 1998.

• TTTTTraining activitiesraining activitiesraining activitiesraining activitiesraining activities on FDI for capacity-building purposes. Further training activities on FDI will
consist of training courses for junior diplomats and a master class for negotiators.

Source:   UNCTAD, 1998e.
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• Whatever the fate of these various initiatives, many countries see that it is
necessary for them to examine the implications and appropriateness of
international investment agreements.

• As discussions and negotiations on FDI advance at various levels, it is also
becoming increasingly apparent that agreements on investment, by their very
nature, are difficult to negotiate, since they touch, at least in principle, on the
entire range of questions relating to production and the production process and
therefore involve complex issues of national policy in both developed and
developing countries.

• For international investment agreements to be effective and stable, they need to
take into account the interest of all parties, to incorporate a balance of interests
and to allow for mutual advantage. This applies particularly to developing
countries and, more generally, to agreements between countries at different levels
of development. In particular, any agreement involving developing countries
must incorporate the special dimension of development policies and objectives.
Consequently, one of the main challenges ahead is how to ensure that the
development objective is given effect and translated into the structure, contents
and implementation of international investment agreements (box III.8).

• A more procedural lesson that emerges is that, if broad consensus is to be
achieved, it is important that international discussions and negotiations associate,
in one way or another, all those potentially affected, including representatives
of civil society who have a real stake in the outcome of these processes.

B.  Double taxation treatiesB.  Double taxation treatiesB.  Double taxation treatiesB.  Double taxation treatiesB.  Double taxation treaties

The evolution of investment regulations -- which includes adopting less restrictive
national laws, concluding BITs and pursuing regional agreements and multilateral
discussions on FDI issues -- has also been accompanied by increasing resort to bilateral
treaties for the avoidance of double taxation.  This section focuses on double taxation treaties,
in particular on their role with respect to FDI and the recent trends in their number and
distribution.

1.   The role and characteristics of double taxation treaties1.   The role and characteristics of double taxation treaties1.   The role and characteristics of double taxation treaties1.   The role and characteristics of double taxation treaties1.   The role and characteristics of double taxation treaties

Reduced obstacles to FDI and the possibilities that they open up for firms to disperse
production activities within integrated international production systems create new
challenges for tax authorities.  Since countries throughout the world are actively competing
for the productive growth opportunities that accompany foreign investment, the question
of possible double taxation of income from foreign affiliates -- especially those that are an
integral part of a firm’s globally integrated production and distribution system -- has become
increasingly important and complicated (UNCTAD, 1993a, pp. 201-210).  Put differently,
differences in national taxation norms may entail conflicting interests among all involved
(Plasschaert, 1994, p. 3).  In the case of a TNC, for instance, both home and host countries
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 may tax income from foreign affiliates.  This situation results from  taxation taking into
account both the source of income and the residence of the taxpayer, which gives rise to
overlapping assertions of jurisdiction and hence to double taxation.  More generally,
international double taxation is a phenomenon consisting of the concurrent exercise by two
or more countries of their taxation rights, a phenomenon generally deemed not to be
conducive to business transactions in general and FDI in particular (box III.9).

Box III.8.  The development-friendliness of investment agreementsBox III.8.  The development-friendliness of investment agreementsBox III.8.  The development-friendliness of investment agreementsBox III.8.  The development-friendliness of investment agreementsBox III.8.  The development-friendliness of investment agreements

Development is the fundamental objective of developing country governments and of the
international community as a whole. How and to what extent this objective can be served by
international agreements that address investment issues is a question that is currently attracting
considerable attention. If international agreements can, indeed, be helpful in this respect, an important
issue is how the concerns of the principal actors in this regard -- host countries, home countries and
investors -- can be addressed in a mutually beneficial manner. To a large extent, an investment-friendly
environment is also a development-friendly environment. At the same time, it is important to ensure
that the developmental needs and concerns of host developing countries are centrally addressed by
any investment agreement so that it is development-friendly as well as investment-friendly in its
orientation.

Indeed, there are various approaches that might be appropriate, and they are not necessarily
mutually exclusive.  The ones that are outlined below are intended to be illustrative:

• One approach is to establish a catalogue of development-friendly elements of international
investment agreements.  Such a catalogue could be a checklist of elements -- without a hierarchy
among them -- of issues and concerns that can be consulted when negotiating international
investment agreements, be they at the bilateral, regional, plurilateral or multilateral levels.  Such
a catalogue would be compiled to make sure that, when negotiating agreements, negotiators have
indeed considered all relevant issues. Given the congruences, to a large extent, of an investment-
friendly environment and a development-friendly environment, such a catalogue would therefore
include virtually all issues that need to be considered in the context of investment agreements.  A
more elaborated version of this approach is to analyse each of these elements in greater detail and
to determine how they contribute, singly or collectively, to the development objectives of host
countries. Indeed, this kind of analysis may be indispensable because, in practice, it is possible
that one element would counteract another.

• A second approach would be to identify a set of development objectives that international
investment agreements should serve.  Such objectives could include, for example, securing a stable,
predictable and transparent investment climate; increasing the quantity and quality of FDI flows;
strengthening domestic entrepreneurship; and recognizing the non-discriminatory exercise of
governmental regulatory power in pursuing development objectives.

• A third approach begins with the recognition that not only the contents (i.e. specific treaty
provisions) of investment agreements need to be development-friendly, but their very structure
(i.e. overall design or plan) needs to reflect this objective, as should their implementation (i.e.
specific actions by the various parties involved).  The challenge is, of course, to spell out in
operational detail what “structure” means beyond the statement of objectives and to transcribe it
into workable formulations that can be implemented, enforced, monitored and, if disputes arise,
adjudicated. On the other hand, when it comes to “content”, the catalogue of development --
friendly elements, as well as the development objectives, appears relevant.

UNCTAD’s efforts at identifying the development dimensions of international investment
agreements draw on ideas, suggestions and feedback from governments as well as other interested
parties.

Source:   UNCTAD.
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The principal response of governments to the challenges of double taxation presented
by increased FDI is the extensive and still widening network of bilateral tax treaties which
has developed over the past 30 years.  There are currently around 1,700 bilateral double
taxation conventions in existence (IBFD, 1998).12  The OECD Draft Taxation Convention/
Model Tax Convention (1963/1977/1992) (OECD, 1997b), and the United Nations Model
Double Taxation Convention between Developed and Developing Countries (1980) have
provided the framework for the great majority of these bilateral treaties.  These models are
quite similar, the main difference being that the OECD model favours residence taxation
while the United Nations model gives more weight to source taxation (Goldberg, 1983).

The main purpose of international taxation agreements is to deal with tax rights and
thus with the allocation of revenues between countries.  The contracting countries seek a
balanced trade-off between their interests.  With respect to developing countries, the
challenge as host countries is to find a suitable balance between receiving a share of revenues
from foreign affiliates operating in their territory and maintaining a climate that attracts
FDI.  In this respect, it is generally supposed that, having a smaller share of revenues as a
result of tax concessions would in the long run be compensated for by increased inflows of
FDI, associated technology and other benefits that are part of the FDI package.  For capital
exporting countries, as home countries, it is important, on the one hand, to keep their firms
internationally competitive by allowing them to benefit from tax concessions in a host country
and, on the other hand, to treat all its residents (or taxpayers) equally.

In sum, in examining international taxation with reference to FDI and corporate activity
in general, and with respect to developing countries (which are by and large host rather
than home countries) in particular, the following broad questions are raised:

• how to divide or share the revenues between host and home countries;
• what kinds of methods to adopt, or which types of measures to take, for the benefit of

the host or source country (this is related, among other things, to the definition of
“permanent establishment”); and

• what method to use in order to encourage FDI, taking into account the tax benefits,if
any,  granted in the source country.

From the perspective of investing firms, the binding nature of a tax treaty as an
international agreement contributes to a secure basis for FDI; the certainty engendered by
the inclusion of rules in a tax treaty is valuable, even in cases where this does not involve a
revenue concession, especially where there is a background of unstable domestic tax
legislation.  By adopting a treaty, a country commits itself in cases of dispute to the objective
of avoiding double taxation through a mutual-agreement procedure and adopts an
internationally accepted approach to dealing with transfer-pricing issues.  Firms and their
employees can expect that treaties using the United Nations/OECD model frameworks will
be interpreted and applied consistently with the published Commentary on the provisions
of the Model Convention (United Nations, 1997).  It is generally believed that although, in
form, the countries conclude a bilateral treaty, in substance, by concluding a treaty using an
accepted framework, they subscribe to international rules immediately familiar to taxpayers
-- rules that promote stability, transparency and certainty of treatment.  These features may
be at least as important to firms as the particular concessions or incentives that a treaty may
contain.
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Double taxation treaties generally attribute the exclusive right to tax either to the
country where income arises, or to the country of which the taxpayer is a resident.
Alternatively, it may attribute this right to both, with an obligation imposed on the country
of residence to provide relief for any resulting double taxation.  Treaties are aimed not at
establishing uniformity of application of taxes but at establishing tax criteria for the
prevention of double taxation (Pires, 1989, p. 214).

Typically, a double taxation treaty:

• states its objective of resolving tax problems between contracting parties and
determines its scope of application with regard to juridical or physical persons (ratione
personae) and taxes (ratione materiae);

• sets out detailed allocation rules for different categories of income, e.g. income from
real property, taxable without restriction in the source country; and interest income,
subject to limited taxation in the source country;

Box III.9. TBox III.9. TBox III.9. TBox III.9. TBox III.9. Taxation principlesaxation principlesaxation principlesaxation principlesaxation principles

Double taxation can arise in the case of the transnational operations of firms if both host and
home countries claim the right to tax firms’ revenues.  Two main principles underlie the jurisdictional
basis of taxation: the first principle is related to the source of income or the site of economic activity
(also known as the “territorial principle”); the second is related to the residence (or fiscal domicile) of
the earning entity.  According to the source principle, a country taxes all income earned from sources
within its territorial jurisdiction. Under the residence principle, a country taxes the worldwide income
of persons residing within its territorial jurisdiction.  Varied criteria are used by countries to determine
residence (e.g. for individuals, physical presence or home in a country; for corporations, place of
management, head office or incorporation).

Nearly all countries apply some combination of these two jurisdictional principles.  Some
Latin American countries, however, have traditionally taxed solely on the basis of the source principle.
This is also a feature of the tax systems of South Africa and Hong Kong, China.

Apart from these source and residence principles, the criterion of nationality is also applied
by a few countries in the case of individuals.  This is the case in the Philippines and the United States,
whose tax systems combine that principle with the source and residence principles.  Under the
nationality principle, citizens of the United States, for example, are taxed on their worldwide income
no matter where they reside.  The United States likewise taxes aliens resident within its territory on
their worldwide income and also taxes income derived by non-resident aliens from sources within its
territorial jurisdiction.  Firms incorporated in the United States, irrespective of the location of their
head offices or seats or places of management and control, are taxed on their worldwide income, while
foreign corporations are generally taxed solely on income derived from United States sources and
effectively connected with a business such a corporation carries on in the United States.

According to some views, taxation only on the basis of the source principle would encourage
nationals or residents to invest abroad, thus leading to a flight of capital.  It has been argued that
countries using only the source principle have adopted it out of necessity because of the great difficulties
their tax administrators would encounter if they attempted to find out how much foreign income was
accruing to their residents. On the other hand, the residence principle, although based on overall
capacity to pay, has proved to be of only limited significance in countries whose residents do not have
substantial investments in other countries and whose fiscal administration is not well equipped to
ensure its application.

Source:   United Nations, 1997.
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• establishes the arm’s-length principle as the standard for the adjustment of transfer
prices by tax authorities in the case of transactions between associated enterprises
(box III.10);

• contains rules giving exemption from tax or credit for foreign tax in the residence
country, where income is taxable in the source country;

• contains rules on non-discrimination,13 mutual assistance and the exchange of
information;

• establishes procedures for mutual agreement between tax authorities to avoid double
taxation in cases of dispute; and

• occasionally contains provisions on assistance in the collection of taxes.

Box III.10.  TBox III.10.  TBox III.10.  TBox III.10.  TBox III.10.  Transfer pricing and double taxation treatiesransfer pricing and double taxation treatiesransfer pricing and double taxation treatiesransfer pricing and double taxation treatiesransfer pricing and double taxation treaties

Transfer prices -- the pricing of goods and services in international intra-firm transactions -
- raise complex problems not only for firms engaged in cross-border production, but also for the tax
authorities concerned. This is because the allocation of costs and profits between parent firms and
foreign affiliates across borders is an area particularly prone to double taxation, and transfer prices
determine in large part the income and expenses -- and therefore taxable profits -- of associated firms
in different countries. Tax authorities are concerned about the loss of tax revenues and foreign exchange
as a result of transfer-price manipulation.  On the other hand, the authorities recognize the variety of
business circumstances involved and the inherent difficulties of comparing intra-firm and external
transactions.

Model conventions and most double taxation treaties contain a description of associated firms
with a view to helping countries allocate business income in transactions between associated firms.
Treaties give tax authorities the opportunity to make adjustments in the contracting country to which
profits are under-reported. They treat each firm, whether parent firm or affiliate, as a separate entity,
and the income of each firm is determined by treating it as though it dealt with every other firm at
arm’s length.  The most difficult issue in applying the arm’s-length principle is the policing of the
prices set by associated firms for transfers of goods, services and intangible property among them.
For this purpose, they describe associated firms in terms of common control, management, or capital
investment, either between two entities or through a third party. Where the allocation of profits between
associated firms located in different contracting countries is distorted as a result of that status, the
countries to which an associated firm has underreported profit may impose an adjustment on that
firm to accrue the amount underreported.  In order to protect against double taxation, most of the
treaties provide that, in the event that one contracting country should make an adjustment, the other
contracting country should make an appropriate adjustment restoring, as a result, the aggregate profits
of the associated firm to its original level.

Double taxation treaties also provide for “multilateral agreement procedures” to discuss their
adjustments and correct discrepancies.  This mechanism is actually used for resolving any disagreements
arising out of the implementation of a treaty in the broader sense of the term.  Such a mechanism is a
special procedure outside the legal and judicial system of each contracting country and applies in
connection with all provisions of the treaty and, in particular, to provisions on associated firms.  As a
consequence, if an actual allocation is considered by the tax authorities to depart from the arm’s-
length standard and the taxable profits are redetermined, taxpayers are entitled to invoke the mutual
agreement procedure in the framework of which the action by tax authorities can be considered.

Source:   Plasschaert, 1994, pp.1-3; United Nations, 1997 and OECD, 1997b.
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2.   Ef2.   Ef2.   Ef2.   Ef2.   Effects of tax treatiesfects of tax treatiesfects of tax treatiesfects of tax treatiesfects of tax treaties

Tax treaties have their effects through the limitation of the contracting parties’ powers
to tax.  This is done in principle by devising methods for relieving double taxation. In existing
treaties, two leading methods are followed for mitigating or eliminating double taxation
(Muchlinski, 1995, p. 278).  These are the exemption method and the credit method (box
III.11).  Tax treaties incorporating these methods adopt the following approaches. The source
country exempts from taxation (or taxes at a reduced rate) certain categories of income but
retains unrestricted taxation rights over other categories. Where the source country taxes at
a reduced rate, the residence country gives a credit against its own tax for the tax imposed
by the source country. Where the source country taxes without restriction, the residence
country will either give a credit against its own tax for the tax imposed by the source country
or exempt the income from its own tax.

Box III.1Box III.1Box III.1Box III.1Box III.11. Methods of relief from international double taxation1. Methods of relief from international double taxation1. Methods of relief from international double taxation1. Methods of relief from international double taxation1. Methods of relief from international double taxation

In order to avoid double taxation, tax treaties include rules for its alleviation. In this respect,
two main methods have commonly been used to mitigate international double taxation.

The first is the tax-exemption method.  So far as the income of firms is concerned, exemptions
are confined by statute to profits of foreign permanent establishments and income from real property
situated abroad. The main reason for the application of this method is that the exemption of foreign-
source income from taxation by the country of residence may place the investor in a position of tax
equality with residents of the source country, because the tax on that income is determined solely by
the level of taxation in the source country. Thus, tax concessions granted by the source country are not
reduced or cancelled by the tax of the investor ’s country of residence. Countries using the exemption
method normally do not exempt dividends, interest and royalties from foreign sources from the domestic
income tax. Many developed countries, however, grant special relief for domestic intercorporate
dividends in order to eliminate or mitigate recurrent corporate taxation, first at the level of a foreign
affiliate and then again at the level of the parent company. Some of these countries, either by internal
law or by treaty, extend this exemption to dividends paid by a foreign affiliate to a domestic parent.

When this method is applied within the framework of a bilateral tax treaty, one of the parties
is granted the exclusive right to tax certain items of income. As in the case of unilateral exemption, the
exemption by one party of all or part of an item of income may be integral or may occur with
progression. In the case of full exemption, a country of residence might be forbidden to take the
exempted item into account in computing its residents’ taxable income.

The second method of double taxation relief is the credit method. Countries using this method
reduce their normal tax claims on foreign profits by the amount of tax the investor has already paid
thereon to the source country.  The latter could thus raise its tax rate to the level of the tax of the
country of residence without imposing an additional tax burden on the investor.  Correspondingly,
special tax concessions granted by the source country, which reduce that country’s level of tax below
the level charged by the country of residence on that income, do not to that extent accrue to the
investor ’s benefit.  But this result is limited in its practical scope, since capital-exporting countries
consider bona fide foreign affiliates engaged in production activities as being outside their national
tax jurisdictions and do not tax their profits until they are repatriated in the form of dividends.

Differences in definitions of taxable income used by host and home country tax authorities
may create some difficulties.  For instance, the home country authorities may define a corporation’s
profit obtained in a certain country more narrowly than that country’s income tax authorities do, for
example, as a result of differences in depreciation allowances or investment credits.  The source
country’s income tax may then be in excess of the tax that the home country would have assessed on
that income, which is the upper limit on the tax credit allowed by the home country. Thus, even if the

/...
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The essential feature of the exemption method is that the investor’s country of residence
exempts from taxation certain items of income from foreign sources.  Exemption is mainly
granted in respect of active income; passive income such as interest, royalties or dividends
is generally taxed, with a credit being given for foreign taxes.  The exemption-with-
progression method has been used in treaties concluded by Austria, Belgium, Germany,
Finland, France, Iceland, Luxembourg, the Netherlands, Spain and Switzerland.

In contrast, the main feature of  the credit method is that the investor ’s country of
residence treats the foreign tax, within certain statutory limitations, as if it were a tax paid
to itself.  Within the framework of a bilateral treaty, each of the contracting parties levies
income taxes, but the country of residence permits income taxes paid to the source country
to be deducted from its own income taxes, with certain exceptions.  The treaty usually
indicates which taxes qualify for the credit. A variant of this method (called “matching
credit method” or “tax-sparing method”) has been developed, according to which the country
of residence grants a tax credit calculated at a higher rate than the tax rate currently applied
in the source country. Tax-sparing clauses have been included in many bilateral treaties
concluded with developing countries by most of the major home countries including Canada,
France, Germany, Japan and the United Kingdom.  An interesting feature found in recent
treaties is reciprocal extension of tax-sparing credit.  It is also indicated that the adoption of
this method tends to be limited in scope (list of incentives) and in time duration.

(Box III.1(Box III.1(Box III.1(Box III.1(Box III.11, concluded)1, concluded)1, concluded)1, concluded)1, concluded)

host country statutory tax rate is less than the home country rate, it is possible that some part of the
host country tax may be disallowed as a credit against home country tax.  In the case of dividends in
respect of minor (portfolio) holdings in foreign companies, countries applying the credit method
normally deduct from their own tax only the foreign tax levied on the dividends as such.  However, in
order to eliminate or mitigate recurrent corporate taxation, significant capital- exporting countries
adopting the credit method allow as a credit against the corporate tax due from the parent company
not only the tax levied on dividends by the country where the subsidiary operates, but also the corporate
tax paid by the affiliate as far as it relates to profits distributed to the parent company (so-called
“indirect tax credit” or “credit for underlying tax”).

According to the credit method, the tax burden on investment abroad is the same as that on
domestic investment, provided that the tax in the source country does not exceed that in the residence
country.  This tendency towards equality of tax treatment may have serious implications for developing
countries’ efforts to attract FDI, since their tax incentives may be nullified.  No consequences follow
from the use of the credit method while profits from tax incentives are reinvested in the operating
subsidiary. However, if such profits are repatriated, the benefit of incentives may pass from foreign
investors  to the governments of their countries of residence in the form of an increased tax yield.

A method that avoids this problem is the tax-sparing method (referred to as matching credit
methods), which can be found in treaties which have been signed by many developed countries,
especially European countries, with developing countries.  Quite often, the country of residence has
granted a credit not only for the tax actually paid in a developing country, but also for the tax spared
by incentive legislation in the host country.

There is recent evidence of increasing reluctance on the part of developed countries to adopt
the tax-sparing method in their tax treaties.  Concerns about the effectiveness of tax incentives and the
abuse of tax-sparing provisions have prompted a reconsideration of the use of the tax-sparing method
in new treaties and renegotiations of existing treaties.

Source:   United Nations, 1980 and 1997; and OECD, 1998b.
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It is generally accepted that one of the most important effects of tax treaties is the legal
certainty they provide to investors, in both the home and the host countries.   Regardless of
any changes affecting a host country’s tax system, foreign investors cannot be taxed beyond
the levels allowed by a treaty.  This effect is less comprehensive in the home country. In
reality, certain changes in the home country tax system can affect the investor regardless of
the existence of a treaty.  For example, if the treaty provides for the credit method, a general
increase in the corporate tax rate in the home country will also affect a resident deriving
foreign-source income, regardless of the treaty.  However, the exemption method, if  adopted
in the treaty, could not be modified at will by the home country.

Tax treaties can have development implications and cannot, therefore, be fully
separated from the context of various monetary, fiscal, social and other policies of contracting
parties. When the parties are at the same or a similar level of development, the gain or loss
of revenue resulting from reciprocal flows of investment does not have the same significance
as when the parties are at different stages of development. The presumption of symmetries
of gains and losses underlying tax treaties between countries at the same level of development
is not applicable for countries at different stages of development.  The loss of revenue may
have a different “value” for a contracting party, depending on its level of development.  For
this reason, it could be argued that any eventual reduction in  tax revenue from locally
produced income should be offset by an increase in investment and technology flows.  Since
income flows are generally from developing to developed countries, a pattern of tax treaties
in which the source country gives up revenue more often than not will not involve the
rough symmetry of sacrifice which it might in tax treaties between developed countries.  It
should also be noted that developing countries, in their domestic laws, often introduce
measures aimed at the alleviation of the tax burden of foreign investors, through a variety
of tax incentives including income-tax exemptions, reduction or exemption of export
proceeds, and reduction or exemptions of individual income taxes for foreign personnel.
The benefits of these tax incentives for investors may exceed those resulting from tax treaties.
These benefits are, however, offered unilaterally rather than in the context of an international
agreement and it may be that foreign investors will value more highly the benefits of more
modest reductions or exemptions given in the context of tax treaties with the attendant
advantages of stability, transparency and certainty of treatment. From the perspective of
host countries, having a smaller share of revenue, as a consequence of concessions offered
either in domestic legislation or in the context of a tax treaty, could be (though it need not
be) compensated for by increased flows of capital and technology into their economies as
the result of an improved climate for FDI.

A number of different views have been expressed on the role that the tax factor plays
in attracting or inhibiting FDI (Plasschaert, 1994, pp. 46-47).  Although this factor remains
subsidiary to other factors, it is also generally accepted that, with the removal of barriers to
FDI, taxation may gain more importance in investors’ decisions.  Long-term investors may
attach more importance to the general features of a country’s tax system than to its temporary
incentives.  In considering the role of the tax factor in attracting or inhibiting FDI, it may be
important to distinguish the significance of incentives from that of other features of the tax
system such as stability, transparency and certainty of treatment.  Still, other things being
equal, the tax factor could play a determining role in the choice of an FDI location and this
in turn could give rise to a tax competition for investment (OECD, 1998b) (box III.12).
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Box III.12. TBox III.12. TBox III.12. TBox III.12. TBox III.12. Tax competitionax competitionax competitionax competitionax competition

The international tax environment is evolving as a result of the removal of capital controls
and the continuing liberalization of financial markets, aided by the development of new communication
technologies.  As obstacles to the flow of capital are reduced, business decisions such as financing and
investment have become more sensitive to tax differentials.  As a response to these developments,
governments of both developed and developing countries have become more inclined to use the tax
regime to attract FDI, as evidenced by the rapid spread of preferential tax regimes.

Preferential tax regimes have in common the opening up of profit-shifting possibilities without
corresponding shifts in real activities.  While these regimes were typically found in tax havens in the
past, they have been adopted in recent years by an increasing number of other countries. Once one
country introduces such a regime, others may find it necessary to respond with similar measures,
thereby triggering a “race to the bottom” in the corporate tax field. This form of tax competition is
viewed by an increasing number of countries as harmful because it distorts the flows of capital and
reduces the tax base, making investment decisions tax-driven rather than commercially-driven.

Recognizing that these issues can be effectively addressed only through international
cooperation, both the European Union and the OECD have recently adopted non-binding instruments
for dealing with harmful preferential tax regimes.  These instruments,  the European Union’s Code of
Conduct (European Union Council, 13559/97/FIS 167) and the OECD Guidelines     (OECD, 1998b), take
as a starting point whether a jurisdiction imposes no or low effective taxes in identifying a harmful
preferential tax regime. Other criteria considered include whether a regime is “ring-fenced” (i.e. whether
it is partly or fully isolated from the economy of the country providing the regime), whether its operation
is non-transparent; and whether the jurisdiction operating the regime fails to exchange information
with other countries. While the European Union Code and the OECD Guidelines differ in some respects
(the main difference being that the OECD Guidelines are limited to financial and other service activities,
while the European Union Code covers all types of business activities), the general view is that they
are broadly compatible and mutually reinforcing.

Both instruments emphasize the importance of associating non-OECD countries with them.
This reflects the concern that, unless the principles behind these instruments are widely  accepted, the
implementation of these instruments may provoke a displacement of activities to non-OECD countries.

In addition to the Guidelines, the OECD has agreed on a number of recommendations to
counter the harmful effects of tax competition.  One of these recommendations proposes the
development of an OECD tax haven list by October 1999. The objective is to identify and list, on the
basis of certain criteria, tax jurisdictions that constitute “tax havens”.

Other recommendations are:

Domestic level
- that countries that do not have controlled foreign corporation rules or equivalent rules consider

adopting them and that countries that have such rules ensure that they apply in a fashion consistent
with the desirability of curbing harmful tax practices;

- that countries that do not have foreign investment fund rules or equivalent rules consider adopting
them and that countries that have such rules consider applying them to income and entities covered
by practices considered to constitute harmful tax competition;

-  that countries that apply the exemption method to eliminate double taxation of foreign source
income consider adopting rules that ensure that foreign income that has benefited from tax practices
deemed as constituting harmful tax competition does not qualify for the application of the exemption
method;

- that countries that do not have rules concerning reporting of international transactions and foreign
operations of resident taxpayers consider adopting such rules;

- that countries exchange information obtained under these rules;
- that countries in which administrative decisions concerning the particular position of a taxpayer

may be obtained in advance of planned transactions make public the conditions for granting, denying
or revoking such decisions; and

/...
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3.   The universe of double taxation treaties3.   The universe of double taxation treaties3.   The universe of double taxation treaties3.   The universe of double taxation treaties3.   The universe of double taxation treaties1414141414

The number of double taxation treaties (DTTs) has increased rapidly in the past four
decades (figure III.3).  By the end of 1997, 1,794 treaties,15 covering 178 countries and
territories, were in existence
(figure III.4).  This compares
with 1,513 BITs involving 169
countries at the end of 1997.
Between 1960 and 1997, the
rate of increase for DTTs has
been steady while the rate of
increase for BITs rose sharply
in the late 1980s.

Originally, DTTs were
concluded mainly between
developed countries.  Over the
years, however, as first the
developing countries and then
the economies in transition
became important host countries for FDI and also emerged as home countries, the universe
of tax treaties expanded also to include them (figure III.4).  The increased participation of

(Box III.12, concluded)(Box III.12, concluded)(Box III.12, concluded)(Box III.12, concluded)(Box III.12, concluded)

- that countries, in the context of counteracting harmful tax competition, should review their laws,
regulations and practices which govern access to banking information with a view to removing
impediments to accessing such information.

Tax treaty level
- that countries should undertake programmes to intensify the exchange of relevant information

concerning transactions in tax havens and preferential tax regimes constituting harmful tax
competition;

- that countries consider including in their tax conventions provisions aimed at restricting the
entitlement to treaty benefits for entities and income covered by measures constituting harmful tax
practices and consider how the existing provisions of their tax conventions can be applied for the
same purpose;

- that countries consider terminating their tax conventions with tax havens and consider not entering
into tax treaties with such countries in the future; and

- that countries consider undertaking coordinated enforcement programmes (such as simultaneous
examinations, specific exchange-of-information projects or joint training activities) in relation to
income or taxpayers benefiting from practices constituting harmful tax competition.

The recommendations also envisage that the OECD Model Tax Convention be modified to
include such provisions or clarifications as are needed in respect of the earlier recommendations.  To
this effect, it is recommended that the Commentary on the Model Tax Convention be clarified to remove
any uncertainty or ambiguity regarding the compatibility of domestic anti-abuse measures with the
Model Tax Convention.

Source:   OECD, 1998b.

Figure III.3.Figure III.3.Figure III.3.Figure III.3.Figure III.3.  Cum  Cum  Cum  Cum  Cumulative nulative nulative nulative nulative number of DTTs and BITs,umber of DTTs and BITs,umber of DTTs and BITs,umber of DTTs and BITs,umber of DTTs and BITs, 1960-1997 1960-1997 1960-1997 1960-1997 1960-1997

Source: UNCTAD, database on BITs and database on DTTs.
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developing countries and economies
in transition has not been limited to
concluding agreements with
developed countries.16   Indeed, since
the 1980s, DTTs are increasingly
being concluded between developing
countries and between economies in
transition (figure III.5).

Other salient features of the
universe of DTTs are (figures III.3-7):

* Whereas the top 10 countries
with the highest number of BITs
include two developing
countries (China and the Republic of Korea) and two economies in transition (Romania
and Poland) (UNCTAD, 1998b), all of the top ten countries with the highest number of
DTTs concluded are developed countries.

* The most prolific countries concluding DTTs in the 1990s have been the economies in
transition.  The leaders are Poland and Hungary, with 59 and 53 treaties respectively.
Of the economies in transition in Central Asia, Kazakhstan led with 17 treaties.  The
region also has the second highest number of DTTs per country and the third highest
number of intraregional DTTs.

* Thirty-five African countries have signed a total of 247 DTTs.  Of these, only 26 are
with other African countries.  The average number of DTTs per country grew rapidly
for North Africa in the 1970s and 1980s, most of the growth being attributable to Egypt,
Morocco and Tunisia.

* Countries in Asia and the Pacific intensified their DTT activity in the 1980s.  During
the 1960s they had signed only
29 tax treaties and hence had a
very low average number of
treaties per country in the
region.  Since then, 43 countries
have signed a total of 560
treaties.  Part of the growth in
this number includes a
substantial increase in the
number of DTTs concluded
within the region.  Not
surprisingly, the most active in
the region were the East Asian
countries.

* Latin American and Caribbean
countries have signed a total of

Figure III.4.  Number of countries and territories with DTTs,Figure III.4.  Number of countries and territories with DTTs,Figure III.4.  Number of countries and territories with DTTs,Figure III.4.  Number of countries and territories with DTTs,Figure III.4.  Number of countries and territories with DTTs,
1960-19971960-19971960-19971960-19971960-1997

Source: UNCTAD, database on DTTs.

Figure III.5.Figure III.5.Figure III.5.Figure III.5.Figure III.5.  Number of intraregional DTTs,  Number of intraregional DTTs,  Number of intraregional DTTs,  Number of intraregional DTTs,  Number of intraregional DTTs, b b b b by region,y region,y region,y region,y region,

1960-19971960-19971960-19971960-19971960-1997

Source: UNCTAD, database on DTTs.
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218 treaties, but only 9 of these
are intraregional. Argentina
and Brazil lead the region
with 27 and 21 treaties,
respectively. This region has
one of the lowest number of
DTTs per country.

* The United States has signed
154 DTTs, the highest number
of any developed country,
followed by the United
Kingdom with 148 treaties.

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

If the universe of DTTs is
compared with the universe of BITs
it needs to be kept in mind that both
types of treaties have specific but
distinct purposes.  The principal
purpose of DTTs is to deal with
issues arising out of the allocation
of revenues between countries; the
principal purpose of BITs is to protect the investments that generate these revenues (and
they do not deal with tax issues).  They are therefore complementary.  As developed countries
were traditionally the principal home and host countries, DTT issues arose primarily between
them, which is why most of the earlier DTTs were between developed countries.  As
developing countries were seen to involve certain risks for investors, BITs were initially
concluded primarily between developed and developing countries; there are no BITs between
developed countries.  In the early 1960s, developed countries had signed 71 of 72 BITs with
a developing country partner, whereas
for DTTs the comparable number was
35 per cent.  The differences in purpose
have also manifested themselves at the
country level.   Perhaps the most
significant observation in this regard is
that some countries with a high
propensity to sign tax treaties have a
low propensity to sign BITs.  For
example, the United States, by the end
of 1996, had signed only 39 BITs, but
had signed 154 DTTs.  Similarly, India
had signed 72 DTTs, but only 14 BITs.

As developing countries became
outward investors, and a good part of
their investment was in other

Source: UNCTAD, database on DTTs.

Figure III.6.Figure III.6.Figure III.6.Figure III.6.Figure III.6.  Number of DTTs conc  Number of DTTs conc  Number of DTTs conc  Number of DTTs conc  Number of DTTs concluded:luded:luded:luded:luded: top 20, top 20, top 20, top 20, top 20, 1997 1997 1997 1997 1997

Figure III.7.Figure III.7.Figure III.7.Figure III.7.Figure III.7.  A  A  A  A  Averaveraveraveraveraggggge ne ne ne ne number of DTTs per countrumber of DTTs per countrumber of DTTs per countrumber of DTTs per countrumber of DTTs per countryyyyy,,,,, b b b b byyyyy
region and decaderegion and decaderegion and decaderegion and decaderegion and decade,,,,, 1960s-1990s 1960s-1990s 1960s-1990s 1960s-1990s 1960s-1990s

Source: UNCTAD, database on DTTs.
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developing countries (especially in Asia),
they also began to conclude both types of
treaties.  The regional and intraregional
distribution of DTTs  compared with that of
BITs is, therefore, becoming more similar,
with the exception of the number of treaties
signed between developed countries
(figures III.2 and III.8).

In general there is a positive
relationship between the number of tax
treaties and BITs signed by countries, a
relationship that strengthened significantly
in the 1980s and further in the 1990s (figure
III.9).17  Developed countries have almost
the same propensity to sign both BITs and
tax treaties (921 and 1,222); the same applies
to countries from Africa (326 and 272), Asia
and the Pacific (684 and 584) and Latin
America and the Caribbean (330 and 228).
Only the economies in transition have some catching up to do, having signed 770 BITs and
only 299 DTTs.

Figure III.9.Figure III.9.Figure III.9.Figure III.9.Figure III.9.          The correlation between DTTs and BITs signed bThe correlation between DTTs and BITs signed bThe correlation between DTTs and BITs signed bThe correlation between DTTs and BITs signed bThe correlation between DTTs and BITs signed by countries,y countries,y countries,y countries,y countries, b b b b by decadey decadey decadey decadey decade,,,,, 1960s-1990s 1960s-1990s 1960s-1990s 1960s-1990s 1960s-1990s

Source: UNCTAD, database on DTTs and BITs.

Figure III.8.Figure III.8.Figure III.8.Figure III.8.Figure III.8.  DTTs conc  DTTs conc  DTTs conc  DTTs conc  DTTs concluded in 1997,luded in 1997,luded in 1997,luded in 1997,luded in 1997, b b b b by country country country country countryyyyy
grgrgrgrgroupoupoupoupoupaaaaa

Source: UNCTAD, database on DTTs.
a In 1997, 108 DTTs were concluded.
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In sum, the universes of BITs and DTTs, although having started from different points
and for different -- but complementary -- purposes, are evolving in the same direction. The
propensity to sign both types of treaties has increased -- a reflection of the growing role of
FDI in the world economy and the desire of countries to facilitate it.

NotesNotesNotesNotesNotes

1 The absence of a specific FDI law or code does not mean that there are no national laws bearing on FDI,
in one way or another.

2 Frequent amendments of laws can cast doubts on the stability of a national legal regime, but the changes
in FDI regimes referred to here are mainly in the direction of facilitating and attracting FDI and are thus
contributing to improving the countries’ investment climate.

3 As the granting of incentives can distort investment flows, their reduction has -- from this perspective --
a similar effect as, for example, a decrease of barriers to FDI.

4 On changes in FDI regimes before 1991, see UNCTC, 1978-1994.
5 According to article 5.1 of the TRIMs Agreement, WTO members, within 90 days of the date of entry into

force of the WTO Agreement, shall notify the Council for Trade in Goods of all TRIMs they are applying
that are not in conformity with the provisions of the Agreement.

6 “Declaration of Santiago”, Santiago, Chile, 19 April 1998, mimeo..
7 Ministerial Declaration of San Jose, 19 March 1998, annex II.
8 “Working Programme for the FTAA Negotiating Groups” (FTAA, TNC/01), p. 5.
9 The joint statement of NGOs arising from that meeting was endorsed by over 600 development, consumer,

environment, citizens, human rights and indigenous people organizations (WWF-UK, forthcoming).
10 The position of NGOs with respect to the MAI is reflected, among others, in Clarke, 1998; CI, 1996; CUTS,

1996; European Parliament, 1998; FOE-I, 1998; Korn, 1997;  Oxfam, 1998; Public Citizen, 1998; WCC, 1998:
WDM, 1997; WGA, 1997; WWF-International, 1996, 1997, 1998a, 1998b; WWF-UK, forthcoming.

11 These efforts build on previous initiatives in the United Nations.  Indeed, as early as 1978, the United
Nations Economic and Social Council negotiated an “International Agreement on Illicit Payments”.  In
1979, an almost complete draft of the Agreement was transmitted to the General Assembly which, however,
decided to take no action on it (UNCTAD, 1996b, p .103).

12 A broad definition of double taxation treaties (apart from agreements on income and capital) would
include bilateral agreements on inheritance, gifts and air or sea transport.  These agreements generally
contain rules with fiscal implications.

13 The non-discrimination clause is generally understood as a national treatment clause.  The clause prohibits
a treaty partner from granting to nationals of the other contracting party a treatment more burdensome
than that granted to its own nationals, provided the former are in the same situation as the latter or a
substantially similar one.  It further ensures that none of the contracting parties treats companies in a
differentiated way depending on whether their capital is held by its own nationals or by nationals of the
other treaty partner.  Mention should be made of the long-standing acceptance of the principle of non-
discrimination in international fiscal relations.  In fact, long before the emergence of the double taxation
treaty at the end of the nineteenth century, the principle of non-discrimination in fiscal matters had been
embodied in many different types of international agreements under which each contracting party granted
nationals of the other contracting party the same treatment as its own nationals (consular or establishment
conventions, treaties of friendship or commerce, etc.).

14 The international community has been dealing with the question of double taxation since 1928.  For
instance, the League of Nations was involved in the  elaboration of rules governing the taxation of firms
operating in two or more countries. In 1935, a draft convention was prepared.

15 This total includes 26 multilateral treaties, but neither model treaties nor the treaty between France and
Quebec.
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16 In this analysis, economies in transition include those in Central Asia.
17 A simple regression yields estimated positive coefficients ranging between 0.26 and 0.43, with the highest

coefficient for the 1990s.  All were significant at the .05 per cent level.  There was a jump in the constant
term in the regressions that should also be noted.  In the 1960s regression it was 1.054, but in the 1980s
regression for the 1960s it was 3.133.
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CHAPTER  IVCHAPTER  IVCHAPTER  IVCHAPTER  IVCHAPTER  IV

HOST COUNTRHOST COUNTRHOST COUNTRHOST COUNTRHOST COUNTRY DETERMINANTS OFY DETERMINANTS OFY DETERMINANTS OFY DETERMINANTS OFY DETERMINANTS OF
FOREIGN DIRECT INVESTMENTFOREIGN DIRECT INVESTMENTFOREIGN DIRECT INVESTMENTFOREIGN DIRECT INVESTMENTFOREIGN DIRECT INVESTMENT

It is widely agreed that foreign direct investment (FDI) takes place when three sets of
determining factors exist simultaneously (Dunning, 1993a):1  the presence of ownership-
specific competitive advantages in a transnational corporation (TNC), the presence of
locational advantages in a host country, and the presence of superior commercial benefits in
an intra-firm as against an arm’s-length relationship between investor and recipient.

• The ownership-specific advantages (e.g. proprietary technology)  of a firm -- if exploited
optimally -- can compensate for the additional costs of establishing production facilities
in a foreign environment and can overcome the firm’s disadvantages vis-à-vis local
firms.

• The ownership-specific advantages of the firm should be combined with the locational
advantages of host countries (e.g. large markets or lower costs of resources or superior
infrastructure).

• Finally, the firm finds greater benefits in exploiting both ownership-specific and
locational advantages by internalization, i.e. through FDI rather than arm’s-length
transactions.  This may be the case for several reasons.  For one, markets for assets or
production inputs (technology, knowledge or management) may be imperfect, if they
exist at all, and may involve significant transaction costs or time-lags.  For another, it
may be in a firm’s interest to retain exclusive rights to assets (e.g. knowledge) which
confer upon it a significant competitive advantage (e.g. monopoly rents).

While the first and third conditions are firm-specific determinants of FDI, the second is
location-specific and has a crucial influence on a host country’s inflows of FDI.   If only the
first condition is met, firms will rely on exports, licensing or the sale of patents to service a
foreign market.  If the third condition is added to the first, FDI becomes the preferred mode
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of servicing foreign markets, but only in the presence of location-specific advantages. Within
the trinity of conditions for FDI to occur, locational determinants are the only ones that host
governments can influence directly.2

To explain differences in FDI inflows among countries and to formulate policies to
capture inbound investment, it is necessary to understand how TNCs choose investment
locations.  This need has become all the more topical as discussions and negotiations on
international investment frameworks -- whether at the bilateral, regional or multilateral
levels -- have gathered momentum and the possibility of a multilateral framework on
investment has raised questions as to whether, why and how international investment
agreements matter for the location of FDI and the activities of TNCs.  In particular, a key
question (one similar to that faced by the creators of the post-Second World War multilateral
trading system) is what effect, if any, a multilateral framework on investment might have
for the growth and pattern of FDI.

The objective of this chapter is therefore to review the location-specific (host-country)
determinants of FDI flows and stocks and to analyze how these have changed in a liberalizing
and globalizing world economy.  The impact of international investment frameworks on
FDI is examined separately, since that is a matter of special interest to countries in the light
of recent international discussions.

This review of host country determinants begins with the role of national policies and
especially the liberalization of policies (a key factor in globalization) as FDI determinants.
Then follows a review of business facilitation measures: as the world economy becomes
more open to international business transactions, countries compete increasingly for FDI
not only by improving their policy and economic determinants, but also by implementing
pro-active facilitation measures that go beyond policy liberalization.  While not as important
as the other two sets of determinants, these measures are receiving increased attention.
Economic determinants and, in particular, their changing significance in the context of
liberalization and globalization are reviewed next, and the chapter ends with a review of
issues related to the impact of international investment frameworks. (For a graphic overview
of host country determinants of FDI, see table IV.1.)

Several caveats are required before reviewing the FDI determinants:

• Direct investment abroad is a complex venture.  As distinct from trade, licensing or
portfolio investment, FDI involves a long-term commitment to a business endeavour
in a foreign country. It often involves the engagement of considerable assets and
resources that need to be coordinated and managed across countries and to satisfy the
principal requirements of successful investment, such as sustainable profitability and
acceptable risk/profitability ratios.  Typically, there are many host country factors
involved in deciding where an FDI project should be located and it is often difficult to
pinpoint the most decisive factor.  Although the analysis that follows treats each of the
three sets of determinants separately, the interrelationships among them must be borne
in mind.

• The relative importance of different location-specific determinants depends on at least
four aspects of investment: the motive for investment (e.g. resource-seeking or market-
seeking FDI), the type of investment (e.g. new or sequential FDI), the sector of
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TTTTType of FDI cype of FDI cype of FDI cype of FDI cype of FDI classifiedlassifiedlassifiedlassifiedlassified Principal economic determinantsPrincipal economic determinantsPrincipal economic determinantsPrincipal economic determinantsPrincipal economic determinants
bbbbby motives of y motives of y motives of y motives of y motives of TNCsTNCsTNCsTNCsTNCs in host countriesin host countriesin host countriesin host countriesin host countries

A.A.A.A.A. Market-seekingMarket-seekingMarket-seekingMarket-seekingMarket-seeking • market size and per capita income
• market growth
• access to regional and global markets
• country-specific consumer preferences
• structure of markets

B.B.B.B.B. ResourResourResourResourResource/ce/ce/ce/ce/ • raw materials
asset-seekingasset-seekingasset-seekingasset-seekingasset-seeking • low-cost unskilled labour

• skilled labour
• technological, innovatory and other

created assets (e.g. brand names),
including as embodied in
individuals, firms and clusters

• physical infrastructure (por ts, roads,
power, telecommunication)

C.C.C.C.C. EfficiencEfficiencEfficiencEfficiencEfficiency-seekingy-seekingy-seekingy-seekingy-seeking • cost of resources and assets listed
under B, adjusted for productivity for
labour resources

• other input costs, e.g. transpor t and
communication costs to/from and
within host economy and costs of
other intermediate products

• membership of a regional integration
agreement conducive to the
establishment of regional corporate
networks

                                                   Host countr Host countr Host countr Host countr Host country determinantsy determinantsy determinantsy determinantsy determinants

I. Policy framework for FDI

• economic, political and social stability
• rules regarding entry and operations
• standards of treatment of foreign affiliates
• policies on functioning and structure of

markets (especially competition and M&A
policies)

• international agreements on FDI
• privatization policy
• trade policy (tariffs and NTBs) and

coherence of FDI and trade policies
• tax policy

II. Economic determinants

III. Business facilitation

• investment promotion (including image-
building and investment-generating
activities and investment-facilitation
services)

• investment incentives
• hassle costs (related to corruption,

administrative efficiency, etc.)
• social amenities (bilingual schools, quality

of life, etc.)
• after-investment services

investment (e.g. services or manufacturing) and the size of investors (small and
medium-sized TNCs or large TNCs).  The relative importance of different determinants
also changes as the economic environment evolves over time.  It is therefore entirely
possible that a set of host country determinants that explains FDI in a particular country
at a given time changes as the structures of its domestic economy and of the
international economy evolve.  At the same time, there are also location-specific
determinants that remain constant.  In the analysis that follows, only the most important
host country determinants will be examined.

• As a general principle, host countries that offer what TNCs are seeking, and/or host
countries whose policies are most conducive to TNC activities, stand a good chance of
attracting FDI.  But firms also see locational determinants in their interaction with
ownership-specific and internalization advantages in the broader context of their
corporate strategies.  These strategies aim, for example, at spreading or reducing risks,
pursuing oligopolistic competition, and matching competitors’ actions or looking for
distinct sources of competitive advantage.  In the context of different strategies, the
same motive and the corresponding host country determinants can acquire different
meanings.  For example, the market-seeking motive can translate, in the case of one
TNC, into the need to enter new markets to increase the benefits arising from multiplant
operations; in the case of another TNC, it can translate into the desire to acquire  market
power;  and for still another TNC, it can aim at diversifying markets as part of a risk-
reducing strategy.  This points to the need for host countries not only to understand
the motives of potential investors but also to understand their strategies.3

TTTTTababababable IVle IVle IVle IVle IV.1..1..1..1..1.  Host countr  Host countr  Host countr  Host countr  Host country determinants of FDIy determinants of FDIy determinants of FDIy determinants of FDIy determinants of FDI
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A.  The national FDI policy frameworkA.  The national FDI policy frameworkA.  The national FDI policy frameworkA.  The national FDI policy frameworkA.  The national FDI policy framework

Core FDI policies consist of rules and regulations governing the entry and operations
of foreign investors, the standards of treatment accorded to them, and the functioning of
the markets within which they operate (UNCTAD, 1996a and 1997a).  These policies can
range from outright prohibition of FDI entry to non-discrimination in the treatment of foreign
and domestic firms -- and even preferential treatment of foreign firms.  They typically satisfy
various objectives -- reducing or increasing FDI, influencing its sectoral composition or
geographical origin, encouraging specific contributions to the economy and affecting ways
in which these contributions are made.  To achieve these objectives, FDI policies are usually
accompanied by other policies that also influence investors’ decisions.

 Among these supplementary policies used to influence locational decisions, trade
policy plays the most prominent role.  For example, to attract FDI and to maximize its
contributions to their import-substituting development strategies, countries in Latin America
used a mix of protectionist trade policies combined with policies allowing FDI in
manufacturing.  Asian countries, in contrast, used both FDI and trade policies (e.g.
exemptions from import duties) to encourage TNCs to contribute to their export-oriented
economic strategies.  For example, Hong Kong, China pursued laissez-faire trade and FDI
policies. On the other hand, the FDI policies of such economies as the Republic of Korea,
Taiwan Province of China and (previously) Japan were embedded in a broader set of
industrial policies guiding and selectively inducing TNCs to link up with local firms to
help increase local innovative and export capacities (UNCTAD, 1995a).

 Other related policies may include privatization policies and policies determined by
the international agreements a country has signed:

• Privatization is a special case of acquisition, as it involves purchases of firms from the
state.  It has two dimensions: an FDI-policy dimension and a competition-policy
dimension.  If privatization welcomes foreign investors, it broadens the scope of FDI.
The competition-policy dimension becomes relevant if, in industries characterized as
natural or near-natural monopolies, the sale of a privatized company to a domestic or
foreign investor only means the transfer of a monopoly from the state to a private
agent (UNCTAD, 1997a).

• International investment agreements provide an international dimension to national
FDI policies.  Some of them focus on insurance and protection, while others deal with
broader issues (UNCTAD, 1996b).

Policies used intentionally to influence FDI and its location constitute the “inner ring”
of the  policy framework for FDI. The features of such a framework vary among countries
and also vary over time in the same country.  This has become obvious since the broad-front
advance of more market-based economic policies began in the mid-1980s.  Core FDI policies
themselves have become more liberal and, coupled with more liberal trade policies, have
contributed to a more cohesive policy framework. Globalization has led to yet further changes
affecting the FDI framework which are discussed in greater detail in subsection 2 below.

The following section discusses FDI policy itself as a host country determinant.  It
focuses first on the role of liberalization in attracting FDI and then addresses the question
of how the role of regulation has changed in a liberal global environment.



Chapter IVChapter IVChapter IVChapter IVChapter IV

9393939393

1.   FDI policy as a determinant1.   FDI policy as a determinant1.   FDI policy as a determinant1.   FDI policy as a determinant1.   FDI policy as a determinant

The importance of core FDI policy as a determinant is best illustrated by the obvious
fact that FDI cannot take place unless it is allowed to enter a country.  Its potential relevance
is also evident when policy changes sharply in the direction of more or less openness.  It
should be noted, however, that policy changes in the direction of openness differ in an
important way from those in the direction of restriction: even when extensive, they cannot
guarantee their desired results, as radically restrictive policies can pretty much guarantee
theirs. Open policies are basically intended to induce FDI -- but the inducement may not be
taken.  Restrictive policies, on the other hand, such as sweeping nationalizations of foreign
affiliates, can effectively close the door to FDI.  (For the effects of more moderate restrictive
policies, see the discussion of Canadian FDI policy in box IV.1.)

Box IVBox IVBox IVBox IVBox IV.1. Reviewing FDI in Canada.1. Reviewing FDI in Canada.1. Reviewing FDI in Canada.1. Reviewing FDI in Canada.1. Reviewing FDI in Canada

With the passage of the Foreign Investment Review Act (FIRA) in the early 1970s, Canada
began to review inward FDI.  FIRA was established as a result of rising government and popular concern
with the high share of TNC sales and assets in a number of crucial industries of the Canadian economy.
The Act required a review of  “… most acquisitions of control by non-Canadians of existing businesses
in Canada … and the establishment of new businesses in Canada by non-Canadians who either did not
already have a business in Canada or did not have a business to which the new business was or would
be related” (Canada, Minister of Supply and Services, 1985, p. 3).  It provided for a Foreign Investment
Review Agency to advise the minister responsible for the administration of the Act to decide whether
a proposed foreign investment would provide “…significant benefit to Canada…” (ibid., p.3).  By the
time the Act was repealed in 1985, more than 3,600 proposed foreign investments had been reviewed,
of which 84 per cent were allowed and 16 per cent were either rejected or withdrawn, perhaps in
anticipation of non-approval.  The rate of rejections and withdrawal was much higher in resource-based
industries and in services than in manufacturing:  20 per cent and 19 per cent, respectively, against 8
per cent (ibid., table XXI).

Foreign-owned firms declined in importance “… as a result of changes in ownership mainly
through government and private acquisitions…” (Canada, Statistics Canada, 1980, p. 19).  The foreign
share in Canadian output declined from the early 1970s through at least 1992,  although not by a great
deal, even though the restrictions on inward investment were largely removed in the 1980s.  The
reduction in foreign ownership resulted not only from the restrictions on new FDI contained in the Act
but even more from the purchases of foreign-owned assets by Canadian public enterprises, such as the
purchase of equity in Pacific Petroleums, Ltd. from the Phillips Petroleum Company of the United
States by Petro-Canada at a total cost of about $1.5 billion in 1978 and 1979.a  This single acquisition
reduced the foreign share of Canadian assets by 1.6 percentage points and was accompanied at about
the same time by a private purchase that caused Husky Oil limited to be reclassified from United
States to Canadian control (Canada, Minister of Supply and Services, 1985, pp. 19-25). The Act and the
purchases were not completely independent events: by reducing foreign firms’ opportunities for growth,
the Act increased the willingness of foreign parent firms to sell Canadian affiliates and lowered the
prices that Canadian entities had to pay for them.

An econometric investigation of the effects of FIRA on the flow of United States direct
investment into Canada found only a weak evidence of a negative impact (Kudrle, 1995). Among others,
FIRA was found to have affected directly only new business cases and acquisitions, and not all FDI
inflows.  There was also no evidence suggesting that FIRA operated successfully as a discriminating
monopsonist in its dealings with United States firms. However, FIRA might have affected FDI from
other countries more unambiguously than United States FDI.  The overall conclusion was that while
more accurate measures of the existing variables or the addition of other variables might provide
evidence of a more significant negative impact, FIRA may well have had a greater impact on Canada’s
popular image as a host to FDI than on either the volume or profitability of investment.

Source: UNCTAD.
a Another reason for the decline in foreign ownership could be the relative unattractiveness of Canada as a site for export-

oriented manufacturing, given the very high exchange value of the Canadian dollar coupled with relatively low productivity.
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Since the mid-1980s, the liberalization of FDI frameworks has become the dominant
type of FDI policy change: of the 151 FDI policy changes that occurred during the period
1991-1997, 94 per cent contributed to creating more favourable conditions for FDI (chapter
III, table III.2 and box IV.2).  The most conspicuous example of the importance of FDI
liberalization as a locational determinant (but by no means the only one) is the experience
of Central and Eastern Europe.  The stock of FDI in that region was less than $200 million in
1985 and less than $3 billion in 1990; it had risen to $66 billion by the end of 1997 (chapter
IX).  Perhaps the most significant change in FDI performance has occurred in China, where
inward FDI stock rose from $3 billion in 1985 to $169 billion in 1997 (chapter VII).  In China’s
Guangdong Province, the leader in FDI liberalization, the foreign-owned share of industrial
production rose from 8 per cent in 1990 to 33 per cent in 1993 (Lipsey, Blomström and
Ramstetter, 1998).  In other countries, however, similar changes in FDI policies have not had
similar effects on FDI.  A case in point is Africa, where regulatory frameworks in most
countries are quite open (chapter VI), but FDI inflows remain low.  Other cases are furnished
by some countries in Central and Eastern Europe, where the liberalization of FDI policies
has had little effect on FDI flows, despite the impressive performance of the region as a
whole.  These examples underline the fact that open FDI policies are a necessary, but not a
sufficient, host country determinant of investment.

Box IVBox IVBox IVBox IVBox IV.2. The process of liberalization of FDI policies.2. The process of liberalization of FDI policies.2. The process of liberalization of FDI policies.2. The process of liberalization of FDI policies.2. The process of liberalization of FDI policies

Defining FDI liberalizationDefining FDI liberalizationDefining FDI liberalizationDefining FDI liberalizationDefining FDI liberalization

FDI liberalization is a dynamic process that involves the following (box figure):

(a) the tempering or removal of those market distortions that result from restrictions applied
specifically (and, hence, discriminatorily) to foreign investors  (e.g. barriers to entry and operations)
and from the granting or withholding of incentives and subsidies that discriminate in their favour
or against them;

BoBoBoBoBox figurex figurex figurex figurex figure.....          The liberalization of FDI policiesThe liberalization of FDI policiesThe liberalization of FDI policiesThe liberalization of FDI policiesThe liberalization of FDI policies

/...
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(Box IV(Box IV(Box IV(Box IV(Box IV.2, continued).2, continued).2, continued).2, continued).2, continued)

(b) the strengthening of certain positive standards of treatment for foreign investors (e.g. national
treatment, most-favoured-nation treatment, fair and equitable treatment); and

(c) the strenghtening of market supervision to ensure the proper functioning of the market (e.g.
competition rules, disclosure of information, prudential supervision).

While the first two elements are indeed central to FDI liberalization, their overall beneficial
effects depend to a considerable extent on the presence of effective supervision of the market.

A distinction must be drawn between policies aimed at liberalizing FDI and policies aimed
at creating a favourable investment climate and, especially, at attracting or promoting FDI.  The
distinction is not an easy one in practice. The two types of policies are closely linked in a means-end
relationship: the principal objective of both is to attract FDI. Liberalization,  however, is not the only
possible method of attracting FDI, nor is it necessarily the most effective one under all conditions; a
variety of restrictive measures have also been used to attract FDI, for example, closing the market for
further entry.

The broader context within which foreign affiliates operate inside a country is also relevant
and, as liberalization progresses, it becomes increasingly visible. Indeed, certain aspects of the internal
normative framework, such as the existence of a comprehensive legal framework for business activities,
are essential to give meaning and effect to the liberalization of FDI. A properly functioning legal order,
including well-functioning courts, is also required to ensure predictability and certainty of business
operations.  Moreover, for maximum effect, given the close interlinkages between FDI, trade and the
dissemination of technology, the policy frameworks for all three would need to be consistent and moving
in the same direction.

It follows from the foregoing that, overall, the liberalization of FDI regimes does not imply a
weakening of the role of government, but rather a redefinition of some of its functions and the
strengthening of others. Indeed, the liberalization of FDI involves difficult policy choices among desired
outcomes and significant trade-offs between objectives (UNCTAD, 1994a).

How far has the liberalization of FDI gone?How far has the liberalization of FDI gone?How far has the liberalization of FDI gone?How far has the liberalization of FDI gone?How far has the liberalization of FDI gone?

Reducing rReducing rReducing rReducing rReducing restrictionsestrictionsestrictionsestrictionsestrictions

Today, all countries admit FDI in principle. On the other hand, no single country grants
unrestricted right of entry to all activities. However, the number of activities in which FDI is barred or
restricted has been considerably reduced, especially in the manufacturing sector but also increasingly
in natural resources and services, as most countries have gradually moved to open traditionally closed
industries, often in the course of their privatization programmes (e.g. telecommunications, public
transport, other public utilities and the construction of public infrastructures, fishing, mining, oil and
energy), although some restrictions remain. Ownership requirements and control restrictions (through,
for example, “golden shares”) are limited to certain strategic industries, particularly after privatization
(e.g. broadcasting). Fade-out requirements have virtually disappeared. Most countries have eliminated
authorization requirements for the entry of greenfield FDI, replacing them with registration, although
some authorization requirements and restrictions on the number of foreign firms allowed remain in
many countries (both developed and developing) for some “strategic” industries (e.g. banking and
finance, air transport, broadcasting, telecommunications) and often apply to both foreign and domestic
firms. There are also indications that certain operational conditions - such as performance requirements
or those relating to the hiring of foreign managerial personnel - are becoming less significant.  Certain
types of performance requirements have been reduced or have become more transparent as a result of
international commitments and transitional measures under the TRIMs Agreement (see chapter III
above). Others, not covered under the TRIMs Agreement, have become more focussed and tend to be
voluntary, required mainly in return for incentives. These have also become more targeted and tend to
discriminate less either in favour of or against foreign investors. In a number of developed countries

/...
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Similar variations in the effects on FDI flows may be found when sectoral policies are
liberalized.  In some industries liberalization has produced rapid and significant responses
by foreign investors, in others not.  In communications and public utilities, the TNC response
to policy liberalization has been swift, as exemplified by the rapid increase of the share of
these industries in the total outward FDI stock of the United States from below one per cent
in 1990 to nearly three per cent in 1996.4  In manufacturing industries, on the other hand,
especially in industries characterized by simple technologies, standardized goods, intense
competition and low transportation costs -- those producing pencils, towels or toothbrushes
-- liberalization has not led to more FDI and trade and domestic production have remained
the dominant modes of serving local markets.  The reason for the ineffectiveness of FDI
liberalization in such cases is not necessarily the absence of locational advantages but the
scarcity of firms with ownership-specific advantages and, where there are advantages, lack
of motive to internalize them.

In brief, the negative effects of restrictive policies are much stronger than the positive
effects of liberal policies.  A liberal policy framework “determines” FDI in the sense that it
enables TNCs to invest in a host country: it allows, and may even encourage, FDI but there
is no guarantee that investment will actually occur.  Policy liberalization is a necessary but
not a sufficient determinant of FDI and other determinants have to come into play for
investment to flow into the country.

(Box IV(Box IV(Box IV(Box IV(Box IV.2, concluded).2, concluded).2, concluded).2, concluded).2, concluded)

(for example, among members of the European Union) certain types of incentives are now prohibited
or subject to ceilings.  Exchange restrictions on the repatriation of profits and capital have become
exceptional measures reserved for cases of serious balance-of-payments difficulties in most countries.
Most restrictions on outward FDI have also disappeared in developed countries and are being gradully
reduced in a number of developing countries and transitional economies.

StrStrStrStrStrengthening positive standards of trengthening positive standards of trengthening positive standards of trengthening positive standards of trengthening positive standards of treatmenteatmenteatmenteatmenteatment

The standards of non-discrimination and national treatment of FDI after its entry into the
host country are now reflected in the laws and international agreements of many countries  (often
with certain qualifications and exceptions), as are the principles of due process and fair and equitable
treatment.  Host countries, including many developing countries, are also granting foreign investors
legal protection and guarantees against non-commercial risks.  The number of developing countries
that have signed bilateral, regional and multilateral agreements dealing with the treatment and
protection of FDI after entry has increased dramatically  in the 1990s, after most countries in Latin
America and in Central and Eastern Europe took to signing them.

StrStrStrStrStrengthening market contrengthening market contrengthening market contrengthening market contrengthening market controlsolsolsolsols

An increasing number of countries in all regions have adopted or are strengthening antitrust
laws.  The number of countries having competition laws has increased from less than 40 in 1980 to
over 70 in 1997 (UNCTAD, 1997a, figure V.1).  Most have also established mechanisms to supervise
international mergers and acquisitions, stock exchanges, and financial markets.

In sum, the trend towards a liberalization of FDI policies is indeed pervasive and has led to
a convergence of FDI regimes, although numerous and at times significant differences remain. To the
extent that FDI policy frameworks become similar, specific differences -- other things being equal --
become more important influences on the locational decisions of investment projects.

Source:   UNCTAD.
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2.   The impact of globalization2.   The impact of globalization2.   The impact of globalization2.   The impact of globalization2.   The impact of globalization

The relationship between FDI policies and globalization runs both ways: each affects
the other.  Indeed, it was the liberalization of national  policy frameworks that helped unleash
one of the key driving forces of globalization as we know it today: increasing international
production by TNCs.  At the same time, progress in the liberalization of trade, as well as
technological progress in telecommunications and transportation, permitted TNCs to pursue
increasingly regional and global strategies, and to integrate their production structures on a
regional or global basis, which in turn creates incentives to liberalize FDI policies.  This
mutually reinforcing process has in fact shaped international production in recent years
and led to its integration at a deeper level than the shallow integration based on arm’s-
length trade and flows of financial capital (UNCTAD, 1993a).

The accelerating process of FDI liberalization has led countries to extend more open
policies into industries long considered sensitive (e.g. telecommunications, air transportation)
and to permit forms of FDI entry previously considered less desirable, such as the
establishment of fully owned subsidiaries, M&As and participation in privatization
programmes.  This has, in turn, provided TNCs with an ever-increasing choice of locations
and they have become more selective and demanding as regards other host country
determinants.

The outcome of all this is that, while the liberalization of FDI frameworks has
contributed to an acceleration of FDI flows by creating more “space” for them, a process of
diminishing returns has set in and liberal FDI policy is increasingly  losing its effectiveness
as a locational determinant of FDI.  Competing intensely with one another for FDI and
finding that liberal policies are no longer enough, host countries have increasingly come to
realize the importance of adopting proactive measures to facilitate business transactions by
foreign investors and of improving the economic determinants of FDI.

The speeding up of liberalization and the simultaneous weakening of its effectiveness
as a determinant of FDI has extended the scope of FDI policy frameworks.  In particular, it
has drawn attention to other policies that may affect FDI but that have not been specifically
considered in this context in the past.  These could be seen as constituting the “outer ring”
of policies in the FDI context, as distinct from the core policies directly used to influence
FDI,  the “inner ring” of policies discussed earlier. (The dividing line between these two
types of policies is increasingly being blurred, as outer-ring policies move into the inner
ring.)  Broadly speaking, outer-ring policies can be divided into macroeconomic and macro-
organizational policies:

Macroeconomic policies.  These are mainly monetary and fiscal policies, including those
affecting taxes and exchange rates:

• Monetary and fiscal policies, which determine  the parameters of economic stability
such as the rate of inflation and the state of external and budgetary balances, influence
all types of investment.  Since they determine interest rates and thus the cost of capital
in a host country, they directly affect one of the determinants of the investment decision,
although the effects of interest rates on FDI are smaller than on domestic investment
because TNCs normally have a greater choice of sources of financing.5
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• Fiscal policies also determine general tax levels, including corporate and personal tax
rates and thereby influence inward FDI.  Other things being equal, a country with
lower corporate tax rates should stand a greater chance of attracting an  FDI project
than a country with higher rates.6  Personal tax rates may affect managers’ choices as
regards the location of regional headquarters and may affect the hiring of foreign
personnel.

• Exchange-rate policy is related to stability and may influence FDI decisions by affecting
the prices of host country assets, the value of transferred profits, and the
competitiveness of foreign affiliate exports.7

Macro-organizational policies. These affect patterns of resource allocation as well as the
structure and organization of economic activities and include the following:

• First, there are structural policies influencing the industry composition of
manufacturing (e.g. policies vis-à-vis sunset and sunrise industries), the spatial
composition of economic activities (e.g. regional development policies), the functional
composition of activities (e.g. R&D policies), and the composition of activities by type
of ownership and intensity of competition (e.g. deregulation of service industries).
Some of these policies have been used in the FDI context for some time, although with
different degrees of intensity. A case in point is technology policy.  In the past,
developing countries encouraged the transfer of technology through FDI and some
also tried to control the outflow of technology payments. Recently, these policies have
been oriented more towards building technological capacity.  They have encouraged
links, for example, between foreign investors’ research and domestic industries through
the provision of tax credits, or provided information and services to facilitate
technological partnerships between domestic and foreign companies. The realization
that almost all of these policies can affect FDI is relatively recent.  It is now widely
understood that environmental policies may influence FDI or that policies vis-à-vis
small and medium-sized enterprises may facilitate FDI through creating a pool of
potential suppliers of competitive intermediate products to foreign affiliates.

• There are also policies determining the functioning of  factor markets, such as labour-
market policies that may have either a discouraging or an encouraging impact on
inward FDI.

• Finally, there are policies that affect the supply and quality of productive resources in
a host country.  Such policies can affect not only the quantity of FDI a country receives
but also its quality.  Thus, educational and health policies that raise the supply and
quality of human capital in a country or policies that promote infrastructure
development can improve a country’s locational advantages substantially and give  it
an edge over others.

To sum up, one of the consequences of the worldwide trend towards the liberalization
of FDI policies has been the realization by countries that, as  their FDI policies proper become
similar, the value of these policies as tools to influence locational decisions becomes less
pronounced.  Host countries are instead increasingly evaluated by potential foreign investors
on the basis of a broader set of policies within which FDI policies are embedded. This has in
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turn several consequences.  First, it vastly expands the number of policies constituting what
investors consider a good investment climate.  Second, it makes greater demands on the
effectiveness of FDI-related policies: to be effective, they need to be coherent within a broader
set of policies. Third, it leads to the emergence of new policy areas that cut across traditional
policies such as those affecting the production and use of created assets, a new type of
resource increasingly sought by TNCs.  Finally, and most generally, it leads to the realization
that an effective national FDI policy framework requires a thorough understanding of the
determinants of TNC decisions regarding foreign investment, including in particular the
broader corporate strategies of TNCs, and requires also the long-term improvement of the
economic determinants of investment.  Before discussing this most important set of
determinants, the chapter takes up business facilitation measures as FDI determinants.

B.   Business facilitationB.   Business facilitationB.   Business facilitationB.   Business facilitationB.   Business facilitation

From the perspective of foreign business the liberalization of core FDI policies discussed
in the preceding section -- consisting of  reducing barriers for inward FDI, strengthening
standards of treatment for foreign investors and assuring the proper functioning of markets
-- is, above all, seen as an enabling act aimed at creating a framework that establishes, by
and large, a level-playing field for all investors and thus makes it possible for them to take
action.8  This enabling act is increasingly complemented by proactive measures, aimed at
facilitating the business that foreign investors undertake in a host country (table IV.1).
Business facilitation measures include promotion efforts, the provision of incentives to
foreign investors, the reduction of the “hassle costs” of doing business in a host country
(e.g. reducing or eliminating corruption and improving administrative efficiency), and the
provision of amenities that contribute to the quality of life of expatriate personnel.  Few of
these measures are entirely new; what is new is that, in a globalizing world economy, such
measures have proliferated rapidly and become increasingly routine, pervasive and
sophisticated.

Historically, the need for promotional action arose when countries changed their
attitudes and policies towards the role of FDI in their development from negative to positive,
but investors did not respond to the changes or responded more weakly than desired.  Such
countries had to deal with an image problem vis-à-vis foreign investors, who continued to
perceive them as places not friendly to FDI.  Ireland and Canada, for example, at one point
undertook information and advertising campaigns aimed at changing unfavourable
perceptions concerning their  investment climates (Wells and Wint, 1990).  As many
developing countries and virtually all economies in transition have faced similar problems,
their liberalization efforts have been increasingly complemented by promotional
programmes, typically executed by investment promotion agencies (IPAs) that were newly
established or transformed from earlier screening and monitoring agencies.

With time, promotional activity has become more important.  Countries that have
changed their FDI policies, countries that wanted to regain investors’ attention, and countries
that were invisible or unattractive to investors have all begun to resort to it (UNCTAD,
1995a, p. 275).  Governments have become increasingly aware that it is one thing to change
a policy, and quite another to get the information to FDI decision makers -- let alone convince
them to make an investment).9  Promotional actions were also taken to shorten the delayed
reactions of investors to emerging investment opportunities' or to help investors, especially
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small and medium-sized firms, discover new opportunities that they would not find on
their own.  Such actions were also aimed at shortening psychic distances between host and
home countries.10  Finally, as mentioned in the last section, the weakening impact of
liberalization by itself has induced governments to “want to do more” to influence FDI
location decisions. Consequently, the number of countries with investment promotion
programmes -- be they developed, developing or in transition -- has increased rapidly.  If
membership of the World Association of Investment Promotion Agencies (WAIPA) can be
taken as a proxy, at least 95 countries had such programmes in 1997 (annex table A.IV.1).11

These programmes have become one more tool governments use to attract foreign investors,12

together with bilateral investment treaties (box IV.3), membership in the Multilateral
Investment Guarantee Agency and, perhaps, investment incentives (box IV.4).

Intensified competition for FDI has also led to more proactive policies aimed at actually
bringing in FDI and servicing it when received.  Investment-generating measures can consist

Box IVBox IVBox IVBox IVBox IV.3. Bilateral investment treaties: similarities and dif.3. Bilateral investment treaties: similarities and dif.3. Bilateral investment treaties: similarities and dif.3. Bilateral investment treaties: similarities and dif.3. Bilateral investment treaties: similarities and differencesferencesferencesferencesferences

An important characteristic of bilateral investment treaties (BITs) is the considerable
uniformity in the broad principles underlying the agreements, coupled with numerous variations in
the specific formulations employed. There is a core of provisions that is common to a large number of
BITs, namely:

• the definition of investment is asset-based, broad and open-ended so that it can accommodate
new forms of foreign investment; it includes tangible and intangible assets and generally applies
to existing as well as new investments;

• entry and establishment of investment is encouraged, although typically subject to national laws
and regulations, i.e. most BITs do not grant a right of establishment;

• most treaties provide for fair and equitable treatment, often qualified by more specific standards,
such as prohibiting arbitrary or discriminatory measures or prescribing a duty to observe
commitments concerning investment;

• most treaties specify that, when there are various agreements applying to the investments covered,
the more favourable provision among them applies; treaties now grant national treatment, the
principle also often being subject to qualifications (to take into account the different characteristics
between national and foreign firms) and exceptions (relating mainly to specific industries or
economic activities, or to policy measures such as incentives and taxation);

• a guarantee of most-favoured-nation (MFN) treatment, subject to some standardized exceptions,
is found in virtually all BITs;

• virtually all BITs recognize the right of the host country to expropriate subject to the condition
that it  be for a public purpose, non-discriminatory, in accordance with due process and
accompanied by compensation; the standards for determining the modalities of compensation are
often described in different terms that could potentially result in similar outcomes;

• a guarantee of free transfer of payments related to investment is common to virtually all BITs,
although it is often qualified by exceptions applicable in cases of balance-of-payments difficulties;

• a State-to-State dispute-settlement provision is also virtually universal; and
• an investor-to-State dispute-settlement provision has become a standard practice, with a growing

number of BITs providing the investor with a choice of mechanisms.

In addition, some BITs include one or several of the following provisions:

• a requirement that the host country ensure investors access to information on national laws;
• a prohibition on imposing performance requirements - such as local content, export conditions

and employment requirements - on the investor as a condition for the entry or operation of an
investment;

• a commitment to permit or facilitate entry and sojourn of foreign personnel in connection with
the establishment and operation of an investment; and

• a guarantee of national and most-favoured-nation treatment on entry and establishment.

Source:    UNCTAD, forthcoming b.
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of direct mail or telephone campaigns or industry-specific investment missions.   But the
most important and promising -- though at the same time difficult and costly -- activity is
targeting firms that are likely to respond to promotion efforts and to invest in a given host
country, especially in activities considered particularly desirable from the host country’s
point of view  (Wells, 1993; Wint, 1993).  A case study of ten IPAs from developed and
developing countries, undertaken in the late 1980s, showed clearly the shift of focus of
these agencies’ activities from image-building to investment-generation (Wells and Wint,
1990, p. 15). And a survey conducted by UNCTAD in the mid-1990s among 81 IPAs confirmed
that a great majority of them “had a system for identifying and attracting investors”.  When
asked, however, if such a system was computerized, only 28 per cent of IPAs from developing
countries and 53 per cent from developed countries answered ”yes”, indicating that many
of these  systems may be quite rudimentary (UNCTAD, 1997b, p. 30).

Investment-facilitation services are another increasingly important component of
promotional activities in both developed and developing countries (Young and Hood, 1994).
Initially, they were introduced to increase the efficiency of FDI liberalization, which aroused
investors’ interest but did not necessarily lead to investment, because bureaucratic barriers
facing investors after a project was approved were frequently so high that they discouraged
would-be investors. Such services consist of counselling, accelerating the various stages of
the approval process and providing assistance in obtaining all the needed permits. In
developing countries and some developed countries, they frequently led to the creation of
“one-stop shops” -- single organizations  supposed to be able to handle all matters related
to FDI projects (Wells and Wint, 1991).

Under the pressures of competition for FDI in a globalizing economy, investment-
facilitation services have been extended to include after-investment services, that is, services
rendered to established foreign affiliates regarding day-to-day operational matters (Young
and Hood, 1994, p. 54).13 The reasons for the inclusion of these services in investment
promotion efforts are twofold.  One is the realization that sequential investment -- that is
the reinvestment of earnings by established foreign affiliates -- can be a significant source of
FDI (in the case of United States foreign affiliates it can account for up to a half of the
annual outflows of FDI). Secondly, there is a growing awareness that satisfied investors are
the best evidence of a good investment climate in a host country and that, therefore, they
can help to attract other investors. Needless to say, if the expansion of a foreign affiliate is
not possible for reasons beyond the reach of the host country (because, for example, corporate
strategies have set other priorities), a no less important objective is to retain the existing
level of FDI, i.e. to prevent divestment (UNCTAD, 1995a, p. 279).  As FDI stock increases,
the weight of these considerations among various factors guiding promotional decisions
also increases.  According to the UNCTAD survey, cited above, 78 per cent of the IPAs stated
that they have tried to develop a process of encouraging foreign investors to reinvest through
upstream and downstream linkage activities (UNCTAD, 1997b, p. 36). However, although
after-investment services have become one of the standard functions undertaken by IPAs,
there seems to be considerable room for improvement in them (Young and Hood, 1994, p.
46).  But then it may be that, although countries are aware of the importance of after-
investment services, IPAs face budgetary constraints which have not yet allowed them to
translate this awareness into workable comprehensive programmes.

The story as regards other business facilitation measures (table IV.1) and especially as
regards investment incentives is largely similar.  Most of these, if not all, were known before.
For example, incentives have been used to compensate foreign affiliates for additional costs
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related to performance requirements imposed by host country governments. In a global
economy, performance requirements are used less frequently, because they are increasingly
considered an unnecessary hassle which might discourage foreign investors.14  But the use
of investment incentives  has proliferated.  The range of incentives and the number of
countries, provinces and local authorities that offer them has increased considerably since
the mid-1980s (UNCTAD, 1995a, p. 290; and box IV.4). Sometimes, countries even engage in
direct competition for specific investment projects with financial and other incentives, and
such competition can be very costly.

Box IVBox IVBox IVBox IVBox IV.4. Incentives to attract FDI.4. Incentives to attract FDI.4. Incentives to attract FDI.4. Incentives to attract FDI.4. Incentives to attract FDI

What arWhat arWhat arWhat arWhat are incentives?e incentives?e incentives?e incentives?e incentives?

Incentives are any measurable economic advantage afforded to specific enterprises or
categories of enterprises by (or at the direction of) a government, in order to encourage them to behave
in a certain manner. They include measures either to increase the rate of return of a particular FDI
undertaking, or to reduce (or redistribute) its costs or risks.  They do not include broader non-
discriminatory policies, relating to the availability of physical and business infrastructures, the general
legal regime for FDI, the general regulatory and fiscal regime for business operations, free repatriation
of profits or the granting of national treatment. While these policies certainly bear on the location
decisions of TNCs, they are not FDI incentives per se.  The main types of incentives used are fiscal
incentives (e.g. reduction of the standard corporate income-tax rate, investment and reinvestment
allowances, tax holidays, accelerated depreciation, exemptions from import duties), financial incentives
(e.g. government grants, subsidized credits, government equity participation, government insurance
at preferential rates) and market preferences (e.g. granting of monopoly rights, protection from import
competition, closing the market for further entry, preferential government contracts).  Other types of
incentives frequently used include preferential treatment on foreign exchange and subsidized dedicated
infrastructure and services.

Economic rationale for incentivesEconomic rationale for incentivesEconomic rationale for incentivesEconomic rationale for incentivesEconomic rationale for incentives

The economic rationale behind incentives is to correct the failure of markets to reflect the
wider benefits arising from externalities in production -- for example, those resulting from economies
of scale, the creation of widely diffused knowledge and the upgrading of skills of mobile workers.
Incentives can thus be justified to cover the wedge between the private and the social returns on an
investment.  In a more dynamic context of growth and development, incentives can be justified to
correct the failure of markets to reflect the gains that can accrue over time from declining unit costs
and learning by doing -- the classic infant-industry argument used in a very different context.  Incentives
can also be justified to compensate investors for lost return due to other government interventions
(for example, duty remissions on imports or performance requirements) or for carrying certain public
costs where a government lacks the institutional capacity to bear them itself.  In sum, incentives can
serve a number of development purposes. However, they also have the potential to introduce economic
distortions (especially when they are more than marginal) that are analogous to subsidies on trade,
and they involve financial and administrative costs.  It is not in the public interest that the cost of
incentives granted exceed the value of the benefits to the public.

Competition for FDI with incentivesCompetition for FDI with incentivesCompetition for FDI with incentivesCompetition for FDI with incentivesCompetition for FDI with incentives

Governments use incentives to attract FDI, to steer investment into favoured industries,
activities or regions, or to influence the character of an investment, as, for example, when technology-
intensive investment is being sought. Today, most investment incentives are directed to domestic and
foreign investors alike, although sometimes only foreign investors can access certain incentives (as
when special incentive packages are geared towards large projects or specific foreign investors, or
where advanced technologies are involved that can only be provided by foreign investors).  The range
of incentives available to foreign investors and the number of countries that offer incentives have both
increased considerably since the mid-1980s, as barriers to FDI and trade have declined. In addition,
many countries are experiencing increasing incentives competition among regional or even local
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(Box IV(Box IV(Box IV(Box IV(Box IV.4,.4,.4,.4,.4, concluded)concluded)concluded)concluded)concluded)

authorities to attract FDI. Also, incentives are becoming increasingly focused and targeted and are
sometimes contingent upon certain conditions being met by the investor. In fact, countries often offer
a broad array of options linked to different objectives, thus further multiplying the number of incentive
programmes available to foreign investors.  However, it is difficult to discern clear patterns across
countries and regions on the type of industries or activities favoured by incentive programmes. An
increasing number of countries target investment activity in industries involving technology and high
value-added (such as electronics, robotics, computer software) and in infrastructure projects.  While
manufacturing industries are still the main focus of incentive programmes, some governments continue
to offer incentives in agriculture, fisheries, mining and oil exploration. Some countries are also offering
incentives to encourage companies to locate specific corporate functions within their territories (say,
to set up regional headquarters).  As a general rule, developed countries make more use of financial
incentives than of fiscal ones, partly because fiscal incentives are less flexible and their adoption
involves more difficult parliamentary procedures. However, this pattern is reversed in developing
countries, presumably because these countries lack the resources needed to provide financial incentives.
Market incentives have played an important role until recently, although market reforms and the
introduction of competition policy in an increasing number of countries are narrowing the scope for
these incentives.

Whatever the rationale for FDI incentives, they are ultimately successful only to the extent
that they succeed in attracting investment to a country away from another; if it were otherwise, and
the investment were to take place anyway, the incentive would be superfluous.  In an open world
economy, in which barriers to FDI are falling, many countries have increased their incentives with the
intention of diverting investment away from competing host countries. Competition for FDI with
incentives is pervasive not only among national governments but also among sub-national authorities.
When governments compete to attract FDI, there will be a tendency to overbid, i.e. bidders may offer
more than the wedge between public and private returns.  The effects can be both distorting and
inequitable since the costs are ultimately borne by the public and hence represent transfers from the
local community to the ultimate owners of the foreign investment. In such competition for FDI, the
poorer countries are relatively disadvantaged.

The efThe efThe efThe efThe effect of incentives on investment decisionsfect of incentives on investment decisionsfect of incentives on investment decisionsfect of incentives on investment decisionsfect of incentives on investment decisions

In spite of this competition, there is considerable evidence to suggest that incentives are a
relatively minor factor in the locational decisions of TNCs relative to other locational advantages,
such as market size and growth, production costs, skill levels, adequate infrastructure, economic
stability and the quality of the general regulatory framework. For example, in a survey of 30 TNCs
covering 74 investment projects in four industries -- automobile, computer, food processing and
petrochemicals - many companies reported that incentives were frequently not even considered and
simply made an already attractive country more attractive. Investment decisions were made mainly
on the basis of economic and long-term strategic considerations concerning inputs, production costs
and markets (Guisinger, 1983, 1989, and 1992). Although there has been considerable recent research
on the effects of incentives on overall FDI flows, the conclusions have tended to support the research
undertaken in past decades.  However, as regards individual investment projects, there is increasing
evidence that when the location is broadly determined, e.g. a member country of the European Union
or a country with a large national market, then incentives can play a decisive role in choosing, e.g.
between Scotland and Wales; Ireland and Scotland; or North of England and North of France (Bridge,
1998; Dunning, 1998c; Mytelka, forthcoming and Phelps, et al, 1998).

Foreign investors may respond differently to different  types of incentives depending on
their strategies. A number of studies that have analyzed incentive preferences by type of investor
(Reuber et al., 1973) found that export-oriented investors seeking inexpensive labour valued fiscal
incentives more highly than market protection or other incentives. Market-seeking investors, on the
other hand, value market protection more than fiscal incentives. In the case of regional incentives,
financial incentives, particularly grants, seem to have a greater impact on investors’ decisions than
fiscal incentives.  In recent years, a wide variety of incentives are being offered for foreign investors to
transfer advanced technologies and attract R&D facilities (including tax reductions, subsidized
infrastructure and land and industrial parks); governments have also intervened through the creation
of markets (with defence expenditures and government purchasing) and research funding. However, a
recent study (Vallanchain and Satterthwaite, 1992) concluded that fiscal incentives and financial aid
did not influence location, while the establishment of enterprise zones and research parks did.

In brief, while incentives do not rank high among the main FDI determinants, their impact
on locational choices can be perceptible at the margin, especially for projects that are cost-oriented
and mobile.

Source:    UNCTAD, 1996a.



WWWWWorld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Trrrrrends and Determinantsends and Determinantsends and Determinantsends and Determinantsends and Determinants

104104104104104

The proliferation of similar policies and practices is driven by demonstration effects,
which are driving forces in any competition and increasingly lead to benchmarking,
especially in a regional context: IPAs look at what their competitors are doing and try to
catch up.15  Even better, they try to distinguish themselves from their competitors by doing
more and leaving them behind. The result is a certain trend towards a convergence of policies
and practices, not only in the area of FDI liberalization but also in the area of business
facilitation.  Convergence is taking place as regards instruments which are inexpensive and
easy to use as well as promotional measures that are expected to have an immediate effect
on a country’s investment climate.16 Such measures are thus quite different from actions
aimed at ensuring political and economic stability, the establishment of a sound
macroeconomic framework, the upgrading of a country’s human resources or the
strengthening of its physical infrastructure -- all of which take time (UNCTAD, 1994a, p.
311).

With respect to the effectiveness of business facilitation measures (and especially of
promotional measures and incentives)  as FDI determinants, it has to be kept in mind that
they can only play a supporting role and will rarely be decisive factors.  If a host country
does not have some basic economic determinants (discussed in the next section) in place, or
if other components of the investment climate are unsatisfactory, no promotional efforts or
incentives will help it to attract significant FDI.17  Highly publicized cases of successful
investment promotion activities underline this very clearly. One frequently cited case of
successful investment-generating activities relates to United States FDI in the Malaysian
electronics industry, which was generated through investor targeting by Malaysia’s Industrial
Development Authority (MIDA) including specific investment missions to capital-exporting
countries, particularly focusing on the electronics sector of the United States (UNCTAD,
1995a, pp. 276-277).  While this is a good example of successful investment generation by an
IPA, this success was possible because of the presence of broader economic and other factors
such as the availability of productive human resources at competitive costs, well-developed
transportation and communication infrastructure, a stable and open economy, and the
widespread use of English (UNCTAD, 1994a, p. 74).  Moreover, these factors  were well-
grounded in a broader effort aimed at establishing a favourable investment environment
and covering in a comprehensive manner all areas of importance to investors (Jegathesan,
1998).  Malaysia followed the earlier example of Singapore, which had identified Apple
Computers as a potential investor and persuaded it to invest there even before the company
had invested elsewhere abroad (Wells, 1993, p. 51). But again, this was possible because
Singapore could capitalize on its economic determinants which were being continuously
upgraded.  Examples from other parts of the world, such as those of Ireland and Costa Rica
(which recently succeeded in attracting a $500 million FDI project by Intel), show a similar
pattern: promotional efforts played a certain role (box IV.5), but this role was possible because
of economic determinants that were continuously upgraded by government policies in such
areas as education, infrastructure or the nurturing of small potential suppliers to foreign
affiliates.

As regards incentives alone, there is much evidence that, overall,  they are not an
important element in the set of  factors that determine inward FDI.  Once, however, a decision
has been made to undertake FDI in a given region or a given country, incentives may have
an impact on influencing the precise choice of location within the region or country.  If one
country in a region or one locality in a country offers incentives and another does not, then,
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other things being equal, incentives can influence locational decisions between these
countries and localities, tilting the balance in favour of the incentives provider (UNCTAD,
1995a, p. 299; and Jegathesan, 1998, p.18).

To conclude, one should not overestimate the importance of business facilitation-related
FDI determinants.  Applied alone, business facilitation measures are not sufficient for FDI
to take place.  Neither are they necessary, as is an enabling policy framework for FDI.  There

Box IVBox IVBox IVBox IVBox IV.5.  Ireland’.5.  Ireland’.5.  Ireland’.5.  Ireland’.5.  Ireland’s FDI policys FDI policys FDI policys FDI policys FDI policy

Foreign ownership of firms operating in Ireland was not allowed between the early 1930s
and the late 1950s with the exception of firms established before 1932.  The objective of this policy, laid
down in the Control of Manufactures Act, was to reserve the gains from infant-industry protection for
locally owned firms. In the course of the 1950s, industrial policy began to reverse, with the abolition
of the Control of Manufactures Act and the establishment of the Shannon Free Airport Development
Company in 1959.

In the 1980s, investment promotion strategies became more focused on certain attractive
sectors. The strategy had three core elements:

• selecting leading, high value-added industries, namely electronics, computer software, financial
services, medical instruments, and international services;

• creating specialized industrial clusters in designated locations; and
• promoting links to domestic firms, for example, through marketing and R&D (Ruane and Görg,

1997; Price Waterhouse, 1989, p.31; Tillett, 1996).

The Industrial Development Agency (IDA) of Ireland took a central role in coordinating efforts
involving both national and local authorities and developing a range of incentives and promotional
efforts to approach potential foreign investors systematically (IDA, 1998; Tillett, 1996).  Fiscal incentives
have included fixed-asset grants designed to reduce the cost of building or refurbishing factory
premises, grants for financing new machinery and equipment, and grants for establishing R&D facilities
(up to 50 per cent of the costs of fixed assets and a share of other expenses of such facilities).  When
Ireland joined the European Economic Community in 1973, grants favouring exporters had to be
extended to all newly established firms (Ruane and Görg, 1997).

With respect to regional development policy, the IDA introduced the concept of special
industrial zones to generate “clusters of new activity” (Tillett, 1996, p. 7).  To encourage FDI to tap
these sites, IDA approaches “flagship investors” with the aim of using these leading firms to pull in
other firms from the same industry. For example, after Lotus set up software operations in Ireland,
other software companies also established affiliates in the vicinity (Tillett, 1996).

Finally, as the qualifications of the labour force were not a major initial attraction, Ireland
made a concerted effort to increase the level of education. At the firm level, the government offers
employment and training grants; for the country as a whole, it has persistently upgraded education,
so that some 40 per cent of school-leavers are now engaged in tertiary education (Ruane and Görg,
1997).

The pattern of inward investment in Ireland has been visibly influenced by this policy. In
1997, some 1,100 to 1,200 foreign firms were active in Ireland. The inflow of FDI into the country since
the 1950s has served to create new comparative advantages in industries such as chemicals, office
machinery and electrical engineering, which had barely existed before the Second World War. Ireland
has become one of the largest exporters of software, produced by 600 companies employing some
19,000 persons. The electronics industry has emerged as the second largest industry in Ireland; this
industry, led by about 200 foreign-owned companies, generated over one-third of export revenues in
1997.  The overall result is a “…quite phenomenal growth of export-oriented FDI in manufacturing,
from a zero base in the late 1950s to a situation where almost 60 per cent of gross output and 45 per
cent of employment in manufacturing is in foreign-owned export-oriented firms.” (Barry and Bradley,
1997, p. 1798).

Source:    UNCTAD, based on information received from the Industrial Development Agency of Ireland.
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are enough examples of considerable investment inflows into countries that used neither
promotional techniques nor incentives (Brazil in the 1970s and 1990s and Indonesia in the
1980s).  But, even if this category of determinants is not equal in importance to the other
two categories, neither should it be underestimated, because business facilitation measures
can indeed make a difference -- especially in little-known investment locations or in countries
implementing reforms and improving their FDI policies or with concrete individual
investment projects.  Above all, while the convergence of investment regimes and business
facilitation practices reduces the relative effectiveness of these determinants, notable
differences in this respect may assume greater significance when it comes to locational choices.

C.  Economic determinantsC.  Economic determinantsC.  Economic determinantsC.  Economic determinantsC.  Economic determinants

The economic determinants of inward FDI can be grouped for analytical convenience
into three clusters, each of them reflecting the principal  motivations of  TNCs for investing
in foreign countries: resource-seeking, market-seeking and efficiency-seeking  (table IV.1).
As with the evolution of  FDI regulations, these determinants have changed in response to
the forces of liberalization and globalization. This section reviews the economic determinants
of inward FDI, focussing on the principal ones, and analyses how they have changed over
time. Wherever relevant, additional factors that facilitate FDI flows are also noted. The
underlying assumption is that an enabling framework for FDI is in place unless otherwise
specified.

1.   T1.   T1.   T1.   T1.   Traditional economic determinantsraditional economic determinantsraditional economic determinantsraditional economic determinantsraditional economic determinants

a.a.a.a.a. Natural rNatural rNatural rNatural rNatural resouresouresouresouresourcescescescesces

Historically, the most important host country determinant of FDI has been the
availability of natural resources.  In the nineteenth century “much of the FDI by European,
United States and Japanese firms was prompted by the need to secure an economic and
reliable source of minerals, primary products for the (then) investing industrializing nations
of Europe and North America” (Dunning, 1993a, p. 57).  Up to the eve of the Second World
War, about 60 per cent of the world stock of FDI was in natural resources (ibid.). After the
War, especially since the 1960s and 1970s, the relative importance of natural resources as a
host country FDI determinant has declined. In the case of major home countries, the share
of the primary sector in their outward stock of FDI decreased from almost 25 per cent in
1970 to 11 per cent in 1990 (UNCTAD, 1993a, p. 62). During the first half of the 1990s (1991-
1995), the share of this sector in the total outflows of Germany, Japan, the United Kingdom
and the United States was below 5 per cent and, among major investors, France alone had a
share as high as 9 per cent (UNCTAD, FDI/TNC database).

Even when it was prominent as an FDI determinant, the presence of natural resources
by itself was not sufficient for FDI to take place.  Comparative advantage in natural resources
usually gave rise to trade rather than to FDI.  Investment took place when resource-abundant
countries either lacked the large amounts of capital typically required for resource extraction
or did not have the technical skills needed to extract or sell raw materials to the rest of the
world.  In addition, infrastructure facilities for getting the raw materials out of the host
country and to its final destination had to be in place or needed to be created.
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While the decline in the importance of natural resources as an FDI determinant can be
attributed to a decline in the importance of the primary sector in world output, a
reconfiguration of conditions at both firm and country levels reflecting the changing
relationship between developing host countries and natural-resource-seeking TNCs also
played a role. This reconfiguration was characterized by  the emergence of  large indigenous
enterprises in many developing countries, usually state-owned, with sufficient capital and
technical skills to permit governments to rely on them for the production and distribution
of raw or processed products. This meant that, in a number of cases, FDI was no longer
necessary and host countries could revert to trade based on comparative advantage. In other
cases, FDI gave way to joint ventures with TNCs, or non-equity arrangements. This does
not mean that FDI in natural resources has declined in absolute terms. In fact, the inward
FDI stock in the primary sector of developed countries increased more than fivefold during
1975-1990, while inward stock in developing countries increased more than sixfold
(UNCTAD, 1996a, p.5).  Though declining in relative importance, the availability of natural
resources is still a determinant of FDI and continues to offer important possibilities for
inward investment in resource-rich countries. Natural resources still explain much of the
inward FDI in a number of countries, developing (e.g. countries in sub-Saharan Africa),
developed (e.g. Australia) and countries in transition (Azerbaijan, Kazakhstan and Russian
Federation).

b.b.b.b.b. National marketsNational marketsNational marketsNational marketsNational markets

An important group of traditional economic determinants of inward FDI corresponds
to the need of firms, including TNCs, to grow and/or to stay competitive by gaining access
to new markets at home and abroad and/or increasing existing market shares.  From a host
country’s perspective, the relevant economic determinants for attracting market-seeking
FDI include  market size, in absolute terms as well as in relation to the size and income of its
population, and market growth (table IV.1 and the annex to this chapter).  Large markets
can accommodate more firms both domestic and foreign (especially important for non-
tradable services), and can help firms producing tradable products to  achieve scale and
scope economies. As growth is a magnet for firms, a high growth rate in a host country
tends to stimulate investment by both domestic and foreign producers.

Traditionally, market size and growth as FDI determinants related to national markets
for manufacturing products sheltered from international competition by high tariffs or quotas
that triggered “tariff-jumping” FDI. Market access became the predominant motive for
investing in the manufacturing sector of developed countries between the two world wars
and of developing countries in the 1960s and 1970s, during the heyday of import-substitution
industrialization.  This motive was paramount, for example, in the wave of United States
investments in Europe, especially in the United Kingdom, during the early post-war period
(Dunning, 1998a, p. 258), and in Japanese investments in the United States after the mid-
1980s, following voluntary export restrictions and the possibility of further protectionist
measures in the automobile industry.

National markets were  also important for many service TNCs, although the principal
reason was not the existence of tariffs, but the fact that most services were  not tradable and
therefore the only way to deliver them to foreign markets was through establishment abroad.
Theoretically, this should have made market size and growth  strong host country
determinants for FDI in the services sector.  But the size of this investment was small
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compared to the size of the services sector, mostly because of restrictive FDI frameworks in
both developed and developing countries.  Infrastructural services, for example, were
typically publicly owned monopolies and foreign ownership in financial services such as
banking and insurance was either not permitted or restricted.

c.   Other traditional determinantsc.   Other traditional determinantsc.   Other traditional determinantsc.   Other traditional determinantsc.   Other traditional determinants

Apart from natural resources and  national markets, there are also other location-
specific economic determinants of FDI reflecting other types of TNC motivations. The
availability of low-cost unskilled labour, largely immobile, has been the most prominent
among them.  This is so especially for TNCs seeking greater efficiency in producing labour-
intensive final products or for TNCs producing final products for which some stage of
production, geographically separable from other stages, is intensive in the use of unskilled
labour. Availability in this sense implies not only abundance but low costs relative to
productivity.  A low price is a natural consequence of abundance, unless it is offset by host
governments’ interventions to raise the price through minimum wage laws or high social
insurance taxes, or the labour is made inaccessible by distance or poor infrastructure. This
type of  FDI began to emerge in the 1960s, but it began to flourish only under conditions of
globalization and will therefore be discussed in the next section.

2.   The impact of globalization2.   The impact of globalization2.   The impact of globalization2.   The impact of globalization2.   The impact of globalization

The principal forces that have driven the globalization process, alone or in combination
with one another -- improvements in technology, markets more open to trade, FDI and
technology flows, and the resulting competitive pressures (UNCTAD 1996a, pp. 95-97) --
have led to a reconfiguration of  the ways in which TNCs pursue their resource-seeking,
market-seeking and efficiency-seeking objectives. They have thereby also redefined the
determinants of inward FDI.  Traditional inward FDI determinants and the types of FDI
associated with them have not disappeared in a globalizing economy but their importance
is declining.

Improvements in technology have contributed to the deregulation of a number of
important service industries (e.g. telecommunication), in many cases opening  them up to
FDI. As most of the technological improvements were carried out by firms, the result was a
pool of companies with enhanced ownership-specific advantages that put them in a better
position to become TNCs.  Technology has become one of the most important tools for
competition; indeed, in a number of industries, technological improvements in products
including services and processes like marketing have become the key to competitiveness.
This in turn underlines the importance of access to created assets, i.e. to assets that can
provide a competitive edge.  Technology and a capacity for continuous innovation are the
key created assets. In addition, technological improvements in transportation and
telecommunication technologies have also provided TNCs with the ability to coordinate
and manage their assets across borders and to service markets anywhere in the world.
Combined with their general management expertise, TNCs have now enhanced their internal
capacity to manage global complexity, turning it into one of their ownership-specific
advantages.

The opening of markets to trade, FDI and technology flows has created enlarged
markets for final and intermediate goods and services, and has provided TNCs (and domestic
firms) with better access not only to national, regional and international markets, but also



Chapter IVChapter IVChapter IVChapter IVChapter IV

109109109109109

to markets for factors of production and other resources. This has enlarged the range of
choices that TNCs have regarding the modalities of serving these markets (especially FDI,
trade, licensing, subcontracting, franchising); increased their access to immobile resources
(unskilled labour, low-cost skilled labour, marketing expertise embodied in enterprises);
and improved the efficiency of their international production systems.

With technological improvements enhancing the ability of firms to expand production
and the opening of markets creating space for such an expansion, firms have sought new
opportunities to improve their growth and competitive positions.  Existing TNCs have
responded  by making the acquisition of locational assets -- and their most efficient
organization -- an important part of their competitiveness-enhancing strategies.  Enterprises
that are not TNCs -- and no longer as protected by national protectionist regimes as in the
past -- have responded by undertaking FDI so as to acquire new locational assets. This is
reflected in the growing number of TNCs, large and small, from both developed and
developing countries. The number of TNCs in 14 OECD countries rose from about 7,000 in
1968/1969 to about 34,000 by the mid-1990s. The total number of TNCs stood at an estimated
52,000 by the mid-1990s, many of them obviously small and medium-sized enterprises.  The
number of TNCs from developing countries grew from around 4,000  in 1991 to around
9,000 by the mid-1990s.  By 1997, they accounted for 14 per cent of world FDI outflows,
compared to 2 per cent in  the late 1970s.

In the management of locational assets firms can pursue a variety of strategies, simple
and complex, to integrate international production.  What follows is a discussion of these
strategies and their implications for host country determinants of FDI.

a.a.a.a.a. Simple integration strategiesSimple integration strategiesSimple integration strategiesSimple integration strategiesSimple integration strategies

In a world with trade barriers, limits on the movement of factors of production and
overwhelmingly non-tradable services, TNCs pursued differentiated strategies based on
stand-alone foreign affiliates, relatively independent from parent companies and without
links to other affiliates of the same parent firm. Thus they were mostly horizontally organized
enterprises with plants in a number of countries. Vertically integrated structures were limited
to natural-resource TNCs.  Only under conditions of globalization did TNC strategies give
rise to vertically integrated TNC structures, also in other sectors, spread across the globe.

Simple integration strategies have been the first step in this direction. They are used
by TNCs facing competitive pressures and aim at reducing the production costs of labour-
intensive products or processes in the value-added chain (UNCTAD, 1993a). They  entail
the transfer of these products or processes to foreign affiliates, controlled through equity or
non-equity arrangements (e.g. subcontracting), established in countries that offer the
locational advantages required by these processes. The three clusters of  locational economic
determinants (table IV.1) are involved in different ways in these strategies:

Resources. The principal locational advantage needed to attract FDI guided by this
strategy  is unskilled labour. But as countries with abundant unskilled labour interested
in attracting this type of FDI  have never been in short supply, they typically had to
offer more by way of the quality and quantity of this resource to prevail in competition
with other countries, e.g. the reliability of its supply and the level of its skills. Other
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resources include the availability and quality of physical infrastructure for exporting
the final output produced by such labour. Though the principal resource sought is
labour, in practice, it is always labour plus other advantages: if labour alone were
sufficient to attract FDI, most of this type of investment would be concentrated in
countries with abundant unskilled labour, which it is not.

Efficiency. As cost reduction is the principal driver of this type of strategy, the cost and
productivity of  labour as well as the cost of physical infrastructure are the most
important determinants of FDI. It is the loss of this advantage (in most cases due to
wages rising in excess of productivity) that may lead to the relocation of a foreign
affiliate to other countries offering more competitive conditions.18

Markets. The market of a host country is not the primary consideration here.19  Access
to international markets, or at least to markets of developed countries, is particularly
important. If a host country enjoys privileged access to large developed country
markets, this gives it an important locational advantage. If this access is limited by
tariff or non-tariff barriers, the advantage is correspondingly limited. And if a host
country loses access to international markets, in most cases it also loses foreign affiliates
relying on such access.

Simple integration strategies are not new. They began to emerge on a visible scale
when the first export processing zones were established in the late 1960s and 1970s. They
were typically geared towards  labour-intensive industries, driven by price-based
competition, (e.g. textiles and clothing, shoes, toys, and sports equipment) as well as towards
the labour-intensive aspects/components of otherwise capital-intensive industries (e.g.
semiconductors in the electronics industry and electrical wiring in the automobile industry).
Typically, foreign affiliates established within the framework of this strategy are located in
developing countries and, more recently, in economies in transition.  Although this type of
strategy and associated FDI  has limits determined by the declining share of labour costs in
the total costs of manufacturing and of tradable services, it only began to prosper when
barriers to trade and FDI were lowered; costs and time needed to transport goods over long
distances were reduced; and communication technology permitted not only the overall
coordination and management of affiliates located even in  different continents, but also the
immediate adjustment of design or product specifications in response to demand changes
caused, for example, by sudden shifts in fashion.

At the same time, the nature of locational advantages related to this type of investment
has also changed:

• As  more countries compete for  this type of investment,  they offer locational
advantages that go beyond  low-cost labour. In addition to physical infrastructure
and the availability of  inputs like energy and water, educated and trained labour has
become an important resource.  While low-cost labour remains a locational advantage,
the increasingly sought-after advantages are competitive combinations of wages, skills
and productivity.20  In addition, the importance of FDI policy and especially business
facilitation including incentives has increased greatly, because the competition among
countries for this type of investment is most intense.

• This sort of investment has always been mobile (for example, in response to wage
increases, stricter labour laws or changes in quotas that affect access to final markets),21
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but this mobility has now increased dramatically and so has the risk of losing the
locational advantage for this sort of FDI. Such a loss does not, however, have to be
harmful to a host country; it may signal an economic restructuring process involving
increasing labour productivity, and the acquisition of new skills and capabilities, in
which the lower grade of FDI is replaced by a new, higher-quality and less mobile
FDI. This has indeed happened in labour-intensive industries in the newly
industrializing economies of Asia (UNCTAD, 1995a, chapter V).22  TNCs undertaking
this type of FDI also include firms from developing countries, as well as foreign affiliates
that capitalize on their experience through indirect FDI and have moved up-market
towards designing and organizing and controlling networks of suppliers of various
labour-intensive goods spread over several countries, and act as intermediaries between
these suppliers and client firms in developed countries.

• Some host countries with an abundant supply of  low-wage unskilled and skilled
labour have been able to consolidate these advantages by gaining durable or even
permanent access to large  markets of developed countries through regional integration
schemes. Examples are NAFTA, the Caribbean Basin Initiative, the Lomé Convention
and the association agreements of the European Union. While, in a number of these
schemes, market access has led to increased FDI flows into labour-intensive industries,
this has not always been the case and has usually occurred only if other economic
determinants were favourable.

The discussion so far has focused on locational advantages related to efficiency-driven
strategies in labour-intensive manufacturing processes. Technological improvements in the
area of telecommunications and computers make it possible to extend these strategies to
information-based services by  increasing their tradability. Services that have become tradable
include such simple labour-intensive activities as data entry and such skill-intensive ones
as the production and servicing of software programmes. Host countries that have been
able to develop locational advantages in this respect -- especially a computer-literate labour
force and a reliable and competitive telecommunication infrastructure -- are able to attract
FDI in industries in which it did not exist before.  These improvements have permitted
TNCs to pursue more sophisticated competitiveness-enhancing strategies, namely, complex
integration strategies, which in turn draw on a wider range of other locational advantages
of host countries.

b.b.b.b.b. Complex integration strategiesComplex integration strategiesComplex integration strategiesComplex integration strategiesComplex integration strategies

The forces of globalization have heightened the preoccupation of firms with their
competitiveness, that is, their ability to survive and grow while attaining their ultimate
objective of maximizing profits (UNCTAD, 1995a, p. 126).  In pursuing this objective in a
liberalizing and globalizing world economy, firms are increasingly pushed beyond simple
integration strategies, towards complex integration23 that permit them to benefit to the
highest extent possible from the international portfolio of their locational assets.  In other
words, firms increasingly seek locations where they can combine their own mobile assets
most efficiently with the immobile resources they need to produce goods and services for
the markets they want to serve.  As a consequence, firms split up the production process
into various specific activities (such as finance, R&D, accounting, training, parts production,
distribution), or segments of these activities, with each of them carried out by affiliates in
locations best suited to the particular activity.  This process creates an international intra-
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firm division of labour and a growing integration of international production networks.
Liberalization creates the opportunities for such networks to emerge; technological progress
(especially in information and communication technology) makes it possible for such
networks to be operated efficiently on an international basis; and competition forces firms
to take advantage of these opportunities to integrate their locational assets. Complex
integration strategies thus combine the pursuit of the three factors motivating FDI -- markets,
resources and efficiency -- which used to be distinct and distinguishable into a single motive:
enhancing competitiveness.  Complex integration strategies therefore make it increasingly
difficult to point to a single locational determinant.  Instead, they blur the lines between the
traditional clusters of economic determinants, as the boundaries between types of FDI
disappear.

What does this mean for the economic determinants of FDI? Satisfying or possessing
at least one of the principal determinants may no longer be sufficient for a host country to be
successful in the highly competitive world market for FDI.  Rather, countries that offer an
adequate combination of the principal locational determinants that are important  for global
corporate competitiveness, namely, conditions for efficient operations; high-quality
resources/assets; and access to markets can attract TNCs that pursue integrated international
production strategies.

The precise interaction of the principal locational determinants for competitiveness-
enhancing FDI varies across goods and services. And, in spite of a shift in the relative
importance of different economic determinants and the need for combining them effectively,
the traditional determinants continue to be influential (box IV.6).  For example, the availability
of natural resources -- typically for export to the world market -- remains the principal
determinant for natural-resource-seeking FDI.  Similarly, access to local markets remains
key for non-tradable services that must be produced when and where they are consumed.
But there is also a growing range of goods and (tradable) services for which FDI is seen as a
means of increasing competitiveness.  It is for projects in this range that countries compete
in the world FDI market, because these projects are flexible as far as locations are concerned.
For such investments, decisions as to where to locate are based on the best possible
combination of the principal locational determinants in the light of their expected
contribution to the competitiveness of the corporate system as a whole.24

For competitiveness-enhancing investments, a stable, state-of-the-art enabling
framework is taken for granted as far as FDI policies per se are concerned. Furthermore,
there is a growing expectation by firms that the inner ring of policies directly related to FDI
will be expanded. The implication is that TNCs pursuing integrated international production
strategies will avoid locating activities in countries in which they fear a possible loss of
freedom to operate internationally. Furthermore, preference would be given to locations
that are open and well connected to the global economy, and characterized by stability,
transparency, predictability, and coherent policies that recognize the importance of strong
complementarities between trade and FDI.

Also taken for granted is that the national policy framework is complemented by BITs
(box IV.3), double taxation treaties (chapter III.B), the host country’s membership in MIGA,
and the applicability of relevant international treaties such as  the New York Convention on
the Recognition and Enforcement of Foreign Arbitral Awards, the  Convention on the
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Settlement of Disputes between States and Nationals, and the TRIMs and TRIPS Agreements.
Various business facilitation measures, while not decisive, are also expected.

But the key is the shift of importance among the economic determinants of FDI location.
When firms undertake competitiveness-enhancing FDI, they seek not only cost reductions
and bigger market shares, but also access to technology and innovatory capacity. These
resources, as distinct from natural resources, are typically people-made, they are “created
assets.”  Possessing such assets is central for firms’ competitiveness in a globalizing economy
(box IV.7).

The implications of this for locational determinants go well beyond merely increasing
the number of  corporate functions that countries may try to attract. Compared to natural
resources, these new types of resources can be created by host countries and influenced by
governments. The result is that countries that do not possess natural resources can still
attract FDI by creating assets that are in demand by TNCs.  For example, Costa Rica, which
could do nothing to attract copper-seeking FDI, has been able to create the conditions and
resources, including skilled labour, needed to attract a $500 million investment project by

Box IVBox IVBox IVBox IVBox IV.6. The continuing relevance of traditional determinants.6. The continuing relevance of traditional determinants.6. The continuing relevance of traditional determinants.6. The continuing relevance of traditional determinants.6. The continuing relevance of traditional determinants

 Although the most profound shifts among FDI determinants result from integrated
international strategies, especially complex strategies, the traditional economic determinants related
to large markets, trade barriers and  non-tradable services are still at work, and account for a large
share of worldwide FDI flows. Data on the distribution of sales of foreign affiliates of United States
TNCs in host countries are indicative in this regard: two-thirds of TNC activity is still of this type
(UNCTAD, 1996a, p. 106). (These figures are higher in the services sector, including trading affiliates,
and lower in manufacturing but they do not change the overall outcome.)

Some of the largest national markets remain unmatched in size by the largest regional markets
or even by entire continents.  For example, the market of the European Union during most of its existence
has been smaller than the United States market; the market of the African continent (without South
Africa) is smaller than that of the Republic of Korea; and the combined markets of the 14 Central and
Eastern European countries are smaller than the market of Brazil. As regards trade barriers, even though
the general trend has been towards the  reduction or even abolition of tariffs and quotas, they continue
to remain in force in several (especially developing) countries and in some industries in a much wider
group of countries. These continue to generate import-substituting FDI and discourage efficiency-
seeking FDI. In non-tradable services, as well as goods that are perishable or need to be adapted to
consumer preferences or local standards, the market-seeking motivation, and the corresponding
locational attractiveness of host countries, remain as strong as ever. In fact, there has been an explosion
of FDI in the services sector as a result of the general trend towards the liberalization of FDI frameworks
for services.

Still, although FDI remains strongly driven by its traditional determinants, the relative
importance of different  locational determinants for competitiveness-enhancing FDI is shifting. For
example, again using United States data for foreign affiliates in manufacturing, though it is still true
that these affiliates are predominantly oriented towards domestic markets: their domestic sales have
dropped from 64 per cent in 1982 to 60 per cent in 1993.  A similar trend can be observed in tradable
services (e.g. computer and data-processing services) in which domestic sales declined from 85 to 81
per cent over the same period (UNCTAD, 1996a, p. 106). Perhaps more telling are data for United
States foreign affiliates in the European Union, as the evolving policy framework there is more indicative
of the FDI policy framework emerging globally: sales to local markets in that region declined from 76
per cent  to 64  per cent between 1966 and 1993, while exports increased from 24 per cent to 36 per cent
(UNCTAD, 1996a, pp. 107 - 108).

Source: UNCTAD.
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the INTEL Corporation. Moreover, this type of project is unlikely to be relocated with as
much ease as projects relying on a single type of easily available resource like low-cost
unskilled labour.

Apart from created assets, other host country determinants relevant for
competitiveness-enhancing FDI are:

• Agglomeration economies. TNCs seeking created assets in knowledge-intensive industries
may gravitate to spatial clusters of related activities or specialized support services
within a country or a region. While older clusters, as in the case of the Swiss watch
industry, were largely national, the new clusters such as science and technology parks,
R&D consortia and service-support centres are characterized by a strong involvement
of TNCs, often as flagship firms (Dunning, 1998a, p. 58). The reason for this is that
new clusters are often geared more towards external economies that help to upgrade
the competitive advantage of the participating firms, such as knowledge creation and
the exchange of uncodifiable knowledge, interactive learning and face-to-face
discussions. To benefit from these externalities, firms have to be present in locations
where such clusters exist. Once present, TNCs not only benefit from them but may
also contribute to their further development.

• Infrastructure facilities. An indispensable condition for complex integration strategies
is the ability to link specialized affiliates in  mutually supporting networks of  activities
through adequate infrastructure facilities. Such facilities include high-quality
telecommunication links and reliable transportation systems, especially for foreign

Box IVBox IVBox IVBox IVBox IV.7. Created assets.7. Created assets.7. Created assets.7. Created assets.7. Created assets

In their quest for competitiveness, TNCs assign a particularly important role to obtaining
access to created (or strategic) assets: the principal wealth-creating assets and a key source of
competitiveness for firms (Dunning, 1993a, pp. 60-61; 1998c, p. 47; Mytelka, 1987; and Stewart, 1997).

Created assets can be tangible like the stock of financial and physical assets such as the
communication infrastructure or marketing networks, or intangible. The list of intangible assets is
long, but they have a common denominator: knowledge. They include skills, attitudes (e.g. attitudes
to wealth creation and business culture), capabilities (technological, innovatory, managerial and
learning capabilities),  competencies (e.g. to organize income-generating assets productively),
relationships (such as interpersonal relationships forged by individuals or contacts with governments),
as well as the stock of information, trade marks, goodwill and brainpower. These assets can be embodied
in both individuals and firms and they can sometimes be enhanced by clusters of firms and economic
activities.

The importance of created intangible assets in production and other economic activities has
increased considerably. A large proportion of the costs of many final goods and services, ranging from
simple products such as cereals through books and computers to automobiles, consists of the costs of
such created assets as R&D, design, advertising, distribution and legal work.  Less than 10 per cent of
the production cost of automobiles now consists of  labour costs; the rest relates to the contributions
of various created assets. Moreover, international competition increasingly takes place through new
products and processes and these are often knowledge-based. R&D activities leading to new products
and processes are costly and risky.  At the same time, markets for knowledge-based resources and
assets are becoming more open and enterprises embodying these assets can be bought and sold.  The
result is that TNCs have taken advantage of these opportunities and used FDI as a major means of
acquiring created assets and enhancing corporate competitiveness.

Source: UNCTAD.
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affiliates that are part of “just-in-time” production systems and for regional
headquarters.

• A broad range of resources. As  potentially all parts of the production process and
activities of a firm can be assigned to specialized foreign affiliates, the range of resources
sought in host countries is wide and cuts across the entire value-added chain. It includes
not only inputs like natural resources, low-cost labour and engineering skills, but also
functions like accountancy, legal services, purchasing and marketing, and finance and
R&D capabilities.     Complex integration strategies are thus an extension of earlier
strategies that were limited to one type of resource (e.g. natural resources) or one type
of process  (e.g. labour-intensive processes): the entire value-added chain is now subject
to cross-border vertical integration. Locations that seek to attract a wide range of value-
added TNC activities need to be able to provide a correspondingly wide range of
resources.

• Specialized resources. Countries that cannot provide a broad range of resources may
still be able to attract specialized FDI, because complex integration strategies make it
possible to match specific locational advantage with the needs of a single functional
activity that requires specific types of skills. Typically, however, such specialized
resources have to be of high quality (e.g. a workforce with technological sophistication
and adaptability).

• Competitive pricing of resources and infrastructure. Resources including created assets
and infrastructure have to be available at internationally competitive prices, although
pricing may matter less in the case of specific assets that enhance competitiveness in
non-cost-related areas, such as access to new markets, products or technologies.

• Markets. Large markets are important for complex integration strategies based on scale
and scope economies. Although successive rounds of  multilateral trade liberalization
have decreased the relevance of market access through FDI for many products, it
continues to be important for non-tradable services, perishable goods, products that
are not globally standardized and require local customization, products in which
competitiveness demands a quick response to changing consumer preferences, and
products requiring extensive after-sales service. Production in a market may also be
desirable if the costs of production are subject to wide fluctuation derived from
exchange-rate changes.

While many of the principal locational requirements needed to attract competitiveness-
enhancing FDI can be found in developed countries, they also exist in developing countries
and in economies in transition.  It is important to emphasize, however, that it is not an
entire country that needs to meet these requirements; it can also be a subregion, a
municipality, a valley or a science park, as long as they are embedded in the appropriate
national policy framework.  The challenge is precisely to develop a well-calibrated -- and
preferably unique -- combination of the principal determinants of  FDI location in a
liberalizing and globalizing world economy and to seek to match it with the strategies
pursued by competitiveness-enhancing TNCs.

National policies have an important role to play in this respect, in two ways:

• Locational advantages do not necessarily arise spontaneously -- they may need to be
created and nurtured.  In particular, policies aimed at strengthening innovation systems
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and encouraging the diffusion of technology are central here, as these underpin the
ability to create assets. Important also are all other policies that encourage the
strengthening of created assets and the development of clusters based on them, as
well as policies that  stimulate partnering and networking among domestic and foreign
firms.

• Equally, if not more importantly, created assets (like the principal locational
determinants in general) are also beneficial to national firms and facilitate their growth
and competitiveness, be it on their own or in partnership with foreign firms in the
interest of national growth and development.  That firms from developing countries
are increasingly participating in cross-border R&D partnerships with firms from
developed countries (chapter I.B; see also box IV.8) is an encouraging sign in this
respect.

Box IVBox IVBox IVBox IVBox IV.8.  Knowledge-seeking FDI in R&D operations.8.  Knowledge-seeking FDI in R&D operations.8.  Knowledge-seeking FDI in R&D operations.8.  Knowledge-seeking FDI in R&D operations.8.  Knowledge-seeking FDI in R&D operations

R&D has been a corporate function typically carried out in home countries.  Under competitive
pressures, R&D is increasingly undertaken abroad.  For example, expenditure on R&D undertaken by
foreign affiliates in the United States has been growing disproportionately faster than the size of their
operations: between 1985 and 1995, it grew by a factor of 3.4, while sales increased by 2.5 and
employment by 1.7 (Dunning, 1998b). One study has found that, between 1991 and 1995, 11 per cent of
United States registered patents of the world's largest firms were generated by research undertaken
in countries outside the home country of the parent company (Cantwell and Harding, 1997, quoted in
Dunning, 1998c, p. 51).

The reasons for conducting R&D abroad include both the need to create new core products
and processes and the need to acquire knowledge necessary to advance the productivity of domestic
R&D (Dunning, 1998b).  A study of Swedish firms, for example, found that firms located R&D in
countries that specialized in their products’ production so as to have  access to knowledge in the host
country’s  centres of excellence and to benefit from localized spillovers (Fors and Zejan, 1996).

FDI in R&D operations is attracted to locations that feature particular kinds of intellectual
resources. Most of these are concentrated in developed economies and this is where most R&D still
takes place. In 1994, for example, some 90 per cent of research  by foreign affiliates of United States
TNCs was conducted in developed countries  (Mataloni and Fahim-Nader, 1996).  Microsoft, a United
States TNC, has established a research laboratory in the United Kingdom, commenting that “going to
Europe gives us a way to hire people who bring new talents and new perspectives to our work that we
couldn’t get any other way”.a Similarly, foreign semiconductor or computer firms have established
research facilities in California, while foreign pharmaceutical and chemical firms have settled  in New
Jersey in order to tap industry-specific knowledge networks available in these locations.  The resources
include technically sophisticated workers, the exchange of information that takes place among technical
staff concentrated in a given location and, more visibly, specialized university or other research
laboratories.

Developing countries that have built up specialized training facilities, research centres or
science and technology parks have also become host to industries intent on using high-tech inputs.
Bangalore, India is one example of a district featuring a large number of government and state-
supported research institutes; these were initially centred on the aeronautics industries of Karnataka
State.  India has also established institutes of technology, which are educational institutions designed
to provide technical skills, as well as a Department of Electronics to target software development.
When Texas Instruments decided to invest in the area in 1986, the availability of a large number of
computer-literate technicians and researchers as well as of research centres were decisive variables. In
turn, the work of Texas Instruments drew in other computer-technology TNCs. The Government of
India and its Department of Electronics responded by establishing software technology parks, resulting
in a virtuous R&D cycle (Lateef, 1997, pp. 13-16).

Source: UNCTAD, based on the studies cited.
   a     “Microsoft picks England as site of research lab”, New York Times, 18 June 1997.
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D.  The impact of international policy frameworksD.  The impact of international policy frameworksD.  The impact of international policy frameworksD.  The impact of international policy frameworksD.  The impact of international policy frameworks

In their efforts to attract FDI and to influence its quality, countries increasingly conclude
international agreements dealing with an expanding set of issues (UNCTAD, 1996a, 1996b).
A number of these instruments may influence some of the FDI determinants and thus exert
an  impact on FDI flows. This section discusses the extent to which the most important of
the existing or potential agreements -- bilateral, regional, plurilateral and multilateral -- do
indeed affect FDI determinants and, if so, whether they can also influence FDI flows, either
alone or together with other determinants.

1.    Bilateral investment treaties1.    Bilateral investment treaties1.    Bilateral investment treaties1.    Bilateral investment treaties1.    Bilateral investment treaties

Bilateral investment treaties (BITs) were originally concluded between developed and
developing countries, with a view to promoting investment between the treaty partners.
Increasingly, BITs are also concluded between developed or developing countries on the
one side and economies in transition on the other; they are also being concluded between
developing countries. The number of these treaties increased significantly in the 1990s: about
three-quarters of the over 1,500 treaties in existence at the end of 1997 date from the 1990s.

BITs exert some influence on the policy framework for FDI, by  contributing to the
improvement of an investment climate.25 They do so, in particular, by strengthening the
bilateral standards of protection and treatment of foreign investors and establishing
mechanisms for dispute settlement (box IV.3).  In this manner, they help to reduce the risk
of investing in countries party to these treaties. BITs do not alter the economic determinants
of FDI and they seldom provide for proactive promotion measures by governments
(UNCTAD, forthcoming b).

Since FDI flows are determined by a variety of factors, it would be unreasonable to
expect that any improvements in the investment climate brought about by BITs, which relate
only to parts of the FDI policy framework, could exert a significant impact on  FDI flows.
Even such important economic determinants as large and growing markets or an abundant
labour force do not work alone as FDI determinants, but only in tandem with other factors.
And, just as there are cases of countries receiving substantial FDI flows without putting
business facilitation measures into place, so there are examples of countries with large FDI
flows and few, if any, BITs. Conversely, there are also examples of countries that have
concluded many BITs but have attracted only modest amounts of FDI.

 A comprehensive recent statistical analysis (UNCTAD, forthcoming b) confirmed the
relative insignificance of BITs in determining FDI.  Both an analysis of time-series data on
bilateral FDI flows in relation to 200 BITs, and a cross-sectional analysis of 133 countries
investigating the relationship between total FDI flows and stocks and the number of BITs
and other independent economic variables, showed that variables such as market size and
growth, exchange rates and country risk are more important than BITs as FDI determinants.
At best, BITs play a minor and secondary role in  influencing FDI flows and explaining
differences in their size among countries. Moreover, with the rapid proliferation of BITs in
the 1990s, the distinctive influence of BITs as a signal to attract additional investment may
have been eroded, as compared to a period when such treaties were still comparatively
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rare. Indeed, BITs are increasingly regarded by foreign investors as a standard feature of
the institutional structure introduced in the past decade.

None of this means that BITs do not support the existing level of investment or prevent
it from declining; the analysis mentioned above focused on the impact on FDI growth. There
is some evidence that foreign investors encourage governments of home countries to
conclude BITs with host countries in which they already have FDI.  Furthermore, BITs may
matter as a protective device for small projects, undertaken by small and medium-sized
enterprises, even if the amounts involved are too small to affect the total or even bilateral
flows of the host countries investigated in these analyses.  Finally, while it may be quite
reasonable to expect the impact of a BIT on FDI flows to occur soon after its conclusion (as
most of these  analyses do), it cannot be ruled out that an impact may only occur many
years later.26  This may well happen if important locational determinants of FDI are not yet
in place in a host or home country.  This is in line with earlier conclusions concerning policy
determinants, namely, that they are enabling in character: by themselves, they have little or
no effect, because they have to be complemented by economic determinants and, in specific
circumstances, can be helped by investment facilitation measures.

2.   Regional integration frameworks2.   Regional integration frameworks2.   Regional integration frameworks2.   Regional integration frameworks2.   Regional integration frameworks

The impact of regional integration frameworks (RIFs)27 -- which range from free-trade
areas to complete economic integration -- on FDI determinants depends on a variety of
factors.  First and foremost is the scope and depth of the integration envisaged by a RIF,
which determines the extent of policy harmonization and varies by type of RIF.  At the one
extreme, a shallow RIF that entails no more than tariff reductions among members and
external tariffs on non-members can have an impact on FDI determinants through trade or
strategic responses to competitors (static effects) and growth (dynamic effects).  A deeper
RIF that also allows for the movement of capital (including FDI) would be expected to have
effects on the investment determinants of TNCs beyond those induced by trade liberalization
or growth alone.28  In general, as a region becomes more integrated as the result of a RIF, the
influence of the RIF on FDI determinants can work through more channels.  In addition, as
regulatory FDI frameworks become more harmonized within a region, more importance is
attached by TNCs to economic determinants in deciding their precise location. To a lesser
extent, the importance of business facilitation also rises.

The credibility of RIFs, manifested in the extent to which RIF provisions are actually
implemented, is another factor determining the impact of RIFs on FDI determinants.  Failure
to implement RIFs fully means that their impact on FDI determinants cannot be pronounced,
as illustrated by the failure of numerous RIFs in the 1960s and 1970s to exert any discernible
influence on TNCs.29  More recent RIFs, such as NAFTA, MERCOSUR and earlier the
European Union, have exerted greater influence on FDI determinants, especially those related
to policy and economic conditions, precisely because they have been implemented more
strictly than their predecessors.  If member countries choose to be exempted from RIF
provisions and continue to restrict access to certain industries, retain high tariffs for certain
products or keep low environmental standards, such exemptions can also influence FDI
determinants, even if they are temporary.  They also place in doubt the member countries’
commitment to adhere to a given RIF.  Similarly, the speed with which a member country
implements RIF provisions -- for example, abolishing tariffs -- also influences the country-
specific impact of the RIF on FDI determinants.
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A third factor is the prior interdependence of member countries and the established
linkages among them, as indicated, for example, by the levels of trade and FDI barriers.  For
countries that have already established significant links, the principal influence of a RIF on
FDI determinants would depend on how they address divergences in domestic policy.  The
Free Trade Agreement between the United States and Canada (1989), for example, had very
little impact on FDI flows to Canada, partly because bilateral trade between the two countries
had already been considerably liberalized prior to the Agreement, either through multilateral
rounds of tariff reduction or through sectoral agreements like the Canada-United States
Auto Pact (Blomström and Kokko, 1997, pp. 15-17).  The Free Trade Agreement meant that
cross-penetration of markets through FDI was not especially required and this was evident
in a decline in Canadian outward FDI to the United States (Blomström and Kokko, 1997, p.
17).

In terms of the depth and scope of integration, most of the recent RIFs cover the middle
ground:  links among members are strengthened principally by reducing or abolishing tariff
and non-tariff barriers.  In the case of free trade areas, the movement of factors of production,
particularly FDI capital, is often not addressed explicitly.30  In the case of customs unions, a
common external tariff vis-à-vis the rest of the world is also adopted, and policies including
those affecting FDI, are harmonized.

A distinction needs to be drawn here between RIFs confined to developed countries
and those involving developing countries.  For most recent RIFs among developed countries
(e.g. the case of the enlargement of the European Union), the pre-existing, largely open, FDI
framework31 remains in effect after the implementation of the RIF.32  Not addressing the
movement of capital explicitly in the RIF does not therefore necessarily detract from its
impact on economic and business facilitation determinants.  For most RIFs that involve
developing countries, the pre-existing FDI framework is typically not open to the same
degree for all members, with the restrictions often reflecting the level of development and
structural characteristics of their economies.  Therefore, in the case of NAFTA, MERCOSUR
and the revised Andean Pact, FDI provisions are included explicitly on both the inward and
the outward side, even if no provisions on the movement of other factors of production are
included.  In these cases, RIFs can have a direct impact on the host countries’ policy
frameworks for FDI, in addition to their impacts on other categories of FDI determinants.
For example, NAFTA further opened Mexico’s service sector to FDI.

Regardless of the depth of integration prior to the introduction of a RIF, TNCs interested
in investing in a region will still have to choose where to locate among member countries,
or among locations within a member country.  In choosing where to invest, TNCs consider
region-wide factors together with factors that apply only to individual countries or to
locations within countries.  Being a member of a RIF implies that some country-specific
location advantages may decrease in importance as FDI determinants, while region-specific
location advantages may increase (see discussion below).  In the case of tradable goods and
services, for example, market size is often redefined not in terms of the market of the member
country that a TNC considers a potential location, but in terms of the regional market.  Since
the same definition of market size would apply to all RIF member countries, other
determinants come to play a much more important role in the locational decisions of TNCs.
The locations most successful in attracting FDI are likely to be those that provide the best
opportunities for TNCs to exploit both country-specific and region-specific advantages.  For
example, the United Kingdom has been one of the most successful countries in the European
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Union in terms of attracting FDI because its locational advantages combine access to its
own locational advantages with access to the wider European Union market.  Mexico has
benefited from the same consideration in the framework of NAFTA.

It follows from the discussion above that, even if RIFs have a positive impact on FDI
determinants for the region as a whole, not all member countries necessarily benefit to the
same extent.  For some countries, membership in RIFs will enhance their location-specific
advantages.  For small countries, the size of their domestic market will no longer deter
market-seeking foreign investors in tradables since they will now have access to the region’s
market, and not just the host country market.  For the same reason, the size of the domestic
market of large countries will no longer be as attractive and, therefore, will become less of a
bargaining asset for host country governments. Economic determinants specific to individual
member countries or business facilitation at the local level can thus become important.

The discussion that follows looks at the ways in which RIFs influence each of the three
categories of FDI determinants, namely, the policy framework for FDI, the set of economic
determinants, and the factors pertaining to the facilitation of business.

a.a.a.a.a. The impact of rThe impact of rThe impact of rThe impact of rThe impact of regional integration frameworks on FDI determinantsegional integration frameworks on FDI determinantsegional integration frameworks on FDI determinantsegional integration frameworks on FDI determinantsegional integration frameworks on FDI determinants

(i) The policy  framework

As mentioned earlier, the majority of RIFs do not explicitly address FDI policy,33

although there is an increasing tendency for free trade agreements to include investment.
Even RIFs postulating a high degree of integration among members, including provisions
regarding the movement of capital, may not necessarily contain explicit FDI policy provisions
(Brewer and Young, 1998).  The overall impact of RIFs on the policy framework for FDI
therefore depends on whether a RIF contains provisions liberalizing the movement of capital
(including FDI capital); on how restrictive the capital movement and investment regimes of
the member countries had been prior to the implementation of the RIF; and on other policy-
liberalization provisions contained in the RIFs, notably trade policy.34  Of these conditions,
whether or not a RIF contains explicit FDI provisions -- for example, on national treatment,
most-favoured-nation treatment, rules of origin, performance requirements, dispute
settlement -- may be the least important for developed countries and most developing
countries as far as inward FDI is concerned, because inward investment regimes are typically
open even prior to the implementation of RIFs.  The OECD member countries, for example,
adopted the Code of Liberalisation of Capital Movements in 1961, though capital-movement
liberalization did not accelerate until after the mid-1970s.  Even in many developing
countries, at least partially open FDI policies have typically been in place prior to the
implementation of a RIF, as the example of Mexico prior to joining NAFTA illustrates.  So
the direct impact of explicit FDI provisions contained in RIFs on FDI policy determinants is
likely to be small in many instances, unless they result in a considerable liberalization of
investment regimes.

Other policy provisions contained in RIFs, especially those relevant to trade
liberalization, are likely to be more important in determining FDI.  In the overwhelming
majority of RIFs, the central elements and the most important factors influencing market-
seeking FDI are the liberalization of trade barriers and the granting of preferential market
access to members.  Trade liberalization and trade policy coordination among RIF members
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contribute to a policy framework conducive to FDI because they create favourable conditions
for foreign affiliates within the region to access regional markets for final and intermediate
products. They also allow TNCs to establish regionally integrated production networks to
enhance their efficiency.  In the case of customs unions and free-trade areas, trade
discrimination against non-members in the form of tariff barriers makes the size of a regional
market more appealing and encourages market-seeking FDI by TNCs not present in the
region. The removal of non-tariff barriers, or their harmonization, also exerts a positive
influence on market-seeking FDI.

Apart from trade liberalization, the harmonization of related policies among members
can also play a role as FDI determinant.  The “social charter” of the European Union, for
example, seeks to ensure that working conditions, wages, social expenditures, etc. would
not differ substantially among members and thus give “unfair” location-specific advantages
to some member countries.  Likewise, European Union environmental regulations seeks to
ensure that FDI would not be diverted to members with lax environmental regimes.  Such
policy harmonization can act as a brake on a “race to the bottom” in competitive policy
liberalization meant to attract FDI.

Finally, RIFs may also influence the speed of FDI (and trade) policy liberalization.  The
prospective NAFTA Agreement, for example, prompted Mexico to liberalize its FDI
framework even before the Agreement was signed, even though the liberalization of services
and parts of the primary sector accelerated only after Mexico became a signatory.  In some
cases, however, member countries that are ready to deregulate a particular industry (e.g.
financial services in the case of the European Union) may be obliged to wait until the other
members of the RIF have reached a similar point.  In the European Union not all countries
were ready to deregulate their financial services at the same time, and a tier system was
introduced to resolve that. But the reverse may also take place: countries that are lagging
behind in terms of deregulation of industries and liberalization of policies may be pressured
to move faster by other RIF members.35   For example, RIF members may be encouraged to
privatize, usually with foreign-investor participation, as a means of reducing the share of
the public sector in their economies.  Even if (as  is often the case) pressures to liberalize do
not apply to FDI policies per se, they can affect the overall policy framework of a member
country in a manner that encourages FDI.

More generally, RIFs can reaffirm their members’ commitments to adhere to liberal
policies and bring about a momentum to continue the liberalization process in both FDI
and trade.      To put it differently: unless RIFs substantially alter national FDI policy
frameworks, they will not have a major impact on FDI policy determinants from the point
of view of individual countries.  Their contribution to FDI policy determinants lies in ensuring
member countries’ commitment to adhere to a liberal existing policy framework, or to
liberalize it if is restrictive, to harmonize policies, to lock in liberalizing changes, to increase
momentum to liberalize further, to strengthen standards of treatment and protection, and
to encourage policies that ensure the proper functioning of markets (e.g. competition policy).

(ii) Economic determinants

Market size and growth are the FDI economic determinants that are most affected by
the implementation of a RIF.  Dynamic effects of RIFs in encouraging higher rates of economic
growth can help boost inward FDI.  Most importantly, the size of the market is redefined
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under a RIF as the size of the region’s market.  The possibility of accessing a market wider
than that of a single country for tradable goods and services becomes an inducement to
invest in the region.  This is exemplified by United States FDI in the European Union. A part
of United States affiliate sales in the European Union are geared to the regional market:
their sales in the European Union in countries other than the host country itself accounted
for 31 per cent of their total sales in 1995.      All this is made possible by the removal of
intraregional trade barriers within the region, which carries the implication that a single
host country’s market size is no longer as significant a determinant of market-seeking FDI
as it used to be before the implementation of the RIF.  The redefinition of market size from
national to at least regional is encouraged if a common external tariff is imposed.  This can
induce at least some import-substituting (tariff-jumping) FDI, as firms previously serving
the regional market through exports seek to become “insiders” and switch to FDI.  The
extent to which this takes place depends on how heavily protected the host (regional) market
becomes after the implementation of a RIF, and whether TNCs had already invested in the
national markets prior to the RIF.  In a liberalizing world of falling barriers, the location
advantage of a large regional market may not be what it used to be, unless the RIF also
dictates some protection, say, through a common external tariff.  Of course, even in the
absence of a common external tariff, the regional market may still be an attractive location
as long as the RIF eliminates obstacles beyond tariff barriers or facilitates business
transactions.  In addition, there may be advantages associated with becoming an “insider”
in a regional area, such as benefiting from rules-of-origin regulations (Eden and Appel Molot,
1993).

All this means that regional integration frameworks increase the geographical scope
and size of “effective” markets because they increase the ease of access within member
markets through the removal of trade and other barriers.  However, even if all trade and
investment barriers between countries were removed, cultural, linguistic and other less
obvious barriers to doing business would remain (Motta and Norman, 1996), as would the
importance of proximity to local consumers.  So accessing an individual member country’s
market, although less significant as an FDI determinant under a RIF, cannot be discounted.
A survey of TNCs about the importance of different factors in attracting FDI into the United
Kingdom conducted by the Department for Enterprise concluded that access to European
Union markets was an important factor but access to the United Kingdom’s market was
more significant for all types of FDI (Bachtler and Clement, 1990).36

With the implementation of a RIF, the accessibility of a region’s market from a given
location becomes an important FDI locational determinant.  In addition to abolishing
customs-clearance procedures that help speed up border crossings, good physical
infrastructure, especially  in transport and communications, facilitates access to regional
markets.  The importance of infrastructure as an FDI determinant is therefore enhanced
considerably when a RIF comes into effect, for both market-seeking and efficiency-seeking
TNCs.

As the importance of market size as an FDI determinant becomes more uniform for all
countries that are members of a RIF and as the removal of cross-border barriers within the
region increases competitive pressures, determinants related to enhancing efficiency come
to play a bigger role for all types of FDI.  Increased market size -- from national to regional
or global -- is in itself an efficiency-inducing determinant because it provides the demand
dimension that gives rise to the possibility of exploiting economies of scale and scope in
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production and distribution.  Indeed, one of the primary advantages of enlarged markets
under RIFs is that they create the demand conditions that allow TNCs to reap economies of
scale and scope in all parts of the value chain.  On the production side, cost considerations
are especially important for efficiency-seeking TNCs (Burgenmeier and Mucchielli, 1991;
Dunning, 1993a; Robson, 1993).  RIFs allow such TNCs to locate each value-added activity
of the production process in the most cost-efficient location within the region in order to
rationalize operations regionally by taking advantage of productivity-adjusted cost
differences in labour, technology, and other resources (UNCTAD, 1993a).  In sum, RIFs help
to create both the demand conditions and the production conditions needed to improve
efficiency in production.

RIFs also influence TNCs’ access to resources.  In many RIFs, TNCs can access the
skills, technologies or other strategic assets available in member countries other than those
in which their production operations are located.  The European Union, for example, allows
all foreign affiliates regardless of their location within the Union to participate in European
Union-sponsored R&D projects -- subject to certain restrictions on the transfer of technology
to non-member countries (Brewer and Young, 1998).  When RIFs allow the movement of
labour, some labour  moves across borders in response to TNC employment opportunities,
which may mitigate the importance of the skill-seeking motive for FDI within the region.

Furthermore, RIFs give foreign investors the opportunity to be close to clusters of
companies producing similar products or having similar R&D facilities and thus to exploit
regional as well as sub-national agglomeration economies and obtain access to created assets.
Proximity to a cluster of companies producing similar products or having similar R&D
facilities, for example, need not necessarily require that a TNC invests in the same country
where these companies or facilities are physically located.  It may very well invest in a
bordering country in close physical proximity to the cluster of companies or R&D facilities.37

Thus within regions, a greater concentration of FDI in a few supranational clusters may
develop that allows FDI to be more dispersed in terms of country distribution, but more
concentrated in terms of geographical space.

Finally, RIFs promote greater competition to capture expanded markets or increase
market shares within the region.  Firms may respond to the increased competition for markets
by establishing a physical presence, especially if arm’s-length competition through trade is
hindered by a common external tariff.  Increases in intraregional and extraregional cross-
border acquisitions designed to access resources or defend competitive positions often
accompany RIFs. About one-quarter of Japanese manufacturing affiliates in Western Europe
established during the mid-1990s were established through acquisitions, compared to 10
per cent of those established in 1990 (JETRO, 1991, 1996).

(iii) Business facilitation

The primary effect of RIFs on business facilitation FDI determinants is to reduce intra-
regional business transaction costs.  Such costs arise directly from inadequacies of
information, asymmetries in doing business in different countries, the heterogeneity of
administrative procedures, and differences in business support measures.  Recognizing the
importance of business facilitation obstacles, some RIFs seek to harmonize efforts to remove
them or replace them with comprehensive region-wide programmes for FDI facilitation.  In
the case of the European Union, for example, the removal of internal tariff barriers was not
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sufficient for creating a unified regional market because of other obstacles to intraregional
transactions, especially in services. The European Economic Community identified 280
barriers to cross-border transactions in 1985, and removed about 90 per cent of them in 1993
as part of the single market programme (Yamazawa, 1997). APEC has a comprehensive
programme to facilitate trade and FDI whose objectives include “smart card” visas for short-
term travel; procedures for APEC-wide accreditation of standards; and minimum restrictions
on arrival in a member country (Yamazawa, 1997).

Since RIFs allow a region’s market or many of its resources to be more easily accessible
by TNCs from any location within the regional bloc, and policy coordination and
harmonization gives rise to a more level playing field, business facilitation factors become
increasingly important, as they concern matters which individual member countries -- and,
increasingly, sub-national authorities -- can address to distinguish themselves from one
another when competing for FDI.  Even if some business facilitation measures are harmonized
across members, there still remain important differences among members that allow them
to compete for FDI.  Measures aimed at targeting specific investors, providing social
amenities and marketing a country as an investment location usually fall outside the scope
of RIFs, and can therefore be used by each RIF member to enhance location-specific
advantages.  One result is precisely a proliferation of incentives used to attract FDI (UNCTAD,
1995a).

b.b.b.b.b. The impact of rThe impact of rThe impact of rThe impact of rThe impact of regional integration frameworks on FDI flowsegional integration frameworks on FDI flowsegional integration frameworks on FDI flowsegional integration frameworks on FDI flowsegional integration frameworks on FDI flows

From aggregate FDI data it is difficult to determine the impact of individual FDI
determinants on investment flows or stocks received by a region or by specific member
countries within a RIF.  This is because FDI determinants work together under RIFs as well
as in combination with factors unrelated to RIFs, such as certain macroeconomic changes.
The evidence presented here relates to the overall impact of RIFs on FDI flows or stocks.
Only inferences can be made about the extent to which a particular determinant is responsible
for that impact.  Furthermore, the evidence presented below is largely static, in the sense
that it describes the one-time impact of RIFs on FDI. Dynamic effects of RIFs on FDI deriving
from increased growth rates or heightened competition are much more difficult to assess.38

This section examines three cases of RIFs: the European Union (RIF among developed
countries), NAFTA (RIF among developed-developing countries) and MERCOSUR (RIF
among developing countries).

Prior to 1985 (when the Single Market Programme was initiated), members of the
European Economic Community (EEC) received increased FDI inflows mostly from outsiders
(Dunning, 1997; UNCTC, 1993) and particularly from the United States (table IV.2).  Between
1957 and 1972, the share of the EEC (6 members) in the outward stock of the United States
increased from 7 per cent to 17 per cent.  Accessing the EEC market in the presence of non-
tariff barriers seems to have been the principal motivation of this wave of FDI (Dunning,
1997).  The 1992 Single Market Programme had not only a positive quantitative impact on
FDI inflows but also a qualitative one, as corporate adjustment and efficiency considerations
by “insiders”, foreign affiliates as well as European Union firms, took precedence over
market-access considerations in the manufacturing sector, although market access continued
to be important in services.  In fact, the Single Market Programme led to substantial intra-
European-Union FDI flows as firms sought to acquire market positions within the new
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framework (UNCTC, 1993).  One exception was Japan: as a latecomer, it invested heavily in
the European Union in the late 1980s and early 1990s in both manufacturing and services.
Except in the case of services, United States TNCs did not rush to invest in the European
Union to the same extent as Japanese firms, having established their desired investment
positions earlier on.  United States foreign affiliates in services, however, did expand their
capital expenditures (Lipsey, 1990).

TTTTTababababable IVle IVle IVle IVle IV.2..2..2..2..2. Share of the EEC (6) in United States' outwar Share of the EEC (6) in United States' outwar Share of the EEC (6) in United States' outwar Share of the EEC (6) in United States' outwar Share of the EEC (6) in United States' outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stockkkkk
(Percentages)

1950 1955 1957 1962 1967 1972

5.4 6.1 6.6 10.0 14.4 17.1

                 Source:    UNCTAD, FDI/TNC database.

At the country level, Spain and Portugal benefited greatly from EEC membership,
with both countries receiving record FDI inflows in the years before and immediately
following their accession, induced by access to the regional market, policy liberalization
and lower wages.  Ireland, with a stable macroeconomic environment, good infrastructure,
a skilled workforce and advanced business facilitation measures, experienced one of the
faster growth rates in FDI among all European Union members between 1983 and 1992
(table IV.3).

TTTTTababababable IVle IVle IVle IVle IV.3..3..3..3..3. Gr Gr Gr Gr Grooooowth rates of inwarwth rates of inwarwth rates of inwarwth rates of inwarwth rates of inward FDI flod FDI flod FDI flod FDI flod FDI flows,ws,ws,ws,ws, EEC (9) member countries, EEC (9) member countries, EEC (9) member countries, EEC (9) member countries, EEC (9) member countries, 1983-1992 1983-1992 1983-1992 1983-1992 1983-1992
(Percentages)

Country Per cent

Denmark 37
France 33
Belgium-Luxembourg 27
Ireland 27
Netherlands 22
Italy 14
United Kingdom 14
Germany 5

                 Source:    UNCTAD, FDI/TNC database.

While FDI flows to the NAFTA region increased immediately before and after its
implementation, it was in Mexico that NAFTA had a noticeable impact. In the years
immediately before NAFTA, FDI inflows to Mexico doubled to over $4 billion annually and
in the years following NAFTA they increased even more, to over $10 billion in 1994, falling
slightly to $9.5 billion in 1995.  (The investment boom in the United States in the aftermath
of NAFTA is largely unrelated to NAFTA.)  Mexico’s liberalization of FDI policy (locked in
and reinforced by NAFTA provisions), proximity and guaranteed access to the United States
market (as long as local content requirements were satisfied), and the availability of low-
cost labour all led to substantially higher FDI inflows into Mexico, despite the peso crisis.
In other words, FDI flows into Mexico in the context of NAFTA were governed by a
combination of economic determinants (market size, resources and efficiency), policy
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considerations ( the greater FDI protection awarded by NAFTA), and specific provisions at
the sectoral level (Blomström and Kokko, 1997).

FDI flows into MERCOSUR as a whole increased immediately before and after its
implementation in 1995 ($10 billion in 1995 and $17 billion in 1996).  Market-access
considerations, coupled with trade liberalization, and provisions to promote and protect
FDI appear to have helped to attract investment (Blomström and Kokko, 1997). MERCOSUR
provides access to a market of some 200 million people in Argentina, Brazil, Paraguay and
Uruguay (as well as to Bolivia and Chile, associate members since 1996).

Nevertheless, it is difficult to attribute any FDI gains to the MERCOSUR framework
alone (Blomström and Kokko, 1997).  Macroeconomic reforms as well as trade and investment
liberalization and, in particular, the decision to implement privatization programmes had
begun before the implementation of MERCOSUR.  But, as in the case of NAFTA, MERCOSUR
has helped to consolidate these changes.  Especially in Argentina and Brazil -- the two
countries that have benefited the most in terms of FDI flows -- investment inflows have
responded in part to non-RIF factors, especially to privatization and the success of national
macroeconomic reforms.  The availability of natural resources has also been a magnet for
FDI.  In sum, it is not obvious how far FDI gains have been the direct outcome of MERCOSUR.

It appears that RIFs have contributed positively, but to a varying extent, to the growth
of FDI into the recipient region in all the three cases discussed above.  The impact has been
the greatest when the changes in any of the categories of FDI determinants brought about
by the RIF have been the most profound. Within regions, however, there are disparities in
the distribution of investment among member countries (and among regions within
countries).   In particular, RIF locations that have already attracted considerable investment
(e.g. clusters) may see their locational attractiveness further enhanced.  On the other hand,
low-wage locations in a RIF that rate well on the principal FDI determinants may be able to
attract substantial FDI flows geared towards the larger market.  This suggests that successful
host countries are those that possess the right combination of location-specific advantages
to match the ownership and internalization advantages of the firms that have decided to
invest in the region.  It also suggests that governments may need to pursue active regional
policies to see that the benefits of integration are shared throughout the region.

ConclusionConclusionConclusionConclusionConclusion

Under RIFs, the choice of the country in which a TNC invests still depends on its
evaluation of the location-specific determinants that the country offers.  In general,
functioning RIFs can enhance the location-specific FDI determinants of member countries.
However, some of these determinants, like market size or access to certain resources, are
now assessed from a regional rather than national perspective.

With the creation of RIFs, access to the regional market supersedes access to national
markets as an important FDI determinant. From the point of view of each member country,
what becomes important for FDI in tradable goods and services is its ability to provide
good access to the region-wide market.  This depends on how well it is integrated into the
regional bloc in terms of policy harmonization as well as physical accessibility.  Not being
left behind in the harmonization process and establishing good infrastructure facilities
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therefore acquire greater prominence as national FDI determinants.      Sustained increases in
growth rates, one of the dynamic benefits of RIFs, also help to boost FDI.  Again, it is the
region’s growth that matters more, and not national growth.  This does not mean that national
markets or growth no longer matter; they remain important FDI determinants, especially
for non-tradable services, but they matter less.

The greater openness that exists within RIFs gives rise to more competition among
firms, domestic or foreign.  The likelihood that FDI will be affected by reactions to “strategic”
moves of other firms, as firms try to position themselves in the best possible situation to
benefit from a RIF, also increases.  It is more likely under RIFs that firms will position
themselves in such ways as to exploit first-mover advantages ahead of their competitors
and that they will be more inclined to engage in cross-border strategic alliances.  Such
strategic responses to RIFs by TNCs can be expected to boost FDI in a regional bloc.

Production-related FDI determinants, as opposed to determinants related to demand,
come to play a more important role in location decisions under RIFs.  In particular, asset-
augmenting and asset-exploiting FDI can take advantage of location-specific immobile factors
of production or resources within the region, with access to the region’s market already
being assured by the RIF.  Many of these resources are created assets that can be accessed
through formal or informal links with supranational (or sub-national) clusters of companies
or research facilities giving rise to agglomeration economies. Efficiency, too, acquires a new
dimension in a regional context.  The existence of a greater variety of production inputs at a
wider choice of prices means that TNCs can make better choices within regional blocs than
in a single country alone.  Regional integration frameworks also allow TNCs to take
advantage of a greater number of FDI determinants without having to trade one determinant
against another.  Access to enlarged markets, for example, can be achieved without having
to sacrifice access to location-specific resources that help to enhance efficiency.  In the case
of NAFTA, for example, foreign automobile manufacturers can still reap the benefits of
lower costs in Mexico without losing access to the broader North American market.  On the
one hand, this makes regions attractive locations; on the other hand, as national locational
advantages become less distinct, they give rise to more competition for FDI among member
countries (or locations within countries).

On the policy front, greater uniformity of trade and other policies that influence FDI
means that TNCs can expect similar treatment across the region.  This does not mean that
policy determinants are not important, but it does imply that their distinctiveness as country-
specific location advantages diminishes for the members of a regional arrangement.  For
the region as a whole, RIFs can accelerate the process of trade and FDI liberalization; ensure
its continuity, transparency and stability; and reaffirm the protection of foreign investors.
So, at the regional level, RIFs can give policy determinants a boost in importance.

Under such conditions, business facilitation factors, less frequently addressed by RIFs,
come to play a more important role in the competition for FDI.  A number of proactive
measures to facilitate international production can be carried out fairly rapidly by national
governments. By offering after-investment services, social amenities and other business
facilitation services to foreign investors, national governments or sub-national authorities
can attempt to influence TNC location decisions.
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In conclusion, RIFs diminish the ability of member countries to attract FDI on grounds
of country-specific location advantages alone, including their ability to negotiate with foreign
investors on the basis of such advantages.  The regional context, and the extent to which a
member country is able to tap into it in order to enhance its own location advantages, become
more important for the location of FDI.  Business facilitation measures, although not the
most significant category of FDI determinants, become more significant as they are among
the few areas on the basis of which member countries (or locations within countries) can
compete for FDI. Intraregional competition for FDI through business facilitation is thus not
only likely to intensify but may also take place increasingly at the sub-national level, as
locations within member countries compete for FDI more fiercely than countries themselves.
The challenge for RIF members (or sub-national locations) is to marry their own distinct
locational advantages with the advantages that the region offers to create an environment
that complements the ownership and internalization advantages of TNCs.

3.  The potential impact of a possible multilateral3.  The potential impact of a possible multilateral3.  The potential impact of a possible multilateral3.  The potential impact of a possible multilateral3.  The potential impact of a possible multilateral
framework on investmentframework on investmentframework on investmentframework on investmentframework on investment

In recent years, discussions on international investment frameworks have intensified,
including the possibility of plurilateral and multilateral frameworks (chapter III; UNCTAD,
1996a).  One of the questions that has been raised in this context concerns the extent to
which a possible multilateral framework on investment (MFI) would influence investment
decisions and, in particular, lead to higher FDI flows around the world.

The development of an MFI, if such a framework were to be negotiated, would
represent a change in the policy-framework cluster of determinants (table IV.1).  Although
such a framework might also affect some elements of business facilitation (such as
investment incentives), it would not involve significant and direct changes in the principal
economic determinants.  Indeed, by making FDI policies  potentially more similar, an MFI
would underline the importance of economic (and business facilitation) factors in
determining FDI flows.

The precise effect of an MFI on the policy-framework cluster of determinants would
depend on its content, including definitions, scope and safeguards. Because an MFI is only
a hypothesis, three scenarios, based on differing assumptions, are discussed below for purely
analytical purposes.39 The discussion is thus at an abstract level and should be read with
the understanding that the specific implications of each scenario would vary from country
to country in accordance with specific economic and developmental conditions and specific
national stances vis-à-vis FDI.

This section does not deal with the advantages or disadvantages of an MFI, but with a
hypothetical question:  if there were an MFI, how would it affect the volume and pattern of
FDI flows?  Since an MFI is only a hypothesis and not a reality -- and since there is little
information about how TNCs would incorporate a variable such as an MFI into their
locational decisions -- answers to this question are unavoidably tentative.40

One conceivable outcome of an MFI is that it would help to increase FDI flows -- and
perhaps affect other features of such flows as well.  Such an outcome is based in part on the
assumption that a multilateral agreement would not only consolidate recent changes towards
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more liberal policies by many countries but would incorporate "rollback" provisions --
requiring countries to commit themselves to reducing or eliminating existing barriers to
FDI and strengthening investment protection and the proper functioning of markets. Even
in the absence of further liberalization, a multilateral framework could facilitate investment
by providing stronger assurances -- as compared with unilateral or even bilateral measures
-- when it comes to the protection of FDI and the stability of domestic FDI regimes.  The
presumably greater stability, predictability and transparency resulting from an MFI would
create a generally more favourable climate for investors.  The impact on inflows might be
greatest for those countries that were not already signatories to bilateral, regional, plurilateral
or multilateral investment agreements, and countries whose current policies, even if
favourable to FDI, are not considered sufficiently predictable by investors.  At the same
time, whether or not FDI flows would actually increase -- and whether there would be a
change in the quality and patterns of flows -- would depend on the precise content of an
agreement, the nature of national commitments and exceptions to the generalized multilateral
rules and, of course, the other FDI determinants that would come into play at that point.

A second conceivable outcome of an MFI is that it could actually reduce the quantity
and quality of FDI flows, because the negotiation of an MFI would take several years,  creating
uncertainties about the investment climate worldwide and thereby discouraging foreign
investors.  Further, even if negotiations did produce an agreement, the MFI that would
result could conceivably enshrine a less liberal multilateral environment than has already
evolved unilaterally or regionally.  (However, the extent to which a formal binding of the
regulatory framework at a less liberal level would affect FDI flows is unclear.)  Such an MFI
could also alter the patterns of FDI flows across geographic regions and industries.  In
particular, an MFI might reduce FDI flows to countries that gain from the currently restrictive
policies of their competitors for such investment and increase flows to otherwise desirable
locations that are receiving little inward FDI because of uncertainties about policies.

A third conceivable outcome of a possible MFI is that it would have little or no impact
on the quantity and quality of FDI flows, as it would not materially alter the policy framework
for FDI.  One reason why this might be the result is that there has already been significant
liberalization in many countries, in particular in many developing countries and countries
in transition, during the 1980s and 1990s (chapter III, table III.2); and this liberalization has
contributed to a surge of FDI flows that reached a new record in 1997.  Therefore, an MFI
that contains, for example, standstill provisions -- requiring countries to commit themselves
not to introduce new barriers to FDI, lower standards of investment treatment or measures
likely to impair the proper functioning of markets -- would essentially maintain the status
quo, as far as the openness of economies to FDI, their treatment of foreign affiliates and the
functioning of their markets are concerned.  Moreover, the extensive network of bilateral
investment treaties, which numbered over 1,500 by the end of 1997 (chapter III), would
provide protection for investors and could be easily extended to additional countries.  Finally,
on this view, there would be no significant effects on the geographic patterns of FDI flows,
as they are largely influenced by other FDI determinants.

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

On balance, these considerations suggest that an MFI would improve the enabling
environment for FDI, to the extent that it would contribute to greater security for investors
and greater stability, predictability and transparency in investment policies and rules.  This,
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in turn, could encourage higher FDI flows and potentially some redistribution of those
flows, particularly to countries whose investment climates would newly reflect the
multilateral framework.  How much difference an MFI would make, however, in terms of
the quantity, quality and patterns of actual FDI flows is difficult to predict because as in the
case of BITs, it is precisely the function of an enabling framework to allow other determinants,
and especially economic determinants, to assert their influence.

Expectations about the impact of an MFI on FDI flows (if it were indeed to be
negotiated) in comparison to the current regulatory framework and the direction in which
it is developing should, therefore, not be exaggerated.  There are, of course, other issues
that need to be considered in connection with a possible MFI -- especially the possible role
of such an agreement in providing a framework for intergovernmental cooperation in the
area of investment  (UNCTAD, 1996a, 1997a) -- but these fall outside the scope of the present
analysis, which is specifically focused on the determinants of FDI flows.41

NotesNotesNotesNotesNotes

1 The analytical framework on which this description is based is known as the ‘OLI (ownership, location,
internalization) paradigm’ -- also the ‘eclectic paradigm’.

2 Governments can influence the other two conditions but only indirectly -- for example, through the
promotion of cross-border partnerships in R&D, thereby reducing the imperfect nature of technology
markets and thus affecting transaction costs, degree of competition and other elements of ownership and
internalization choices.

3 As TNCs increasingly seek to hone their competitive advantages, their strategies can become quite diverse,
even within the same industry (UNCTAD, forthcoming a, pp. 147-148).

4 See United States, Department of Commerce, 1997c, pp. 119-148 (and earlier articles in the same series).
5 Interest rates were found to be a factor influencing flows of FDI from the European Union to the United

States (chapter V).
6 On the question of tax competition, see chapter III, box III.12.
7 In general, changes in exchange rate levels are expected to have a greater impact on FDI than differences in

exchange rate levels, which were found insignificant as determinants of bilateral FDI flows among Canada,
Germany, Japan, the United Kingdom, and the United States (Goldberg and Kolstad, 1994). Estimates for
Malaysia and Thailand (e.g. Ramstetter, 1995a and 1995b) also suggest that exchange rate levels have not
generally had a statistically significant effect on FDI in these countries.   For a discussion of the effects of
the 1997/1998 currency devaluation in Asia on FDI, see chapter VII.

8 From the perspective of local SMEs, equality of conditions can create an imbalance that favours large
foreign firms.  For example, if no speical measures are put in place to facilitate loans to SMEs, equal access
to short and long term borrowing will favour larger TNCs firms.

9 Brazil, always a potentially attractive host country because of its market size, provides a good example.  In
the 1970s, it was the largest recipient of FDI among developing countries.  It lost this position to other
countries in the 1980s, as a result of the loss of macroeconomic stability, leading to a drastic reduction of
FDI inflows.  In the early 1990s, it introduced policies aimed at restoring macroeconomic stability and at
re-attracting FDI.  While the stability was restored almost immediately, it took two to three years for FDI
flows to take off again, and to begin to grow rapidly.  In interviews with CEOs of TNCs conducted for a
study on FDI in Brazil in spring 1996, three years after the reforms started, it was clear that many CEOs
were not yet convinced that the Brazilian reforms would hold (UNCTAD, forthcoming a).

10 Known in the FDI literature to be a factor influencing locational decisions (Johanson and Wiedersheim-
Paul, 1993). It is based on the premise, confirmed by evidence, that investors tend to favour what they
know, and regard territories they do not know as risky, a lack of knowledge being strongly associated
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with the fear of negative possibilities. This lack of knowledge is deepened by differences in language,
culture, political systems, levels of education, levels of development, etc. generating a psychic distance
between home and host countries. Psychic distance, however, is  not constant.  It is being progressively
reduced by modern tools of communication, trade and travel.  Promotional actions can contribute to
reducing it further.

11 This number does not include such countries as the United Kingdom and France, known for strong
promotional programmes, but not yet members of WAIPA, which was established in 1995. In addition,
many programmes are executed at the level of regions, or states within countries; perhaps these are even
more numerous than national programmes. For example, virtually all of the states in the United States
have such programmes, including promotional offices abroad in large home countries, such as Japan.
Increasingly, regions and large cities in Europe have similar programmes.

12 For a recent example, see the programme of the Republic of Korea, chapter VII, box VII.11.
13 The discussion here focuses on business facilitation, including after-investment services as determinants

of FDI.  But after-investment (or aftercare) services can also be rendered with a view towards maximizing
the FDI contribution to local economic development (Young and Hood, 1994, pp. 45 and 52). It should be
noted as well that daily contact with foreign investors resulting from rendering these services puts IPAs
in a unique position, which could enable them to be the first to identify faulty policies and, optimally,
become champions of reforms.

14 Other reasons for the less frequent use of performance requirements include the fact that the TRIMS
agreement stipulates the phasing out of certain performance requirements that distort trade (e.g. export
requirements).

15 Characteristic in this regard is the following statement made recently by the head of CzechInvest, the
national investment promotion agency, on the occasion of introducing a new package of incentives in the
Czech Republic: “Up until now the Czech Republic has been competing with Poland, Hungary and
Western European countries at a disadvantage. This package [of incentives] will enable the Czech Republic
to compete on equal terms for prime mobile direct investment projects looking for a low-cost, highly-
skilled location in Europe” (CzechInvest, 1998) (see also chapter IX, box IX.4).

16 However, convergence has limits.  First, both promotional actions and incentives cost money, and some
of them cost a lot of money.   Therefore, for example, developing countries and economies in transition
typically do not have pockets as deep as developed countries when it comes to financial incentives,
which tend to focus on fiscal incentives (UNCTAD, 1995a, pp. 291-292). Second, there is a growing
awareness that promotional programmes and incentives should be carefully tailored to the needs of
individual host countries and not simply copied from the programmes of other countries (UNCTAD,
1997b). Third, many of these activities are very difficult to carry out and, even if carefully planned and
well executed, they take time (e.g. reducing corruption).

17 Investment  promotion activities, if not well-grounded in a favourable investment environment, may be
counterproductive or even harmful if they create perceptions and expectations not in line with reality.

18 This type of investment is highly mobile because non-equity forms of FDI involve control but not ownership
and this reduces the cost of closing down or abandoning foreign affiliates.

19 However, as the host country develops and acquires higher standards of living, final consumer goods
produced by foreign affiliates may be redirected to its own domestic market.

20 A number of econometric studies, going back to the 1960s and forward to the mid-1990s have, on the
whole, failed to confirm the common-sense expectation that low wages would be an important factor in
attracting FDI into a host country.  Among these are a study of manufacturing affiliates of United States
TNCs in 1966 (Kravis and Lipsey, 1982) and a study of FDI flows from 14 home countries to 45 host
countries in 1990 and 1991 (Wei, 1997a and 1997b).
There is rather less here than meets the eye.  Low wages are a positive determinant of FDI but only other
things being equal.  What matters is not wage levels as such but these levels as adjusted for the productivity
of labour inputs. The other point to note is that even productivity-adjusted wages are only one factor
among others and their influence on any particular investment decision depends on the context of that
decision, as determined by the relevant policy framework, the size of the relevant market, and the like.
Hence, studies of the determinants of location decisions taken by foreign firms in one and the same
country are likely to be more useful for analyzing the relationship between wage levels and investment
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flows than studies covering a variety of host countries.  Indeed, analyses of the location decisions of
Japanese firms in the United States between 1950 and 1992 (Head, Ries and Swensson, 1994) and of
foreign investment entries into the United States between 1981 and 1983 (Coughlin, Terza and Arromdae,
1991) found higher wages to have a deterrent effect on location decisions.

21 In the textile and clothing industry quotas have been determined for many years by the Multi-Fibre
Arrangement. Products in this industry were subcontracted on the basis of “market niche”, that is, price
elasticity of demand, cost/quality ratios and available quota (Mytelka, 1991).

22 A good part of this type of investment has been located, as mentioned earlier, in export processing zones.
Where these remained as enclaves and did not draw upon supplies from the local economy, their dynamic
impact and role in the transfer of technology and in shaping local technological capacity were weaker
than where these linkages were established (e.g. in the Republic of Korea). In general, the firms in these
zones are less likely to upgrade rapidly.  In consequence, their contribution to the development of human
capital is often limited and their vulnerability to price-and-productivity-based mobility is greater.

23 For elaboration on, and documentation of, the concept of complex integration strategies, see UNCTAD,
1993a, Part Two.

24 To a certain extent this applies also to non-tradable services, as various locations may compete for the
mobile assets that are required to produce them; and it even applies to natural resources, where there are
alternatives to them.

25 For details see UNCTAD, forthcoming a.
26 Needless to say, this observation also applies to other components of  an enabling FDI framework.
27 Regional integration frameworks -- the focus of this section -- are policy-led integration initiatives adopted

by governments.  Economic integration, however, can also take place in the absence of policy-led integration
initiatives, through transactions that promote greater interdependence and cohesion among economies.
TNCs can instigate closer integration not only through cross-border arm’s-length transactions (trade),
leading to “shallow integration”, but also through intra-firm transactions among members of their
corporate networks, leading to “deep integration” (UNCTAD, 1993a; see also Lloyd, 1996). There are also
arrangements that are more partial in nature, such as regional growth triangles (Pomfret, 1996).

28 A RIF that allows the free movement of both labour and capital would also affect FDI determinants.  It
would presumably reduce the need for resource-seeking FDI, where the resource sought is unskilled
labour, and strategic asset-seeking FDI, where the asset sought is skilled labour.

29 It must be recognized that, in many instances, TNCs were attracted by markets that were protected by
tariff barriers in the period preceding efficiency-seeking and competitiveness-enhancing FDI, since this
reduced competitive pressures from imports while simultaneously allowing higher earnings (see Mytelka,
1994).

30 For example, the Australia-New Zealand Closer Economic Relations Agreement covers trade in goods
and services (including labour mobility), but does not cover investment.

31 Of course, this did not always hold true.  In the case of the European Union, for example, the Treaty of
Rome contained specific provisions on capital movements, the right of establishment et al., all of which
are relevant policy determinants of FDI.  But these were not enough to open various service industries to
FDI, which had to wait for the 1992 Single Market Programme to come into effect.

32 Article 73 of the Maastricht Treaty “grandfathered” existing FDI restrictions, mainly at the sectoral level
on the inward side; there are virtually no restrictions on the outward side (Brewer and Young, 1998, p.
182).

33 Most RIFs that do address FDI policy are common markets and economic unions that, by definition,
allow the movement of capital, including FDI capital, among members. But RIFs other than common
markets and economic unions may also contain explicit FDI provisions for their members.  The Gulf
Cooperation Council, for example, has liberalized the movement of capital among member countries
(Brewer and Young, 1998), creating conditions conducive to the entry of FDI.  ASEAN members have
adopted safeguards against nationalization and the provision of adequate compensation against
expropriation, among other things (UNCTAD, 1996a, p. 148). NAFTA contains explicit FDI provisions on
standards of treatment (national treatment and most-favoured-nation clauses);  procedures for the
settlement of disputes; procedures for phasing out existing export-based and production-based
performance requirements; and bans on new export-performance, import-substitution and domestic-
content requirements (Hufbauer and Schott, 1993, chap. 4).
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34 For services, the liberalization of FDI regimes alone is not enough to attract investment.  Policy changes as
regards deregulation, privatization, consumer protection and the like may also be required.

35 Indeed, this can be observed even before countries become members of a RIF.  For example, countries
wanting to join the OECD or the European Union (through the association agreements) sometimes assume
FDI liberalization obligations before they become full members.

36 Other important factors included skills, costs, language and responses to competitors’ strategies.
37 Dunning (1997, p. 3) estimated that roughly three-fifths of inward FDI in the core countries of the European

Community prior to 1985 was within a 500-mile radius of Frankfurt. This raises the question of polarization
vs. spread effects, the distribution of associated benefits and the need for regional policies.

38 It has been suggested by Blomström and Kokko (1997, p. 4) that TNCs may act as catalysts for these
dynamic effects associated with RIFs.

39 For more detailed analyses of the issues involved in discussions of a possible MFI, see UNCTAD 1996a
and the series of UNCTAD issue papers in progress, scheduled for publication during 1998-1999.

40 Many of the questions that are now being raised about a possible MFI were raised more than half a
century ago at the time of the creation of the General Agreement on Tariffs and Trade (GATT). They have
reappeared from time to time, particularly during major rounds of trade negotiations.  Despite the fact
that investment issues are still often referred to as being among the “new” issues on the multilateral
agenda, they are in fact not new.  What is new is that they are being considered more directly and more
extensively, particularly in relation to rules and institutional mechanisms.

41 For a discussion of other issues, see UNCTAD, 1996a and 1997a.



WWWWWorld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Trrrrrends and Determinantsends and Determinantsends and Determinantsends and Determinantsends and Determinants

134134134134134



Chapter IVChapter IVChapter IVChapter IVChapter IV

135135135135135

Annex to chapter IVAnnex to chapter IVAnnex to chapter IVAnnex to chapter IVAnnex to chapter IV.....
An econometric test of market related FDI variablesAn econometric test of market related FDI variablesAn econometric test of market related FDI variablesAn econometric test of market related FDI variablesAn econometric test of market related FDI variables

There is a long history of econometric analyses of factors determining the amount of
FDI a country receives.  However, it is hard to derive any conclusion from these studies as
to whether the list of determinants has changed over time or whether some have gained or
lost importance.  One reason comparisons over time are difficult is that the measures of
investment, the measures of determinants, and the range of countries examined differ from
study to study.

There is some advantage, then, in performing such an econometric analysis using the
same list of determinants, measured in the same way, for the same set of countries over
time.  The following analysis covers 142 countries over the period 1980-1995.

Several variables related to host country markets have appeared in some form in almost
all of the past explanations of the extent of inward FDI.  One is the size of the host country
or, more precisely, of the host country’s internal market.  A second is the rate of growth of
the host country, which can be thought of as a predictor of future market size.  A third is the
average income of the residents of a country, which is related to their effective demand for
the kinds of goods or services produced by foreign affiliates.

Table IV.A.1 presents a version of an explanation of the inward FDI stock in each of
142 countries at intervals between 1980 and 1995, based on these national market variables.
The measure of market size is nominal GDP for each year, translated into dollars by average
annual exchange rates; the growth variable is growth in real GDP over the previous five
years; and the average income variable is GDP per capita, measured in current purchasing
power parity (PPP) terms.  The nominal GDP and, in three of the four years represented in
the table, the real GDP per capita, are statistically significant at the 1 per cent level, in the
expected positive direction. In other words, large markets and high-income markets attract
more FDI, but past growth rates are apparently not projected into the future by potential
investors.  More than half of the variance in the investment levels is accounted for by these

TTTTTababababable IVle IVle IVle IVle IV.A.1..A.1..A.1..A.1..A.1. Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock on nominal GDPk on nominal GDPk on nominal GDPk on nominal GDPk on nominal GDP,,,,,
past grpast grpast grpast grpast grooooowth in real GDPwth in real GDPwth in real GDPwth in real GDPwth in real GDP,,,,, and real GDP per capita and real GDP per capita and real GDP per capita and real GDP per capita and real GDP per capita

1980 1985 1990 1995

Nominal GDP 0.0298*** 0.0414*** 0.0549*** 0.0524***
(0.0025) (0.0022) (0.0046) (0.0065)

Growth in real GDP - previous five years 476 -377 -5,137 11,534
(1,950) (2,485) (13,404) (25,853)

Real GDP per capita 0.226 0.564*** 1.439*** 1.637**
(0.144) (0.187) (0.486) (0.750)

R^2 0.591 0.780 0.682 0.579

Figures in parentheses are standard errors

** Significant at 5% level
*** Significant at 1% level
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host-country market variables but the precision of the explanation reached a peak in 1985
and has been declining ever since.  That decline points to the possibility that  host country
market variables have declined in importance relative to some other unspecified
determinants of inward FDI.

If the residuals from these equations are taken as representing the effects of unspecified
determinants of inward FDI levels, then the market variables and the change in real income
for the current period can explain changes in investment over the ensuing five years.  One
possible interpretation of the residuals is that they represent transitory past events or policies
that have caused some host countries to have larger investment stocks and other countries
smaller investment stocks than would be the case if FDI were distributed host countries in
a pattern optimal from the point of view of international investment allocation. In that case
one would expect negative coefficients for the residuals.  Negative coefficients  could
represent a catching-up to more “normal” levels by potential host countries which had been
previously neglected or which had in the meantime made their policies more welcoming
towards inward FDI.  Alternatively, negative coefficients might indicate a relapse to more
“normal” levels in those host countries that had been favoured as FDI locations in the past
but had then lost their advantages, or by countries that have modified their policies to be
more restrictive towards inward FDI.  Positive coefficients might mean that the factors that
produced high levels of inward investment relative to income and income growth were
long-term in nature, and continued to produce higher than average levels of inward FDI.
An alternative interpretation of positive coefficients would be that high levels of inward
investment, whatever their cause, themselves created circumstances, such as agglomeration
economies, that attracted further investment.

The results are shown in table IV.A.2.  The coefficients of the residuals from the
investment stock equations are strongly positive.  Host countries that have received more
inward FDI than can be explained by their domestic market characteristics in a base year
continue to receive more investment in subsequent years.  This result suggests that there
may be permanent or at least long-term features of host countries, outside of their domestic
market characteristics, that attract FDI to an exceptional degree.

Among the other variables in the equations of table IV.A.2, initial market size,
represented by nominal GDP, is the most consistent influence favouring further inflows of
FDI.  The coefficient for the growth of the host country market during the period increases
in size over time and is statistically significant at the 5 per cent level for the final period.
Thus, the inward flow of FDI during a five-year period is higher if the recipient country has
a larger market; if it has received more investment in the past than would be expected from
its domestic market characteristics; and if its domestic market has grown more rapidly than
that of competing countries during the period.

Some recent literature on the determinants of inward FDI has focused on characteristics
such as the extent of corruption (Wei, 1997a, 1997b) and other aspects of the organization of
the host government or, more generally, society.  After considering a variety of measures for
66 countries that are potential additional explanatory variables (Mauro, 1995),  two are used
here for further examination:  “bureaucratic efficiency” (which combines ratings for three
categories: judiciary system, red tape and corruption) and “political stability”.
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TTTTTababababable IVle IVle IVle IVle IV.A.2..A.2..A.2..A.2..A.2. Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inward FDI flod FDI flod FDI flod FDI flod FDI flow on nominal GDPw on nominal GDPw on nominal GDPw on nominal GDPw on nominal GDP,,,,,
current grcurrent grcurrent grcurrent grcurrent grooooowth in real GDPwth in real GDPwth in real GDPwth in real GDPwth in real GDP,,,,, real GDP per capita, real GDP per capita, real GDP per capita, real GDP per capita, real GDP per capita, and residuals fr and residuals fr and residuals fr and residuals fr and residuals fromomomomom

inwarinwarinwarinwarinward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock equationsk equationsk equationsk equationsk equations

1980-1985 1985-1990 1990-1995

Nominal GDP 0.0314*** 0.0473*** 0.0234***
(0.0017) (0.0026) (0.0023)

Growth in real GDP - current five years -896 4,257 8,221**
(2,071) (4,572) (3,750)

Real GDP per capita -0.011 1.123*** 0.628**
(0.104) (0.228) (0.249)

Residuals (from reg of stock on inv on no GDP,
      its growth & real PC GDP) 0.103 1.180*** 0.387***

(0.065) (0.106) (0.051)

R^2 0.771 0.827 0.684

Figures in parentheses are standard errors

** Significant at 5% level
*** Significant at 1% level

Since the additional variables are available only for a much smaller group of countries,
the equations of table IV.A.2 are shown in table IV.A.3 for this smaller group.  While the
equations do not fit quite as well, the story they tell is much the same:  nominal GDP and
per capita real GDP are both positive influences, while past real GDP growth is not a
significant factor.  If the residuals from this equation are calculated and related to the
government efficiency and political stability variables, no relationship is found.  If the
government efficiency and political stability variables are added to the inward FDI stock
equations of table IV.A.3, they do not add anything to the explanation.  The same is true if
they are added to the inward flow equations (these equations are not shown here). Thus,
these additional variables do not, at least for a smaller sample of countries, account for the
unspecified influences incorporated in the residuals.

TTTTTababababable IVle IVle IVle IVle IV.A.3..A.3..A.3..A.3..A.3. Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inward stocd stocd stocd stocd stock of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDP,,,,,
past grpast grpast grpast grpast grooooowth in real GDPwth in real GDPwth in real GDPwth in real GDPwth in real GDP,,,,, and real GDP per capita and real GDP per capita and real GDP per capita and real GDP per capita and real GDP per capita

fffffor a smaller gror a smaller gror a smaller gror a smaller gror a smaller group of countriesoup of countriesoup of countriesoup of countriesoup of countries

1980 1985 1990 1995

Nominal GDP 0.0275*** 0.0400*** 0.0540*** 0.0504***
(0.0036) (0.0033) (0.0065) (0.0086)

Growth in real GDP - previous five years 609 -1,367 -1,676 -7,849
(7,167) (6,482) (30,834) (44,105)

Real GDP per capita 0.623* 0.814** 1.629* 1.508
(0.359) (0.370) (0.824) (1.172)

R^2 0.571 0.771 0.662 0.532

Figures in parentheses are standard errors
* Significant at 10 % level
** Significant at 5% level
*** Significant at 1% level
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It has been argued that government-related and political variables would be more
important in developing countries than in developed countries, where the range of the
variables may be much smaller.  Therefore the equations of table IV.A.3 have been recalculated
for developing countries alone. The results are shown in table IV.A.4.  They again confirm
the predominant influence of host country market size, with larger coefficients than for the
world as a whole.  Per capita income, while a consistently positive influence, is not generally
statistically significant, and the explanatory power of the equations is considerably weaker
for these countries.   In table IV.A.5, the political stability variable is added and here, for the
first time, the equations provide evidence that an institutional characteristic of a host country
has a positive influence on inward FDI.

TTTTTababababable IVle IVle IVle IVle IV.A.4..A.4..A.4..A.4..A.4. Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inward stocd stocd stocd stocd stock of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDP,,,,,
past grpast grpast grpast grpast grooooowth in real GDPwth in real GDPwth in real GDPwth in real GDPwth in real GDP,,,,, and real GDP per capita, and real GDP per capita, and real GDP per capita, and real GDP per capita, and real GDP per capita,

dededededeveloping countriesveloping countriesveloping countriesveloping countriesveloping countries

1980 1985 1990 1995

Nominal GDP 0.0510*** 0.0714*** 0.0638*** 0.1279***
(0.0092) (0.0200) (0.0140) (0.0208)

Growth in real GDP - previous five years 3,879 -1,367 11,150 16,719
(2,427) (3,815) (7,307) (20,311)

Real GDP per capita 0.019 0.594 0.737* 0.560
(0.145) (0.385) (0.382) (0.488)

R^2 0.472 0.254 0.452 0.604

Figures in parentheses are standard errors

* Significant at 10 % level
*** Significant at 1% level

TTTTTababababable IVle IVle IVle IVle IV.A.5..A.5..A.5..A.5..A.5. Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inward stocd stocd stocd stocd stock of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDP,,,,,
grgrgrgrgrooooowth in real GDPwth in real GDPwth in real GDPwth in real GDPwth in real GDP,,,,, real GDP per capita, real GDP per capita, real GDP per capita, real GDP per capita, real GDP per capita, and political stability and political stability and political stability and political stability and political stability

dededededeveloping countriesveloping countriesveloping countriesveloping countriesveloping countries

1980 1985 1990 1995

Nominal GDP 0.0519*** 0.0785*** 0.0657*** 0.1297***
(0.0092) (0.0194) (0.0136) (0.0209)

Growth in real GDP - five years 2,104 -2,851 11,239 24,312
(3,039) (3,718) (7,038) (21,635)

Real GDP per capita -0.049 0.135 0.378 0.165
(0.162) (0.429) (0.416) (0.624)

Political stability 511.538 1988.908** 2097.259* 3054.675
(526.419) (953.940) (1133.746) (3010.638)

R^2 0.471 0.317 0.491 0.604

Figures in parentheses are standard errors
* Significant at 10 % level
** Significant at 5% level
*** Significant at 1% level
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The residuals from the equations of table IV.A.4 are used, together with initial nominal
GDP, the growth in real GDP during the period, and the initial per capita income, to explain
the inflow of FDI to developing countries (table IV.A.6).  Market size is again the main
influence. It is followed by the residual significant in two periods; growth in real GDP,
significant in only one period, and real per capita GDP which is only marginally significant.
Political stability (table IV.A.7) does not contribute to the explanation of the inflow of FDI to
developing countries in the equations.

TTTTTababababable IVle IVle IVle IVle IV.A.6..A.6..A.6..A.6..A.6. Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inward stocd stocd stocd stocd stock of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDPk of FDI on nominal GDP,,,,,
current grcurrent grcurrent grcurrent grcurrent grooooowth in real GDPwth in real GDPwth in real GDPwth in real GDPwth in real GDP,,,,, real GDP per capita, real GDP per capita, real GDP per capita, real GDP per capita, real GDP per capita, and residuals fr and residuals fr and residuals fr and residuals fr and residuals fromomomomom

inwarinwarinwarinwarinward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock equations,k equations,k equations,k equations,k equations, de de de de developing countriesveloping countriesveloping countriesveloping countriesveloping countries

1980-1985 1985-1990 1990-1995

Nominal GDP 0.0404** 0.0184** 0.0860***
(0.0148) (0.0089) (0.0148)

Growth in real GDP - current five years 627 7,179*** 1,378
(4,703) (2,159) (5,997)

Real GDP per capita 0.393 0.579*** 0.940***
(0.249) (0.180) (0.417)

Residuals 0.339 0.213*** 0.553***
(0.254) (0.076) (0.180)

R^2 0.272 0.497 0.598

Figures in parentheses are standard errors

** Significant at 5% level
*** Significant at 1% level

TTTTTababababable IVle IVle IVle IVle IV.A.7..A.7..A.7..A.7..A.7. Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inwar Regression of nominal inward flod flod flod flod flow of FDI on nominal GDPw of FDI on nominal GDPw of FDI on nominal GDPw of FDI on nominal GDPw of FDI on nominal GDP,,,,, current gr current gr current gr current gr current grooooowth in real GDPwth in real GDPwth in real GDPwth in real GDPwth in real GDP,,,,, real GDP real GDP real GDP real GDP real GDP
per capita,per capita,per capita,per capita,per capita, and residuals fr and residuals fr and residuals fr and residuals fr and residuals from inwarom inwarom inwarom inwarom inward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock equations and political stabilityk equations and political stabilityk equations and political stabilityk equations and political stabilityk equations and political stability,,,,, de de de de developing countriesveloping countriesveloping countriesveloping countriesveloping countries

1980-1985 1985-1990 1990-1995

Nominal GDP 0.0431*** 0.0216*** 0.0857***
(0.0149) (0.0090) (0.0151)

Growth in real GDP - current five years -670 6,795*** 992
(4,776) (2,133) (6,372)

Real GDP per capita 0.225 0.415* 1.003*
(0.281) (0.206) (0.520)

Residuals 0.249 0.179* 0.567***
(0.262) (0.078) (0.196)

Political stability 833 687 -285
(665) (447) (1,370)

R^2 0.284 0.516 0.585

Figures in parentheses are standard errors

* Significant at 10 % level
*** Significant at 1% level
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A conclusion to be drawn from the econometric analysis is that host country market-
size variables remain the dominant influence on inward FDI, although they explain less of
the variation across countries in more recent years than in earlier periods.  Whatever factors
in the past caused some countries to receive more FDI than might have been expected on
the basis of their market characteristics remain influential. However, for the world as a
whole, the institutional variables included in this exercise are not the explanation.  A
candidate for further explanation, not tested here, would be existing membership in or recent
adherence to a regional arrangement, for example the European Union or NAFTA.

In developing countries, the domestic market variables, while strongly significant,
explain less than half the variance among countries in inward FDI stock except in the last
year examined, 1995.  That contrasts with the situation for all countries, in which more than
half the variation is explained in all years.  One institutional variable, political stability,
seems to be of some influence among developing countries, where it is positively related to
a host country’s attractiveness as a location for FDI and in some periods adds to the
explanation of the inward investment stock.  It does not, however, add to the explanation of
inward FDI flows in these countries.  The coefficient of the residual variable calculated
from the inward investment stock equation,  representing favourable and unfavourable
characteristics not identified here, becomes increasingly large over time for these developing
countries, despite the fact that market variables explain a large part of the variance.

All in all, national market variables do explain much of the variation in inward FDI
attractiveness among countries, but the size and importance of the residuals and their
predictive power is a challenge for further investigation.

Source:     UNCTAD.
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CHAPTER  CHAPTER  CHAPTER  CHAPTER  CHAPTER  VVVVV

DEVELOPED COUNTRIESDEVELOPED COUNTRIESDEVELOPED COUNTRIESDEVELOPED COUNTRIESDEVELOPED COUNTRIES

Developed countries sent $359 billion abroad in foreign direct investment (FDI) in
1997 and received $233 billion in  FDI in turn.  Their share of global outflows of FDI continued
to exceed 80 per cent, whereas their share of inflows was significantly lower at 58 per cent.
Both outflows and inflows in 1997 were noticeably higher than in 1996, the outflows
substantially so (annex tables B.1 and B.2).

The Triad (the European Union, Japan and the United States) accounted for 87 per
cent of FDI flows into and 89 per cent of outflows from developed countries in 1997, slightly
less than the about 90 per cent for both in 1996.  The European Union led the Triad in both
FDI outflows and inflows, followed by the United States and Japan (annex tables B.1 and
B.2).  In terms of FDI stock as well, the European Union was considerably ahead of the
United States.  Outside the Triad, the largest developed country recipients of FDI in 1997
were Australia and Canada (figure V.1) and the largest outward investors Canada and
Switzerland (figure V.2). Flows into South Africa remained low until 1996 but doubled in
1997.1   For the developed countries as a whole, FDI as a percentage of gross fixed capital
formation is considerably higher for outflows than inflows, with both of them very low for
Japan (figure V.3).  As always, these figures are net figures, reflecting the fact that firms not
only invest abroad, but also divest (box V.1).  They do not, however, take into account that,
especially in the case of developed countries, a part of outward FDI is undertaken by foreign
affiliates, i.e. is indirect FDI (box V.2).

A.  United StatesA.  United StatesA.  United StatesA.  United StatesA.  United States

In 1997, the United States reported $91 billion in FDI inflows and $115 billion in
outflows, again far exceeding inflows and outflows of any other country.  Both amounts set
new records (figures V.1 and V.2).  Inflows were 19 per cent higher than in 1996; outflows 53
per cent (figure V.4).  As a result, the share of the United States in worldwide FDI rose to 23
per cent for inflows and 27 per cent for outflows.  In terms of the regional and sectoral
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Box VBox VBox VBox VBox V.1.  Divestment.1.  Divestment.1.  Divestment.1.  Divestment.1.  Divestment

Although FDI represents investment made with a view towards a lasting interest in, and
control of, enterprises located in countries other than the home countries of TNCs, divestment of foreign
assets by firms engaged in FDI also takes place quite frequently.   Reasons for divestment unrelated to
corporate restructuring include decreased demand; mismanagement; overinvestment; and changes in
the regulatory environment.  (For an illustrative list of reasons for divestment, based on a survey of
Japanese firms, see annex table A.V.1)  It is worth noting, however, that TNCs may withdraw even
when foreign affil iates are successful,  as part of a deliberate,  broader corporate strategy of
reorganization, restructuring and downsizing in order to increase the efficiency of their corporate
systems as a whole. Currently, for example, firms are generally moving towards consolidating their
main activities around core competencies, splitting off non-core activities through divestments,
including the divestment of assets located abroad.a

According to data for the countries that report statistics on divestment by foreign investors
separately, divestments accounted for from 25 per cent of total Portuguese FDI to more than 70 per
cent of Spanish gross investments in 1995 (box table 1).  As the amount of divestment (like that of
investment) fluctuates from year to year, the share of divestment in gross FDI outflows varies as well.
Data for the two largest outward-investor countries -- the United Kingdom and the United States --
indicate that this share has fluctuated between 12 and 40 per cent for the former and between 14 and
66 per cent for the latter (box table 2).  While it is difficult to discern any trend, the following
observations may be pertinent:

/...

Figure Figure Figure Figure Figure VVVVV.1..1..1..1..1.  De  De  De  De  Developed countries:veloped countries:veloped countries:veloped countries:veloped countries:  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows,ws,ws,ws,ws,
1996 and 19971996 and 19971996 and 19971996 and 19971996 and 1997aaaaa

(Billions of dollars)

Figure Figure Figure Figure Figure VVVVV.2..2..2..2..2.  De  De  De  De  Developed countries:veloped countries:veloped countries:veloped countries:veloped countries:  FDI outflo  FDI outflo  FDI outflo  FDI outflo  FDI outflows,ws,ws,ws,ws,
1996 and 19971996 and 19971996 and 19971996 and 19971996 and 1997aaaaa

(Billions of dollars)

Source:  UNCTAD, FDI/TNC database.

a Ranked on the basis of magnitude of 1997 FDI inflows.

Source:  UNCTAD, FDI/TNC database.

a Ranked on the basis of magnitude of 1997 FDI outflows.
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   (Bo   (Bo   (Bo   (Bo   (Box x x x x VVVVV.1,.1,.1,.1,.1, contin contin contin contin continued)ued)ued)ued)ued)

• The higher the FDI flows or the number of firms investing in a country, the greater the likely
amount of divestment in absolute value.  A typical example concerns Japanese affiliates in the
United States.  Large Japanese investments made there in the latter half of the 1980s were not
always successful and were therefore liquidated.  In fact, the United States accounted for 30 per
cent of the accumulated number of Japanese affiliates closed during the past 40 years (Toyo Keizai,
1998).

• The more competitive markets are, the more likely it is that divestments will occur.  A high level
of competition can lead to low levels of profit and, more generally, drive uncompetitive firms
from markets. The divestment ratio for FDI is thus unsurprisingly high in the United States -- a
highly competitive market in many industries.b

Figure Figure Figure Figure Figure VVVVV.3..3..3..3..3.  De  De  De  De  Developed countries:veloped countries:veloped countries:veloped countries:veloped countries:  FDI flo  FDI flo  FDI flo  FDI flo  FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capitaled capitaled capitaled capitaled capital
ffffformation,ormation,ormation,ormation,ormation, 1994-1996 1994-1996 1994-1996 1994-1996 1994-1996

Source:  UNCTAD, FDI/TNC database.

a Ranked on the basis of magnitude of 1997 FDI intflows as a percentage of gross fixed capital formation.

/...
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Box table 1. Divestment as percentage of gross FDI abroad, by selected homeBox table 1. Divestment as percentage of gross FDI abroad, by selected homeBox table 1. Divestment as percentage of gross FDI abroad, by selected homeBox table 1. Divestment as percentage of gross FDI abroad, by selected homeBox table 1. Divestment as percentage of gross FDI abroad, by selected home
countries, by host region, 1996countries, by host region, 1996countries, by host region, 1996countries, by host region, 1996countries, by host region, 1996

(Percentage)

    Home country

Host region/country France Por tugala Spaina United Kingdom United States

Developed countries 76.9b 28.8 72.2 49.6c 25.2d

Europe 80.4e 28 73.7 12.5 24.9
North America 63.4 48.3 48.1 76.3 19.4f

United States 64.6 .. .. 72.9 ..

Developing countr ies 20.2 1.1 76 4.7 12.3
Africa .. 3.2 116.1 3.3 ..
Latin America and the Caribbean 11.9g 0.3 76.2 3.1 16.2
South, East and South-East Asia 19.4h 1.5 17.5 5.6 8.3i

West Asia 27.9j - 0.3 - ..

Central and Eastern Europe 15k - 21.6 .. ..

World 73 25.4 72.3 40.2 17

Source: UNCTAD, based on FDI/TNC database.
a Data are for 1995.
b Data are for OECD countries.
c Includes also Central and Eastern Europe.
d Not including Japan and developed countries in the Pacific.
e Data are for the European Union.
f Data cover only Canada.
g Data are for Argentina, Brazil, Mexico, Panama and Netherlands Antilles only.
h Data are for China; Republic of Korea; Hong Kong, China; Singapore; and Thailand.
i Includes also Japan and developed countries in the Pacific.
j Data cover only Saudi Arabia.
k Data cover only the Russian Federation.

   (Bo   (Bo   (Bo   (Bo   (Box x x x x VVVVV.1,.1,.1,.1,.1, contin contin contin contin continued)ued)ued)ued)ued)

BoBoBoBoBox tabx tabx tabx tabx table 2.le 2.le 2.le 2.le 2.  Gr  Gr  Gr  Gr  Gross FDIoss FDIoss FDIoss FDIoss FDIaaaaa and divestment in the United Kingdom and the United States, and divestment in the United Kingdom and the United States, and divestment in the United Kingdom and the United States, and divestment in the United Kingdom and the United States, and divestment in the United Kingdom and the United States, 1983-1996 1983-1996 1983-1996 1983-1996 1983-1996
(Millions of pounds and dollars and percentages)

United Kingdom United States

Divestment as Divestment as
Year Gross FDI Divestment percentage of Gross FDI Divestment percentage of

                        (Millions of pounds) gross FDI                            (Millions of dollars) gross FDI

1983 3 498  665 19.0 19 861 13 166 66.3
1984 5 814 1 226 21.1 26 773 15 186 56.7
1985 8 625 1 754 20.3 24 196 11 034 45.6
1986 11 798 1 460 12.4 23 511 4 832 20.6
1987 19 159 2 637 13.8 40 120 9 075 22.6
1988 20 916 3 323 15.9 27 047 10 829 40.0
1989 21 491 3 479 16.2 54 148 23 981 44.3
1990 10 108 3 180 31.5 51 109 16 998 33.3
1991 9 304 3 554 38.2 45 991 13 295 28.9
1992 10 107 3 747 37.1 52 724 11 137 21.1
1993 17 358 4 490 25.9 89 610 12 363 13.8
1994 21 040 5 563 26.4 86 242 17 970 20.8
1995 27 604 3 679 13.3 121 983 36 868 30.2
1996 22 014 8 855 40.2 103 091 17 531 17.0

Source: UNCTAD, based on FDI/TNC database.

a (Net) FDI flows plus divestment.
/...
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   (Bo   (Bo   (Bo   (Bo   (Box x x x x VVVVV.1,.1,.1,.1,.1, conc conc conc conc concluded)luded)luded)luded)luded)

• FDI in tax havens or FDI made in response to incentives is particularly vulnerable to divestment.
If countries have a large share of their outward FDI in tax havens, divestment can become large
relative to gross outward FDI.  Spain, which had more than a tenth of its gross FDI in tax havens,
divested itself of more than 70 per cent of it in 1996  (box table 1); if only Spanish investment in
tax havens is considered, divestment was much higher than new investment.  Such divestment
generally takes the form of withdrawals of intra-company loans.  Investments in financial
intermediaries in tax havens, such as the Netherlands Antilles, are typically a transient feature of
a country’s outward FDI, as exemplified by United States FDI in these locations.c

Reported FDI, being a net figure, does not indicate how much new investment is made and
how much divestment takes place.d  High net figures may disguise reinvested earnings;  low ones may
disguise divestment.  Divestment by an individual company does not necessarily imply that the
operations of the foreign affiliate are in an unhealthy state.  However, large or sustained divestments
can signal to host countries that they are no longer attractive locations for foreign firms.
_____________

a   This is reflected in FDI statistics which normally report flows on a net basis.  OECD (OECD, 1996) and IMF (IMF, 1993)
recommend that countries report gross investment, divestment and net investment (gross investment less disinvestment)
separately; however, there are not many countries that report these elements of FDI separately.  In the case of investments of
a non-permanent nature, the IMF recommends not including such investment in FDI statistics (IMF, 1993, para. 365).

b   The profitability of foreign affiliates in the United States is relatively low: in 1995, the ratio of net income to sales was a
meagre 1 per cent for foreign affiliates (United States, Department of Commerce, 1997a); in Japan, this ratio was 2.6 per cent
in 1995 (Japan, Ministry of International Trade and Industry, 1998b).  In contrast, United States affiliates abroad earned 5.4
per cent by way of profits (United States, Department of Commerce, 1997b).

c   See, for example, “U.S. international transactions, first quarter 1998", BEA New Release, 18 June 1998, from the Web site of
United States, Department of Commerce, Bureau of Economic Analysis (www.bea.doc.gov/bea/newsrel/trans198.htm).

d   Increases in parent company payables to foreign affiliates are also counted as divestment.  If a foreign affiliate is established
in order to supply the parent company with goods and services, the parent company payables to the affiliates tend to expand
with the growth of trade between them.  Although this is based on balance-of-payments accounting and is different from
other reasons in nature, it should be noted that this type of transaction is recorded as divestment as well.

Box VBox VBox VBox VBox V.2.   Indirect FDI.2.   Indirect FDI.2.   Indirect FDI.2.   Indirect FDI.2.   Indirect FDI

The sources of FDI are not only parent TNCs -- companies that own and operate affiliates
abroad  -- but their foreign affiliates as well.  FDI by a foreign affiliate is indirect FDI, signifying that
the resulting asset-stock is owned by the parent firm via the foreign affiliate, and that it represents,
therefore, an indirect flow of FDI from the parent firm’s home country (and a direct flow of FDI from
the country in which the affiliate is located).a

Whether indirect FDI occurs or not depends on factors related to home and host country
policies as well as on factors related to firms’ strategies and behaviour.

• Taxation and embargoes are among the country-specific factors  that might induce indirect FDI.
For example, Mauritius had concluded a double-taxation treaty with India in 1982; this  attracted
foreign firms, especially those owned by non-resident Indians, to establish holding companies in
Mauritius to invest in India.  Serving as a conduit for this indirect FDI, Mauritius has become one
of the largest FDI sources for India.b Similarly, an investment embargo by one country on another
may induce TNCs to invest in the latter economy via a third economy that is not affected by the
embargo.  Firms based in Taiwan Province of China, for example, invest in China via their affiliates
in Hong Kong, China.

• Firm-related factors conducive to indirect FDI include the type of division of labour that exists
within corporate networks, which, among other things, can give a certain degree of autonomy to
foreign affiliates vis-à-vis their parent firms.  Regional headquarters, for example, may be able to
make their own decisions as regards undertaking FDI.  In the ASEAN region, nearly half of the
Japanese affiliates located in Singapore have affiliates in other countries in the region (UNCTAD,
1996a).

Reported FDI, whether inward or outward, is supposed to include such investments by
definition. In fact, the Balance of Payments Manual of the IMF and the OECD’s benchmark definition of

/...



WWWWWorld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Trrrrrends and Determinantsends and Determinantsends and Determinantsends and Determinantsends and Determinants

146146146146146

  (Box V  (Box V  (Box V  (Box V  (Box V.2, continued).2, continued).2, continued).2, continued).2, continued)

FDI include investment by foreign affiliates  in the definition and advise governments to include it in
their FDI data, (IMF, 1993; OECD, 1996).c  When it comes to a country that hosts a foreign affiliate
engaged in FDI, the investment (an indirect investment by the affiliate’s parent firm) is recorded as
outward FDI from that economy, because the definition of FDI for balance-of-payments purposes is
based on the location rather than on the ownership of the investing enterprise.  However, such an
investment is typically not recorded in the statistics of the home country of the ultimate parent firm.
Tracing the ultimate beneficial owner, and hence the magnitude of the share of the ultimate home
country as compared with the immediate home country from which the investment is made, is difficult
and possible only for selected countries (e.g. Austria, see annex table A.V.2).d

The inclusion of indirect FDI in the outward FDI of countries hosting foreign affiliates engaged
in FDI obscures the actual volume of FDI made by nationally-owned firms of those countries.
(Interestingly, the same applies to strategic alliances many of which are made by affiliates and not
recorded for the parent firm.)  Information distinguishing FDI made by nationally-owned firms from
that made by foreign affiliates located in a given country  is also limited.  According to data for some
countries, the importance of indirect FDI relative to total outward FDI varies among countries (box
table 1).  For Canada and Switzerlande as well as Hong Kong (China) and Singapore -- where affiliates
play an important role -- the percentage of indirect FDI is relatively high, accounting for one-fifth to
one-half of outward FDI.  In contrast, reflecting the domestic orientation of the operations of foreign
firms  in the United States, FDI by foreign affiliates located in the United States accounts for a small
percentage of total United States outward FDI.

FDI originating in tax-haven economies is mostly undertaken by foreign affiliates.  According
to United States data (the only data available on ultimate ownership), assets in the United States owned,
for example, by firms based in the Netherlands Antilles were worth $11 billion in 1995; but $8 billion
of this amount was held, ultimately, by other countries (annex table A.V.3).  On the other hand, the
foreign assets of developing country TNCs can be underestimated.  United States affiliates of firms
based in Brazil, for example, had one billion dollars’ worth of assets in the United States in 1995; but a
reassessment of Brazilian foreign assets on the basis of data on inward FDI in the United States by

Box table 1.  Indirect FDI from selected countries, various yearsBox table 1.  Indirect FDI from selected countries, various yearsBox table 1.  Indirect FDI from selected countries, various yearsBox table 1.  Indirect FDI from selected countries, various yearsBox table 1.  Indirect FDI from selected countries, various years

(Percentage)

Canada Hong Kong, Switzerland United States

Item 1987 1990 1993 China Singapore 1996 1992

Share of the number of parent  firms
accounted for by foreign affiliates 26 28 29 .. .. .. ..

Share of the number of foreign affiliates
accounted for by foreign affiliates  20 21 21 .. .. .. ..

Share of outward FDI stock accounted
for by foreign affiliates 16 15 19 .. .. 17a 4b

Share of outward FDI flows accounted
for by foreign affiliates .. .. .. 30c 50c .. ..

Share of foreign sales accounted for
by foreign affiliates .. .. .. .. .. .. 3

Share of foreign employment
accounted for by foreign affiliates .. .. .. .. .. .. 4

Source: UNCTAD, based on unpublished data provided by Statistics Canada, United States, Depar tment of Commerce; and UNCTAD,
1997d.

a FDI made by financial and holding companies in which the majority share is owned by foreign firms.
b Share of foreign assets.
c Estimates  (not for a par ticular year).

/...
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structure of United States FDI inflows and outflows, the following developments stand out
(table V.1):

• For both inflows and outflows, the European Union continued to be the most
important investment partner of the United States.  However, the European Union’s
share (and notably Germany’s share) in inflows declined markedly in 1997.  Japan’s
share also declined, but this is a trend dating back to the beginning of the 1990s.  On
the other hand, Switzerland invested heavily in the United States in 1997: inflows
from that country more than doubled, to $8.3 billion, rivalling France ($8.7 billion)
and the United Kingdom ($8.6 billion).  However, the biggest investors in the United
States in 1997 were Germany ($10.7 billion) and the Netherlands ($10.3 billion).

• Developing countries continued to attract about one-third of United States FDI
outflows (table V.1).  They are, moreover, also emerging as a not unimportant source
of United States FDI inflows (10 per cent).  In both inflows and outflows, Latin
America and the Caribbean were the dominant developing-region partner in 1997.
That region’s share in United States FDI outflows amounted to one-fifth of the total.
But FDI flows into the United States from Latin America and

  (Box V  (Box V  (Box V  (Box V  (Box V.2, concluded).2, concluded).2, concluded).2, concluded).2, concluded)

Brazilian affiliates in other countries shows that assets of United States affiliates ultimately owned by
investors from Brazil amounted to $8.7 billion (annex table A.V.3).  This pattern of investing in the
United States through foreign affiliates in intermediate countries is not much followed by developed
country firms.  A British firm, say, is likely to invest in the United States directly, not through its
affiliates elsewhere.

The policy implications of indirect FDI are complex.  TNCs that undertake FDI from one of
their host countries may do so because they regard that country as a strategic location for their regional
or global operations.  As far as the host countries are concerned, it may be important for them to
monitor the volume and direction of indirect FDI because it may provide them with a better
understanding of their own advantages for outward FDI: to the extent that outward FDI is determined
by ownership advantages, the advantages underlying indirect FDI may be erroneously attributed to
the immediate home country’s firms.  Of course, foreign affiliates -- depending on their degree of
specialization and competence within a TNC network -- might also enrich the existing ownership
advantages of their corporate systems by adding advantages that have been locally developed, making
further FDI possible.  Still, the larger the share of indirect FDI by other countries’ TNCs in a country’s
overall outward FDI, the greater the uncertainty of the national competitiveness of outward FDI.  Thus,
the non-recognition of indirect FDI could lead to an overestimation of  the competitiveness of a country’s
firms in international markets and this may detract from the need to consider policy measures to
enhance competitiveness.  In any event, as TNCs operate more and more globally, and their corporate
networks become more and more complex, investments by foreign affiliates will become more
important.
_______________

a As far as the host country is concerned, the same FDI represents foreign-controlled FDI.
b   Mauritius has been the second largest investor in India, after the United States, since 1995.  It accounted for  about one-fifth

of total approved FDI inflows into India in 1997 (UNCTAD, FDI/TNC database).
c “Statistics ... should, as a matter of principle, cover all enterprises in which the direct investor has directly or indirectly a

direct investment interest” (OECD, 1996, paragraph 15), while the IMF stipulates “Direct investment enterprises comprise ...
subsidiaries ..., associates ... and branches ... either directly or indirectly owned by the direct investor” (IMF, 1993, paragraph
362).

d This is especially so in the case of internationally owned TNCs and firms with diversified shareholdings.
e At the end of 1996 foreign financial and holding companies in Switzerland held outward FDI stock worth  Sfr 33 billion,

more than the level of FDI stock held by chemical and plastics firms (Sfr 30 billion), the second largest investor industry after
insurance (Sfr 40 billion).
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the Caribbean were not much larger than those from many developed countries
such as France, Germany, Netherlands, Switzerland and the United Kingdom in
1997.  However, flows from offshore financial centres accounted for three-quarters
of United States inflows originating from the Latin American region.2

• Investment inflows and outflows in manufacturing as a whole continued to decline
significantly in relative importance, accounting for just over a quarter of overall FDI
outflows and 40 per cent of FDI inflows in 1997 (table V.1).  Finance and insurance

Source: UNCTAD, FDI/TNC database.

a Ranked on the basis of magnitude of growth of FDI inflows and inward stock.

Figure Figure Figure Figure Figure VVVVV.4..4..4..4..4.  De  De  De  De  Developed countries:veloped countries:veloped countries:veloped countries:veloped countries:  gr  gr  gr  gr  grooooowth of FDI,wth of FDI,wth of FDI,wth of FDI,wth of FDI, 1996-1997 1996-1997 1996-1997 1996-1997 1996-1997aaaaa

(Percentage)
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was the dominant industry in outflows (accounting for 42 per cent of the total);3

finance and insurance was also the dominant industry in inflows, followed by
chemicals and wholesale trade.

The composition of FDI by mode of financing reveals considerable volatility over
time, and was strikingly different for inflows and outflows.  Equity capital continued to be
the most important component of inflows to the United States in 1997.  There are two major

TTTTTababababable le le le le VVVVV.1..1..1..1..1.  United States:  United States:  United States:  United States:  United States: FDI inwar FDI inwar FDI inwar FDI inwar FDI inward and outward and outward and outward and outward and outward flod flod flod flod flows,ws,ws,ws,ws, 1995-1997 1995-1997 1995-1997 1995-1997 1995-1997

Inflows Outflows

      Item 1995 1996 1997 1995 1996 1997

Total, in billions of dollars. 58.8 76.5 90.7 92.1 74.8 114.5
of which (percentage):

Equity capital 81.5 72.4 51.2 44.0 33.5 39.9
Reinvested earnings 16.0 13.1 21.8 51.3 64.6 49.8
Intra-company loans 2.5 14.4 26.9 4.7 1.9 10.3

By industry (percentage):

Petroleum 6.6 11.6 4.9 0.7 6.8 10.0
Manufacturing 48.9 45.1 39.9 48.3 33.6 28.2
Distr ibutive trade a 13.4 14.1 13.9 9.6 7.6 3.0
Finance and insurance b  c 25.0 16.2 24.3 25.0 32.8 42.2
Other industries 6.1 13.0 17.0 16.3 19.2 16.6

By country/region (percentage):d

Developed countries 92.9 96.5 89.7 75.8 62.5 65.0

Canada 8.2 10.8 10.4 9.3 9.7 9.4

European Union 59.8 62.9 55.4 53.0 43.3 46.2

Other Western Europe e 7.8 4.7 10.8 3.7 4.8 6.7
of which:
Switzerland 6.9 4.0 9.1 2.0 1.1 4.4

Other developed countries 17.2 18.2 10.8 9.4 4.7 2.8
of which:
Japan 13.8 13.4 10.4 2.5 -0.4 0.7

Developing countr ies 7.1 3.5 10.3 26.9 34.8 34.3

Africa -0.2 -0.6 1.1 0.1 0.7 2.3

Latin America and the Caribbean 4.9 4.3 6.5 17.4 21.5 20.8

West Asia -0.6 0.7 0.1 1.0 0.7 1.0

South, East and South-East Asia  f 3.0 -0.9 1.7 6.2 11.9 10.3
of which:
China .. .. .. 0.3 1.3 1.1

Central and Eastern Europe .. .. .. 0.1 2.0 1.3

Source: UNCTAD, based on data obtained from the United States, Depar tment of Commerce, Bureau of Economic Analysis webpage
(www.bea.doc.gov., updated on 18 June and 19 June 1998) and information provided by this office.

a For outflows, distr ibutive trade includes only wholesale trade (excludes retail trade).
b Finance and insurance includes depositary institutions.
c For outflows, finance and insurance includes real estate.
d For outflows, totals do not necessarily add up to 100 per cent due to investments in international affil iates that are not classified under specific

countries.
e Includes developing Europe.  For inflows, includes also Central and Eastern Europe.
f Includes the Pacific.
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reasons for this prominence.  First, overall M&A activity (some of which took the form of
acquisition of equity of United States firms by foreign companies) was at record levels in
1997.   Second, equity capital inflows also reflected considerable funding provided by foreign
companies to their existing United States affiliates to expand operations in the buoyant
United States economy.

However, the share of equity capital in total flows into the United States decreased
from about three quarters in 1995-1996 to about a half in 1997.  Correspondingly, the share
of intra-company debt nearly doubled, to 27 per cent (table V.1).  This exceptionally high
share can be attributed to large loans by European financial institutions to their finance
affiliates located in the United States (Bach, 1998).  Low interest rates in European Union
countries may have induced loan financing of FDI in the United States.  Prime lending rates
in 1997 were about 2 percentage points lower in France, the Netherlands and the United
Kingdom than in the United States (IMF, 1998a).  Among major investors in the United
States, only Germany reported slightly higher lending rates.  The difference in lending rates
was most pronounced between the United States and Switzerland (8.4 per cent versus 4.5
per cent).  This may have contributed to the emergence of Switzerland as an important
investor in the United States in 1997.

Consistent with this reasoning, intra-company debt played a marginal role in FDI
outflows of the United States.  One-half of FDI from the United States was accounted for by
reinvested earnings in 1997, down from two-thirds the year before.  Equity capital was the
driving force of FDI outflows in 1997.  United States companies acquired some large foreign
businesses; significant transactions were concentrated in finance and in utilities (electric
power and telecommunications) in response to new market opportunities provided by
privatizations of state-owned firms in this field (Bach, 1998).

Persistent economic growth in the United States provided a strong stimulus to FDI
inflows.  The economy expanded for the sixth year in a row, providing a favourable
environment for profitable operations.  Real GDP growth of 3.8 per cent in 1997 exceeded
growth in the preceding years.  High corporate profitability in the United States in general
went along with improved profitability of foreign affiliates located in the country, many of
which reinvested a higher share of their earnings in the United States.

However, the attractiveness of the United States as a location for FDI does not derive
only from its large and growing market.  In addition, various structural characteristics of
the economy underlie its locational advantages.  The World Economic Forum’s
competitiveness index, which is based on various indicators and investors’ perceptions,
portrays  the United States as one of the most attractive investment locations.  Among
industrial countries, the United States received the highest index value in 1997; among the
complete sample of 53 countries under consideration, only Singapore and Hong Kong, China
outperformed the United States.

Major competitive strengths of the United States, as identified by the World Economic
Forum, include the following (WEF, 1997):

• Labour markets are much more flexible than in major European economies (except
the United Kingdom) and Japan.  The United States also received a favourable
ranking, although lower than those of five developing economies (Hong Kong, China;
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Indonesia; China; Singapore; and Taiwan Province of China), the Czech Republic
and Luxembourg,  with regard to productivity-adjusted wage costs (WEF, 1997, table
7.20).

• The United States is the frontrunner with respect to technological innovations.
Spending on R&D amounted to 2.5 per cent of United States GDP in 1995, with just
four countries showing an even higher ratio.  Moreover, the United States tops the
list of all countries under consideration with regard to the quality of scientific research
institutions and competitive advantages stemming from indigenous innovation.
Technological leadership is also reflected in the pattern of royalties and licence fees
(Bach, 1998, p. 79).  In 1997, the United States received $34 billion in royalties and
licence fees, compared with payments of just $9 billion.

• The service sector, which is attracting an increasing share of FDI worldwide, appears
to be most developed in the United States, with its share in GDP accounting for 72
per cent in 1995,  compared with an average of 66 per cent for all high-income
economies (World Bank, 1997a).  More specifically, the sophistication of financial
markets is considered more advanced in the United States than in any other country
except the United Kingdom (WEF, 1997, table 3.01) and overall infrastructure is
assessed to be superior only in three countries:  Singapore, Germany and Switzerland
(WEF, 1997, table 4.01).

• The quality of management in the United States is superior to all other countries
surveyed (WEF, 1997, table 6.01).  The same applies to marketing skills on which
foreign investors may draw.

All this implies that the United States is well prepared to benefit from inward FDI.
This is exemplified by the extent to which the United States benefits from the
transnationalization of R&D activities.  R&D expenditure per employee in the United States
affiliates of foreign-based TNCs amounted to $3,600 in 1995, compared with $2,400 in 1990.
The 1995 R&D expenditure per employee was less than the corresponding figure for United
States parent companies ($5,200), but greater than the figure for their foreign affiliates ($2,200)
(table V.2).  Between 1990 and 1995, the R&D intensity (measured by the share of R&D
expenditures in total sales) of United States affiliates of foreign-based TNCs increased from
0.1 per cent to 1.1 per cent.  For foreign
affiliates of United States TNCs, R&D
intensity decreased somewhat from 0.08 per
cent to 0.07 per cent (United States,
Department of Commerce, 1993a, 1993b,
1997a and 1997b).

The United States has benefited from
globalization not only by way of FDI inflows
but also by way of FDI outflows, which
contributed to the further
transnationalization of United States
companies in 1997, with one-third of
outflows being directed towards developing

TTTTTababababable le le le le VVVVV.2..2..2..2..2.  United States:  United States:  United States:  United States:  United States:  R&D e  R&D e  R&D e  R&D e  R&D expenditure perxpenditure perxpenditure perxpenditure perxpenditure per
emploemploemploemploemployyyyyee in fee in fee in fee in fee in foreign affiliates and parent firms,oreign affiliates and parent firms,oreign affiliates and parent firms,oreign affiliates and parent firms,oreign affiliates and parent firms,

1990 and 19951990 and 19951990 and 19951990 and 19951990 and 1995aaaaa

(Thousands of dollars)

                               Item 1990 1995

Affiliates of foreign-based TNCs in
   the United States 2.4 3.6
Foreign affiliates of United States TNCsb 1.9 2.2

United States parent companies 3.5 5.2

Source: United States, Depar tment of  Commerce, 1993a,
1993b, 1997a and 1997b.

a   Non-bank affil iates/non-bank parent companies.
b   Major ity-owned foreign affiliates only.
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countries (table V.1).  This suggests that United States firms, while still locating the largest
share of their international production in developed countries, have increasingly made use
of the locational advantages of developing countries.  The intensity with which United States
companies are engaged in the international division of labour between developed and
developing countries is in striking contrast to that of European companies.  For example,
the share of developing countries in total German FDI outflows was just 11 per cent in 1997,
even after some increases.

Yet, as an economy, the United States does not appear to be leading the way towards
globalized production.  Outward orientation by means of FDI has remained fairly limited
so far: despite the large and growing outflows, the outward FDI stock of the United States is
considerably smaller as a percentage of United States GDP (some 10 per cent) than the ratio
of outward FDI stock to GDP of most other industrial countries (figure V.5); the same applies
to FDI outflows as a percentage of gross fixed capital formation (figure V.3).  To a large
extent, this may be the case because large economies are typically less transnationalized
than smaller ones.  This “large-country” bias (shared also by Japan -- see section C) renders
it rather unlikely for the United States to approximate the ratios for countries such as the
Netherlands and the United
Kingdom, which reveal
particularly high ratios of
outward FDI stock to GDP
(figure V.5).  Those ratios
remain significantly higher
for these two countries
even if FDI stocks held in
other European Union
countries are netted out: in
1995, FDI outward stocks
outside the European
Union accounted for about
50 per cent and 64  per cent
respectively of the total
outward FDI stocks of the
Netherlands and the United
Kingdom (EUROSTAT,
1998a).  Consequently, the
adjusted outward FDI
stock/GDP ratio is about
twice as high as the ratio
for the United States.
Furthermore, it is striking
that the increase in the
outward FDI stock/GDP
ratio since 1980 has been
relatively small for the
United States, compared to
the world as a whole.

Figure Figure Figure Figure Figure VVVVV.5..5..5..5..5.  De  De  De  De  Developed countries:veloped countries:veloped countries:veloped countries:veloped countries:  FDI stoc  FDI stoc  FDI stoc  FDI stoc  FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of GDPe of GDPe of GDPe of GDPe of GDP,,,,, 1996 1996 1996 1996 1996aaaaa

Source: UNCTAD, FDI/TNC database.

a Ranked on the basis of magnitude of FDI inward stock as a percentage of GDP.
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The notion that the United States is not as globalized in terms of international
production as other countries with lower (and sometimes much lower) outward FDI stock
is supported by the persistently strong concentration of TNC activities and resources in
parent companies within the United States.  For example, United States parent companies
accounted for about three-quarters, and majority-owned foreign affiliates for about one-
quarter, of gross product (value added), capital expenditures and employment of United
States TNCs (United States parent companies and their majority-owned foreign affiliates
combined) in 1995 (table V.3).  A cross-country comparison of foreign assets, foreign sales
and foreign employment indicates that the concentration of TNC activities at home was
stronger for United States TNCs than for TNCs based in the European Union: the average
transnationalization index of the top 100 TNCs for 1996 was 65 for the European Union (41
TNCs) and 43 for the United States (28
TNCs).  (See chapter II for further details).
However, the contribution of parent
companies in the United States to overall
TNC activities has declined modestly since
1982.  R&D expenditures were concentrated
even more strongly in parent companies,
which accounted for 88 per cent of
worldwide R&D (93 per cent in 1982) by
United States TNCs (Mataloni, 1997, p. 46;
and United States, Department of
Commerce, 1985).  Finally, global sourcing
was still limited in the mid-1990s: only 6 per
cent of the value of United States parent companies' output was accounted for by inputs
purchased from abroad.

It fits into this picture that the share of intra-firm trade in total United States exports
and imports of goods has changed little over the past two decades (Zeile, 1997, p. 23).4  All
this reflects that firms in the United States, contrary to what might be concluded from the
sheer size of the country’s FDI abroad, are under less pressure to internationalize than firms
in other developed countries.  This is because of the size and in particular the large internal
market of the country, but also, and perhaps more importantly, because of the integrated
nature of its economy, the absence of barriers to competition and the maintenance of high
levels of consumption.

B.   WB.   WB.   WB.   WB.   Western Europeestern Europeestern Europeestern Europeestern Europe

The countries of Western Europe received $115 billion in FDI in 1997 and sent $196
billion abroad.  Not surprisingly, both inflows and outflows were dominated by the European
Union, which accounted for 94 per cent of the region’s inflows and 92 per cent of its outflows.
Switzerland was the largest investor among the non-European Union countries of Western
Europe, accounting for 6 per cent of Western Europe’s outflows in 1997 (figure V.2).  But
when outflows are related to gross fixed capital formation, Switzerland ranked fourth, in
the region, behind the Netherlands, Sweden and the United Kingdom (figure V.3).  In terms
of absolute inflows, the United Kingdom, France and Belgium and Luxembourg were the
most important recipients among European Union countries in 1997 (figure V.1).  As a
percentage of gross fixed capital formation, however, it was Sweden that attracted the highest
FDI inflows within Western Europe as a whole during 1994-1996, followed by Belgium and

TTTTTababababable le le le le VVVVV.3..3..3..3..3.  United States:  United States:  United States:  United States:  United States:  share of parent companies in  share of parent companies in  share of parent companies in  share of parent companies in  share of parent companies in
grgrgrgrgross pross pross pross pross product,oduct,oduct,oduct,oduct, emplo emplo emplo emplo employment and capital eyment and capital eyment and capital eyment and capital eyment and capital expenditures ofxpenditures ofxpenditures ofxpenditures ofxpenditures of

United States United States United States United States United States TNCs,TNCs,TNCs,TNCs,TNCs,a a a a a 1982 and 19951982 and 19951982 and 19951982 and 19951982 and 1995
(Percentage)

Item 1982 1995

Gross product 78.1 74.6
Employment 78.8 75.7
Capital expenditures 80.8 76.4

Source: Mataloni, 1997, p. 45.

a Non-bank TNCs.  Totals refer to data for parent companies plus
major ity-owned foreign affiliates, as data for other affiliates are largely
missing.
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Luxembourg, and Ireland (figure V.3).  Likewise, the inward FDI stock, relative to GDP, was
highest in Belgium and Luxembourg in 1996, followed by the Netherlands and Ireland (figure
V.5).

The importance of FDI stock relative to GDP is higher in both inward and outward
FDI stock for non-European-Union countries than for European Union members.  This again
reflects the smaller size of these countries and the fact that the pressures to internationalize
production, whether for accessing markets, obtaining resources or enhancing efficiency, are
greater for firms in those countries that do not have the same access to the large European
markets for goods, services and factors of production enjoyed by European Union member
country firms.

Although the growth of flows into the European Union was substantial in 1997 after
negative growth in 1996, the level was still lower than in 1995.  With dramatic increases in
flows into the United States in recent
years, the United States is catching up
with the European Union as the single
most important investment recipient
(figure V.6).  In addition, if intra-
European Union FDI is netted out, the
United States emerges as the principal
recipient of FDI during most of the years
from 1980 to 1996 (figure V.6).  Exchange-
rate developments might have been
expected to provide an incentive to FDI
inflows into the European Union, as
might the 1997 appreciation of the dollar
by about 10 per cent in nominal terms
against the ECU (IMF, 1998a) and the
stability of the nominal exchange rate of
the ECU against the yen.  All of this
suggests that the major factors in FDI
developments in Europe in 1997 were
country-specific.

The 1997 performance of the European Union as a group in attracting FDI conceals
strikingly different developments in individual countries (figure V.4):

• Inflows declined most notably in France (by $ 3.7 billion), Austria (by $ 2.1 billion)
and Belgium and Luxembourg (by $ 1.6 billion),  Especially in the cases of Belgium
and Austria, this seems to be related to perceptions of foreign investors as regards
these countries’ locational attractiveness: they were downgraded by 6 and 8 ranks,
respectively, in the 1997 competitiveness index of the World Economic Forum (1997)
and were placed in the bottom half of the group of 53 countries surveyed.

• In sharp contrast, the United Kingdom received substantially increased FDI inflows;
its share in overall European Union inflows rose from 28 per cent in 1996 to 34 per
cent in 1997.  This is consistent with foreign investors’ approval of the country’s
economic policies, including labour-market reforms.  According to the World
Economic Forum (1997), the United Kingdom ranked at the top of all European

Source:  UNCTAD, FDI/TNC database.

a Intra-European Union investment was estimated by using the share of
the European Union in the total European Union investment provided in
EUROSTAT, 1997 and 1998b.

Figure Figure Figure Figure Figure VVVVV.6..6..6..6..6. Eur Eur Eur Eur European Union,opean Union,opean Union,opean Union,opean Union, intra-Eur intra-Eur intra-Eur intra-Eur intra-European Union andopean Union andopean Union andopean Union andopean Union and
United States FDI infloUnited States FDI infloUnited States FDI infloUnited States FDI infloUnited States FDI inflows,ws,ws,ws,ws, 1985-1997 1985-1997 1985-1997 1985-1997 1985-1997

(Billions of dollars)
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Union countries in this respect.  The United Kingdom also performed better than
the European Union as a whole in GDP growth in 1997, 3.5 per cent versus 2.6 per
cent.5  However, high FDI inflows may also reflect competitive weaknesses of
individual United Kingdom companies, e.g. in the automobile industry, which
rendered them vulnerable to takeovers and mergers.  These factors seem to have
dominated two potentially depressing effects on inward FDI: the appreciation of
the British pound vis-à-vis the ECU in 1997, and the decision of the Government not
to participate in the European Monetary Union.

• Developments were also diverse on the European Union’s periphery.  Most notably,
FDI flows into Ireland increased in line with an improving competitiveness record
revealed in surveys and a high GDP growth of 8.3 per cent in 1997 (three times
higher than GDP growth for the European Union as a whole).  At the same time,
Spain received less than half the FDI inflows it had received during the peak years
of 1990-1992, when Spain seemed to have benefited a great deal from corporate
restructuring in anticipation of the single European market.

The diverging trends of FDI inflows, both in the core countries of the European Union
and on its periphery, underscore earlier findings according to which the effects of deepening
integration on the intra-European Union distribution of FDI inflows are ambiguous.  Whether
increased integration leads to a concentration of FDI in core countries, or instead (or also)
improves the chances of peripheral countries to catch up with core countries, depends
critically on locational attractiveness of these countries (chapter IV.D.2).

FDI flows among the member states of the European Union have lost some of their
importance.  In 1996, FDI outflows from the European Union to the rest of the world were
about the same as those within the European Union (EUROSTAT, 1998b), the first time since
1989 that  this had occurred.  This could reflect the tapering off of the effects of economic
integration.  There are some signs, however, that intraregional FDI is again on the rise, after
the announcement of the European Monetary Union.  Much of inward FDI from outside the
European Union comes from the United States, Switzerland and Japan.  But Japanese FDI
has been declining since 1995.  Instead, Norway has become a large investor.  The United
States, Switzerland and Norway together accounted for more than 90 per cent of inward
FDI flows from outside the European Union in 1996.  In 1995, the most recent year for which
data are available, FDI inflows in manufacturing were almost on a par with those in services
(EUROSTAT, 1998b).  In the service sector, real estate, business services, and finance continue
to be the dominant FDI recipients.

The European Union as a whole also remained the most important outward investor
in 1997, exceeding United States FDI outflows by more than two-thirds (figure V.7).  The
United Kingdom maintained its position as the most important European Union investor
abroad, followed by Germany, France and the Netherlands (figure V.2).  Among these major
investors, outflows from Germany and the United Kingdom increased in 1997; the United
Kingdom’s growth rate (70 per cent) was particularly dramatic  (figure V.4).  At the same
time, some other European Union countries reported steeply rising FDI outflows (particularly
Spain and Italy).

The gap in outflows between the European Union and the United States has narrowed
since the 1980s.  In 1985-1990, European Union outflows had exceeded United States outflows
by a factor of 3.7 (UNCTAD, 1997a); in 1997, this factor was 1.6.  Moreover, since 1993, the
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outward orientation of European Union investors has not even rivalled that of United States
investors, if intra-European Union investment flows are netted out (figure V.7).  This suggests
that globalizing through outward FDI beyond the Union’s boundaries has taken second
place to regional networking and strategic positioning within the Union.  The regional
distribution of European Union FDI outflows provides further evidence in this respect: in
comparison with Japan and the United States, European Union firms have traditionally
accorded less importance to developing countries as locations for their outward investment
(European Commission and UNCTAD, 1996, p. 20).  In 1995, almost two-thirds of European
Union outward FDI stock was held in just five industrial countries (in descending order:
United States, Switzerland, Australia, Canada and Japan).6  The strong concentration in
industrialized countries has, however, declined somewhat:

• FDI from European Union countries, notably from Germany and Austria, provided
the most important source of FDI inflows into Central and Eastern Europe.

• Indications are that European Union TNCs are paying increasing attention to Asia.
According to an UNCTAD-ICC survey (chapter VII), 34 per cent of the respondent
firms from Europe said tha they would increase FDI in the short and medium term,
compared with 19 per cent each for Japanese and North American firms.  They can
be expected to continue to catch up with other investors in Asia (UNCTAD-ICC,
1998).

• Apart from the United States, the European Union was the second most important
source of FDI in Latin America (ECLAC, 1998).  The presence of European investors
increased, especially from Spain, Germany and the United Kingdom.  Major
attractions were services and manufacturing in the MERCOSUR area.

Data on FDI outflows from
selected European Union member states
also suggest an increasing orientation
towards developing countries: the share
of developing countries in total FDI
outflows increased from 10 per cent in
1991 to 14 per cent in 1993 and to 17 per
cent in 1996.7  The German case is
noteworthy:  the share of developing
countries in German FDI outflows rose
from 6 per cent to 12 per cent between
1991 and 1997.  Comparing average
German outflows in 1996-1997 with
average outflows in 1993-1994, overall
German FDI increased by a factor of 1.8
over the three-year period.8  The increase
was roughly of the same order for
outflows to Central and Eastern Europe,
slightly higher for outflows to Latin
America (which doubled), and
considerably higher for outflows to a

Figure Figure Figure Figure Figure VVVVV.7..7..7..7..7. Eur Eur Eur Eur European Union,opean Union,opean Union,opean Union,opean Union, intra-Eur intra-Eur intra-Eur intra-Eur intra-European Union andopean Union andopean Union andopean Union andopean Union and
United States FDI outfloUnited States FDI outfloUnited States FDI outfloUnited States FDI outfloUnited States FDI outflows,ws,ws,ws,ws, 1985-1997 1985-1997 1985-1997 1985-1997 1985-1997

(Billions of dollars)

Source:  UNCTAD, FDI/TNC database.
a Intra-European Union investment was estimated by using the share of the

European Union in the total European Union investment provided in
EUROSTAT, 1997 and 1998b.  The share for 1997 is based on UNCTAD
estimates.
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group of developing economies in Asia.  Flows into ASEAN countries plus China; Hong
Kong, China; Taiwan Province of China; and  Republic of Korea increased by a factor of 2.7.
Interestingly, outflows in 1997 point to an ambiguous effect of the Asian financial crisis:
German FDI outflows to ASEAN countries declined by 17 per cent in 1997 from 1996; in
contrast, they increased by 50 per cent to the Republic of Korea.  With regard to FDI outflows
to countries less affected by the financial crisis, outflows to Hong Kong, China dwindled in
1997 to one-fifth of the 1996 flows, declined modestly in the case of Taiwan Province of
China, and  exceeded the 1996 level in the case of China.

C.  JapanC.  JapanC.  JapanC.  JapanC.  Japan

Japan ranked fourth (behind the United States, the United Kingdom and Germany)
in outward FDI stock in 1997.  The country’s outward stock of $285 billion accounted for 8
per cent of the world FDI stock, but for no more than 6 per cent of Japan’s GDP (figure V.5).
With respect to outflows, Japan’s relative importance has clearly declined.  Average outflows
during 1996-1997 were similar to those of France but lower than those of Hong Kong, China.
Outflows from the latter have exceeded those from Japan every year since 1993, though in
1997 they were comparable (annex table B.2).  Relative to gross fixed capital formation,
Japanese outflows were much smaller than those of almost all other developed countries
(figure V.3).  Comparing the periods 1986-1990 and 1991-1997, Japanese outflows declined
from a yearly average of $32 billion to an average of $22 billion; as a result, Japan’s share in
worldwide outflows was almost cut in half to 10 per cent, nearly returning it to the level of
the early 1980s.

Several factors help to explain this development.  The decline of Japan’s importance
as an investor country is mainly due to the burst of the “bubble” economy in the early
1990s, during which FDI outflows were inflated by the seemingly abundant liquidity in an
overheated economy.9   In a sense, therefore, the country is returning to its normal pattern.
Something  similar is true of Japanese investment in Europe.  When fears of a protectionist
“fortress Europe” proved to be unfounded, the incentive to undertake market-oriented
investment projects in tradable goods  in the European Union weakened.10  In addition,
exchange-rate developments had an effect on Japanese FDI (UNCTAD, 1994a).  For example,
outflows recovered in 1993-1996 when the yen appreciated in real terms.  However, the
increase of FDI outflows continued in 1997 at a rate of 11 per cent (23 per cent in yen terms,
the highest growth in the 1990s), although the yen had weakened considerably since 1996.
In January 1998, the real effective exchange rate was back to its low level of 1991 (IMF,
1998).  This should have depressed FDI outflows as the international price competitiveness
of producing in Japan and domestic liquidity was reduced but, so far, FDI outflows have
not been affected.

It should also be noted that the growth of FDI outflows in 1997 coincided with
economic stagnation in Japan, possibly resulting in a decline of the economy in 1998, the
first time since 1974.11  Depressed demand conditions at home may have induced Japanese
companies to invest abroad as foreign investment seemed more profitable than domestic
investment, which is expected to decline in manufacturing by 6 per cent in 1998.12  More
importantly, though, it seems that cyclical factors that should have had adverse effects on
FDI outflows were overruled by longer-term strategic considerations.  The need to keep up
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with global competition through establishing increasingly international production systems
figures prominently among these.

Japanese companies can meet this need by building on existing foundations.  In
particular, they have clearly been the frontrunners in drawing on the comparative advantages
of neighbouring countries with lower per-capita income by investing in them.  In 1985, for
instance, developing Asia hosted 19 per cent of total Japanese outward FDI stocks, compared
with 6 per cent and 3 per cent, respectively, of the outward stocks of the United States and
the European Union (European Commission and UNCTAD, 1996, table I.6).  In fact, the
very pattern of Japanese outward investment in Asia gave rise to the “flying geese”
development paradigm (UNCTAD, 1995a, ch. V).

On the whole, however, the transnationalization of Japanese TNCs has remained
weak by the standards of other developed countries:

• Japanese outward FDI stock in 1996 was low as a percentage of GDP, not only
compared with most other developed countries but also with the South, East and
South-East Asian countries (figure V.5).

• In 1996, FDI outflows as a percentage of gross fixed capital formation were even
lower in Japan than in countries such as Portugal and Spain (figure V.3).

• As concerns the average transnationalization index of the Japanese firms in the top
100 TNCs, they ranked clearly below TNCs based in the European Union and in the
United States (chapter II).

All this suggests that Japanese investors still have some way to go to adjust to global
competition.  The need to do so will become even more pressing if the current wave of
mergers and acquisitions involving companies in Europe and the United States continues.
Japanese TNCs may then attempt to further strengthen their presence in Europe and the
United States, while firms from elsewhere seek access to the Japanese market.

Apart from developing Asia, which still absorbed one-quarter of Japanese FDI flows
in 1997, the United States and Western Europe have traditionally figured high in Japanese
FDI.  The United States clearly represents the most important host country, absorbing 43
per cent of FDI outflows on a notification basis in 1991-1997.  (It  accounts for roughly the
same share of Japan’s outward FDI stock in 1997.)  By contrast, Japanese FDI has remained
marginal in Central and Eastern Europe, even among the prospective European Union
members, although slight increases in FDI from Japan were recently observed (UNCTAD,
1996a).   The shares accounted for by Latin America and Africa declined until recently.  In
1997, however, with the economic recovery and improved macroeconomic fundamentals in
Latin America, Japanese FDI flows to this region increased considerably on a notification
basis.  For example, outflows to Brazil increased by a half, and outflows to Mexico tripled
(table V.4).

The need to adjust to global competition may also affect the sectoral structure of
Japan’s FDI.  In the past, investment in the primary sector had become less and less important,
a trend that is likely to continue.  The manufacturing sector, too, lost slightly in importance
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in Japan’s FDI stocks; in particular the 1997 share of FDI stock in labour-intensive production
in the textiles (including leather and clothing) and iron and steel industries was nearly half
that in the mid-1980s, whereas FDI in electric and electronic equipment gathered momentum
and now accounts for the largest share in the manufacturing sector.  Finally, a major shift
towards the services sector occurred as well and real estate, finance and insurance figured
most prominently (table V.4).

It is open to question whether the shift in Japan’s FDI from manufacturing to services
will continue in the near term.  As concerns services, a major change had occurred already

TTTTTababababable le le le le VVVVV.4..4..4..4..4.  Japanese outwar  Japanese outwar  Japanese outwar  Japanese outwar  Japanese outward FDI on a notification basis,d FDI on a notification basis,d FDI on a notification basis,d FDI on a notification basis,d FDI on a notification basis,aaaaa

bbbbby region and by region and by region and by region and by region and by industry industry industry industry industryyyyy,,,,, 1985-1997 1985-1997 1985-1997 1985-1997 1985-1997bbbbb

(Percentage)

     Flows     Stock

Region/industry 1993 1994 1995 1996 1997 1985 1997

By region

Developed countr iesc d 69.8 62.0 67.3 64.9 63.1  50.5  65.9
United States 40.9 42.2 44.1 45.8 38.5  30.2  40.7
Europe d 22.0 15.2 16.7 15.4 20.8  13.2  18.5

Developing countr ies 30.2 38.0 32.7 35.1 36.9  49.5  34.1
Afr icae 1.5 0.8 0.7 0.9 0.6  4.0  1.7
Latin America and the Caribbean 9.4 12.7 7.5 9.3 11.7  18.7  12.3

Brazil 1.2 3.0 0.6 1.8 2.2  5.5  2.3
Mexico 0.1 1.5 0.4 0.2 0.6  1.6  0.7

South, East and South-East Asia 18.4 23.6 24.0 24.2 22.6  23.3  18.3
China 4.7 6.2 8.7 5.2 3.7  0.3  2.3

West Asia 0.6 0.7 0.3 0.5 0.9  3.6  1.3

By industry f

Primary 3.0 2.1 2.5 3.9 5.3  15.5  6.2
Manufacturing 30.9 33.6 36.8 42.2 35.8  29.2  29.7

Food 2.5 3.1 1.6 1.5 1.1  1.3  1.5
Textiles 1.4 1.6 2.0 1.3 1.8  2.5  1.6
Chemicals 4.8 6.3 4.2 4.3 5.6  4.8  4.2
Iron and steel 2.1 2.5 3.0 5.1 2.6  6.2  3.4
General machinery 3.3 4.0 3.7 3.0 2.4  2.4  2.8
Electr ic machinery 7.7 6.4 10.5 13.6 12.4  4.5  7.3
Transpor t equipment 2.6 4.9 3.9 8.1 5.4  4.5  4.1
Others 5.5 4.5 7.2 4.1 4.0  3.5  3.9

Services 65.4 63.4 58.8 51.8 57.8  51.8  62.2
Construction 0.8 0.9 0.8 0.7 0.8  1.0  0.8
Real estate 16.8 12.5 11.7 12.9 10.3  3.0  13.3
Finance and insurance 17.8 15.8 10.6 16.2 22.2  13.0  18.1
Commerce 14.1 10.7 10.4 10.0 8.1  15.2  10.8
Transpor t services 6.0 6.3 4.5 3.7 4.3  7.1  5.5
Others 9.9 17.2 20.9 8.4 12.1  7.1  13.7

All regions/industries 36.0 41.1 52.7 49.7 54.7  83.6  689.8
(Billion dollars)

Source:   UNCTAD, FDI/TNC database.

a Detailed geographical breakdown of FDI is not available on an actual or balance-of-payments basis.   There is no breakdown available at all for industry,
therefore, figures repor ted in this table are different from those reported elsewhere.

b Fiscal year (April to March in the following year).
c Includes developing Oceania.
d Includes Central and Eastern Europe and developing Europe that together account for a negligible share.
e Includes South Africa.
f The total for the three sectors does not necessarily add up to 100 per cent because FDI made for the purpose of establishing and expanding branches

is not allocated to any of these sectors.
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in 1997 and early 1998, when  flows in financial industries declined considerably.  This
reflects the need for large-scale restructuring of Japan’s financial industries, which carry a
large burden of non-performing debt and have to comply with stricter prudential standards.
As a consequence, one-fifth of all foreign branches of Japanese banks are expected to be
closed down by the year 2000 (table V.5).  Likewise, some Japanese securities firms are also
experiencing difficulties, with Sanyo Securities and Yamaichi Securities, the latter being
one of the four largest securities firms in Japan, going bankrupt in 1997, and Kankaku
Securities, a medium-sized firm, planning to close all foreign operations in 1998.

The preoccupation with financial restructuring within Japan may dampen the trend
towards services in Japanese outward FDI, even though the trend will probably continue
on a worldwide scale.  As the importance of financial industries in Japanese FDI is most
apparent in Europe, the closing down of foreign affiliates and reduced new flows  in these
industries would have an impact on total Japanese FDI in the region.   By contrast, Japan’s
FDI in manufacturing does not appear to be greatly affected by its current economic problems.
For example, Toyota announced a large-scale FDI project ($590 million) in France in late
1997; suppliers of parts and components for automobiles (e.g. Kansei) are planning
investments in the United Kingdom in 1998; and various Japanese steel companies are
interested in acquiring Korean steel producers.13  Indeed, according to a survey by the Export-
Import Bank of Japan, 90 per cent of Japanese TNCs are planning to maintain or even increase
the current level of FDI in manufacturing.14   The investment plans of these TNCs do not
appear to be affected by lending constraints of debt-ridden Japanese banks, since the
operations of manufacturing affiliates abroad have traditionally been financed mostly from
their own resources, including loans from parent firms, and by borrowing from non-Japanese
banks (Japan, MITI, 1998a, table 2-16-13).

TTTTTababababable le le le le VVVVV.5..5..5..5..5.  Number of f  Number of f  Number of f  Number of f  Number of foreign brancoreign brancoreign brancoreign brancoreign branches of major Japanese banks,hes of major Japanese banks,hes of major Japanese banks,hes of major Japanese banks,hes of major Japanese banks, 1997 and 2000 1997 and 2000 1997 and 2000 1997 and 2000 1997 and 2000

Number of foreign branches Number of domestic branches

Bank 1997 2000a 1997 2000a

Industr ial Bank of Japan 22 18 28 27
Long-Term Credit Bank of Japan 13 7 24 20
Dai-Ichi Kangyo Bank 25 18 339 Less than 310
Sakura Bank 23 19 430 394
Fuji Bank 25 24 290 262
Bank of Tokyo-Mitsubishi 50 48 322 282
Asahi Bank 12 9 353 328
Sanwa Bank 25 20 299 259
Sumitomo Bank 40 23 305 283
Tokai Bank 36 32 283 250
Mitsui Trust and Banking Co. 4 3 57 51
Yasuda Trust and Banking Co. 7 - 50 50
Toyo Trust and Banking Co. 6 4 56 54
Bank of Yokohama 4 3 165 157
Ashikaga Bank Withdrew all in 1997 140 135
Hokuriku Bank Withdrew all in 1997 176 156
Kiyo Bank Withdrew all in 1997 .. ..
Fukui Bank Withdrew all in 1997 .. ..

Source:    UNCTAD, based on Nihon Keizai Shimbun, 18 March 1998, and various newspaper accounts.

a Planned.
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NotesNotesNotesNotesNotes

1 The Republic of South Africa has been classified so far by UNCTAD under “developed countries”.
Nevertheless, since it has many characteristics typical of developing countries, it is also discussed in
chapter VI dealing with Africa.

 2 The United States Department of Commerce revised its FDI flow data recently to exclude investments in
financial affiliates that are more akin to portfolio investments for 1994-1997.  For FDI outflows, intra-
company debt transactions with finance affiliates in the Netherlands Antilles, as well as other financial
intermediaries, are reclassified from FDI to portfolio investments.  For other years in this Report, the
United States FDI outflows are adjusted to exclude FDI flows to financial affiliates in the Netherlands
Antilles only.  For details, see “definitions and sources” in annex B of this Report.

3 Including depositary institutions.
4 This is because of two countervailing developments.  On the one hand, the share of intra-firm trade in

total trade of United States parent companies has increased markedly since 1982.  On the other hand,
United States parent companies have accounted for a declining share in total United States  trade in
goods.

5 Data from EUROSTAT, “EU annual growth quickens to 2.6%”, 1 April 1998, http://www.europa.eu.int/
en/comm/eurostat.

6 “EU has 472 BN ECU in foreign direct investment”, 28 April 1998, http://www.europa.eu.int/en/comm/
eurostat.

7 Data based on FDI outflows from Belgium and Luxembourg, Denmark, Finland, France, Germany,
Netherlands, Portugal, Sweden and the United Kingdom (UNCTAD, FDI/TNC database).

8 Data from UNCTAD, FDI/TNC database.  Note that the 1997 data and the total FDI outflows in 1994 do
not include reinvested earnings.

9 For a detailed discussion, see UNCTAD, 1994a.
10 With adjustment to European integration almost completed and protectionist fears receding, Japanese

FDI outflows to Europe as a share of its total FDI outflows on notification basis fell from their peak of 25
per cent in fiscal 1990 to 15 per cent in fiscal 1996, though they increased again to 21 per cent in fiscal 1997
(table V.4).

11 Fiscal 1997 (April 1997 to March 1998) had a negative growth rate.  Although Japan announced a
comprehensive economic package of some $128 billion in April 1998 to stimulate the economy, this may
not be enough to restore growth.

12 Nihon Keizai Shimbun, 24 February 1998, p. 1.
13 Frankfurter Allgemeine Zeitung, 14 May 1998, p. 18.
14 The Export-Import Bank of Japan conducts a survey of the investment plans of Japanese TNCs every

year.  The most recent survey, covering 445 manufacturing TNCs, was conducted in October 1997.  The
results are reported in its periodical, Journal of Research Institute for International Investment and Development
(Kaigai Toshi Kenkyu-jo Ho), in January 1998.
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CHAPTER  CHAPTER  CHAPTER  CHAPTER  CHAPTER  VIVIVIVIVI

AFRICAAFRICAAFRICAAFRICAAFRICA

A.   TA.   TA.   TA.   TA.   Trendsrendsrendsrendsrends

Flows of foreign direct investment (FDI)  to Africa amounted to an estimated $4.7
billion in 1997, the same level as in 1996 but over twice as high as at the beginning of the
decade (figure VI.1).  Nevertheless, flows into the region remain low, and the share of Africa
in total FDI flows into developing countries remains a mere 3 per cent -- comparable, for
example, to those of a single Asian developing economy, Malaysia -- but they have risen
since the early 1990s, and some countries are doing better than previously in terms of inward
FDI.

As in the past several years, the largest recipients in 1997 were Nigeria, Egypt, Morocco,
Tunisia and Angola (figure VI.2), accounting together for two-thirds of FDI flows to Africa.
With only a few exceptions, all of the 20 most important recipients of FDI experienced
increased inflows in 1997 as compared to
1996 (figure VI.2).  Investment inflows as a
percentage of gross fixed capital formation
(GFCF) in 1994-1996 and FDI stock as a
percentage of gross domestic product (GDP)
in 1996 ranged widely among African
countries, with both large and small FDI
recipients figuring among the highest-
ranking countries in these respects (figures
VI.3 and VI.4).  Moreover, a number of
smaller African countries (e.g. Lesotho1 and
Malawi), which  received low inflows in
absolute terms, hosted higher stocks per
$1,000 of GDP than many of the larger

Figure Figure Figure Figure Figure VI.1.VI.1.VI.1.VI.1.VI.1.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows to Africa,ws to Africa,ws to Africa,ws to Africa,ws to Africa, 1989-1997 1989-1997 1989-1997 1989-1997 1989-1997

Source:  UNCTAD, FDI/TNC database.
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recipients in 1996, suggesting that, over a period of time, their inward FDI flows relative to
their size have been comparable to or even higher than those of the larger economies (figure
VI.4).

Several factors contribute to these relatively high FDI inflows for the smaller economies
in Africa. Apart from the sizeable reserves of natural resources that many of them possess,
some countries (like Botswana) are relatively competitive investment locations for FDI
undertaken to service the markets of larger neighbouring countries, e.g. South Africa. In
countries, especially landlocked ones with poor transport infrastructure, firms might find
FDI a more reliable mode to service the local market than trade. In yet other small economies,
high FDI inflows per dollar of GDP might mean simply that GDP growth has been slow or
negative over a number of years; under such conditions, even a relatively modest foreign
investment would appear large relative to GDP.  However, there is no evidence of a systematic
statistical bias in favour of small countries, since the majority of least developed countries
(most of which are of small market size) have a low FDI-to-GDP ratio (table VI.1).2

Among the subregions in the continent, North Africa continued to receive increased
investment inflows, raising its share in  total FDI inflows to Africa from 29 per cent in 1996
to 39 per cent in 1997.  Flows into sub-Saharan Africa were an estimated $2.9 billion in 1997,
down from $3.3 billion in 1996; the decline of investment flows to Nigeria, mainly in the
petroleum industry played a significant role in this decrease.3  However, although sub-
Saharan Africa’s share in total investment flows to Africa declined by 10 per cent during
1997, it remained at 61 per cent in 1997, higher than at the beginning of this decade.  The
noticeable increases in FDI inflows to
Angola, the United Republic of
Tanzania and Uganda during 1994-1997
-- paralleled by the decrease in FDI
inflows to Equatorial Guinea in 1997
and especially to Nigeria during 1995-
1997 -- suggest that FDI flows within
sub-Saharan Africa are less
concentrated than before.  However, a
large  number of sub-Saharan countries
are still largely bypassed by foreign
investors.  Despite the declining flows
to Equatorial Guinea and Nigeria, the
share of oil-exporting countries in FDI
flows into Africa remains significant,
accounting for slightly more than half
of the flows in 1997.

According to the South African
Reserve Bank, investment inflows into
South Africa (which is classified among
“other developed countries” according
to United Nations statistics and is not
included in the ranking in the figures
in this section) showed a significant

Source:  UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inflows in 1997.

Figure Figure Figure Figure Figure VI.2.VI.2.VI.2.VI.2.VI.2.  Africa:  Africa:  Africa:  Africa:  Africa:  FDI flo  FDI flo  FDI flo  FDI flo  FDI flows into the top 20 recipientws into the top 20 recipientws into the top 20 recipientws into the top 20 recipientws into the top 20 recipient
countries in 1997 and flocountries in 1997 and flocountries in 1997 and flocountries in 1997 and flocountries in 1997 and flows to the same countries in 1996ws to the same countries in 1996ws to the same countries in 1996ws to the same countries in 1996ws to the same countries in 1996aaaaa
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increase in 1997: from $760 million in 1996 to $1.7 billion in 1997 (South African Reserve
Bank, unpublished data).4  The increase in 1997 largely reflects inflows due to a limited
number of privatization-related projects.  After an initial surge of privatizations in the late
1980s and early 1990s, privatization slowed in South Africa as the new government
established new priorities and adopted new criteria for privatization.  In 1997, however, it
revived with the sale of 30 per cent of Telkom to a consortium of a United States (SBC) and
Malaysian investor (Telekom Malaysia), as well as sales of six radio stations, the domestic
airline Sun Air, and a hotel and food group.  FDI unrelated to privatization seems to have
decreased between 1996 and 1997.5  South Africa may also be seeing the trailing off of an
adjustment factor, namely the return to South Africa of firms that had limited their presence
or operated in neighbouring countries under the pre-1994 regime.  Still, at the end of 1997,
there was a buy-back of 49 per cent of the shares of the vehicle-assembler Delta Motor by
General Motors, which had divested in 1989.6  Over the past four years, four-fifths of  FDI
came from just five countries: the United States, Malaysia, the United Kingdom, Germany
and Japan.  In 1997, British and Malaysian companies in particular were the most dynamic
investors.7  Most investment (60 per cent of total flows) was undertaken in the form of
mergers and acquisitions (M&A).  The top target industries were telecommunication, energy
and oil, motor vehicles and components,
and food and beverages (Business Map,
1998, p. 16).  During the first half of 1998,
FDI flows continued to be driven mainly
by privatization, including the purchase of
a 20 per cent share in the Airport Authority
by the Italian firm Aeroporti di Roma (ibid,
p. 14).  Some foreign investment may also
have been attracted by the restructuring
and “unbundling” of large South African
conglomerate companies.

The principal home countries of
TNCs investing in Africa in the period
1982-1996 included the United Kingdom,
France, the United States, Germany, Japan
and the Netherlands (table VI.2).  France
became the single most important investor
in the region during 1992-1996, overtaking
the United Kingdom which had held this
position during 1987-1991. France was,
moreover, the only major home country
that continuously increased its investment
flows to Africa during the years 1982-1986
and 1992-1996.   Inflows from the United
Kingdom suffered a significant dip during
1987-1991, as did those from the United
States and Germany, while FDI flows from
Japan fell considerably during 1992-1996.
A number of smaller European countries,
such as the Netherlands and Switzerland,

Figure Figure Figure Figure Figure VI.3.VI.3.VI.3.VI.3.VI.3.  Africa:  Africa:  Africa:  Africa:  Africa:  FDI flo  FDI flo  FDI flo  FDI flo  FDI flows as perws as perws as perws as perws as percentacentacentacentacentaggggge of gre of gre of gre of gre of grossossossossoss
fixfixfixfixfixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation, top 20 countries, top 20 countries, top 20 countries, top 20 countries, top 20 countries,a a a a a 1994-19961994-19961994-19961994-19961994-1996

(Annual average)

Source:  UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inflows as a percentage

of gross fixed capital formation in 1994-1996.
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Source:  UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inward stock as a percentage

of gross domestic product in 1996.

showed substantial increases in their FDI flows into Africa, with the former becoming the
third most important source of FDI flows into Africa during 1992-1996.

FDI from developing Asia has increased in Africa in recent years (UNCTAD, 1997a).
The principal Asian developing economies from which FDI flows originated have been the
Republic of Korea and Malaysia, followed by Taiwan Province of China and China.  Thus
far, however, these investments have been confined to limited numbers of countries in the
region, such as Egypt, Ghana, Guinea, Mauritius (box VI.1.), Seychelles, Uganda, the United
Republic of Tanzania, Zimbabwe8  and South Africa.9  To what extent Asian FDI in Africa -----
- - - - - apart from the Malaysian FDI in South Africa     that has already been mentioned ---------- might
suffer a decline on account of the Asian financial crisis that began in mid-l997 is difficult to
predict.  The 1998 survey by UNCTAD/ICC on the effects of the Asian crisis suggests that
FDI flows to Africa from Asian countries other than the Republic of Korea might be sustained
at a level similar to that in 1997 (see chapter VII).

The sectoral distribution of FDI stock in Africa has remained stable between 1989 and
1996 (figure VI.5).  The primary sector accounts for the largest share of FDI in Africa with
around 40 per cent of total FDI stock
in the period 1989 to 1996, while the
importance  of FDI in manufacturing
has increased slightly  in that period
from 29 to 30 per cent and the share of
FDI in services in total FDI dropped
from 33 per cent in 1990 to just 27 per
cent in 1996.10  However, there are
some striking changes in the sectoral
composition of FDI in Africa from
individual home countries and
changes in it during 1989-1996.  While
French TNCs have tended to invest
mainly in the primary sector during
the past decade or so (together with
increasing absolute volumes also in the
other two sectors), investment from
Germany and more recently the United
States has been more dynamic in the
secondary sector.  In the case of the
United States, investments in food and
related products, primary and
fabricated metals, and other
manufacturing have led to an upward
trend in FDI in manufacturing and an
increased share of the secondary sector
in the total FDI stock.  On the other
hand, the relative importance of the
secondary sector has decreased for the
United Kingdom’s FDI in Africa     (after
it peaked at 37 per cent of total British

Figure Figure Figure Figure Figure VI.4.VI.4.VI.4.VI.4.VI.4.  Africa:  Africa:  Africa:  Africa:  Africa:  FDI  stoc  FDI  stoc  FDI  stoc  FDI  stoc  FDI  stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of grossossossossoss
domestic prdomestic prdomestic prdomestic prdomestic product,oduct,oduct,oduct,oduct, top 20 countries, top 20 countries, top 20 countries, top 20 countries, top 20 countries,a a a a a 19961996199619961996
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investment in 1994), even though it continues to account for a larger share of United Kingdom
FDI stock in Africa than of the FDI stock of any of the other three principal home countries,
i.e. France, Germany and the United States.  For United States' FDI, the tertiary sector gained
in importance in both absolute and relative terms, mainly through FDI in banking and
insurance. For FDI from Germany, this sector increased only marginally in importance.

Several factors have contributed to sustaining and increasing FDI inflows into a number
of African countries during the past few years.  These include changes in the economic
conditions determining inflows of FDI to African economies as well as changes in the policy

TTTTTababababable le le le le VI.1:VI.1:VI.1:VI.1:VI.1: FDI flo FDI flo FDI flo FDI flo FDI flows into the least dews into the least dews into the least dews into the least dews into the least developed countries in Africa,veloped countries in Africa,veloped countries in Africa,veloped countries in Africa,veloped countries in Africa, selected indicator selected indicator selected indicator selected indicator selected indicators,s,s,s,s, 1987-1991 and 1992-1996 1987-1991 and 1992-1996 1987-1991 and 1992-1996 1987-1991 and 1992-1996 1987-1991 and 1992-1996
(Millions of dollars and percentage)

                                                                                                                         FDI inwar           FDI inwar           FDI inwar           FDI inwar           FDI inward flod flod flod flod flowswswswsws
AAAAAveraveraveraveraveragggggeeeee PPPPPer $ 1 000 GDPer $ 1 000 GDPer $ 1 000 GDPer $ 1 000 GDPer $ 1 000 GDP Ratio to GFCFRatio to GFCFRatio to GFCFRatio to GFCFRatio to GFCFbbbbb PPPPPer capitaer capitaer capitaer capitaer capita

 1987-1991 1987-1991 1987-1991 1987-1991 1987-1991 1992-19961992-19961992-19961992-19961992-1996  1987-1991 1987-1991 1987-1991 1987-1991 1987-1991  1992-1996 1992-1996 1992-1996 1992-1996 1992-1996  1987-1991 1987-1991 1987-1991 1987-1991 1987-1991  1992-1996 1992-1996 1992-1996 1992-1996 1992-1996  1987-1991 1987-1991 1987-1991 1987-1991 1987-1991  1992-1996 1992-1996 1992-1996 1992-1996 1992-1996
                       (Million dollar                       (Million dollar                       (Million dollar                       (Million dollar                       (Million dollars)s)s)s)s)               (Dollar              (Dollar              (Dollar              (Dollar              (Dollars)s)s)s)s)                      (P                     (P                     (P                     (P                     (Per cent)er cent)er cent)er cent)er cent)                       (Dollar                      (Dollar                      (Dollar                      (Dollar                      (Dollars)s)s)s)s)

   Angola 156 260 23 53 26 76 17 24
   Benin 3 1 2 - 1 - 1 -
   Burkina Faso 2 4 1 2 - 1 - -
   Burundi 1 1 1 1 1 1 - -
   Cape Verde 1 5 3 16 1 6 2 14
   Central Afr ican Republic 1 -2 1 -2 1 -2 - -1
   Chad 9 15 8 15 8 13 2 2
   Comoros 4 - 16 2 7 1 7 1
   Congo, Democratic Republic of -13 1 -2 - -1 - - -
   Djibouti .. 3 .. 5 .. 4 .. 4
   Equatorial Guinea 11 110 83 690 30 285 32 282
   Ethiopia 1 3 - 1 - - - -
   Gambia, The 5 9 19 24 12 19 6 8
   Guinea 20 9 7 3 5 2 3 1
   Guinea-Bissau 1 1 5 4 2 2 1 1
   Lesotho 13 17 25 23 4 3 7 9
   Liberia 244 14 204 10 231 28 98 5
   Madagascar 11 12 4 4 3 3 1 1
   Malawi 19 10 12 6 7 5 2 1
   Mali 1 11 1 5 - 2 - 1
   Mauritania 3 8 3 7 2 3 2 3
   Mozambique 9 33 7 23 1 4 1 2
   Niger 16 4 7 2 5 2 2 -
   Rwanda 13 2 6 2 4 1 2 -
   Sierra Leone 16 -4 20 -4 23 -7 4 -1
   Somalia -3 - -2 - -1 - - -
   Sudan -3 - - - - - - -
   Togo 11 - 7 - 4 - 3 -
   Uganda -0 78 -0 16 - 10 - 4
   United Republic of Tanzania 2 70 0 14 - 6 - 2
   Zambia 114 56 34 17 35 16 14 6

Memorandum:

   South Africa -23 404 - 3 - 2 -1 10

Average for developing countriesa 212 613 8 17 3 7 8 20
Average for Afr icaa 60 96 7 10 3 6 5 7

Source: UNCTAD, FDI/TNC database.
a Including South Afr ica.
b GFCF =  gross fixed capital formation.
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Box VI.1.  FDI in MauritiusBox VI.1.  FDI in MauritiusBox VI.1.  FDI in MauritiusBox VI.1.  FDI in MauritiusBox VI.1.  FDI in Mauritius

Mauritius is one of Africa’s most dynamic examples of economic growth. In the 30 years
since independence, the country has successfully restructured itself from a predominantly mono-crop
(sugar) economy to an export-oriented manufacturing one and has now reached the status of a middle-
income country with a per capita income that  exceeds by far that of most other African countries
($3.380 in 1995) .

FDI has played a pivotal role in the development of the country’s economy.  Following the
establishment of an export processing zone, and the implementation of an export-oriented development
strategy in the 1970s, FDI flows to Mauritius peaked in the early 1990s -- the same time that flows to
the East Asian economies were growing rapidly.  Mauritius’ success in attracting FDI was largely due
to its key comparative advantages: skilled, low-cost labour; a reasonably efficient physical infrastructure
including cost-competitive export processing zones; preferential access to the European Union and
United States markets; a sound legal system for dispute settlement and yearly accounting practices;
and clearly articulated policies favourable to FDI. Also, compared to other African countries, Mauritius
already had a strong business environment with a vibrant entrepreneurial culture very early in its
development process.  The economic advantages of the country attracted investment in labour-intensive
manufacturing industries, especially in garments and textiles.  Investors in such other labour-intensive
manufactures as leather, rubber, fancy goods and toys were also attracted.

BoBoBoBoBox tabx tabx tabx tabx tablelelelele .....  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows to Mauritius,ws to Mauritius,ws to Mauritius,ws to Mauritius,ws to Mauritius, 1985-1997 1985-1997 1985-1997 1985-1997 1985-1997
(Millions of dollars and percentage)

                                     1985-1990                                1991-1997
Country/group Annual average Annual growth rate Annual average Annual growth rate

Mauritius 22.0 49.5 23.0 13.9

Memorandum:

Developing countries 24 720.0 22.0 92 181.0 23.6

Source: UNCTAD FDI/TNC database.

In the early 1990s, however, flows to Mauritius slowed and even fell for a period, this at a
time when flows into developing countries as a whole continued to increase.  Investments in Mauritius
from three out of the five major home countries of TNCs investing in the country -- Germany, China
and the United Kingdom -- have also decreased in the last few years.  Manufacturing industries,
especially the traditionally dominant textile and garment industries, have been the most affected, with
investors moving to other lower-cost locations.  The fact that low-skill activities continue to dominate
FDI arrivals accounting for 98 per cent of FDI in both 1985-1989 and 1990-1997, respectively, indicates
that there has been little progress in upgrading and diversification since 1985.  Thus, there has been
not only a slowdown in attracting FDI into the traditional industries, but the country has also not yet
been very successful in attracting FDI into new high-skill and technology-intensive industries.  (The
recent increase was mainly due to one relatively large textile project from India.)

There are a number of challenges Mauritius has to cope with in order to safeguard its earlier
success in attracting FDI:

• One challenge is posed by rising labour costs, an inevitable consequence of the rapid development
process of recent years, which has led to a decline in the competitiveness of Mauritian exports.
The emergence of other viable low-cost host countries in Africa such as Kenya, Madagascar and
Zimbabwe has also increased competition for FDI in industries that have traditionally attracted it
in Mauritius.

• Another challenge is the threat of elimination or reduction of preferential access to the European
Union  and United States markets, as the Lomé Convention comes up for review.

/...
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environment influencing FDI in Africa. The latter include measures at the national level in
host countries, especially  privatization, increased liberalization of markets, and more open
FDI and trade frameworks as well as business facilitation measures. Other factors are
international initiatives and home country measures to encourage FDI in Africa.

Perhaps the most important factor has been Africa’s macroeconomic performance which
has  improved significantly during the 1990s.  The year 1997 was the fourth consecutive
year of growth for Africa as a whole (United Nations, 1998a, p. 1) and several countries of
the region achieved growth rates exceeding 5 per cent in 1997.11  However, despite continued
efforts on the part of many African countries to pursue strict monetary and fiscal policies to
ensure macroeconomic stability, there is still need for further improvement of macroeconomic
conditions.  Thus, the average inflation rate for the continent increased from an already
high 34 per cent in 1996 to 47 per cent in 1997  (United Nations, 1998a, p. 20),12 Sudan and

(Box VI.1, concluded)(Box VI.1, concluded)(Box VI.1, concluded)(Box VI.1, concluded)(Box VI.1, concluded)

• A third challenge is posed by the combination of a limited supply of industrial skills, a lack of
local suppliers of inputs, a limited technological infrastructure and a low local demand for high
technology products, which together have made it difficult for Mauritius to increase the spread
and quality of its FDI.

Mauritius’ FDI policy regime and promotion strategy, though largely favourable to attracting
export-oriented FDI, could be further improved. There have been delays in getting foreign investment
approvals in Mauritius.  Overlaps in the activities of the different public institutions responsible for
foreign investment approval and promotion could have resulted in bureaucratic and structural
bottlenecks in the approval process.  Moreover, the country’s investment promotion strategy might
benefit from more focus on a reduced number of potential sectors and home countries for attracting
FDI.  Finally, fiscal incentives for foreign investment could be geared more towards promoting
technological upgrading, creating linkages with local industries, increasing local value added, and
facilitating research and development.

Like comparable economies in South-East and East Asia, Mauritius now faces the challenge
of moving  to a new phase in its economic development.  Like the successful Asian economies, Mauritius
needs to develop new comparative advantages in its established industries and competitive advantages
in emerging industries. The loss of  competitive advantage as a low-cost producer could, for example,
be compensated for by developing the country’s potential as a regional headquarters for TNCs.  Its
potential as an offshore financial centre could be realized with a more active approach to tapping new
offshore business.  Investment in relevant education and skills-building could be accorded priority. A
re-engineering of the existing incentive package may also be needed, along with the streamlining of
investment promotion activities, in order to target the desired industries.

The Government of Mauritius has recognized the challenge and has started a number of
initiatives to ensure competitiveness in the future, such as a skills development programme, a
reprioritizing of the education and skill-building policies, the establishment of a National Productivity
and Competitiveness Council, and other initiatives to support the technological upgrading of the
domestic economy and to make Mauritius a more attractive place for FDI in higher-value-added
activities.  Also, the Government has taken steps to reduce delays in processing and approving
investment projects through the establishment of a Board of Investment that -- among other things --
will implement a fast track approval procedure for investment projects, and has introduced other
measures to facilitate investment, including  the  issuance of multi-entry visas for foreign investors.
Furthermore, the Government also supports the increasing outward investment by Mauritius-based
companies in other African countries in order to strengthen the competitive edge of Mauritius-based
industries.

Source: UNCTAD, based on Lall and Wignaraja (1998) and information obtained from national sources.
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the Democratic Republic of the Congo being among the most seriously affected countries in
recent years, while a number of other developing regions such as Latin America and the
Caribbean managed to reduce their inflation rates significantly.

Privatization in Africa is becoming an increasingly important -- although far from
fully explored -- avenue for foreign investment. Opportunities for FDI have been created by
steadily expanding privatization programmes in countries such as Angola, Cape Verde, Cote
d’Ivoire, Egypt, Ghana, Kenya, Morocco, Mozambique, Nigeria, Senegal, South Africa,
Tunisia, Uganda and Zambia, and by the recent introduction of similar programmes in
Botswana, Burkina Faso, Eritrea, Madagascar, Namibia and Zimbabwe (see also section VI.B).
In North Africa and the Middle East, total sales of stakes in companies to private investors
amounted to $1.5  billion in 1996, a 100 per cent increase as compared to 1995 (World Bank,
1998, p. 106), with $1.2 billion of the sales occurring in Egypt alone.  The accelerated
privatization efforts in Egypt in particular, supported by measures allowing foreign investors
for the first time to purchase stakes of more than 50 per cent in public enterprises, contributed
to a remarkable increase in privatization sales in that country.  In Morocco, the sale of a 30
per cent stake in the Société Marocaine des Industries du Raffinage (SAMIR) to a Swedish
investor contributed to the increase in privatization revenues.  Nonetheless, foreign exchange
earnings from privatization in North Africa and the Middle East in 1996 were less than 10
per cent of the value of total sales, suggesting that FDI through privatization was relatively
low and that the domestic private sector was the main actor in the privatization process in
many African countries.  In sub-Saharan Africa, $299 million of a total of $623 million in
privatization sales in 1996 were raised through sales to foreign investors.      Ghana topped
the list with $186 million, selling a $112 million share in Ashanti Goldfields to foreign
investors through an international placement of shares, followed by Kenya with $137 million,

TTTTTababababable le le le le VI.2.VI.2.VI.2.VI.2.VI.2.          The major home countries fThe major home countries fThe major home countries fThe major home countries fThe major home countries for FDI floor FDI floor FDI floor FDI floor FDI flows into Africa,ws into Africa,ws into Africa,ws into Africa,ws into Africa,aaaaa 1982-1996 1982-1996 1982-1996 1982-1996 1982-1996
(Millions of dollars)

Cumulative Cumulative Cumulative Cumulative
 flows,  flows, flows, flows,

Country 1982-1986 Country  1987-1991 Country 1992-1996 Country 1982-1996

United States 1200 United Kingdom 2812 France 2290 United Kingdom 4987
France 1152 France 1300 United States 1683 France 4742
United Kingdom 600 Japan 1183 United Kingdom 1575 United States 3259
Germany 507 United States 376 Netherlands 807 Germany 1401
Italy 458 Netherlands 197 Germany 714 Japan 1099
Sweden 210 Switzerland 182 Switzerland 461 Netherlands 1072
Norway 98 Germany 180 Italy 282 Italy 912
Netherlands 68 Italy 172 Canada 201 Switzerland 656
Austria 64 Belgium 152 Norway 196 Norway 318
Belgium 63 Canada 38 Portugal 194 Canada 256
Denmark 33 Finland 37 Spain 107 Sweden 226
Canada 17 Norway 24 Japan 21 Portugal 203
Switzerland 13 Austria 24 Australia 17 Spain 107
Australia -15 Denmark 11 Denmark 13 Austria 97
Japan -105 Portugal 10 Sweden 12 Denmark 57

Sweden 4 Finland 10 Finland 48
Australia -199 Austria 10 Belgium 8

Belgium -207 Australia -197

Total 4363 6502 8387 19251

Source:  UNCTAD, FDI/TNC database, based on OECD.
a    Table only includes the member countries of the OECD Development Assistance Committee (DAC).
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Figure Figure Figure Figure Figure VI.5.VI.5.VI.5.VI.5.VI.5.  FDI stoc  FDI stoc  FDI stoc  FDI stoc  FDI stock frk frk frk frk from Franceom Franceom Franceom Franceom France,,,,, German German German German Germanyyyyy,,,,, the United Kingdom and the United States in Africa, the United Kingdom and the United States in Africa, the United Kingdom and the United States in Africa, the United Kingdom and the United States in Africa, the United Kingdom and the United States in Africa,aaaaa

bbbbby sectory sectory sectory sectory sector,,,,, 1989-1996 1989-1996 1989-1996 1989-1996 1989-1996
(Millions of dollars)

Source:  UNCTAD, based on national sources.
a Includes South Afr ica.
b Figures for 1989 ter tiary sector were not available.
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which included a share of 26 per cent of Kenya Airways sold to KLM for $26 million  (table
VI.3).

These privatizations are generally based on long-term programmes and thus can be
expected to continue to attract FDI. Mozambique has one of the oldest programmes, dating
from 1987-1988.  In 1998, Ghana intended to sell 20 state enterprises, including a cocoa
buying company, an oil refinery and an oil company, pharmaceutical and bottling companies,
and a palm oil plantation.  Ghana’s preferred pattern is to find a combination of foreign
partners and local holders by offering minority stakes on the stock market.13  Zambia is
planning the privatization of mines and the national insurance corporation in 1998.
Madagascar formed a Ministry of privatization in 1997 and plans to include the national
airline and oil company and telecommunications in its programme.  Botswana issued its
white paper on privatization in December 1997.  Namibia’s strategy is first to
“commercialize” state enterprises by, among other things, exposing them to competition,
with privatization intended as the long-term outcome     (SADC / Financial and Investment
Sector Coordinating Unit (FISCU), 1998).

African countries have also made efforts to improve their national policy frameworks
for FDI.  Some 47 of the 53 African countries had adopted national laws governing FDI by
1997; 28 of these legal instruments having been introduced or amended in the 1990s (chapter
III).  According to a recent survey of least developed countries, only six of the 29 least
developed countries in Africa for which data were available still had a restrictive regime for
the repatriation of dividends and capital  (UNCTAD, 1997f, table T.A1 and T.A2).  All other

TTTTTababababable le le le le VI.3.VI.3.VI.3.VI.3.VI.3.  Priv  Priv  Priv  Priv  Privatization transactions inatization transactions inatization transactions inatization transactions inatization transactions invvvvvolving folving folving folving folving foreign inoreign inoreign inoreign inoreign investorvestorvestorvestorvestors in Africa,s in Africa,s in Africa,s in Africa,s in Africa, 1996 1996 1996 1996 1996
(Millions of dollars)

Equity shareEquity shareEquity shareEquity shareEquity share
acquiredacquiredacquiredacquiredacquired MethodMethodMethodMethodMethod

CompanCompanCompanCompanCompanyyyyy CountrCountrCountrCountrCountryyyyy IndustrIndustrIndustrIndustrIndustryyyyy (P(P(P(P(Per cent)er cent)er cent)er cent)er cent) AmountAmountAmountAmountAmount of saleof saleof saleof saleof sale PurPurPurPurPurccccchaser(s)haser(s)haser(s)haser(s)haser(s)

Ashanti Goldfields Ghana Mining  5.0 112.2 Sale of shares Institutional investors
HEVECAM Cameroon Agriculture  90.0 41.1 Tender GMG Investments PTE,

Panwell Group
Tomos Ghana Ltd Ghana Automotive services  50.0 30.2 Sale of shares Tomos (Slovenia)
Kenya Airways Kenya Airlines  26.0 26.0 Direct sale KLM (Netherlands)
Ghana Rubber Estate Ltd Ghana Industry  75.0 23.7 Joint venture SIPH (France)
Northern Breweries (1995) Zambia Brewery  70.0 9.0 Tender Lonrho Zambia
Portland Cement Co. Malawi Cement  51.0 5.6 Direct sale CDC (United Kingdom)
Total (U) Ltd Uganda Petroleum  50.0 5.4 Sale of shares Total Outre Mer (France)
Domaine Heveicole de
   L’Etat Cavally Cote d’Ivoire Agriculture  100.0 5.1 .. CDC (United Kingdom)
Tema Shipyard & Drydock Ghana Transport  60.0 4.2 Joint venture PSC Terna Shipyard Ltd.

   (Malysia)
BP Zambia Ltd & Zamlube

   Refiners Ltd Zambia Petroleum  25.0 3.3 Pre-emptive rights BP (United Kingdom)
Metal Fabricators of Zambia Zambia Manufacturing  33.0 3.2 Pre-emptive rights Foreign investorsa

Ghamot Motors Ghana Automotive services  75.0 2.8 Joint venture Marubeni (Japan)
Pamodzi Hotel Zambia Tourism  70.0 2.1 Tender Tata Zambia Ltd.
National Bicycle Co. Ltd Tanzania Industry .. 2.0 Sale of shares Avon Cycles
National Engineering Co. Ltd Tanzania Industry .. 1.7 Sale of shares Modern Trading Agencies
Agip (U) Ltd Uganda Petroleum distribution  50.0 1.6 Sale of shares Agip Petrol International

  (Italy)
Kibimba Rice Co. Ltd Uganda Agribusiness .. 1.5 Sale of shares Foreign investor a

Source:   UNCTAD, based on World Bank, unpublished data.
a Name of company not disclosed.
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countries had free or relatively free regimes that allowed the remittance of profits without
major obstacles.  Most countries have also enlarged the number of industries open to foreign
investment and many now produce lists of the few restricted industries rather than lists of
the many open to investment.

African efforts to reform FDI policy are increasingly acknowledged by both domestic
and foreign investors.  Thus, for instance, according to the results of a survey by the World
Economic Forum, respondent companies considered that in a number of policy areas --
including trade, governance, access to finance, road infrastructure and telecommunications
-- significant improvements have taken place in Africa as a whole (WEF, 1998a).  Openness
to trade, improvement in institutions,  and the availability and affordability of
telecommunication infrastructure and computers were assessed by the companies to have
been the areas with the greatest progress (WEF, 1998a, p. 20).  Also, almost all of the 23
African countries included in the survey received good evaluations of their dividend-
remittance and investment-protection policies (see also section VI.B. and table VI.4).

  In addition to the improvement of
national policies related to FDI (see also
section VI.B.), a large number of African
countries have signed bilateral investment
treaties, which numbered 326 in 1997. In
addition, by 1998, the majority of African
countries (41) had signed the Convention
establishing the Multilateral Investment
Guarantee Agency (MIGA), as well as the
Convention on the Settlement of Investment
Disputes between States and Nationals of
Other States (42) (see also section VI.B. and
annex table A.VI.1); 40 African countries
have adopted the Paris Convention for the
Protection of Industrial Property and 41
African countries have signed one or more
agreements in the WTO relating to FDI, such
as the TRIPS or TRIMS Agreements, under
the umbrella of the WTO Final Act of
Marrakesh (UNCTAD, 1997g), although
some countries are still in the process of
revising domestic laws and notifying the
WTO.

Efforts on the part of many African
countries to improve their FDI frameworks
have reached such a level that “the
perception that Africa is a risky place to
invest is therefore correct only to the extent
that in some African countries, obsolete laws
and excessive bureaucratic practices still
exist and create an unfavourable investment

TTTTTababababable le le le le VI.4.VI.4.VI.4.VI.4.VI.4.          The inThe inThe inThe inThe investor friendliness of the FDIvestor friendliness of the FDIvestor friendliness of the FDIvestor friendliness of the FDIvestor friendliness of the FDI
regulatorregulatorregulatorregulatorregulatory framey framey framey framey framewwwwwork in Africa:ork in Africa:ork in Africa:ork in Africa:ork in Africa: rankings rankings rankings rankings rankings

accoraccoraccoraccoraccording to seding to seding to seding to seding to several indicatorveral indicatorveral indicatorveral indicatorveral indicators,s,s,s,s, 1997 1997 1997 1997 1997

Ranking ofRanking ofRanking ofRanking ofRanking of Ranking ofRanking ofRanking ofRanking ofRanking of
eeeeexcxcxcxcxchanghanghanghanghangeeeee RankingRankingRankingRankingRanking dividend-dividend-dividend-dividend-dividend-

rateraterateraterate of FDIof FDIof FDIof FDIof FDI remittanceremittanceremittanceremittanceremittance
CountrCountrCountrCountrCountryyyyy policpolicpolicpolicpolicyyyyyaaaaa prprprprprotectionotectionotectionotectionotectionbbbbb policiespoliciespoliciespoliciespoliciesccccc

Botswana 6.06 4.00 6.65
Burkina Faso 4.50 5.20 5.35
Cameroon 4.25 4.92 5.69
Côte d’Ivoire 4.43 5.25 5.75
Egypt 5.03 5.59 5.59
Ethiopia 4.67 5.20 5.33
Ghana 4.89 4.94 6.09
Kenya 4.24 4.72 5.51
Malawi 4.05 3.95 5.13
Mauritius 5.09 5.13 6.58
Morocco 4.82 5.88 6.59
Mozambique 4.32 4.68 5.33
Namibia 5.84 5.61 6.00
Nigeria 4.47 4.00 5.42
South Africa 5.16 3.70 5.63
Tanzania 5.09 5.23 5.82
Tunisia 5.40 6.43 6.50
Uganda 4.79 4.96 6.04
Zambia 4.56 4.46 5.90
Zimbabwe 3.22 4.15 5.22
Average, FDI front- 5.20 5.10 6.10
   runner countr iesd

Average, other 4.50 4.90 5.70

Source:   UNCTAD, based on Wor ld Economic Forum, 1998a.

Note: the investors in the par t icular countr ies were asked to give
evaluations between 1  and 7 ( 1: strongly disagree and 7: strongly
agree ) for the following statements:

a The exchange-rate policy is favourable to expor t expansion.
b Investment-protection schemes are readily available for most foreign

investors.
c Dividend-remittance policies do not impede business development.
d The term FDI “front-runner country” refers to Botswana, Equatorial

Guinea, Ghana, Mozambique, Namibia, Tunisia and Uganda (see
section VI-B).
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climate” (Mutharika, 1997, p. 280).).).).).  Indeed, as macroeconomic conditions improve and
regulatory frameworks  are becoming more liberal, measures to facilitate business, such as
the reduction of bureaucracy and corruption as well as policies to promote FDI become
more     important. While     it is true that “red tape” is     a     problem in many African countries and
corruption is still widespread --  there are significant differences among African countries
and, judging from companies’ assessments, the continent as a whole does not fare much
worse than other developing regions (WEF, 1998a, p. 28). African countries have now
established investment promotion agencies that focus on attracting foreign investors through
a variety of measures. Twenty-five African investment promotion agencies are currently
members of the World Association of Investment Promotion Agencies (WAIPA) (table VI.5).
Moreover, there are also signs of increased activity in joint investment promotion at  the
regional level.  For example, the investment promotion agencies of the member countries of
the Southern African Development Community (SADC)14 held a joint meeting in Centurion,
South Africa, in June 1998 to discuss possible cooperation in joint marketing missions,
exchange of experiences as to promotion practices and business     intelligence, and a joint
staff-development programme.

The efforts by African host countries to improve their investment climate are also
increasingly complemented by interregional initiatives to promote investment and trade.
The steps towards better access to foreign markets for least developed countries which were
announced at a high-level  meeting hosted by the WTO in October 1997 improved the access
of the 33 least developed countries in Africa to the United States market subject to certain
conditions, and provided long-term guarantees of their present access to the European Union
under the Lomé Convention. They may also gain easier access to the markets of some of the

TTTTTababababable le le le le VI.5.VI.5.VI.5.VI.5.VI.5. African member African member African member African member African members of the s of the s of the s of the s of the WWWWWorld Association of Inorld Association of Inorld Association of Inorld Association of Inorld Association of Investment Prvestment Prvestment Prvestment Prvestment Promotion Agomotion Agomotion Agomotion Agomotion Agencies (Wencies (Wencies (Wencies (Wencies (WAIPAIPAIPAIPAIPA),A),A),A),A), 1997 1997 1997 1997 1997

Country                                                 Agency’s name

Algeria Agence de Promotion de Soutien et de suivi des Investissements (APSI)
Angola Instituto do Investimento Estrangeiro (IIE)
Cameroon Investment Code Management Unit (ICMU)
Cape Verde Center for Investment, Export and Tourism Promotion (PROMEX)
Congo, Democratic Republic of Fonds de Promotion de l’Industrie (FPI)
Cote d’Ivoire Centre de Promotion des Investissements en Cote d’Ivoire (CEPECI)
Egypt General Authority for Investment (GAFI)
Ethiopia Ethiopian Investment Authority (EIA)
Gambia, The National Investment Promotion Authority (NIPA)
Ghana Ghana Investment Promotion Centre (GIPC)
Kenya Investment Promotion Centre (IPC)
Lesotho Lesotho Investment Promotion Centre (LIPC)
Mali Centre National de Promotion des Investissements (CNPI)
Morocco Direction des Investissements Exterieurs, Ministere des Finances et des Investissements Exterieurs
Namibia Namibia Investment Centre
Nigeria Nigerian Investment Promotion Commission (NIPC)
Senegal Guichet Unique
Seychelles Seychelles International Business Authority (SIBA)
Sierra Leone Depar tment of Trade, Industry and State Entreprises
Sudan General Administration for Investment Promotion
Tanzania Zanzibar Investment Promotion Agency
Tunisia Foreign Investment Promotion Agency (FIPA Tunisia)
Uganda Uganda Investment Authority (UIA)
Zambia Zambia Investment Centre
Zimbabwe Zimbabwe Investment Centre

Source: based on UNCTAD, 1997h.
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more advanced developing countries.  Improved access to developed country markets may
increase the chances to attract efficiency-seeking FDI for those countries that already have
the conditions for such investment in place (see section VI.B).  The idea of giving FDI  a
more prominent role vis-à-vis official capital flows  has also been discussed within the
framework of the design of the forthcoming new Lomé Agreement.  Within the framework
of the current Lomé Convention, the European Union offers several schemes to support
investment in the African, Caribbean and Pacific partner countries. The Centre for the
Development of Industry, for example, promotes technical or commercial partnerships
between European firms and firms from African, Caribbean and Pacific countries, e.g.
through providing assistance in finding appropriate partner companies or co-financing
feasibility studies.  Other interregional agreements -- such as the association agreement
between North African countries and the European Union that foresees the creation of a
free-trade area between the European Union and Algeria, Egypt, Morocco and Tunisia --
can also significantly promote trade and investment flows, especially export-oriented FDI,
if the agreements are broad enough in their coverage. Some FDI in countries such as Morocco
for example, is already attributed to the fact that it will be a part of the free-trade zone with
the European Union in 2010.15  Apart from the activities of  the European Union, individual
member states of the European Union, along with a number of other OECD countries, have
undertaken measures to promote investment in developing countries including some in
Africa.  These include the provision of information, the support of feasibility studies, and
matchmaking programmes that bring domestic and foreign firms together.

There are also important initiatives by home countries to encourage companies to invest
in Africa. Thus, the United States House of Representatives approved in March 1998 the
African Growth and Opportunity Act, designed to promote private sector initiative in Africa
in general and FDI in particular.  The initiative includes a proposal to remove all quotas and
tariffs for apparel and textile imports from Africa.          In addition, the Overseas Private
Investment Corporation (OPIC) has been asked to play a lead role in the initiative by
establishing a $150 million fund for equity investment in Africa and by setting up a $500
million private equity fund for investment in particular infrastructure projects, with the
expectation that the fund  will induce private investors to participate (Mutharika, 1997, p.
279; Lang, 1997). By 1997, OPIC had provided $775 million in political risk insurance and
finance for investments in about 40 African countries (Mutharika, 1997, p. 279). However,
the measures under the Act are subject to conditions that countries must satisfy -- as judged
by the United States administration.  These include, in particular, that countries have
established or are making continued progress towards establishing a market oriented
economy and do not engage in gross violations of internationally recognized human rights.

At the micro-level, what is of particular interest to investors is the profitability of their
investments in Africa.  In the case of United States FDI (table VI.6), it is noteworthy that
between 1980 and 1997 there was only one year (1986) in which the rate of  return on
investment was below 10 per cent.  Since 1990, the  rate of return in Africa has averaged 29
per cent and since 1991 it has been higher than that in any other region, including developed
countries as a group,  by a factor of two or more, in many years. Net income from British
direct investment in Africa was reported to have increased by 60 per cent between 1989 and
1995 (Bennell, 1997a, p. 131) and, in 1995, Japanese affiliates in Africa turned more profitable
than in the early 1990s and have been even more profitable than those in any other region
except for Latin America and the Caribbean and West Asia (figure VI.6).
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However, the number of TNCs that enjoy these profits appears to be declining, judging
from the number of foreign affiliates of United States and German TNCs in the region,
which has dropped significantly between and the mid-1980s and mid-1990s.  The number
of the former declined from 596 in 1982 to 444 in 1994 -- although in 1995 there was an
increase in this figure to 516 (United States, Department of Commerce, various issues)16 --
and that of the latter from 669 in 1984 to 573 in 1996 (Deutsche Bundesbank, various years).
The reduced number of affiliates has been attributed to divestment by some TNCs that had
decided to re-focus their investment on core activities and core regions for their business
and for which the reforms in Africa in the 1990s came too late to influence that decision
(Bennell, 1997a, p. 136).  Other reasons for divestments by TNCs include problems in
remitting profits as well as a deteriorating and difficult business environment that led to
significant “hassle costs” for the private sector (ibid, p.135).

Investment outflows
from developing Africa
increased from $ 0.3 billion
in 1996 to 1.1 billion in 1997
(figure VI.7).  The increase
was mainly due to the rise
(from $500 million in 1996
to $800 in 1997) in outflows
from Nigeria and an
increase of outflows from
Liberia from -0.4 billions in
1996 to more than $200
million in 1997. These two
countries accounted for
over two-thirds of outward
investment from Africa
during 1994-1996.

Figure Figure Figure Figure Figure VI.6.VI.6.VI.6.VI.6.VI.6.  Pr  Pr  Pr  Pr  Profitability of fofitability of fofitability of fofitability of fofitability of foreign affiliates of Japanese oreign affiliates of Japanese oreign affiliates of Japanese oreign affiliates of Japanese oreign affiliates of Japanese TNCs,TNCs,TNCs,TNCs,TNCs, b b b b byyyyy
selected host region, 1995selected host region, 1995selected host region, 1995selected host region, 1995selected host region, 1995

(Percentage)

TTTTTababababable le le le le VI.6.VI.6.VI.6.VI.6.VI.6.  Rates of return on United States FDI in Africa and selected regions,  Rates of return on United States FDI in Africa and selected regions,  Rates of return on United States FDI in Africa and selected regions,  Rates of return on United States FDI in Africa and selected regions,  Rates of return on United States FDI in Africa and selected regions,aaaaa 1983-1997 1983-1997 1983-1997 1983-1997 1983-1997
(Percentage)

Region 19831983198319831983 19841984198419841984 19851985198519851985 19861986198619861986 19871987198719871987 19881988198819881988 19891989198919891989 19901990199019901990 19911991199119911991 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 bbbbb

Africa c 17.7 23.7 17.3 5.6 15.5 13.9 17.4 24.2 30.6 28.4 25.8 24.6 35.3 34.2 25.3
Primary d 19.3 27.1 19.6 4.9 12.8 10.2 13.0 22.8 35.4 29.1 26.1 23.9 34.2 36.9 ..

   Manufacturing d 13.9 13.6 8.8 13.8 19.0 24.0 15.4 20.4 16.0 18.9 30.5 30.0 42.8 21.3 ..
   Tertiary d 11.9 7.1 3.4 19.5 20.6 8.7 n.a. 23.8 n.a. 22.2 23.5 21.7 21.6 23.1 ..

Other 2.0 7.0 16.9 21.5 36.6 41.7 n.a. 48.0 28.4 40.8 13.5 44.1 35.0 17.4 ..
Asia e 27.6 26.1 18.1 13.0 20.3 22.4 23.3 27.6 23.8 22.6 20.7 18.4 20.2 19.3 16.2
Latin America 7.0 9.9 9.5 10.3 9.5 14.2 15.7 13.0 12.1 14.3 14.9 15.3 13.1 12.8 12.5
Developing countries 14.9 17.3 13.4 10.9 13.2 16.5 17.8 17.2 15.9 17.2 16.9 16.5 15.8 15.3 14.0
All countries 13.0 14.3 12.6 12.2 13.4 15.5 14.8 14.3 11.6 10.4 11.1 11.7 13.3 12.5 12.3

Source:   UNCTAD, based on United States, Depar tment of Commerce, various issues.
a The rate of return is calculated as the net income of United States foreign affiliates in a given year divided by the average of beginning-of-year and end-

of-year FDI stock.
b The stock data for 1997 used in the calculation are estimates by the United States Department of Commerce.
c Excluding South Afr ica.
d Including South Afr ica.
e Including West Asia, South, East and South-East Asia and the Pacific; excluding Australia, Israel, Japan and New Zealand.

Source: UNCTAD, based on Japan, Ministry of International Trade and Industry, 1998a.
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* * ** * ** * ** * ** * *

There are encouraging signs
that Africa may expect rising inflows
of FDI in the future.  Inward FDI
flows to North Africa have shown a
robust positive trend in the 1990s.  In
sub-Saharan Africa, total annual
average inflows have also risen,
from $ 3.2 billion in 1991-1993 to $5.2
billion in 1994-1996.  On the other
hand, the decline in commodity
prices, especially the prices of
petroleum, gold and diamonds,
could reduce the attractiveness of
some of the countries that have been
major recipients of FDI in the recent
past, including South Africa, Angola
and Nigeria.  But economic
fundamentals in the region are
improving and enabling policy
frameworks for investment are
being put in place in an increasing
number of countries.  Indeed, the
simultaneous improvement in policy initiatives both externally (such as the least-developed-
country initiative by a number of international organizations and the Africa initiative of the
United States) and internally augurs well for foreign investment in Africa notwithstanding
the slight fall of FDI inflows into sub-Saharan Africa in 1997.  Growth, economic reform and
improvements in the regulatory frameworks of many countries are increasingly recognized
by both domestic and foreign investors. While some countries are benefiting from increasing
FDI inflows, however, others are still waiting for inward investment to take off, suggesting
either that the improvements in economic prospects and the investment climate are not yet
attractive enough or that they have not yet become widely apparent to potential investors.
It is also possible that in some countries the change of legislation has not yet been reflected
in administrative practice.   This makes it important to explore what can be learned from
the frontrunner countries in Africa about improving performance as well as image, to  attract
greater investment.

B.  Recent country success storiesB.  Recent country success storiesB.  Recent country success storiesB.  Recent country success storiesB.  Recent country success stories

1.  Which countries are they?1.  Which countries are they?1.  Which countries are they?1.  Which countries are they?1.  Which countries are they?

Africa as a whole trails other continents in attracting foreign investors. However, there
are countries that stand out with an FDI-attracting performance in recent years that is  not
only better than the average for African developing countries but also above the average
for all developing countries.  These "frontrunners" demonstrate that African countries can
become attractive locations for foreign investors, even in a period when reports of political
unrest and economic instability prevent many investors from exploring the opportunities

Figure Figure Figure Figure Figure VI.7.VI.7.VI.7.VI.7.VI.7.  Africa:  Africa:  Africa:  Africa:  Africa:  FDI flo  FDI flo  FDI flo  FDI flo  FDI flows frws frws frws frws from the top 17 outwarom the top 17 outwarom the top 17 outwarom the top 17 outwarom the top 17 outward ind ind ind ind investorvestorvestorvestorvestor
countries in 1997 and flocountries in 1997 and flocountries in 1997 and flocountries in 1997 and flocountries in 1997 and flows frws frws frws frws from the same countries in 1996om the same countries in 1996om the same countries in 1996om the same countries in 1996om the same countries in 1996aaaaa

Source:  UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI outflows in 1997.
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that the continent has to offer. This section identifies a group of recent frontrunners and
examines their characteristics and the factors underlying their success.

For the purpose of this analysis, the following indicators have been used to measure
performance with respect to inward FDI17:

• average annual absolute inflows of FDI,  1992-1996;
• average FDI inflows per $1000 GDP,  1992-1996;
• average ratio of FDI inflows to gross fixed capital formation, 1992-1996;
• average FDI inflows per capita, 1992-1996.

As the analysis does not focus on the impact of FDI, no indicators measuring the quality of
the investment received have been used. The period 1992-1996 has been chosen not only to
average out annual fluctuations, but because it is a period which has seen an economic
recovery and a return to relative political stability in the continent and widespread policy
change in the FDI area. Because the analysis focuses on recent success stories, flow indicators
have been used, as opposed to stock indicators, which tend to reflect FDI performance over
a longer period.

To qualify as a frontrunner, a country had, first, to receive FDI flows above the
developing-country average as measured by at least one of these indicators. In other words,
it needed to perform not only better than the average African country but also better than
the average developing country. This filter yields the following 18 countries: Angola,
Botswana, Chad, Democratic Republic of Congo, Egypt, Equatorial Guinea, the Gambia,
Ghana, Lesotho, Liberia, Mozambique, Namibia, Nigeria, Seychelles, Tunisia, the United
Republic of Tanzania, Uganda and Zambia.

The four indicators used capture only the level of FDI performance during a given
period; they are static forms of measurement.  To capture the dynamics of performance,
these 18 candidates had to pass through an additional filter, namely an improvement in the
performance on any of the four indicators which is above the level of improvement of
developing countries as a group. Thus, for a country to be counted as a frontrunner, the
increase in the value of at least one of the indicators from the period 1987-1991 to the period
1992-1996 for the country had to be higher than the increase in the same indicator for the
average developing country, subject to the condition that in the case of an indicator that
related absolute FDI inflows to  an economic variable, the latter (the denominator) did not
decline.  This filter yields the following seven countries (table VI.7):18

• Botswana
• Equatorial Guinea
• Ghana
• Mozambique
• Namibia
• Tunisia
• Uganda

The  countries represent the most dynamic countries in Africa in terms of attracting FDI
flows during 1992-1996 according to the selected methodology. Together, they accounted
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for more than 24 per cent of FDI flows into Africa in 1996 while representing only 9 per cent
of Africa’s population and 8 per cent of the continent’s GDP.  It should be noted that two of
the frontrunners (Mozambique and Uganda) received below African- average FDI flows
during 1992-1996 (since either absolute or relative FDI performance above the developing
country average allowed a country to enter the ranks of the frontrunners, provided the
second criterion regarding an increase in one of the indicators was satisfied as well). This
suggests that these two countries had only recently begun to attract FDI or resumed doing
so after a break. Conversely, the frontrunner group excludes some African countries that
were among the largest recipients of FDI flows during 1992-1996.19  The frontrunner group,
moreover, does not include a number of countries such as Egypt, Mauritius, Morocco and
Nigeria that rank high among African countries on the basis of  FDI stock indicators (annex
table A.VI.1). Although some of them (e.g. Nigeria) received  significant amounts of  FDI
flows during the period under consideration, all of these “historic” frontrunners lacked
dynamism as defined by the second criterion mentioned above and are therefore not in the
centre of this analysis.

The group of the selected frontrunners is heterogeneous not only in their level of
development (Equatorial Guinea, Mozambique and Uganda are least developed countries
(LDCs) while  Botswana and  Tunisia are middle-income countries), but also in their
geographic location on the continent.  As regards economic structure, Equatorial Guinea is
an oil-based economy and attracts FDI almost exclusively with its rich endowments of
offshore oil reserves, while other frontrunners such as Tunisia and Ghana, with more
diversified economies, receive significant FDI in non-primary sectors. This heterogeneity
underlines the need for a broad-based analysis of the determinants contributing to the relative
success of the frontrunners in attracting FDI.

TTTTTababababable le le le le VI.7.VI.7.VI.7.VI.7.VI.7.  Africa:  Africa:  Africa:  Africa:  Africa: Recent FDI fr Recent FDI fr Recent FDI fr Recent FDI fr Recent FDI frontrunnerontrunnerontrunnerontrunnerontrunners bs bs bs bs by selected indicatory selected indicatory selected indicatory selected indicatory selected indicators,s,s,s,s, 1987-1991 and 1992-1996 1987-1991 and 1992-1996 1987-1991 and 1992-1996 1987-1991 and 1992-1996 1987-1991 and 1992-1996
(Millions of dollars and percentage)

                                                 A                             A                             A                             A                             Averaveraveraveraveraggggge FDI infloe FDI infloe FDI infloe FDI infloe FDI inflows per yws per yws per yws per yws per yearearearearear          FDI inflo          FDI inflo          FDI inflo          FDI inflo          FDI inflows per $1000 GDPws per $1000 GDPws per $1000 GDPws per $1000 GDPws per $1000 GDP            Ratio of FDI inflo           Ratio of FDI inflo           Ratio of FDI inflo           Ratio of FDI inflo           Ratio of FDI inflows to GFCFws to GFCFws to GFCFws to GFCFws to GFCFaaaaa                      FDI inflo                 FDI inflo                 FDI inflo                 FDI inflo                 FDI inflows per capitaws per capitaws per capitaws per capitaws per capita

1987-19911987-19911987-19911987-19911987-1991 1992-19961992-19961992-19961992-19961992-1996 ChangChangChangChangChangeeeeebbbbb 1987-19911987-19911987-19911987-19911987-1991 1992-19961992-19961992-19961992-19961992-1996 ChangChangChangChangChangeeeeebbbbb 1987-19911987-19911987-19911987-19911987-1991 1992-19961992-19961992-19961992-19961992-1996 ChangChangChangChangChangeeeeebbbbb 1987-19911987-19911987-19911987-19911987-1991 1992-19961992-19961992-19961992-19961992-1996 ChangChangChangChangChangeeeeebbbbb

                   (Million dollar                   (Million dollar                   (Million dollar                   (Million dollar                   (Million dollars)s)s)s)s) (P(P(P(P(Per cent)er cent)er cent)er cent)er cent)            (Million dollar            (Million dollar            (Million dollar            (Million dollar            (Million dollars)s)s)s)s) (P(P(P(P(Per cent)er cent)er cent)er cent)er cent)         (Million dollar         (Million dollar         (Million dollar         (Million dollar         (Million dollars)s)s)s)s) (P(P(P(P(Per cent)er cent)er cent)er cent)er cent)         (Million dollar         (Million dollar         (Million dollar         (Million dollar         (Million dollars)s)s)s)s) (P(P(P(P(Per cent)er cent)er cent)er cent)er cent)

Botswana 56.7 137.9 143  18.6  33.1  78  6.5  12.9  100  46  95  108
Equatorial

Guinea 11.1 109.7 888  82.9  689.8  732  30.2  285.2  845  32  282  778
Ghana 11.9 121.4 920  2.1  20.5  869  1.7  14.9  754  1  7  778
Mozambique 9.2 33.3 263  6.8  23.5  247  1.2  3.6  201  1  2  228
Namibia 29.6 108.4 267  14.3  37.5  163  8.4  16.8  99  23  72  221
Tunisia 86.4 387.3 348  7.8  23.3  197  3.5  9.0  158  11  44  306
Ugandac -1.4 77.6 19 796 - 0.1  15.9 18 816 - 0.1  10.3 15 175  0  4 16 672

Average for
Africad 60.1 96.1 60  6.7  10.4  54  3.3  5.9  77  5  7  39

Average for all
developing
countriesd 212.1 613.0 189  8.2  17.3  111  3.5  6.8  98  8  20  164

Source: UNCTAD FDI/TNC database.
a     GFCF = gross fixed capital formation.
b    Percentage change during the per iod 1987-1991 to 1992-1996.
c In the years 1989 and 1990, Uganda experienced negative FDI inflows of $1.8 and $5.9 million, more than offsetting the positive inflows of the other

years in the per iod 1987-1991 and resulting in a negative sum for the FDI inflows of that period as a whole.
d    Including South Afr ica.
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2.  Why do they perform well?2.  Why do they perform well?2.  Why do they perform well?2.  Why do they perform well?2.  Why do they perform well?

The heterogeneity of the frontrunner group of African countries identified above
suggests that a variety of determinants has to be looked at in a search for the underlying
reasons for their superior performance as regards inward FDI in recent years (chapter IV).

(a)(a)(a)(a)(a) The policy frameworkThe policy frameworkThe policy frameworkThe policy frameworkThe policy framework

Almost all of the countries that have been identified as frontrunners have made
considerable progress in acquiring or regaining political stability in recent years. Although
the threat of unrest and armed conflict has not disappeared, conditions have improved - as,
for example, in Mozambique which has seen the ending of a long-standing civil war.  Since
political stability -- including the predictability and reliability of the regulatory framework
affecting business, such as the tax system -- has been found to be the most basic factor for
companies considering investment in Africa (Sachs and Sievers, 1998, p. 39), it might well
be a key factor explaining the recent performance of the frontrunners. There are several
examples of TNC decisions, in particular outside the primary sector, being influenced by
the political situation of a country.  For example, apparently, one of the reasons why Hyundai
decided in 1993 to establish its car assembly plant in Botswana -- intended mainly to service
the South African market -- was that it was seen as a stable country with a strong economy
and fewer uncertainties than other potential locations (Corporate Location, 1994, p. 9).

With respect to economic stability, the situation is mixed.  While almost all frontrunner
countries show a trend towards increased macroeconomic stability, the degree of stability
varies significantly and not all members of the group have performed better than the rest of
Africa.  Thus, six of the seven frontrunners managed to reduce their average annual inflation
rate in the 1990s. However, Tunisia is the only country in the group with a relatively low
rate of inflation of 5.2 per cent for the 1990s. All other FDI frontrunners had significantly
higher rates, some of them exceeding an average of 20 per cent for 1990-1996.   As for the
government deficit as a percentage of GDP, another indicator of macroeconomic policy, the
frontrunner group has also made progress.  With the exception of Namibia, all the frontrunner
countries for which data were available have reduced their budget deficits gradually since
the beginning of the 1990s (table VI.8), although their deficit levels in the 1990s are still
higher than the African average. Thus, only for a few of the frontrunners could the level of
macroeconomic stability have played an important role in attracting above-average FDI,
although the frontrunners’ ongoing efforts to improve the macroeconomic picture could
have been perceived by foreign investors as evidence of the long-term commitment of their
governments to create a more stable and business-friendly environment.

As regards trade policies, another important factor influencing FDI flows to a country,
there is a general trend towards more open trade regimes in Africa, but there is no evidence
that the trade regimes of the frontrunners have differed significantly from those of other
African countries in the 1990s. As judged from several admittedly rough indicators such as
the mean tariff level applied in 1990-1993 or the proportion of all goods covered by non-
tariff barriers, there appears to be no systematic difference between the front-runner group
and other African countries, nor were the frontrunners necessarily more integrated into the
world economy as measured by the ratio of the sum of exports and imports to GDP20 (table
VI.9).21  However, one of the frontrunners, Tunisia, has like some other (non-frontrunner)
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countries including Egypt, Mauritius and Morocco, managed to attract efficiency-seeking
FDI  in such industries as textiles and apparel, among other things with the help of
appropriate trade policies.  This has involved, among other measures, offering special
incentives, such as exemption from import duties for inputs into export goods manufactured
in the country or other trade privileges for companies operating in export processing zones
(EPZs).  In most of the other frontrunner countries, the setting up of EPZs or other schemes
particularly targeted at investors in efficiency-seeking, export-oriented industries is only
just beginning, and there are shortcomings in areas important for the successful attraction
of such investment (see subsection (c) iii below).  In Mozambique, for instance, the regulation
governing the Industrial Free Zones designed for investors with a minimum investment of
$5 million and a required minimum export content of 85 per cent of production came into
effect only in January 1998 (SADC/FISCU, 1998, p. 59).

As for the policy framework for FDI per se, all of the frontrunner countries appear to
have made special efforts to improve regulations and measures concerning FDI, although
with significant differences.  In terms of signing international agreements governing
investment protection (annex table A.VI.2), the most active countries in the group are Ghana,
Tunisia and Uganda, and, to a lesser extent, Botswana.22 These countries have signed all
principal  international conventions related to FDI and are members of all relevant
international institutions that deal with issues related to FDI, including MIGA, the
International Convention for the Settlement of Investment Disputes between States and
Nationals of other States (ICSID) and the Convention on the Recognition and Enforcement
of Foreign Arbitral Awards. The other countries in the  group have signed only some of the
existing conventions (annex table A.VI.2). The latter is particularly true for Equatorial Guinea
and Namibia. However, even these countries, like other frontrunner countries, have signed
the convention establishing MIGA, while in the rest of Africa only 34 of 46 countries have

TTTTTababababable le le le le VI.8.VI.8.VI.8.VI.8.VI.8.  Africa:  Africa:  Africa:  Africa:  Africa:  selected indicator  selected indicator  selected indicator  selected indicator  selected indicators of macrs of macrs of macrs of macrs of macroeconomic stability foeconomic stability foeconomic stability foeconomic stability foeconomic stability for recent FDI fror recent FDI fror recent FDI fror recent FDI fror recent FDI frontrunnerontrunnerontrunnerontrunnerontrunner
countries and acountries and acountries and acountries and acountries and averaveraveraveraveraggggges fes fes fes fes for all Africaor all Africaor all Africaor all Africaor all Africa

(Percentage)

OverallOverallOverallOverallOverall OverallOverallOverallOverallOverall
 government  deficit(-) government  deficit(-) government  deficit(-) government  deficit(-) government  deficit(-) government  deficit(-)government  deficit(-)government  deficit(-)government  deficit(-)government  deficit(-)

or surplus (+) as aor surplus (+) as aor surplus (+) as aor surplus (+) as aor surplus (+) as a or surplus (+) as aor surplus (+) as aor surplus (+) as aor surplus (+) as aor surplus (+) as a
Rate ofRate ofRate ofRate ofRate of Rate of inflationRate of inflationRate of inflationRate of inflationRate of inflation  percentage of GDP percentage of GDP percentage of GDP percentage of GDP percentage of GDP  percentage of GDP percentage of GDP percentage of GDP percentage of GDP percentage of GDP

inflationinflationinflationinflationinflation 1990- most1990- most1990- most1990- most1990- most  (current  prices) (current  prices) (current  prices) (current  prices) (current  prices)  (current  prices) (current  prices) (current  prices) (current  prices) (current  prices)
1980-19901980-19901980-19901980-19901980-1990  recent year recent year recent year recent year recent year DifferenceDifferenceDifferenceDifferenceDifference  1980-1990 1980-1990 1980-1990 1980-1990 1980-1990 1990-most recent1990-most recent1990-most recent1990-most recent1990-most recent DifferenceDifferenceDifferenceDifferenceDifference

CountryCountryCountryCountryCountry (I)(I)(I)(I)(I)aaaaa (II)(II)(II)(II)(II)  a b a b a b a b a b  (II)- (I) (II)- (I) (II)- (I) (II)- (I) (II)- (I) (III)(III)(III)(III)(III)  year year year year yearbbbbb  (IV)  (IV)  (IV)  (IV)  (IV) (IV) - (III)(IV) - (III)(IV) - (III)(IV) - (III)(IV) - (III)

Botswana 10.9 11.8 + 0.9 9.4 5.5  -3.9
Equatorial Guinea 17.3 11.7 - 5.6 - 14.0 - 4.9  9.1
Ghana 47.4 30.8 -16.6 - 12.0 - 6.8 5.2
Mozambique 52.3 43.2 - 9.1 - 18.2 - 5.8 12.4
Namibia 17.5 10.5 - 7.0 - 1.6 - 4.0 2.4
Tunisia 8.3 5.2 - 3.1  - 4.7 - 3.8 0.9
Uganda 103.5 16.9 - 86.6 - 9.5 -3.0 6.5

Average, all Africac 16.1 30.7 + 14.6 - 6.7 - 3.8 2.9

Source:   UNCTAD, based on Afr ican Development  Bank, 1998.
a    Refers to consumer price indices (general), (1980 = 100).
b “Most recent” refers, in most cases, to 1996.
c  Including South Africa.
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done so.  In bilateral investment agreements (BITs) also, the frontrunner group appears to
have been more active than other African countries.  While the frontrunners signed, on
average, almost eight such treaties per country, the 41 non-frontrunners for which information
was available averaged only five BITs per country. Again, as with  international conventions,
there are differences within the group: i.e. while Tunisia signed 41 BITs (exceeded only by
the 43 signed by Egypt) and Ghana nine, the other frontrunners had all concluded less than
five BITs each by the end of 1998, which was below the average for the non-frontrunners.  In
the conclusion of double taxation treaties (DTTs) the picture is also mixed among the
frontrunners. By 1 January 1998, Tunisia had signed 23 such treaties -- more than half of the
41 treaties concluded by the whole frontrunner group and more than any other African
country.  All other frontrunner countries for which data are available had signed five
(Namibia) or fewer such treaties. The average for the 45 African non-frontrunner countries
was more than seven DTTs each -- higher than the frontrunner average of five.23

With respect to national policy frameworks for FDI, the national investment codes of
most of the FDI frontrunner countries had been revised  by the mid-1990s with the general
aim of encouraging investment.24 While there is no comprehensive comparison of investment
codes of African countries based on objective criteria, the subjective perceptions of investment
regulations by foreign investors provide some evidence that the frontrunner countries, by
and large, had made more progress in creating a regulatory environment conducive to FDI
than most other African countries (see table VI.4)  Thus, in a survey of investors in 23 African
countries, conducted by the World Economic Forum (WEF, 1998a),25 the group’s investment-
protection schemes for foreign investors received higher average marks from respondents
than the other countries included in the survey, with Namibia and Tunisia receiving the

TTTTTababababable le le le le VI.9.VI.9.VI.9.VI.9.VI.9.  Africa:  Africa:  Africa:  Africa:  Africa:  total real trade  total real trade  total real trade  total real trade  total real tradeaaaaa as a share of GDP and indicator as a share of GDP and indicator as a share of GDP and indicator as a share of GDP and indicator as a share of GDP and indicators of trade barriers of trade barriers of trade barriers of trade barriers of trade barriersssss
in recent FDI frin recent FDI frin recent FDI frin recent FDI frin recent FDI frontrunner countries and other African countriesontrunner countries and other African countriesontrunner countries and other African countriesontrunner countries and other African countriesontrunner countries and other African countries

(Percentage)

                                       Real trade as share of GDP                                       Real trade as share of GDP                                       Real trade as share of GDP                                       Real trade as share of GDP                                       Real trade as share of GDP ProportionProportionProportionProportionProportion
Average annualAverage annualAverage annualAverage annualAverage annual StandardStandardStandardStandardStandard covered bycovered bycovered bycovered bycovered by

differencedifferencedifferencedifferencedifference MeanMeanMeanMeanMean deviation ofdeviation ofdeviation ofdeviation ofdeviation of non-tariffnon-tariffnon-tariffnon-tariffnon-tariff
ShareShareShareShareShare  1980-1983 to 1980-1983 to 1980-1983 to 1980-1983 to 1980-1983 to  tariff rate, tariff rate, tariff rate, tariff rate, tariff rate,ccccc tariff rates,tariff rates,tariff rates,tariff rates,tariff rates,ccccc barriers,barriers,barriers,barriers,barriers,ccccc

CountryCountryCountryCountryCountry 1981-19931981-19931981-19931981-19931981-1993  1990-1993  1990-1993  1990-1993  1990-1993  1990-1993 bbbbb 1990-19931990-19931990-19931990-19931990-1993 1990-19931990-19931990-19931990-19931990-1993 1990-19931990-19931990-19931990-19931990-1993

FDI frontrunners

Botswana 106.9 - 2.7 .. .. ..
Equatorial Guinea .. .. .. .. ..
Ghana 21.0 4.5 15.0 81.3 ..
Mozambique .. .. 5.0 .. ..
Namibia .. .. ... .. ..
Tunisia 42.3 -0.3 30.0 11.7 32.7
Uganda 9.4 0.2 17.1 9.1 ..

Other African countries

Egypt 33.6 -1.9 28.3 28.9 45.2
Lesotho 83.3 -3.3 .. .. ..
Mauritius 50.1 3.82 .. .. 35.2
Morocco 24.8 0.39 24.5 13.2 ..
Nigeria 55.5 - 5.6 34.3 25.0 8.8

Source:   UNCTAD, based on World Bank, 1997c, tables 5.6 and 6.1.
a Real trade is the sum of exports and imports of goods and services measured in constant prices.
b Computed as the difference between the end points of the per iod shown, averaged over ten years.
c For all goods.
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most positive evaluations (table VI.4).  All of the FDI frontrunner countries also received a
positive evaluation from companies when it came to dividend remittance policies, another
major component of an FDI framework, with their average evaluation again higher than the
others’. The countries surveyed in the Africa Competitiveness Report performed worse in terms
of the effectiveness of antitrust policy -- another important policy that can have an impact
on FDI (UNCTAD, 1997a) -- as compared to other FDI-related policies. In this case, there
was no major difference between the frontrunner group and others.  Still, businesses appeared
by and large to have found the competition or anti-trust policy frameworks in FDI
frontrunner countries acceptable, with the exception of Botswana, Mozambique and Namibia
(WEF, 1998a, p.218).26

Compared to the slow speed of privatization at least in sub-Saharan Africa, some of
the FDI frontrunners are doing much better; 32 per cent (649) of the 2,040 privatization
transactions undertaken in sub-Saharan Africa before 1997 are accounted for by the six sub-
Saharan frontrunner countries  (World Bank, 1997b, p. 278).27  While privatization does not
necessarily imply that foreigners are allowed to purchase stakes in the privatized enterprises,
its absence virtually eliminates the possibility of FDI in many industries and countries.
Mozambique and Ghana were the most active in privatization in the group of FDI
frontrunners, with each accounting for more than 100 privatization transactions up to 1997
(see section VI.A).28 In the case of Mozambique, while most of the companies have been
sold to Mozambican entrepreneurs, about  50 per cent of the equity capital for privatization
until 1998 came from foreign sources, in particular from Portugal, South Africa and the
United Kingdom (SADC / FISCU, 1998, p. 58).  In Uganda, FDI flows were also significantly
associated with the privatization programme (Corporate Location 1998, p.22).29

(b)(b)(b)(b)(b) Business facilitationBusiness facilitationBusiness facilitationBusiness facilitationBusiness facilitation

While almost all African countries have recently made efforts to facilitate business
and reduce bureaucratic “red tape”, the FDI frontrunners appear to have made the most
progress in this respect. Survey data in the African Competitiveness Report 1998 suggest that,
on average, government regulations impose less of a burden on business competitiveness
in the frontrunner countries than in other African countries. Companies doing business in
frontrunner countries also  confirmed more strongly that state interference in private business
was minimal (WEF, 1998a, pp. 187; annex table A.VI.3). The only exception was Mozambique,
that received a rather low assessment in both respects. Tunisia and Botswana received
particularly high marks.  Nonetheless, “red tape” remains an important obstacle for
investment even in many frontrunner countries.30  A recent study on administrative barriers
to investment in Mozambique highlighted bureaucratic impediments to investment that
the frontrunners share with the majority of developing --and sometimes even developed--
countries (IFC, 1996). These include:

• Non-transparency of decision-making processes. Bureaucratic approval processes are often
non-transparent, frustrating companies as they receive little information on how and
when a formal approval process regarding their investment project will end.

• Complicated regulatory frameworks. One consequence of the complexity and non-
transparency of regulatory frameworks  is that foreign companies have to hire experts
(typically ex-functionaries) to deal with the regulatory processes, resulting in the
payment of fees that represent additional costs for the investor.
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• Costly and time-consuming licensing procedures. To obtain an industrial licence that allows
an investor to operate in Mozambique, at least 25 separate bureaucratic steps are
needed.  The costs incurred by companies due to these administrative requirements
can be significant.31

As to corruption, which constitutes -- according to the survey results in the Africa
Competitiveness Report 1998 -- one of the most important factors influencing investment
decisions in Africa (Sachs and Sievers, 1998, p. 36), on average the frontrunner group appear
to be less affected by this problem than the group of non-frontrunner countries featured in
the Report, and  at least some of the frontrunners have made considerable progress in the
reduction of corruption.  According to this Report, Botswana appears to have the lowest
corruption level of all African countries and would even compare with the top half of the
OECD countries in this respect.  Tunisia also shows up well compared with OECD countries
(Kaufmann, D., 1998, p. 28). Among the FDI frontrunner countries featured in the report,
Mozambique and Uganda appear to have the biggest problems with corruption although
Uganda in particular has made considerable improvements in recent years (ibid.)

As to investment facilitation, almost all frontrunner countries offered incentives for
foreign investors, guaranteed a time limit within which local authorities are obliged to
complete screening processes and had programmes in place to train officials in developing
a welcoming attitude vis-à-vis foreign investors.32

Finally, successful investment promotion becomes a more important determinant for
FDI in Africa as the countries on the continent improve with respect to the other determinants.
Almost all FDI frontrunner countries had established investment promotion agencies33 and
all of the frontrunner countries that were included in UNCTAD’s survey of best-practice
business promotion (UNCTAD, 1997b) had also established a one-stop shop for FDI by 1996.34

The investment promotion agencies in these countries also assist foreign investors in
obtaining work permits and other licences and all have a process in place encouraging foreign
investors to reinvest. Some countries (e.g. Botswana, Namibia and Uganda) have installed
offices of their investment promotion agencies overseas actively to promote themselves  in
major home countries of TNCs.  It is important to note, in this connection, that in general,
countries successful in attracting FDI focus their efforts on certain TNCs and certain home
countries of TNCs (UNCTAD, 1997b, p. 51). While it is difficult to compare the performance
of investment-promotion activities and to judge when some of the success in attracting FDI
can be attributed to a well-functioning investment promotion agency, there is some evidence
that most of the best agencies of this kind in Africa were located in the frontrunner group.
Thus, according to a ranking of the best investment promotion agencies in Africa and the
Middle East, five of the eight frontrunner countries were represented in the top ten (Corporate
Location, 1997, p.39).35 Uganda’s agency for investment promotion received an award for
being the best African investment promotion agency in 199736 and can compare, at least in
some respects, even with the top agencies in the world.37

(c)(c)(c)(c)(c) Economic determinantsEconomic determinantsEconomic determinantsEconomic determinantsEconomic determinants

The FDI frontrunners in Africa vary considerably as regards the economic determinants
of FDI, although determinants themselves vary in importance according to type of
investment.
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i.i.i.i.i. ResourResourResourResourResource-seeking investmentce-seeking investmentce-seeking investmentce-seeking investmentce-seeking investment

Perhaps more than in other developing regions, natural resource extraction plays an
important role in FDI in Africa and so it is not surprising that the majority of frontrunners
are countries with economies dominated by primary products, especially mineral resources.
Equatorial Guinea receives FDI almost exclusively to exploit its rich oil and gas reserves.
Botswana and Namibia have received significant FDI in mining, particularly for diamonds.
Ghana also received much of its FDI in the primary sector and even Tunisia attracted some
FDI in the exploration of oilfields and the construction of a gas pipeline to export Algerian
gas to Italy (El Hedi Lahouel, 1998, p. 14). Since 1994, 33 per cent of the stock of Ashanti
Goldfields, the largest Ghanaian gold mine and the first and only genuinely African firm to
be listed on the New York and Toronto stock exchanges, is held by the United Kingdom-
based company Lonrho.  However, although large endowments of oil or other natural
resources are helpful to attract investment, they are not, by themselves, normally sufficient
to explain success with respect to FDI in Africa.  Thus, the average absolute FDI flows into
the group of oil-producing African countries were, at $338 million, much lower than the
average for all developing countries.38

The very fact that there is a large number of natural-resource rich countries in Africa
-- excluding countries that have received large inflows in the past as reflected by large FDI
stock-- that received much less FDI than the frontrunners during 1992-1996, highlights the
fact that natural resource endowments, are conducive to, but not sufficient on their own for,
attracting FDI in that sector. A survey among Australian mining companies on the ranking
of different exploration and investment criteria for mining in Africa, put an “attractive
geology” only in third place (Oestensson, 1997, p. 6). According to the respondents, the
granting of the right to mine a successful discovery as well as the guarantee of equitable
profit repatriation were more important criteria for their investment decisions.39

Apart from natural resources and tourism, there are few resources or assets, such as
specific technological knowhow, that African developing countries possess in sufficiently
large quantities to attract FDI.  Also, with a few exceptions such as Egypt or South Africa,
no country on the continent possesses industrial clusters of a considerable size, that is,
agglomerations of companies in the same industry that could be attractive for foreign
investors as providing a pool of a highly specialized experts or workers.

In sum, natural resources explain much of the FDI inflows into most of the frontrunner
countries. However, acknowledging that natural resources are often not sufficient by
themselves to attract FDI, most of the frontrunner countries have put particular emphasis
on creating an enabling regulatory environment for FDI in this sector.

ii.ii.ii.ii.ii. Market-seeking investmentMarket-seeking investmentMarket-seeking investmentMarket-seeking investmentMarket-seeking investment

Overall, Africa has lost in attractiveness as a market, as compared to the  markets of
other developing regions, during the past two decades.  For instance, the gross domestic
product (GDP) of sub-Saharan Africa almost stagnated between 1980 ($293 billion) and 1995
($297 billion) , while that of South, South-East and South Asia as well as Latin America and
the Caribbean more than doubled.  However, while recent GDP growth rates for Africa did
not exceed an annual average of 2.5 per cent from 1991 to 1997, all FDI frontrunners  showed
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a strong, above-African average growth in
real GDP (table VI.10).  While the increasing
FDI inflows might have contributed to this
positive development, the positive growth
rates were at the same time a reason for the
increased appeal of these emerging markets.

The positive development in GDP
growth has attracted some market-seeking
FDI in particular into SADC area.  Botswana,
Mozambique and Namibia have all received
FDI in the retail sector, mainly through
South African chain stores such as Shoprite
Checkers, Pep Stores or McCarthy. Retail
affiliates opening up in these countries are
sometimes accompanied by investment in
food-processing activities, for example, in
dairy products (Business Map 1998, pp. 34,
IDC 1997, p. 34; SADC/FISCU, 1998, p. 23)).
Other TNCs specializing in food processing, in particular in beverages, have also invested
in these expanding markets.40 Services, and especially financial services, are another area
in which most of the frontrunners had attracted some market-seeking FDI.  In the SADC
region, South African Banks such as Standard Bank have  expanded their operations into
SADC frontrunner countries. Ghana has received 60 per cent of its FDI inflows outside the
primary sector since 1995 in services (table VI.11).  While some of these are related to mining

TTTTTababababable le le le le VI.11.VI.11.VI.11.VI.11.VI.11.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows into Ghana bws into Ghana bws into Ghana bws into Ghana bws into Ghana by sector and industry sector and industry sector and industry sector and industry sector and industryyyyy,,,,,aaaaa 1995-1997 1995-1997 1995-1997 1995-1997 1995-1997bbbbb

(Millions of dollars and percentage)

                   1995                   1995                   1995                   1995                   1995                                 1996                                 1996                                 1996                                 1996                                 1996                                    1997                                    1997                                    1997                                    1997                                    1997                              1995-1997                              1995-1997                              1995-1997                              1995-1997                              1995-1997ccccc

VVVVValuealuealuealuealue PPPPPererererercentacentacentacentacentagggggeeeee VVVVValuealuealuealuealue PPPPPererererercentacentacentacentacentagggggeeeeeaaaaa VVVVValuealuealuealuealue PPPPPererererercentacentacentacentacentagggggeeeee VVVVValuealuealuealuealue PPPPPererererercentacentacentacentacentagggggeeeee

PrimarPrimarPrimarPrimarPrimaryyyyy  20  11  5  2  60  10  87  8
Agriculture  20  11  5  2  60  10  87  8

SecondarSecondarSecondarSecondarSecondaryyyyy  75  41  54  21  95  16  225  21
Manufacturing  75  41  54  21  95  16  225  21

TTTTTererererertiartiartiartiartiaryyyyy  88  48  199  77  454  75  749  71
Building and construction  14  8  39  15  7  1  62  6
Commerce  5  3  8  3  7  1  19  2
Tourism  3  1  2  1  4  1  7  1
Other services  67  36  150  58  436  72  661  62

TTTTTotalotalotalotalotal  183  100  258  100  609  100 1 061  100

Source:   UNCTAD, based on Ghana Investment Promotion Centre, unpublished data.

Note :    figures are based on project approval data.  Entries may not add up to totals due to rounding.
a Does not include mining and petroleum.
b 1997 data are for January - September 1997 only.
c Data are for September 1994-September 1997 only.

TTTTTababababable le le le le VI.10.VI.10.VI.10.VI.10.VI.10.  Africa:  Africa:  Africa:  Africa:  Africa: a a a a averaveraveraveraveraggggge anne anne anne anne annual grual grual grual grual grooooowth rates ofwth rates ofwth rates ofwth rates ofwth rates of
real GDPreal GDPreal GDPreal GDPreal GDP,,,,, 1991-1997 and GDP (current prices), 1991-1997 and GDP (current prices), 1991-1997 and GDP (current prices), 1991-1997 and GDP (current prices), 1991-1997 and GDP (current prices),

1996 in recent FDI fr1996 in recent FDI fr1996 in recent FDI fr1996 in recent FDI fr1996 in recent FDI front-runner countriesont-runner countriesont-runner countriesont-runner countriesont-runner countries
and all countriesand all countriesand all countriesand all countriesand all countries

Average annual growth
rates of real GDP,

1991-1997 GDP 1996
Country (Per cent) (Millions of dollars)

Botswana 5.0 4 995.4
Equatorial Guinea 25.6 4 401.5
Ghana 4.3 159.0
Mozambique 6.0 6 179.4
Namibia 4.8 3 107.0
Tunisia 4.5 19 485.0
Uganda 6.8 6 345.0

Average, all Africaa 2.5 7 290.0

Sources: UNCTAD, based on Afr ican Development Bank, 1998.
a Including South Africa.
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activities, the other important service industry was financial services.41  There are also some
niche-markets, particularly in services, in which the frontrunners receive FDI (box VI.2).
Although market-seeking investments are common in African countries with larger markets
in terms of absolute size and higher GDP per capita levels like Tunisia, Kenya or Zimbabwe,
they are more noteworthy in the case of relatively small markets such as Namibia or Botswana
or LDCs with a low purchasing power such as Mozambique or Uganda.

Access to a larger regional market has also been a factor in attracting FDI for some of
the frontrunners.  In particular, FDI in Namibia and Botswana seems to have been influenced
by their membership of the Southern African Customs Union  (SACU) through which they
have free access to the South African markets.42  Hyundai and Volvo, for instance, have
both established their assembly plants in Botswana in order to deliver to the South African
market and also to tap the emerging car markets of neighbouring Namibia and the
Democratic Republic of the Congo (Corporate Location 1994, p.9) . As regional integration
is less advanced in Africa outside of the SACU or even the SADC region, other (frontrunner)
countries have more difficulties to capitalize on their central location among a number of
other countries: an example is Ghana, in the ECOWAS region, which has still to make progress
on an integration arrangement.

Box VI.2.  Africa as a location for market-seeking and efBox VI.2.  Africa as a location for market-seeking and efBox VI.2.  Africa as a location for market-seeking and efBox VI.2.  Africa as a location for market-seeking and efBox VI.2.  Africa as a location for market-seeking and efficiency-seeking FDI:ficiency-seeking FDI:ficiency-seeking FDI:ficiency-seeking FDI:ficiency-seeking FDI:

the case of the ABC Bücherdienst GmbH in Namibiathe case of the ABC Bücherdienst GmbH in Namibiathe case of the ABC Bücherdienst GmbH in Namibiathe case of the ABC Bücherdienst GmbH in Namibiathe case of the ABC Bücherdienst GmbH in Namibia

The ABC Bücherdienst GmbH launched its mail-order book business in 1991 in Regensburg,
Germany.  In 1995, the company began to sell books via the INTERNET and became Germany’s biggest
on-line supplier of books.  In early 1996, the company had approximately 100,000 customers in more
than 60 countries and employed 60 people.

In 1997, the company started to expand internationally by creating affiliates in the United
States and Namibia.  The most recent of these affiliates - ABC Media Investments Ltd.  (which employs
9 people) was founded because Namibia and South Africa are -- given the significant number of German
speakers in the population of both countries -- important markets for books sold by the company.  The
Namibian affiliate’s main task is to service the company’s customers in Africa (mainly through e-mail).
However, the affiliate also helps to service the German market by processing customer requests during
bank holidays in Germany and processing data related to the books offered by the company.  The
Namibian affiliate, therefore, not only delivers services to the local market but is also vertically
integrated into the firm to reduce costs of personnel for servicing the German market.

Additional factors influencing the decision to establish an affiliate in Namibia were the
availability of German-speaking personnel, an affinity for the country on the part of the management
in Germany as well as incentives granted by the Government of Namibia in the framework of the
country’s “export-processing entity” incentives programme.  In the case of the ABC Bücherdienst GmbH,
these included import concessions for computer hardware as well as public subsidies of up to 75 per
cent for training courses for local employees.  The recent acquisition of the ABC Bücherdienst GmbH
by the Seattle-based Amazon.com -- the world’s largest online book-order service -- may have
consequences for the Namibian affiliate.  It is planned that it processes all e-mail transactions, leading
eventually to a considerable investment in English-speaking staff, as the Namibian affiliate would
also distribute literature in English, in particular to the South African market.

 Sources:   UNCTAD, based on information provided by the company and the Africa-Association in Hamburg, Germany.
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iii.iii.iii.iii.iii. EfEfEfEfEfficiency-seeking FDIficiency-seeking FDIficiency-seeking FDIficiency-seeking FDIficiency-seeking FDI

Except for Tunisia, none of the frontrunner countries has received efficiency-seeking
FDI on a large scale.  Like some other African countries -- Mauritius, Morocco, Egypt and,
to some extent, Lesotho -- Tunisia has been able to build up a comparative advantage in
some industries characterized by a high labour intensity such as textiles that typically attract
efficiency-seeking FDI. Tunisia, alongside the other countries mentioned, has been
particularly successful in attracting export-oriented FDI into its textile and apparel industries
and establishing itself as a production location for these goods in the world market. It had
the highest share of manufacturing exports (more than 68 per cent) in total exports for all
African countries in the period 1990-1994 and was able to increase its share in global exports
in textiles and apparel (Sachs and Sievers, 1998, pp.40).   Although there are no figures
indicating what part of these exports is accounted for by foreign firms, the lion’s share of
these exports are destined for the European Union.

The combination of factors necessary to attract efficiency-seeking FDI --  infrastructure
facilities, a workforce with skills levels that allow for a timely and cost-efficient production
and delivery of goods to overseas markets, supported by liberal trade policies and easy
access to the markets of industrialized countries -- is complex.  It is thus no surprise that
this type of FDI is predominantly located in Mauritius and some North African countries
where a relatively favourable policy environment has prevailed over a longer period of
time so that the necessary conditions have  been put in place.  An investment-friendly
environment, conducive to investment as reflected in particular in infrastructure policies as
well as in the quality of ancillary public services, is of particular importance for transaction-
intensive activities such as manufacturing (as opposed to natural resource extraction and
agriculture) (Collier,1997).  In many African countries, including  most of the frontrunners,
the policy environment has not been conducive to manufacturing investment for a long
time; an uncompetitive transport sector, typically coupled with unreliable infrastructure
facilities and neglected and overpriced telecommunication services, has made transaction
costs far greater in Africa than elsewhere in the world (Collier, 1997).43  Infrastructure facilities
in most of the frontrunners are no better than in most of the non-frontrunner countries; i.e.
measured by some key indicators for infrastructure (table VI.12) only Tunisia and, to some
extent, Namibia stand out with values above the African average.

These findings are supported by the results of the previously mentioned survey
reported in the Africa Competitiveness Report 1998, to the extent that it provides no evidence
to indicate that the frontrunner countries were on average significantly better regarded by
foreign investors in air transport, port facilities and inland waterways  (WEF, 1998a, p. 202).
With respect to overall transportation costs, only Tunisia, Botswana and Namibia were among
the top ten African countries, while Ghana, Uganda and Mozambique received somewhat
lower marks. Botswana, Namibia, Tunisia and Ghana were the only frontrunners that
received relatively high marks on the quality of their telecommunication infrastructure (ibid.).
As for the education and skill level of the workforce, another important factor in attracting
efficiency-seeking FDI, it is again only Botswana,44 Namibia and Tunisia among the
frontrunner countries that have educational levels (as measured by school enrolment ratios)
that were significantly higher than the African average (table VI.12).

Thus, except for Tunisia (and Botswana judging from its recent FDI in the automobile
industry for servicing the South African market), none of the frontrunners owes its recent
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success to attracting sizeable amounts of efficiency-seeking FDI. In most frontrunner
countries, the conditions, in particular as regards infrastructure and the skill level of the
workforce,  are not yet in place.  Considering that it takes time to improve on both of these
fronts, it is not surprising that countries like Mozambique and Uganda that have gone
through devastating civil wars in their recent history trail other frontrunners as well as
other African countries in this respect.  However, as these countries pursue policies to reduce
their shortcomings in these areas, there are already signs that they too can expect  a larger
amount of efficiency-seeking FDI in the future.45

3.  Lessons3.  Lessons3.  Lessons3.  Lessons3.  Lessons

The analysis has shown that even within this relatively small group of African countries
a host of reasons can be seen to have allowed these countries to attract FDI in recent years:
in the case of Equatorial Guinea it was mainly rich reserves in oil and gas accompanied by
a reasonably stable political environment.  Natural resource reserves also played a role in
the case of Botswana, Ghana, Mozambique and Namibia; however, these countries have
also received some market-seeking FDI fuelled by the relatively strong growth of their
economies in recent years. Privatization has led to considerable FDI into Mozambique, Ghana
and also Uganda. Finally, Tunisia has not only attracted market-seeking FDI from investors
seeking to explore its own market, but also attracted efficiency-seeking FDI, in particular in
the textile and apparel industry.

What are the lessons that can be drawn from this analysis, in particular for those
countries in Africa that have so far been less successful in attracting FDI? There is no single
determinant that could explain by itself the recent relative success of the frontrunners. The
diversity of the success stories analysed above suggests that the stereotype that African
countries can be  attractive for foreign investors only on the basis of their natural resources

TTTTTababababable le le le le VI.12.VI.12.VI.12.VI.12.VI.12.  Africa:  Africa:  Africa:  Africa:  Africa: selected indicator selected indicator selected indicator selected indicator selected indicators of the les of the les of the les of the les of the level of education and infrastructure facilities invel of education and infrastructure facilities invel of education and infrastructure facilities invel of education and infrastructure facilities invel of education and infrastructure facilities in
recent FDI frrecent FDI frrecent FDI frrecent FDI frrecent FDI frontrunner countries and fontrunner countries and fontrunner countries and fontrunner countries and fontrunner countries and for all countriesor all countriesor all countriesor all countriesor all countries

(Percentage and constant 1987 dollars)

Government
expenditure: real Telephone Road network: 1000 km

School enrolment, School enrolment, per capita education services availability  road per 1 million
primary level secondary level spending, annual (mainlines over 1000 persons, annual

1992-1993 1992-1993  average 1990 to most  persons), average  average 1990 to
Country/region (Per cent) (Per cent) recent yeara (dollars) 1991-1995  most  recent year a

Botswana 115 57 152.7 40 --
Equatorial Guinea ... ... .. 6 ...
Ghana ... ... 15.7 4 2.6
Mozambique 60 7 .. 5 2.5
Namibia 134 59 .. 51 28.7
Tunisia 118 52 77.9 58 ...
Uganda 67 11 6.9b 2 1.7

Average for all
   African countries 78 33 ... 18 2.3

Source: UNCTAD, based on World Bank, 1997a; World Bank, 1997b.
a   “Most recent year” refers, in most cases, to 1996.
b   Average, 1985-1989.
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is incorrect.  Certainly, rich natural-resource endowments continue to be an important FDI
determinant for many African countries, but the experience of most of the frontrunners --
with the exception of Equatorial Guinea -- shows that just relying on natural resources is
not enough.  In other words, it would take a comprehensive approach that aims at improving
investment conditions with respect to all of the determinants mentioned above to increase
FDI flows to countries that have been less successful.  Although each country has to  define
its own strategy, some of the lessons that can be drawn from the example of the frontrunner
countries apply to all countries regardless of their specific situations.

• A stable and predictable policy and macroeconomic environment is an important factor
in attracting FDI.  All of the frontrunner countries have made remarkable progress in
this respect.  A stable and predictable framework regarding FDI also encourages foreign
investors and, finally, a high degree of investment protection is a typical characteristic
of countries that have been successful in attracting FDI.  Thus, countries that wish to
follow the example of the more successful countries should provide foreign investors
with a clear and reliable set of regulations and a comprehensive scheme for the
protection of their invested capital.

• Most of the frontrunner countries have at least made a beginning with privatization
programmes.  As elaborated above in section VI.A, Africa still trails other regions in
this respect.  Privatization programmes are therefore a potential source for attracting
FDI.

• The fact that the frontrunner group countries had significantly higher GDP growth
rates in the past ten years underlines the importance of growth-oriented policies.  As
market-seeking investment is still probably lower in Africa than in other regions, foreign
investors could respond rapidly to the dynamics of economic development in a
business-friendly environment.

• As most African countries have a comparatively small market size, regional integration
efforts are critical in attracting more market-oriented foreign investors to Africa. The
example of other regions shows that regional integration initiatives such as, for
example, the MERCOSUR can have a positive impact on FDI inflows, since they not
only increase foreign investors’ interest in a newly created large market, but also foster
the overall credibility of policy reforms.  There is evidence of some movement in this
direction among frontrunner countries -- in particular in the SADC area, where regional
integration efforts to create a free-trade zone among the 15 member countries have
attracted market-oriented FDI due to the prospective enlarged market.  In the future,
such integration arrangements could also lead to flows of FDI wanting to take
advantage of intraregional division of labour similar to that in Asia. The revitalization
of other regional integration agreements in Africa could contribute to an increased
inflow of FDI into an increasing number of countries in the continent.  Integration
efforts have to focus, apart from the reduction in intraregional tariff and non-tariff
barriers, on the improvement of intraregional infrastructure facilities to link  the often
separated markets on the continent.46

• Another lesson that can be drawn, especially from the experience of Tunisia, as well
as other (non-frontrunner) countries receiving significant efficiency-seeking
investments such as Egypt, Mauritius and Morocco, is that  countries  that want to
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attract efficiency-oriented investment should reinforce their efforts to improve the
education available to their citizens, particularly at the primary and secondary levels.
In addition to a well-educated labour force and a relatively well-developed
infrastructure, favourable trade policies have also played an important role in attracting
foreign companies into most of the frontrunner countries, in particular,  in
manufacturing industries and especially in the apparel and textile industries (Sachs
and Sievers, 1998, p. 40). In fact, these countries stand out among African countries,
the majority of which have pursued restrictive trade policies for a long time, with
high tariff barriers on imports as well as exports, representing significant disincentives
for export-oriented foreign firms in these industries.

• While natural resources have been among the main determinants for the attraction of
FDI to almost all of the frontrunners, some face the problem of sustaining such flows
over a longer time as natural resources are limited in the long run. Some frontrunner
countries have therefore already started to use revenues deriving from the extraction
of these resources to fund the creation of other assets. In the case of  Botswana, revenues
from the mining industry are strategically invested to build up human capital in the
country in order to make the country attractive to other kinds of investment.

• In many of the successful African countries, deregulation was paired with intense
investment promotion activities. All successful countries possess an investment
promotion agency that also has, in many cases, the facility of a one-stop shop that
gives foreign companies quick and non-bureaucratic assistance in all aspects of their
investment projects.  In investment promotion, African investment promotion agencies
have still to adopt world-standard best practices.  Such agencies as the Uganda
Investment Authority have shown that African agencies can compare -- at least in
some aspects -- with the most successful agencies in developing as well as in developed
countries and, moreover, that putting effort into improving investment promotion
activities can yield increases in FDI inflows provided that determinants in other areas
are also improving.  As African countries step up their efforts to integrate their markets,
they should also join forces in investment promotion.  A first step in this direction is
currently undertaken by the investment promotion agencies of SADC.  The agencies
of all SADC countries met in Centurion, South Africa, on 26 June 1998 to form a SADC
Committee of Investment Promotion Agencies.

• As to corruption, “African governments that ignore corruption do so at serious peril
to their economies, and to the attractiveness of their countries as hosts for FDI” (Sachs
and Sievers, 1998, p. 39).  While corruption is a complex phenomenon and often difficult
to tackle, a simplification of national regulations can make a contribution to reducing
the scope of corruption.

Even though Africa as a whole has been less successful than other regions in attracting
FDI, the recent performance of the group of frontrunners discussed here shows that being
located in Africa per se does not rule out success in attracting foreign firms.  What is required
is that countries offer a combination of policies, facilities for conducting business and
economic factors that foreign investors find appealing. The lessons outlined above are
relevant for other countries that seek to increase inward FDI as well as for the frontrunners
themselves, if they wish to sustain their recent performance over a longer time.

* * ** * ** * ** * ** * *
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In sum, efforts to attract FDI have to include  initiatives in a number of areas.
Appropriate measures at the overall political and macroeconomic levels have to be
undertaken to improve the basic determinants of FDI.   Moreover, in Africa, as everywhere
else, policies designed to attract foreign investment have to be based on a rigorous analysis
of the strengths and weaknesses of a country on the basis of the determinants discussed
above.

The fact that there are a number of African countries that have improved their policies
but do not fall among the frontrunners analysed in this section not only suggests that one
has to allow for some time for the policy changes and their effects to show results in terms
of a sizeable increase in absolute FDI inflows (some of the frontrunners are only starting to
become major recipients of FDI in Africa) as -- among other things -- investors’ perception
of the investment condition in a country often take some time to change; it also suggests
that the measures mentioned above are not always enough for attracting FDI.  In addition
to further measures at the domestic level, there is also a need for initiatives on the part of
the international community to improve investment conditions in Africa.  Although,
historically the development process in Africa has been constrained by factors on the supply
side, as African countries strengthen their capabilities, the reduction of trade barriers for
goods and services produced in Africa could contribute to enhancing FDI both directly and
indirectly in many African countries.  For instance, Botswana, Cameroon, Cote d’Ivoire,
Ghana, Malawi, Mozambique, Nigeria, Tanzania and Zambia all stand a chance of developing
a textile and apparel industry capable of competing in the United States market, if they
could have quota-free and duty-free status, as is being considered under the planned United
States-Africa Growth and Opportunities Act.47  The same could hold true for other industries
and with respect to other developed countries’ markets.

Debt relief is another measure that could improve investment conditions in Africa.48

Since many African countries remain heavily indebted, debt relief could help to reduce the
pressure on the foreign exchange regimes in these countries and contribute to the relaxation
of exchange restrictions in connection with FDI, thus contributing to an improved regulatory
framework for FDI.  Additionally, measures by home country governments and business
organizations to promote investment by domestic firms in Africa could be enhanced (box
VI.3).  Technical assistance in the areas of basic education and technical training in the
upgrading of infrastructure facilities could also make a contribution.

Box VI.3.  The Southern Africa Initiative of German BusinessBox VI.3.  The Southern Africa Initiative of German BusinessBox VI.3.  The Southern Africa Initiative of German BusinessBox VI.3.  The Southern Africa Initiative of German BusinessBox VI.3.  The Southern Africa Initiative of German Business

In May 1996, the Southern Africa Initiative of German Business (SAFRI) was launched. Its
principal aim, as agreed by three leading German Business Associations -- Africa-Association (Afrika-
Verein), Federation of German Industries (BDI), and the Association of  German Chambers of Industry
and Commerce (DIHT) -- is to strengthen relations between the 14 member states of SADC and the
German business community.  Among African countries, the SADC region countries play an important
role as trade partners and investment locations for German companies: in 1997, about 30 per cent of
German trade with Africa was done with the  SADC countries; more than 70 per cent of German FDI
stock in Africa had been accumulated in the region by the end of 1995, with the Republic of South
Africa as the most prominent host country. Economic links have been accompanied by development of
strong political ties between the SADC member states and Germany.

/...
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(Box VI.3, concluded)(Box VI.3, concluded)(Box VI.3, concluded)(Box VI.3, concluded)(Box VI.3, concluded)

SAFRI’s activities include:

• A human resource development initiative for the SADC region: SAFRI organizes business-oriented
panels that bring together entrepreneurs from southern Africa and Germany for an exchange of
ideas,  concepts and visions (the first SAFRI-SADC private business conference will be held in
October 1998). SAFRI also considers vocational training schemes to set up SAFRI-sponsored
training in the region; these initiatives will be taken in  accordance with agreements made with
relevant SADC authorities.

• The organization of fairs and conferences as well as trips by company delegations to bring together
potential business partners from Germany and SADC: the concept of SAFRI is based upon the
assumption that personal contacts between individual entrepreneurs are pivotal for further
establishing trade and investment relations. In order to facilitate business-to-business contacts
between German and African counterparts, the Africa-Association has established its “Africa
Business Platform” - a virtual market-place on the Internet that enables visitors from all over the
world to make contact with German companies doing business with and in Africa.

• Active support of the privatization process in the region in order to improve further political and
legal parameters for foreign investment and technology transfer.

• SAFRI also welcomes and supports intraregional liberalization efforts, in particular the SADC
initiative to create a free-trade zone among its member states by the year 2008, as this could increase
the region’s attractiveness for  market- and resource-seeking investors.

With its emphasis on a good investment climate and an improvement in the human capital
formation, SAFRI concentrates on some of the most pivotal factors for attracting FDI into the region.
However, these measures are considered long-term investments by SAFRI; essential improvements for
the region cannot be expected in the short run.  Since its foundation in the summer of 1996, SAFRI has
had broad media coverage both in Germany and the SADC states and provides a good example of
increasing private sector initiatives to promote interest in Africa as a business location.

Source:  UNCTAD, based on information provided by the Africa-Association.

NotesNotesNotesNotesNotes

1 Much of the FDI inflow into Lesotho in recent years has been for the development of the Lesotho Highlands
Project; as this nears completion, flows are expected to decline.

2 For an analysis of recent developments in the least developed economies in Africa, see UNCTAD 1998b,
forthcoming.

3 A weaker demand and lower price for oil were (correctly) forecast as being among the effects of the Asian
crisis and the 30 per cent fall in the price of oil, combined with political uncertainty, meant that the
expected return to investment in the oil industry was reduced.  Investment had been increasing in the
Nigerian manufacturing sector in the late 1980s but the stagnation and then fall in Nigerian GDP per
capita since 1993, which have left income per capita below the level of 1978, mean that Nigeria is losing
attractiveness as a host country.

4 However, the International Monetary Fund in its balance-of-payment tapes publishes strikingly different
figures for FDI inflows into South Africa in 1997.   According to the IMF, FDI inflows into South Africa fell
for a second consecutive year; the data set for 1997 from the South African Reserve Bank (SARB) used in
this chapter represent a revised version of the data as provided in the balance-of-payment tapes by the
International Monetary Fund (IMF).  Differences in the FDI data for earlier years as reported by the SARB
and the IMF derive from differences in the definition of FDI by the two institutions.
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5 According to Business Map, a private source of information on FDI into South Africa, FDI unrelated to
privatization accounted for inflows of $2.1 billion in 1996 and $1.8 billion in 1997 (Business Map, 1998).
These figures do not correspond to the figures by the South African Reserve Bank given in the text because
of different definitions of FDI.

6 H. Simonian,  and M. Ashurst, in “GM returns to S. Africa with investment in Delta”; Financial Times, 11
December 1997, p. 12.

7 However, Malaysian investors, that had become the second most important source of FDI inflows into
South Africa in 1996 and 1997, seem to have scaled down their plans for 1998 because of the Asian crisis
(Business Map, 1998, p. 3).

8 Malaysian firms have been  partners in Zimbabwe’s biggest power station and also in forestry (both in
1996).

9 FDI from China is a notable exception, as it spreads over 20 African countries.  In most cases, however,
Chinese FDI stock is very limited, not exceeding $5 million (Fujita, 1997, p. 14).

10 The decline in the share of services in FDI into Africa in the period 1989 to 1996 is largely matched by an
increase in the share of the category “unallocated” that includes holdings and other FDI in non-specified
sectors that is not shown in figure VI.5.  It should be also emphasized that the analysis of the sectoral
distribution of FDI flows to Africa as a whole suffers from the fact that data are scarce and that it has
mainly to rely on the information provided by selected major home countries.

11 Of  the 38 countries that are regularly surveyed by the United Nations Department of Economic and
Social Affairs,  15 achieved a GDP growth rate of 5 per cent or more in 1997 (United Nations, 1998a, p. 20).

12 Hyperinflation in some civil-war-ravaged economies, as well as drought-induced increases in food prices
and wages in some countries, are the main factors behind the rise in the inflation rate for 1997 (United
Nations, 1998a, p. 20).

13 Tony Hawkins, “Privatization process is taking much longer than expected”, Financial Times, 22 June
1998, p. 14.

14 As of June 1998, SADC members are Angola, Botswana, Democratic Republic of Congo, Lesotho, Malawi,
Mauritius, Mozambique, Namibia, Seychelles, South Africa, Swaziland, the United Republic of Tanzania,
Zambia and Zimbabwe.

15 R. Khalaf, “Morocco to seek foreign investors”, Financial Times, 31 March 1998.
16 Includes South Africa. The survey criteria for the selection of companies changed during the period.
17 Virtually the same indicators were used to identify frontrunners in UNCTAD, 1995b.
18 The methodology used, like any other method to assess performance, has limitations:

• One limitation of the method is that  a country that  already has a high ratio on  a particular indicator
might be excluded from the frontrunner group because that might make it more difficult for it to
attain an above-average improvement. However, this may also indicate a lack of dynamism. Also,
some of the frontrunners already had, in the period 1987-1991, above-developing-country-average
values for certain indicators, suggesting that there is no systematic bias against countries that already
had a high value for a particular indicator in the earlier period (1987-1991).

• A second factor to be considered is that a country that received virtually no flows in the period 1987-
1991, but received rapidly increasing flows in the second period (1992-1996) would have very high
values for the growth rates on all of the four flow indicators described in the text, even though absolute
inflows may be low. However, as explained, a country would only qualify if it had reached, for at
least one indicator, an above-developing-country value. Thus, although there are African countries
that received almost no inflows in the period 1987-1991  but had slightly higher inflows in the period
1992-1996, Uganda was the only African country  that recovered strongly enough from a situation
where FDI inflows had almost ceased to fulfill the frontrunner requirements.

19 These countries are Angola, Egypt, Libyan Arab Jamahiriya, Morocco and Nigeria. Egypt and Nigeria
were the only African countries that received above-developing-country average flows during 1992-
1996.

20 Furthermore, the interlinkage between trade policies and FDI is ambiguous, as  trade liberalization in
general does not always have immediate positive impact on FDI. In some cases, for instance, rapid
liberalization might lead companies that had undertaken investment to overcome the existing trade barriers
to divest.  There is some evidence to suggest that a rapid liberalization process in the framework of
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adjustment programmes in some sub-Saharan countries may have contributed to divestment by foreign
firms (Bennell 1997a, p.135).

21 Some of the tariff rates entered in the table might have changed significantly in recent years, as a
consequence of the Uruguay Round negotiations under the General Agreement on Tariffs and Trade
(GATT).

22 Botswana has not yet signed the Paris Convention for the Protection of Industrial Property as administered
by the World Intellectual Property Organization (WIPO).

23 It is not surprising that most of the frontrunners have concluded considerably fewer such treaties than
non-frontrunners (like Egypt and Mauritius) that have a longer history of receiving FDI, as reflected in
relatively higher FDI stock indicators.  DTTs are often only established between countries once there is a
critical mass of foreign investment.

24 For a detailed analysis of the national FDI codes of Mozambique and Namibia see Mutharika (1997); for
a brief description of the FDI framework in Botswana see SADC / FISCU, 1998.

25 The frontrunner countries included in the survey reported in the Africa Competitiveness Report 1998 are
Botswana, Ghana, Mozambique, Namibia, Tunisia and Uganda.

26 The list of non-frontrunner countries that received a negative assessment on this point included a much
longer list of countries such as Cameroon, Cote d’Ivoire, Ethiopia, Kenya, Malawi, Mauritius, Morocco,
Nigeria, South Africa and Zimbabwe.  In another survey conducted by the European Round Table of
Industrialists (ERT, 1997), the two FDI frontrunner countries covered -- Ghana and Tunisia -- were both
evaluated as countries opening up in terms of their investment regulations with a high average speed in
the period 1993 to 1996.  Furthermore, while Ghana was evaluated to be “quite open” and thus having
reached the second highest category on the ERT benchmark, Tunisia was one of the four top-ranked
countries with “very open” investment conditions.

27 The same holds true for the share of frontrunner countries in the value of the transaction.  The five
frontrunner countries for which data are available accounted for $623 million or 27 per cent of the total
privatization value of $2.3 billion in sub-Saharan Africa.

28 The large number of privatizations in Mozambique is partially explained by the privatization of many
small units and retail outlets (Bennell, 1997b).  However, not all frontrunners were active in privatizing in
the period until 1998.  Botswana, Equatorial Guinea and Namibia all accounted for very few privatization
transactions. Some of these countries have only recently started to push privatization forward more
decisively.

29 According to Atingi-Ego and Kasekende of the Bank of Uganda: “...  FDI inflows have been largely
associated with the privatization programme [...]” (Atingi-Ego and Kasekende, 1998, p.22.)

30  Thus, while in Namibia and Botswana it takes only a small fraction of a senior executive’s time to negotiate
with officials in obtaining licenses, regulations or permits, in Tunisia it takes 10 per cent of the senior
manager’s time, while in Ghana, more than 20 per cent of the executive’s time has to be devoted to these
activities.

31 According to the study, the cost of obtaining a commercial registration for an investment of one million
dollars in Mozambique can be up to $50,000, while the cost of the same procedure in the state of Maryland,
United States would be just $100 (IFC, 1996, p. ii).

32 Tunisia does not have such programmes.
33 No information was available on investment promotion in Equatorial Guinea.
34 The following analysis is based on the findings of the study and therefore refers only to Botswana, Namibia,

Tunisia and Uganda.
35 The countries were: Botswana, Mozambique, Namibia, Tunisia and Uganda.  The ranking was based on

three performance criteria -- the number of projects attracted, total capital investment and the number of
jobs created -- while taking into account the incentives  offered to companies, the resources of the investment
promotion agency, and the overall competitiveness, market size and wealth of the country.

36 The “Best African Investment Promotion Agency Award” event is organized jointly each year by  the
company Corporate Location in collaboration with Coopers & Lybrand. The assessment is based on a
combination of the results of a questionnaire completed by a senior manager within the agency and the
findings of a questionnaire completed by several representatives of organizations that advise investors
and know how the agencies are  perceived by investors (Tillett, 1996, p. 38).
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37 Tillett (1996) gives an overview of best practice indicators (annex table A.VI.4).
38 However, Tunisia received significant inflows in the tourism industry, a sector which is to a considerable

extent just as location-bound as natural resource extraction.
39 Other surveys confirm the crucial importance of an appropriate regulatory environment, highlighting

the ability to repatriate profits, the guaranteeing of management control, and consistency as well as
constancy in minerals policies (Oestensson 1997, p.6).

40 Another example of this is South African Breweries setting up new facilities or acquiring existing ones in
Mozambique and in Uganda (IDC, 1997, Corporate Location, 1998, p. 22);

41 Tony Hawkins, “High rates choke investment”, in Financial Times, 22 June 1998, p.14.
42 SACU members are Botswana, Lesotho, Namibia, South Africa and Swaziland.
43 A further factor increasing the transaction costs is poor law enforcement. It should be noted that, apart

from the “transaction costs” approach, there are also other theories to explain the poor performance of
the manufacturing sector in Africa -- including the “Dutch disease” hyphothesis, according to which the
large exports of natural resources push the exchange rates of many African countries upwards, making
other products less competitive (Collier, 1997).

44 Botswana has over the years pursued a stringent policy of raising educational levels in its population and
workforce by using revenues from the diamond industry to enhance human resource development
(Corporate Location, 1998, p.4).

45 FDI in the automobile industry of Botswana, mentioned earlier, to cater  for the South African market
reflects the potential in that country for efficiency-oriented FDI.  Mozambique has attracted  $1.7 billion in
investment by a consortium composed of  South Africa’s Billiton, the government-owned Industrial
Development Corporation of South Africa, Mitsubishi and the Government of Mozambique as a minor
shareholder to build an aluminium smelter near the deep water port of Maputo. The decision  was
significantly influenced by the plans of the South African and Mozambican Government for the Maputo
Development Corridor, including the reconstruction of the transport infrastructure between the
Johannesburg/Gauteng area in South Africa and Maputo in Mozambique.  Low electricity costs were
another key factor (Corporate Location 1998, p. 16).

46 The urgency to make progress in the internal integration of African markets has to be seen also in the
context of liberalization efforts vis-à-vis countries outside the continent, in particular developed countries.
The latter efforts can only come to full fruition for African countries if intra-African liberalization progresses
more quickly than that with external partners.  Thus, liberalized trade and investment between African
countries and the European Union and the United States are likely to result predominantly in trade
integration as opposed to investment integration as long as the markets of the individual African countries
are largely separated from each other (Wangwe, 1997, p. 23).  In this connection, policy makers need to be
aware that regional integration efforts should encourage cross-border FDI within the region, as there is
evidence that this substantially increases the positive effects of integration for the participating countries
as contrasted with just trade-based integration (Wangwe, 1997, p. 26).

47 United States International Trade Commission 1997 as cited in Sachs and Sievers, 1998, p. 41.
48 For a discussion on the potential role of debt relief in restoring self-sustained economic growth in sub-

Saharan Africa, see UNCTAD, 1998a, Part Two, chapter 1, pp. 127-130.
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CHAPTER  CHAPTER  CHAPTER  CHAPTER  CHAPTER  VIIVIIVIIVIIVII

ASIA AND ASIA AND ASIA AND ASIA AND ASIA AND THE PTHE PTHE PTHE PTHE PAAAAACIFICCIFICCIFICCIFICCIFIC

A.  TA.  TA.  TA.  TA.  Trendsrendsrendsrendsrends

Despite the financial crisis affecting a number of East and South-East Asian economies,
foreign direct investment (FDI) in Asia and the Pacific rose by about 8 per cent to an estimated
$87 billion in 1997 (annex table B.1), led primarily by increased flows to China (figure VII.1).
The growth rate of FDI in 1997 was, however, lower than that of the previous year (17 per
cent).  The region accounted for 57 per cent of flows into developing countries and over half
of their FDI stock.  The FDI stock in the region reached $596 billion in 1997, an increase of 17
per cent over 1996 (annex table B.3).  However, both the region’s FDI inflows as a percentage
of gross fixed capital formation in 1994-1996 and its FDI stock as a percentage of gross
domestic product (GDP) in 1996 were slightly lower than the corresponding averages for
all developing countries (figures VII.2 and VII.3).  This is mainly because a number of major
host countries in Asia have relatively large domestic economies and/or high ratios of
domestic investment to income.  Within the region, of course, FDI varies as a proportion of
both gross fixed capital formation and GDP.

As in the past, an overwhelming proportion of the region’s inward FDI was directed
to East and South-East Asia.  Inflows to that subregion increased by 5 per cent over 1996 to a
total of $78 billion, despite the financial crisis in Asia which erupted in July 1997 (UNCTAD,
1998a).  This was largely because flows increased to China and, to a lesser extent, to Singapore
and Taiwan Province of China by a total of some $5 billion in 1997 (figure VII.1).  Even in
the five Asian economies most affected by the crisis (Indonesia, the Republic of Korea,
Malaysia, the Philippines and Thailand), overall inflows remained at a level similar to that
of 1996.  There were moderate decreases in flows into Indonesia, Malaysia and the
Philippines, a sharp increase in Thailand, and no change in the Republic of Korea (figure
VII.1).   Furthermore, FDI approvals for these five countries together increased from $29
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billion in the first half of 1997 to $32 billion in the second half of 1997 (table VII.1).  FDI was
thus much less volatile than portfolio capital flows and commercial lending, both of which
declined sharply in 1997, no doubt because it generally represents long-term interests in its
host economies. (See section B below for further discussion.)  In this context, it is worth
noting that the share of FDI in total resource flows to East and South-East Asia has increased
remarkably in recent years, from 10 per cent in 1990 to 53 per cent in 1997 (World Bank,
1998).  Indeed, FDI has become the single most important source of  private development
financing for the region, and is likely to be particularly important for the economies most
affected by the crisis, even if it should decline to some extent in the short-to-medium term.

Within the overall trends in FDI flows into East and South-East Asia, the performance
of individual economies has varied:

• As the frontrunner, China (with new record inflows of $45 billion) again accounted
for over a half of the flows into Asia and 11 per cent of the world total.  The country
continued to maintain its position as the second largest FDI recipient in the world and
the single largest among developing countries.  It was second (after Singapore) among
Asian countries in FDI flows relative to gross fixed capital formation in 1994-1996
(figure VII.2).  Since China’s FDI boom has now lasted for six consecutive years, and
since there has been a financial crisis in Asia which could have some spillover effects
on China, the question
arises as to whether the
boom will continue.
Indications are that there
may well be a decline in FDI
flows, as predicted in 1996
(UNCTAD, 1996a), for a
number of reasons quite
apart from any that might
be related to the financial
crisis (box VII.1).

• The newly industrializing
economies of Asia (Hong
Kong, China; Republic of
Korea; Singapore; and
Taiwan Province of China)
achieved a modest
combined FDI growth of 6
per cent in 1997, compared
to 27 per cent in 1996.  Flows
into these economies taken
together reached a record
$17 billion in 1997.  With a
slight increase to $10 billion
in inflows in 1997 -- twice as
much as FDI flows to the
entire African continent --

Figure Figure Figure Figure Figure VII.1.VII.1.VII.1.VII.1.VII.1.  Asia and the P  Asia and the P  Asia and the P  Asia and the P  Asia and the Pacific:acific:acific:acific:acific:  FDI flo  FDI flo  FDI flo  FDI flo  FDI flows into thews into thews into thews into thews into the
top 20 recipient economies,top 20 recipient economies,top 20 recipient economies,top 20 recipient economies,top 20 recipient economies,aaaaa 1997 and flo 1997 and flo 1997 and flo 1997 and flo 1997 and flows to thews to thews to thews to thews to the

same economies, 1996same economies, 1996same economies, 1996same economies, 1996same economies, 1996

Source: UNCTAD,  FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inflows in 1997.
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Singapore remained the single largest recipient among the four economies and the
second largest in the subregion (figure VII.1).  Singapore also ranked at the top of the
region’s countries in the ratio of FDI stock to GDP (figure VII.3), reflecting both the
substantial flows it has sustained over time and the relatively small size of its economy.
Flows into Hong Kong, China and the Republic of Korea remained at a level similar to
that of 1996, while flows into Taiwan Province of China increased.

• Total flows into Indonesia, Malaysia, the Philippines, Thailand and Viet Nam (the
“ASEAN 5") remained at a level similar to that in 1996.  While flows into the other
four declined, those to Thailand increased by over a half, although Thailand was the
first Asian country to be stricken by the crisis.

FDI  f lows to
South  Asia  rose  to
another record level
of about $4.4 billion
in 1997, as compared
with $3.3 billion in
1996, mostly reflecting
an increase of about
37 per cent in flows
into  India .   India
attracted $3.3 billion
in 1997, less than the
flows, for example, to
Chile, and accounted
for  about  three-
quarters  of  tota l
flows into the sub-
region. India’s poten-
tial for inward FDI
remains sub-stantial.
Flows into the other
economies in South
Asia  remain low.
Those to Pakistan, the
second largest reci-
pient in South Asia,
have remained stag-
nant for several years,
their growth hampered
by structural bottle-
necks and a further
slowdown in econo-
mic growth.

Figure Figure Figure Figure Figure VII.2.VII.2.VII.2.VII.2.VII.2.  Asia and the P  Asia and the P  Asia and the P  Asia and the P  Asia and the Pacific:acific:acific:acific:acific:  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows and outflows and outflows and outflows and outflows and outflows as aws as aws as aws as aws as a
perperperperpercentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,a  a  a  a  a  top 20 economies,top 20 economies,top 20 economies,top 20 economies,top 20 economies, 1994- 1994- 1994- 1994- 1994-

1996 (ann1996 (ann1996 (ann1996 (ann1996 (annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e)
(Percentage)

Source: UNCTAD,  FDI/TNC database.
a Top 20 economies ranked on the basis of the magnitude of FDI inflows as a percentage of gross

fixed capital formation in 1994-1996.
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FDI flows into the eight Central Asian economies increased for a  fifth consecutive
year, reaching $2.4 billion in 1997.  Kazakhstan and Azerbaijan were by far the most important
recipients, accounting for nearly four-fifths of the total flows into the subregion.  The Republic
of Korea was the largest investor in the region (although some divestment by Korean firms
took place at the beginning of 1998) followed by the United States, the United Kingdom and
China.  Most comprised resource-seeking FDI (oil, gas, ferrous and non-ferrous minerals),
often attracted by privatization programmes.  While FDI was particularly attracted by the
openness of the Central Asian economies, it still faces many problems, such as the low
transparency of privatization programmes, the unreliable information on investment projects,
the uncertainty in legal matters  and, in some countries, the inconvertibility of currencies.
Nevertheless, FDI prospects for the short and medium term remain bright, particularly in
natural resources.  For example, in Kazakhstan, investors from China and Indonesia
concluded some large
deals in early 1997,
committing over $4
billion each to oil and
natural gas projects.1

Flows into  West
Asia  increased by a
multiple of six, from a
level  of  some $300
million in 1996 to 1.9
billion in 1997, having
turned posi t ive  ( in
1996) after divestments
exceeded investments in
1995.   Even so ,  FDI
flows into the region fell
short of the levels of the
early 1990s.  Nonethe-
less, and despite active
efforts by countries --
through offset programmes
(box VII .2) ,  the  pro-
motion of intraregional
jo int  ventures  and
improvements  of  the
FDI climate (UNCTAD,
1997c) -- investment is
lagging in the region.
The potential for FDI
flows exists in a number
of areas, other than oil
and gas, such as
petrochemicals, agri-
culture and agro-
processing, tourism and
infrastructure.

Figure Figure Figure Figure Figure VII.3.VII.3.VII.3.VII.3.VII.3.  Asia and the P  Asia and the P  Asia and the P  Asia and the P  Asia and the Pacific:acific:acific:acific:acific:  inwar  inwar  inwar  inwar  inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock  as ak  as ak  as ak  as ak  as a
perperperperpercentacentacentacentacentaggggge of GDPe of GDPe of GDPe of GDPe of GDP,,,,, top 20 economies, top 20 economies, top 20 economies, top 20 economies, top 20 economies, 1996 1996 1996 1996 1996aaaaa

Source: UNCTAD,  FDI/TNC database.
a Top 20 economies ranked on the basis of the magnitude of inward FDI stock as a percentage of GDP

in 1996.
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Box VII.1.  Is the current FDI boom in China over?Box VII.1.  Is the current FDI boom in China over?Box VII.1.  Is the current FDI boom in China over?Box VII.1.  Is the current FDI boom in China over?Box VII.1.  Is the current FDI boom in China over?

China has experienced an unprecedented boom in FDI inflows over the past six years, with
inflows reaching $45 billion in 1997 (box figure 1).  The boom has been fuelled by various factors,
including the country’s large and continuously growing domestic market, its export-oriented strategy
and successful  penetration of  world
markets, the liberalization of its inward-
FDI  regime,  the  spi l lover  e ffec ts  of
industrial upgrading in neighbouring
economies -- the so-called “flying-geese”
pattern (UNCTAD, 1995a, chapter V), as
well as the low level of FDI stock relative
to the size of the economy until recently.
However,  the rate  of  growth of  FDI
inflows has slowed in recent years, from
an average of 165 per cent in 1992-1993
to 17 per cent in 1994-1995; in 1997, it
declined further to 11 per cent.  This
slowdown raises the question of whether
the FDI boom in China is nearing its end.
The relevance of this question is twofold.
First, considering the position of FDI in
both gross fixed capital formation and
GDP in China (among the highest in the world), a major change in FDI inflows may have wide-ranging
consequences for the Chinese economy. Second, developments with respect to FDI in China will have
a sizeable impact on FDI trends in Asia and  the developing world generally, since China has become
the single largest FDI recipient among developing countries and the second largest recipient worldwide
(annex table B.1 and box figure 2).

To the extent that FDI approvals
are indicative, they do suggest that actual
flows may decline in the coming years, as
approvals have been declining for some
years, falling from $111 billion in 1993 to $52
billion in 1997 (box figure 1).  Experience
suggests that increased approvals precede
increases in actual FDI.  Assuming a lag as
in the past between current approvals and
future  implementat ion ,  the  dec l ine  in
approvals by 20 per cent in 1996 and 30 per
cent in 1997 may be followed by a decline in
actual inflows in the short-to-medium term.
Various developments in pull  and push
factors for inward FDI in China suggest that
such a prediction is plausible.

Slowdown o f  economic  growth .
FDI tends to be positively correlated with GDP growth.  Hence, reduced economic growth in China
can be expected to have a negative impact on FDI inflows.  Although GDP growth has remained high
in China (at 8.8 per cent in 1997), it is below the double-digit growth of earlier years.  More importantly,
GDP projections point to a further slowdown, to about 7 per cent, in 1998 and 1999 (ADB, 1998).  Market-
seeking FDI, in particular, would be depressed by weaker demand in China.

Excess capacity.  FDI in China’s industrial sector will be the first to be affected by worsening
demand.a  It may turn out that the massive -- foreign and domestic -- investment of the recent past has
resulted in excess capacity in a number of industries, such as some consumer electrical and electronics
products, textiles and clothing, and other light industrial products.  The capacity of such industries to

/...

Box figure 2.  Share of China, and selected regionsBox figure 2.  Share of China, and selected regionsBox figure 2.  Share of China, and selected regionsBox figure 2.  Share of China, and selected regionsBox figure 2.  Share of China, and selected regions
in world FDI inflows, 1997in world FDI inflows, 1997in world FDI inflows, 1997in world FDI inflows, 1997in world FDI inflows, 1997

Source: UNCTAD FDI/TNC database.

Box figure 1.  FDI flows into China, 1991-1997Box figure 1.  FDI flows into China, 1991-1997Box figure 1.  FDI flows into China, 1991-1997Box figure 1.  FDI flows into China, 1991-1997Box figure 1.  FDI flows into China, 1991-1997

Source: UNCTAD FDI/TNC database.
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(Box VII.1, continued)(Box VII.1, continued)(Box VII.1, continued)(Box VII.1, continued)(Box VII.1, continued)

absorb further FDI inflows may thus be limited in the next few years.  This is true especially of industries
in the coastal area, in which FDI has been concentrated.  Competition in the coastal area for sales in
the domestic market is becoming more intense and, in addition to foreign enterprises, a few domestic
firms are emerging as strong competitors.  This suggests that the “gold rush” by investors into certain
manufacturing industries in China may be coming to an end.  The pressure on profit rates stemming
from excess capacity and increased competition could reduce the incentive for the latecomers among
TNCs to undertake new FDI. At the     same time, established TNCs are likely to postpone sequential FDI
unless a reasonable balance between demand and supply is restored.

Declining locational advantages for efficiency-seeking FDI.  When China emerged as a major host
country for FDI, most investment went into labour-intensive export processing operations.   Several
factors have played a role in creating a new set of conditions.

• Wage increases, particularly in China’s coastal areas where FDI is concentrated, are eroding
incentives for TNCs to establish labour-intensive export processing operations.

• Despite special efforts by the Government, TNCs’ relocation of investment from China’s coastal
regions to the interior has not been significant.  TNCs have preferred, rather, to move to other
low-income countries where transportation costs are lower and infrastructure more advanced than
in China’s interior provinces.

• For certain labour-intensive products, even though they remain internationally competitive, the
potential of exporting from China is constrained by trade barriers in major export markets (import
quotas, anti-dumping provisions, et al.).  In addition, the demand for labour-intensive products
in these markets is likely to decline if expectations of an economic slowdown in the world economy
turn out to be correct.  The recession in Japan is of particular relevance here.

• China’s price competitiveness in international markets has been reduced vis-à-vis that of a number
of South-East Asian countries which recently devalued their currencies.  This could break the
flying-geese pattern of industrialization in Asia, from which labour-intensive industries in China
have benefited in the past.

These problems could not only discourage efficiency-seeking FDI in China but also affect the
country’s impressive export performance.  In the short run, export growth is indeed likely to slow
down, especially to the South-East Asian countries currently affected by the financial crisis.b  With
regard to total exports, a decline in annual growth from 20 per cent in 1997 to 3 per cent in 1998 and
1999 has been forecast (ADB, 1998).

Reduced outward FDI from Asian neighbours.  FDI  in China has mainly come from within the
Asian region.  Hong Kong, China; Taiwan Province of China; Singapore; Japan; the Republic of Korea;
Thailand and Malaysia rank among the top investors, accounting for 80 per cent of China’s inward
FDI stock.  The share of these countries in approved FDI in China in 1996-1997 is also high.  It is
questionable, however, to what extent the approvals in 1996-1997 will be realized, given the current
constraints on outward investment facing some of these countries. A significant decline of flows from
other Asian economies to China can thus be expected in 1998 (see section B).

To sum up, FDI in China will probably decline in the short run.  Although the financial crisis
in Asia has not directly affected China, its indirect repercussions are as yet unclear. If they are serious,
and if the country’s economic growth slows down considerably, various structural weaknesses may
come to the surface and erode investors’ confidence in the short and medium term.  It should be noted,
however, that FDI flows are an incremental measure, representing additions to a stock of assets for
production; it cannot be expected that they will grow forever at the same rate, even if a host country
continues to have a relatively high rate of economic growth.  As long as flows fluctuate around a
relatively high level, they contribute, other things being equal, to the increase in stocks and play an
important role in the host economy (box table 1).

/...
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Finally, the Pacific island economies experienced a modest gain in FDI flows in 1997
after a sharp decline in 1996.  The subregion experienced a negative growth rate of GDP in
1997 (ADB, 1998) and the inflows of $400 million were still below the 1995 level of $600
million.  Given the narrow production base characterizing the island economies, their
absorptive capacity for FDI is limited.

New trends may be emerging in Asia and the Pacific with respect to the sources, the
sectoral distribution and the mode of entry of FDI:

• Decline of intraregional FDI.  The share of FDI from outside the region is increasing in
total FDI in Asia and the Pacific.  On the one hand, European TNCs, having largely
neglected Asia until recently (European Commission and UNCTAD, 1996), are now
taking an active interest in the region. The current financial crisis provides some
immediate opportunities for European firms to enter the Asian market or expand
existing operations (Section B).  Furthermore, governments of the European Union
countries and the Asian countries have been actively promoting investment flows
between the two continents; important promotion efforts include a comprehensive
Investment Promotion Action Plan adopted at the second Asia-Europe summit
meeting.2  On the other hand, the financial crisis in Asia has reduced the capacity of
Asian TNCs, particularly those from Malaysia, Thailand and the Republic of Korea,

(Box VII.1, concluded)(Box VII.1, concluded)(Box VII.1, concluded)(Box VII.1, concluded)(Box VII.1, concluded)

BoBoBoBoBox tabx tabx tabx tabx table 1.le 1.le 1.le 1.le 1.          The imporThe imporThe imporThe imporThe importance of FDI in China,tance of FDI in China,tance of FDI in China,tance of FDI in China,tance of FDI in China, 1991-1997 1991-1997 1991-1997 1991-1997 1991-1997

Item 1991 1992 1993 1994 1995 1996 1997

FDI inflows (billion dollars) 4.4 11.2 27.5 33.8 35.8 40.8 45.3
FDI inflows as a ratio of gross domestic investment (per cent) 3.9 7.4 12.7 17.3 15.1 17.0 14.8
FDI stock as a ratio of GDP (per cent) 5.6 7.1 10.2 17.6 18.8 24.7 ..
Expor ts by foreign affiliates (billion dollars) 12.1 17.4 25.2 34.7 46.9 61.5 75.0
Share of expor ts by foreign affiliates in total expor ts (per cent) 17.0 20.4 27.5 28.7 31.3 41.0 41.0
Share of industr ial output by foreign affiliates in total industr ial output (per cent) 5.0 6.0 9.0 11.0 13.0 .. 18.6
Number of employees in foreign affilliates (million) 4.8 6.0 10.0 14.0 16.0 17.0 17.5
Tax contribution as share of total (per cent) .. 4.1 .. .. 10.0 .. 13.2

Source: UNCTAD, based on information provided by China, Ministry of Foreign Trade and Economic Corporation and UNCTAD, FDI/
TNC database.

All these considerations mainly concern the short to medium-run FDI prospects.  In the longer
run, China can be expected to remain an attractive location for FDI.  Lower growth forecasts
notwithstanding, China’s growth performance is expected to be high by regional and world standards.
The liberalization of FDI policies is still under way.  Some industries closed to FDI in the past are
being opened up gradually; in particular, liberalization is continuing in such service industries as
telecommunications, electric power, transportation, banking and insurance, and retail and wholesale
trade.  Furthermore, a significant potential exists for foreign investors to participate in building
infrastructure and restructuring state-owned enterprises.  The sources of future FDI inflows will
probably shift to a certain extent, reducing the role of firms from neighbouring Asian countries and
increasing that of TNCs based in Europe and North America.  The latter have traditionally been
underrepresented (see section B, figure VII.16) in China as compared with other developing economies
and can be expected to respond to available favourable investment opportunities.  These factors should
also mitigate any slowdown that occurs in FDI  in the short to medium term.

Source:   UNCTAD.
   a    The growth of industrial production is expected to decline from 12 per cent in 1996 to 7 per cent in 1999 (ADB, 1998).
   b    Exports to these countries accounted for about 15 per cent of China’s total exports in 1996-1997.
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to invest elsewhere in the region. This was confirmed by a survey of leading TNCs
conducted by UNCTAD/ICC in March 1998 (UNCTAD, 1998f).

• Sectoral  distribution. An increasing share of FDI flows to the region is directed towards
the services sector, particularly banking, insurance and telecommunications.  In part,
this is because the sector is being liberalized, whether through unilateral initiatives or
through the framework of international agreements.  The restructuring of certain service
industries in some of the countries affected by the crisis has also opened up
opportunities to foreign investors.  The development strategies of some economies --
Hong Kong, China; Singapore; and Taiwan Province of China -- for attracting regional
headquarters of TNCs and strengthening them as regional hubs have contributed to
this process as well.

• Mode of entry.  Mergers and acquisitions (M&As) are becoming more important as a
mode of entry for FDI in Asia and not only in the economies most affected by the
crisis.  Majority M&A sales in Asia to foreigners in 1997 more than tripled in value
over 1996 (from $4 billion to $13 billion), and cross-border M&A transactions as a
percentage of FDI inflows reached 15 per cent (figure VII.4).  While this share is

Box VII.2.  FDI through ofBox VII.2.  FDI through ofBox VII.2.  FDI through ofBox VII.2.  FDI through ofBox VII.2.  FDI through offset programmes in Wfset programmes in Wfset programmes in Wfset programmes in Wfset programmes in West Asiaest Asiaest Asiaest Asiaest Asia

Offset FDI programmes refer to programmes requiring foreign suppliers (exporters) of large
volumes of specific goods and services to invest in the importing country.  The first such programme
was initiated in 1984 by Saudi Arabia and the United States.  Offset programmes have now been
expanded to include firms from other countries as well, such as the United Kingdom and France.  The
number of host countries pursuing such programmes has also grown.  The programme as originally
conceived required foreign suppliers of arms and aircraft to make an investment in the buyer country
amounting to an equivalent of about 30 per cent (exact figures depend on specific projects) of the
technology-related products and services provided by them in return for the contract they obtained.
The duration for undertaking the investment is about 7-10 years following the supplies of arms and
aircraft.

The first offset programme involved Boeing Aerospace and General Electric in Saudi Arabia;
under the Peace Shield Offset Programme, these two companies made investments valued at about
$600 million in five projects: Advanced Electronics Co. ($160-170 million); Aircraft Accessories &
Components Co. ($50-60 million); Al-Salam Aircraft Co. ($115 million); International Systems
Engineering ($17 million); Middle East Propulsion Centre ($60 million in phase one and $118 million
in phase two) (Japan, Institute of Middle Eastern Economies, 1998).  FDI in Saudi Arabia through this
programme also came from Hughes (United States), a company that won the contract for Peace Shield
II and established Middle East Batteries Co. in return.  Similar examples exist for other supplier
countries: a United Kingdom firm, British Aerospace, is to invest £1 billion in return for selling aircraft
and has already established two out of seven proposed affiliates -- Saudi Development and Training
Co. and Aircraft Accessory and Component -- under the Al Yamamah Economic Offset during 1988-
1989.  Thomson-CSF, a French defence company, also has similar obligatory investment projects (Japan,
Institute of Middle Eastern Economies, 1998).

Offset FDI is seen by the governments involved as a means to obtain technology, employment
and a boost for the domestic private sector, as suggested by the presence of local partners in many of
these investment projects.  The affiliates established are not necessarily confined to the arms industry
(e.g. Fryma Fabrics).  The governments that have offset programmes are, moreover, expanding their
scope.  For example, the programme in Saudi Arabia has been extended to the non-military area by
bringing AT&T, a United States telecommunications firm, into the offset programme in 1994.

Source:   UNCTAD, based on information provided by the Japan Institute of Middle Eastern Economies.
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almost four times higher than
it was the year before, it does
not seem very high when the
trend in the share over several
years in the 1990s is
considered: in 1994, for
example, the share of M&As in
total FDI inflows was 11.5 per
cent.  Moreover, the value of
M&As as a percentage of FDI
flows into developing Asia is
very low if compared with that
in developed countries (figure
VII.5).  This suggests that the
higher the level of
development, the stronger the
role of M&As as a market-entry
vehicle, reflecting industry
structure, stronger technology-based competition and the need not only to exploit but
to acquire created assets.  M&As can, of course, be expected to assume particular
importance as firms respond to the restructuring taking place in the economies most
affected by the financial crisis (section B).

Outward FDI from Asia and the Pacific increased in 1997 by 9 per cent to $51 billion --
an increase of 2 per cent.  The main home countries of outward-investing firms in the region
were eight East and South-East Asian economies (figure VII.6).  Hong Kong, China, was by
far the largest outward investor, accounting for over half the total outflows from developing
Asia.  Indeed, Hong Kong, China has ranked among the top five outward investors in the
world since 1993.  Outward FDI from
West Asia was positive in 1997, from
negative outflows in 1996, although it
was still lower than its levels in 1994 and
1995.  The stock of outward FDI from
the region reached $289 billion in 1997,
accounting for over four-fifths of the
total outward stock from developing
countries.

Significant increases occurred in
the 1997 outflows from China,
Singapore, Taiwan Province of China
and, in particular, Indonesia (figure
VII.6).  Indonesia’s increased outflows
were largely the result of a few large
M&As that took place during the first
half of the year, the largest being an
investment project in oil and gas in
Kazakhstan.3  The expansion in China’s
outflows was led mainly by resource-

Figure Figure Figure Figure Figure VII.5.VII.5.VII.5.VII.5.VII.5.  Cr  Cr  Cr  Cr  Cross-boross-boross-boross-boross-border M&As as a perder M&As as a perder M&As as a perder M&As as a perder M&As as a percentacentacentacentacentaggggge ofe ofe ofe ofe of
FDI infloFDI infloFDI infloFDI infloFDI inflows,ws,ws,ws,ws, 1996-1997 1996-1997 1996-1997 1996-1997 1996-1997

(Percentage)

Source: UNCTAD,  based on the UNCTAD FDI/TNC database and
KPMG Corporate Finance database.

Note:   the five most affected economies are Indonesia, Malaysia, Republic of
Korea, Philippines and Thailand.

Figure Figure Figure Figure Figure VII.4.VII.4.VII.4.VII.4.VII.4.  Asia and the P  Asia and the P  Asia and the P  Asia and the P  Asia and the Pacific:acific:acific:acific:acific:  the relationship between  the relationship between  the relationship between  the relationship between  the relationship between
crcrcrcrcross-boross-boross-boross-boross-border M&As and FDI floder M&As and FDI floder M&As and FDI floder M&As and FDI floder M&As and FDI flows,ws,ws,ws,ws, 1991-1997 1991-1997 1991-1997 1991-1997 1991-1997

(Billions of dollars and percentage)

Source: UNCTAD,  based on the UNCTAD FDI/TNC database and
KPMG Corporate Finance database.



Chapter VIIChapter VIIChapter VIIChapter VIIChapter VII

207207207207207

seeking investments, with large
investment projects in forest
development in New Zealand
and oil exploitation in
Kazakhstan.  Hong Kong, China
remained an attractive location
for investment by Chinese firms.
Investment in the territory was
further facilitated by the
reversion of Hong Kong, China,
to China and the integration of
the two economies, so that
Chinese firms found it
progressively easier to establish
a foothold in the territory as a
springboard for outward
expansion.  China also increased
its FDI significantly in South
Africa, as bilateral relations
between the two countries
improved.  Singapore also
remained an active investor in
1997.  Notably, firms from
Singapore entered into a number
of M&As, with a total value of
over $2 billion, in the crisis-affected countries of the region in the second half of 1997.

The growth of outward FDI on the part of Asian economies was, however, partly offset
by a considerable reduction of outflows from Malaysia,Thailand and the Republic of Korea.
Transnational corporations from these economies, affected directly by the crisis, slowed
their pace of outward FDI because of the financial difficulties and structural problems
confronting them.  Firms from the Republic of Korea in particular have either scaled down
or postponed a large number of their planned investment projects in North America and
Europe, with outflows to these regions decreasing by 69 and 37 per cent, respectively (section
B).

For the most part, Asia’s outward FDI remains within the region, with China continuing
to be the single largest recipient of outward FDI from developing Asian economies and
especially from Hong Kong, China, absorbing nearly two-thirds of the total outflows in
1997. Asian investors are also among the most important in the lower-income and least
developed Asian economies.  Greenfield investments remain the preferred mode of entry
for most Asian TNCs, although firms from China, Malaysia and Singapore tend increasingly
to resort to M&As.

* * ** * ** * ** * ** * *
Looking ahead, the current financial crisis is likely to dampen both FDI flows into and

outflows from the region in the short term, the extent of the dampening being determined
by the speed with which the impact of the crisis is overcome.  The next section analyses this
impact in greater detail.

Figure Figure Figure Figure Figure VII.6.VII.6.VII.6.VII.6.VII.6.  Asia and the P  Asia and the P  Asia and the P  Asia and the P  Asia and the Pacific:acific:acific:acific:acific:  FDI outflo  FDI outflo  FDI outflo  FDI outflo  FDI outflows frws frws frws frws from the top 15om the top 15om the top 15om the top 15om the top 15
economieseconomieseconomieseconomieseconomiesa a a a a in 1997 and floin 1997 and floin 1997 and floin 1997 and floin 1997 and flows frws frws frws frws from the same economies in 1996om the same economies in 1996om the same economies in 1996om the same economies in 1996om the same economies in 1996

Source: UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI outflows in 1997.
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B.  The financial crisis in Asia and FDIB.  The financial crisis in Asia and FDIB.  The financial crisis in Asia and FDIB.  The financial crisis in Asia and FDIB.  The financial crisis in Asia and FDI

In the second half of 1997, turmoil erupted in the financial markets of some countries
in East and South-East Asia.  The crisis that ensued has affected the economies of the region
in a number of ways (UNCTAD, 1998f; ESCAP, 1998).  It has involved, among other things,
a sharp decrease in private external capital flows to some developing countries in the region.
Net private foreign bank lending and portfolio equity investment were estimated to have
turned negative in 1997 for the group of countries most affected by the crisis: Indonesia,
Republic of  Korea, Malaysia, Philippines and Thailand (figure VII.7).  However, while large
amounts of short-term capital left these countries, FDI inflows remained positive and
continued to add to the existing FDI stock.  Indeed, FDI inflows in 1997 to the five most
affected countries, taken together, remained at a level similar to that of 1996 (figure VII.7)
although they slowed considerably during the first quarter of 1998 when compared to the
first quarter of 1997, primarily on account of a steep fall in flows to Indonesia (table VII.1).

This is not surprising.  FDI flows involve not only financial capital but also
technological, managerial and intellectual capital that jointly represents a stock of assets for
the production of goods and services.  The flows are motivated by the strategic interests of
TNCs that invest in host countries in their search for markets, resources, created assets and
competitiveness-enhancing efficiencies (chapter IV).  They typically involve long-term
relationships at the level of production between investors and their foreign affiliates,
reflecting the investor ’s lasting interest in these affiliates and control over them.  Since FDI
is mainly a real investment in firms, its mobility is limited by such factors as physical assets,
networks of suppliers, the local infrastructure, human capital and the institutional
environment; FDI stocks are generally not footloose.

Much portfolio investment, on the other hand, is motivated primarily by a search for
immediate financial gain and the time horizon for many bank lending decisions is also short
term.  This short-term orientation may make these investment flows quite volatile at times
(box I.1; UNCTAD, 1997a, chapter III) and may contribute to the emergence of bubbles
(UNCTAD, 1997a).  Unlike FDI, portfolio investment is fully mobile at low cost. Because of
their volatility, portfolio investments can cause
drastic disruptions in private capital flows
during crises which may then spill over into
the real sector since such investments are a
significant source of productive resources,
especially for developing countries.

The behaviour of these two types of
investment flows to the Asian economies most
affected by the crisis is reminiscent of their
behaviour during the crisis that struck Mexico
in 1994-1995: total portfolio investment to
Mexico fell by nearly 40 per cent, from $12
billion in 1994 to $7.5 billion, with portfolio
equity investment falling by almost 90 per cent,
from $4.5 billion to $0.5 billion.4  FDI flows, in
contrast, which had more than doubled in 1994,
fell by only 13 per cent in     1995.

Source: UNCTAD, FDI/TNC database and Institute of
International Finance, 1998.

a Indonesia, Republic of Korea, Malaysia, Phil ippines and
Thailand.

b Estimates.

Figure Figure Figure Figure Figure VII.7.VII.7.VII.7.VII.7.VII.7.  FDI flo  FDI flo  FDI flo  FDI flo  FDI flows,ws,ws,ws,ws, f f f f foreign pororeign pororeign pororeign pororeign portftftftftfolio equityolio equityolio equityolio equityolio equity
flofloflofloflows and fws and fws and fws and fws and foreign bank lending to theoreign bank lending to theoreign bank lending to theoreign bank lending to theoreign bank lending to the
Asian countries most affAsian countries most affAsian countries most affAsian countries most affAsian countries most affected bected bected bected bected by they they they they the

financial crisis,financial crisis,financial crisis,financial crisis,financial crisis,a a a a a 1994-19971994-19971994-19971994-19971994-1997
(Billions of dollars)
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Even though FDI is more stable than portfolio investment, it is not insensitive to crises
and especially to changes in the determinants of investment induced by a crisis (chapter
IV).  The eruption of the financial crisis in East and South-East Asia has in fact changed a
number of major FDI determinants, at least in the short and medium term.  This raises the
question of what the effects of the crisis are likely to be on FDI flows to and from Asia and,
in particular, to and from the most seriously affected economies.

This is a relevant question because FDI plays an important role in the growth and
development of Asian economies, including those most affected by the crisis. Among other
things, inward FDI provides a useful supplement to domestic investment, with the ratio of
inward FDI flows to gross fixed capital formation ranging from about 5 per cent in Thailand
to 12  per cent in Malaysia (figure VII.2 and annex table B.5).  It also accounts for a
considerable share of exports in some industries (UNCTAD, 1995a, chapter IV).  Maintaining
and increasing the level of FDI flows to and within the region could therefore assist in the
process of economic recovery in the region.

This section considers, first, the implications of  the crisis for inward FDI into the five
most affected economies in the region in the short and medium term on account of a number
of changes resulting from the crisis.  It then proceeds to discuss the implications of the crisis
for outward FDI from the countries of the region and inward FDI to developing economies
not directly affected by the crisis.  In conclusion, it considers the possible overall impact of
the crisis on FDI flows to Asian host countries in the short and medium term and the long-
term FDI prospects of developing Asia.

1.   Implications for FDI into the most af1.   Implications for FDI into the most af1.   Implications for FDI into the most af1.   Implications for FDI into the most af1.   Implications for FDI into the most affected economiesfected economiesfected economiesfected economiesfected economies

The most important locational determinants of FDI are the economic factors
determining the prospects for TNCs to engage profitably in production activities (chapter
IV).  If these factors are favourable, there is an inducement for TNCs to invest in a country,
provided that the country’s policy framework allows them to do so.  The extent and nature
of any FDI will depend upon the precise combination of the economic opportunities available,
the friendliness of the policy framework, and the ease of doing business in a country.

The Asian countries most affected by the crisis have ranked high among developing
host countries in the attractiveness of their economies to foreign investors.  In particular,
they have built up fundamental strengths that make for long-term growth, such as high
domestic savings rates and skilled and flexible human resources, thereby creating
opportunities for FDI that is competitiveness-enhancing for TNCs.  They have also
substantially  liberalized their FDI policies and taken steps to facilitate business.  All of
these factors can be expected to remain favourable.  Nevertheless, in the short and medium
term, the financial crisis and its economic consequences will affect FDI flows to these
countries,  because they are likely to influence some of the determinants of FDI -- some in a
manner conducive to attracting more FDI and others in a manner less favourable.

(a)  Ef(a)  Ef(a)  Ef(a)  Ef(a)  Effects on FDI entry and expansionfects on FDI entry and expansionfects on FDI entry and expansionfects on FDI entry and expansionfects on FDI entry and expansion

One reason why inflows of FDI to the crisis-affected countries could be expected to
increase in the short and medium term is the decrease in the costs, for all firms, of establishing
and expanding production facilities in these countries.  The decrease is the result of exchange-
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rate depreciations, lower
property prices and more
company assets offered for
sale,  given the heavy
indebtedness of domestic
firms and their reduced
access to liquidity.  Companies
wishing to establish a
presence in the region or
seeking to increase the scale
of their existing operations
may see in the crisis an
opportunity for doing so,
especially  if  they react
quickly, before recovery
starts and the prices of assets and other productive resources rise again.  There is some
evidence that this may be taking place: in Thailand, for example, according to preliminary
data, there were large increases in actual FDI flows into a number of industries (annex table
A.VII.1) during the second half of 1997 and the first quarter of 1998.

The currency devaluations that have occurred in the affected countries (table VII.2),
as well as the lowered property prices, have reduced the foreign currency costs of acquiring
fixed assets such as land, buildings and capital goods manufactured locally.  In addition,
falling valuations of many Asian firms in the aftermath of the financial crisis have reduced
the costs of acquiring firms.  For example, as the crisis unfolded, stock market prices -- a
rough measure of the price of acquisitions -- plunged (table VII.2).  As a result, foreign firms
require much smaller resources in home country currencies to establish new production
capacities or add to existing ones.5  Indeed, for firms already planning to invest or expand
their investments in Asia, the current situation presents a unique opportunity to do so at
lower than anticipated costs.  In Thailand, for example, FDI flows into financial services
tripled in 1997 in comparison with 1996 and flows in the first quarter of 1998 alone are 30
per cent higher than total flows in 1997 (annex table A.VII.1).

Moreover, the re-structuring of firms faced with large debt repayments and rising
interest rates (table VII.2) and their urgent need for funds, combined with lower stock prices
and a more liberal policy towards M&As, provide opportunities for TNCs to undertake
direct investments in the region through M&As involving host country firms, including
firms that might otherwise go bankrupt.  Indeed, a number of large M&As have already
taken place in the five most affected countries since the turmoil began (annex table A.VII.2),
led by firms from the United States and Singapore during the second half of 1997 (figure
VII.8).  However, so far, no clear trend towards an increase in the total value of cross-border
M&As in the five crisis-stricken countries taken together is discernible;6 among individual
host countries, substantial increases were evident only in the case of the Republic of Korea
(figure VII.9).  Overall, the value of M&As as a percentage of FDI flows into the five most
affected countries was relatively low as compared to that for Latin America, but higher than
that for Asia as a whole (figure VII.5).

TTTTTababababable le le le le VII.2.VII.2.VII.2.VII.2.VII.2.  Currenc  Currenc  Currenc  Currenc  Currency depreciation,y depreciation,y depreciation,y depreciation,y depreciation, fall in share prices and interest rate fall in share prices and interest rate fall in share prices and interest rate fall in share prices and interest rate fall in share prices and interest rate
ccccchanghanghanghanghanges in the most affes in the most affes in the most affes in the most affes in the most affected economies,ected economies,ected economies,ected economies,ected economies, J J J J Julululululy 1997 - February 1997 - February 1997 - February 1997 - February 1997 - February 1998y 1998y 1998y 1998y 1998

(Percentage)

Depreciation of theDepreciation of theDepreciation of theDepreciation of theDepreciation of the
currency vis-à-viscurrency vis-à-viscurrency vis-à-viscurrency vis-à-viscurrency vis-à-vis Change in the shareChange in the shareChange in the shareChange in the shareChange in the share Change inChange inChange inChange inChange in

 the dollar the dollar the dollar the dollar the dollar price indexprice indexprice indexprice indexprice index interest ratesinterest ratesinterest ratesinterest ratesinterest rates
Country (Per cent) (Per cent) (Basis points)a

Indonesia 231.0 -81.7 2 398

Korea, Republic of   83.0 -63.1     965

Malaysia   55.4 -58.4     373

Philippines   51.4 -49.2         -

Thailand   87.1 -48.4       -25

Source: Or tiz, 1998.
a 100 basis points are equivalent to 1 per cent.
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Naturally, there are
growing concerns over the
loss of national control over
enterprises, especially as
there has been a noticeable
increase in the value of
M&As in which foreign
firms acquired majority
shares (figure VII.4).
Although M&As are
generally regarded as less
desirable than greenfield
investments, much depends
on the specific cir-
cumstances and on the
available alternatives, which
may include bankruptcy
(box VII.3).  Still, concerns
are understandable, parti-
cularly when M&As seem like “fire sales” (Krugman, 1998).  In any case, foreign control of
large portions of any industry -- or even small portions of key industries -- is often a sensitive
issue in developed as well as developing countries.  Hostile takeovers, in particular, are
therefore viewed cautiously in a number of countries.  Sensitivities in this respect must be
appreciated, as otherwise the prospects for a long-term partnership between foreign investors
and host countries through FDI could be affected adversely.

(b)  Ef(b)  Ef(b)  Ef(b)  Ef(b)  Effects on TNC operationsfects on TNC operationsfects on TNC operationsfects on TNC operationsfects on TNC operations

i.i.i.i.i. Export-oriented FDIExport-oriented FDIExport-oriented FDIExport-oriented FDIExport-oriented FDI

Currency devaluations can increase the attractiveness of the affected Asian economies
to foreign investors by lowering the costs of production.  As wages and other operating
costs decrease in terms of
foreign currency values,
efficiency-seeking mobile foreign
investors might find it
advantageous to invest in the
affected economies, even though
inflation might eventually
eliminate the advantage.7  Such
advantages are particularly
relevant for export-oriented
foreign affiliates, since they
improve their international
competitiveness vis-à-vis firms
located in other countries that
have not devalued.8 In Thailand,
for example, FDI in such export-
oriented industries as electrical

Source: data provided by KPMG Corporate Finance.
a Indonesia, Republic of Korea, Malaysia, Philippines and Thailand.  Data for the first half of

1998 are preliminary.

Figure Figure Figure Figure Figure VII.8.VII.8.VII.8.VII.8.VII.8.  Cr  Cr  Cr  Cr  Cross boross boross boross boross border M&A purder M&A purder M&A purder M&A purder M&A purccccchases in the five Asian countrieshases in the five Asian countrieshases in the five Asian countrieshases in the five Asian countrieshases in the five Asian countries
most affmost affmost affmost affmost affected bected bected bected bected by the financial crisis,y the financial crisis,y the financial crisis,y the financial crisis,y the financial crisis,aaaaa b b b b by selected home economy selected home economy selected home economy selected home economy selected home economyyyyy,,,,,

1997-1998 (fir1997-1998 (fir1997-1998 (fir1997-1998 (fir1997-1998 (first half)st half)st half)st half)st half)
(Millions of dollars)

Source: data provided by KPMG Corporate Finance.
a Indonesia, Republic of Korea, Malaysia, Philippines and Thailand.  Data for the first

half of 1998 are preliminary.

Figure Figure Figure Figure Figure VII.9.VII.9.VII.9.VII.9.VII.9.  Cr  Cr  Cr  Cr  Cross boross boross boross boross border M&A sales in the five Asian countriesder M&A sales in the five Asian countriesder M&A sales in the five Asian countriesder M&A sales in the five Asian countriesder M&A sales in the five Asian countries
most affmost affmost affmost affmost affected bected bected bected bected by the financial crisis,y the financial crisis,y the financial crisis,y the financial crisis,y the financial crisis,aaaaa b b b b by host country host country host country host country host countryyyyy,,,,, 1997-1998 1997-1998 1997-1998 1997-1998 1997-1998

(Millions of dollars)
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Box VII. 3.  M&As and greenfield investment: a comparisonBox VII. 3.  M&As and greenfield investment: a comparisonBox VII. 3.  M&As and greenfield investment: a comparisonBox VII. 3.  M&As and greenfield investment: a comparisonBox VII. 3.  M&As and greenfield investment: a comparison

Cross-border M&As have been on the rise for some time, accounting for about half the global
FDI inflows in 1997.  Although they are concentrated in the United States and Western Europe,
international M&As are also a phenomenon increasingly associated with the privatization of state
enterprises and with the sales of bankrupt or near-bankrupt business units in various regions, including
Asia.

The corporate motivations for M&A deals vary and so do the effects of cross-border M&As
for countries.  The private and public costs and benefits of cross-border M&As can also diverge
significantly.

Viewed from a host country’s standpoint, cross-border M&As are one form of FDI inflows,
along with greenfield investments.  These two types of inward FDI are often compared in their
desirability for host countries.  It is argued that, other things being equal, greenfield FDI is more
desirable than M&A FDI, since the former immediately and directly adds to the existing industrial
capacity in host countries, whereas the latter merely transfers ownership of local assets from domestic
to foreign interests.  This may be true as far as the immediate impact is concerned, and greenfield FDI
is normally preferred by host countries for this reason.  In addition to this short-term capital stock
effect, however, there are a host of possible long-term effects that also need to be taken into account in
evaluating the relative merits of these two kinds of FDI.

• Capital formationCapital formationCapital formationCapital formationCapital formation.
Greenfield FDI is, by definition, investment in new productive facilities.  Hence, assuming that no
viable domestic investment will take place in the absence of such FDI, it immediately adds to the
stock of capital in the host country.  Furthermore, it is necessarily accompanied by the transfer of
foreign TNCs’ intangible assets such as technology and managerial skills, which are internalized/
embodied in their greenfield projects, assets that enable foreign TNCs to stay competitive relative
to host country firms in the latter ’s own backyard.  Greenfield projects are thus likely to result in
new capital formation, both physical and human.

In contrast, M&As may not lead to capital formation in the short run.  The immediate effect is
merely an asset transfer from a host country owner to a foreign TNC.  But the acquirer may carry
out modernization and capacity expansion (perhaps as a condition of the deal, as is usually the
case with privatized state properties in developing countries and Central and Eastern Europe) or
induce other related investments (perhaps other related FDI undertaken by suppliers).  New
incremental or supplementary capital formation may then eventually occur in the form of both
sequential  and associated  FDI which is larger than the original purchase (UNCTAD, 1995a).
Furthermore, if the acquired firm would otherwise have gone bankrupt, thereby decreasing the
capital stock involved, the M&A may have been instrumental in maintaining or revitalizing a host
country’s capital formation.  There is, of course, the danger that the acquisition may have been
undertaken for the sole purpose of eliminating competition by eventually closing down the
acquired firm (UNCTAD, 1997a).

• Employment and the tax baseEmployment and the tax baseEmployment and the tax baseEmployment and the tax baseEmployment and the tax base.
Just as with capital accumulation, greenfield FDI immediately creates new jobs (assuming again
the absence of credible domestic investment).  M&As would have no such positive employment
effect in the short run.  In fact, job reduction may ensue if an acquisition involves a troubled high-
cost firm that needs to be restructured and slimmed down.  In the long run, however, if a TNC
turns an acquired firm into a successful unit as part of its corporate network, employment may
rise.

In general, the tax base is likely to expand more favourably under greenfield FDI than through
M&As for the very reason that new business units  are created by the former as additional taxable
entities.   For this reason, in their eagerness to create employment opportunities and expand the
tax base, host governments are generally more interested in attracting greenfield FDI than in seeing
existing local firms sold off to foreign TNCs.  It is thus no surprise that special incentives are
often given to greenfield FDI.

/...
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(Box VII.3, continued)(Box VII.3, continued)(Box VII.3, continued)(Box VII.3, continued)(Box VII.3, continued)

Nonetheless, it is conceivable that an acquired firm will end up contributing as much or more to
the local tax base, depending on whether it might have gone bankrupt in the absence of the
acquisition or on the effectiveness with which it handles new infusions of capital and technology
under foreign ownership.

• Structural diversificationStructural diversificationStructural diversificationStructural diversificationStructural diversification.
From a host country’s point of view, FDI is desirable in part because it may bring new assets (e.g.
industrial knowledge) in new fields, thereby contributing to industrial diversification in the local
economy.  Since M&As mostly involve transfers of existing productive assets, they are not likely
to help a host economy diversify into new industrial activities, unless the acquired firm itself
later diversifies.  If the acquired units become integrated with the foreign TNCs’ corporate systems,
however, they may have an opportunity to move into new fields.  Besides, there is no guarantee
that greenfield FDI necessarily opens up new industrial sectors, although the chances of structural
diversification are probably greater in greenfield FDI than in M&As.

• CompetitionCompetitionCompetitionCompetitionCompetition.
Market competition is desirable because it stimulates and improves efficiency, resulting in lower
prices for consumers.  Greenfield FDI can enhance local competition if its superior assets/market
power are harnessed in such a way as to prevent predatory practices and to attract competitors.
In contrast, while M&As will not generate new competition in the short run, they can maintain
the level of competition that prevailed before, if the acquired firms might have gone out of business
in the absence of a deal.  In addition, if a new owner revitalizes a moribund local firm, local
competition will be revitalized as well.  On the other hand, if the acquiring firm were part of a
small number of firms at the global level, the takeover might reduce global competition as well as
competition in the host country.

• Political and cultural considerationsPolitical and cultural considerationsPolitical and cultural considerationsPolitical and cultural considerationsPolitical and cultural considerations.
Since M&As involve the transfer of ownership of a local productive activity and assets, a national
security issue arises when local assets (e.g. technology) have military applications and can thus
damage national security if they fall into foreign hands.  Greenfield FDI does not directly pose
this problem but some greenfield ventures may be aimed at monitoring local technological progress.
Similar considerations apply with respect to national sentiment and culture.  For example, some
countries may consider the broadcasting or film-making industry a cultural industry critical to
the preservation of national traditions.  It all depends upon the nature of the industry involved,
the market power of the new entrant, and the characteristics of the host countries themselves.

• Liquidity (new capital injection)Liquidity (new capital injection)Liquidity (new capital injection)Liquidity (new capital injection)Liquidity (new capital injection).
FDI is often welcomed because it brings liquidity, whether in the form of foreign exchange at the
national level or in the form of needed funds at the company level.  Liquidity is usually a priority
for any country that experiences a balance-of-payments crisis and is in dire need of foreign
exchange.  In terms of national liquidity considerations, greenfield FDI and M&As are equally
desirable alternatives.

In developed countries with flexible exchange rates, however, this “foreign reserves” rationale
hardly exists.  Only a company-level need for liquidity may arise.  For example, founders may
want to sell because they wish to retire or some young start-up ventures may reach a point where
they need additional capital.  Here, obviously, greenfield FDI is not an alternative to M&As from
the point of view of the individual enterprise.

In some developing countries, on the other hand, the sales of local businesses to foreign firms can
become important, precisely because both the governments and the local firms are desperately in
need of liquidity.  Partial M&A deals may also occur to secure a minimum level of liquidity.

• Supplementary resourcesSupplementary resourcesSupplementary resourcesSupplementary resourcesSupplementary resources.
Both M&As and greenfield FDI can bring in some critical supplementary resources such as new
managerial, production and marketing techniques that are lacking in host countries.  The new
owners of local firms may apply new techniques to make their acquired businesses profitable.
M&As are also often motivated by the desire to capture synergies by combining sets of corporate
assets between the deal-making parties; the intra-corporate supplementing of local assets with

/...
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(Box VII.3, concluded)(Box VII.3, concluded)(Box VII.3, concluded)(Box VII.3, concluded)(Box VII.3, concluded)

foreign assets is a possibility unique to cross-border M&As.  The Daimler-Chrysler merger and
the VW-Rolls Royce merger are examples.  Synergy-creating M&As certainly add to both the host
and home countries’ stock of resources and may bring both public and private benefits.

Similarly, greenfield FDI is likely to transplant supplementary resources at the national level, since
the ownership-specific advantages they internalize are supposed to be superior to their local
counterparts if such FDI is to succeed.  Hence, the upshot is an augmentation of the host country’s
resource base.   A prime example of such greenfield FDI is NUMMI (New United Motor
Manufacturing Incorporated), a joint venture between GM and Toyota, in the United States, which
has served as a learning conduit for GM in flexible manufacturing.

In contrast, an M&A may not involve any transfer of new resources from the acquiring foreign
firm.  It may even cause a reverse transfer, particularly if the new owner ’s intention is to siphon
off knowledge from the acquired firm to the new owners, as is the case with some asset-seeking
FDI.  In such a case, an M&A results in the draining of resources (e.g. technology) from host
countries.

* * ** * ** * ** * ** * *
So which is better from a host country’s point of view?  “It all depends” is the appropriate

answer.  Depending upon specific circumstances and the policy priorities of host countries, one or the
other may be preferable.  At the individual firm level, M&As can enable local firms directly to become
parts of transnational corporate systems with a number of competitiveness-enhancing advantages.
This source of gain is important, especially when dealing with distressed, non-performing local
businesses.  They require immediate and direct transfusions of new capital and supplementary resources
at the firm level.

In fact, when it comes to distressed local business units, whether privately or publicly owned,
the requirement is simply a buyer, whether foreign or domestic.  These units need to be sold off, if not
entirely then at least partially, for they have to be acquired by or merged into other firms if they are to
avoid their ever-accumulating losses or debts and eventual demise.  They need transfusions of both
new capital and new managerial resources to survive and prosper.  In many cases, these existing
businesses cannot be purchased and upgraded by domestic firms, simply because they may themselves
be short of capital and deficient in technological resources.  In these cases, foreign firms may be the
only possible suitors.

Source: Ozawa, 1998.

appliances and electronics     has risen considerably (annex table A.VII.1).  A specific example
is Seagate, which has  expanded its operations in Malaysia to serve the European market
(box VII.4).  Something very similar had happened in Mexico after the Peso crisis, when
FDI in  export-oriented manufacturing and assembly of electrical and electronic equipment
more than doubled in 1995 over the previous year (annex table A.VII.3).9

In making or expanding FDI in export-oriented production, or switching the output
of production from the domestic to the international market, TNCs can draw on their
international production systems which can serve as channels to reach markets and access
inputs.  In these corporate systems, intermediate goods and tradable services produced by
an affiliate in one country are exported to the parent firm, or to affiliates of the same parent
firm in other countries. Indeed, about one-third of world trade consists of such “intra-firm”
trade.  Being part of a TNC system therefore gives affiliates “privileged” access to the TNC
system, a market in itself, and to markets located elsewhere (UNCTAD, 1996a).  This in turn
offers a strong motivation for foreign affiliates to take advantage of the lower costs of
production following devaluation.
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Box VII.4.  TNCs, restructuring and the Asian crisis:  Seagate TBox VII.4.  TNCs, restructuring and the Asian crisis:  Seagate TBox VII.4.  TNCs, restructuring and the Asian crisis:  Seagate TBox VII.4.  TNCs, restructuring and the Asian crisis:  Seagate TBox VII.4.  TNCs, restructuring and the Asian crisis:  Seagate Technologyechnologyechnologyechnologyechnology, Inc., Inc., Inc., Inc., Inc.

Seagate Technology, Inc. is a leading provider of technology and of products for storing,
accessing, and managing information, with nearly $7 billion in revenues for its 1997-1998 fiscal year.
Based in the United States, the company has the vast majority of its production facilities located in
Asia, which account for over four-fifths of its output. It has also been the engine driving the exports of
electronic products from Malaysia and Thailand; as the single largest exporter in Thailand, its exports
accounted for 4 per cent of the country’s GDP during the past few years (TDRI, 1998).

Seagate was affected by the Asian financial crisis both in production and sales, and
experienced currency losses     because of the devaluations of the Thai baht and the Malaysian ringgit.
However,  the negative effects of the crisis on its Asian operations are not as obvious as the effects of
other economic factors.  The company reported a loss for the fiscal year 1997/1998, largely on account
of the slump in global computer prices and the consequent cost of restructuring.a  Its sales revenues in
Asia for the first quarter of 1998 remained at a level similar to that in the previous quarter, while its
revenues in Europe fell.  Overall, the Asia-Pacific region contributes about 15-17 per cent of the
company’s worldwide sales revenues, with sales in the ASEAN region constituting a major portion.

Faced with worldwide excess capacity, weak demand, technological advances that have
intensified competition, the emergence of newcomers and intense pricing pressures in the disk- drive
industry, Seagate restructured its global operations in late 1997, aiming at enhancing its competitive
position through improvements in productivity and reduction of costs. The restructuring included the
closure of certain manufacturing facilities, the consolidation of its five disk-drive product design centres
in the United States into three, the consolidation of its domestic media operations, and the downsizing
of its worldwide sales and administrative functions.b

As part of the restructuring, Seagate announced in December 1997 that it would close a plant
in Clomnel, Ireland, which had been opened only in 1995, laying off  1,400 employees and paying back
a $15.8 million grant to the Irish authorities.  It also postponed the expansion of its production facilities
for a read-write head plant in Springtown in Ireland. As a result of the devaluation of Asian currencies,
the competitiveness of the Clomnel plant was weakened. Production costs in Ireland became almost
three times those in the affected countries in Asia.c  The company therefore decided to use the surplus
capacity at its plants in Asia to service European markets, which had previously been supplied by the
Clomnel plant.d

Source:  UNCTAD, based on information obtained from various sources.
a Seagate, Annual Report, 1998.
b Seagate, press release, June 1998.
c The Irish Times, 13 December 1998.
d Sunday Times, 14 December 1997.

Many corporate systems of integrated international production already exist in Asia,
led by Japanese TNCs, and closely followed by United States TNCs (UNCTAD, 1996a).
Increasingly, these also include small and medium-sized firms which, in the case of Japan,
account for more than a half of the country’s outward FDI in numbers of projects (UNCTAD,
1998g, pp. 31-32), although their share of FDI in dollar value is much lower (UNCTAD,
1993b).  To the extent that data for Japanese and United States foreign affiliates in the most
affected countries are indicative, TNCs have already had relatively high export propensities
in most instances, ranging (for United States majority-owned affiliates) from 14 per cent in
the Republic of Korea to 57 per cent in Malaysia and Thailand in 1995 (table VII.3).  Foreign
affiliates in industries such as electrical machinery have had even higher export propensities
in some countries, reaching 69 per cent and 82 per cent in the case of United States affiliates
in Thailand and the Philippines.  Export propensities of United States majority-owned foreign
affiliates in manufacturing as a whole have been considerably higher for the five most affected
countries as a group (42 per cent in 1995) than for Latin America (26 per cent in 1995).10
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Being part of TNC networks also makes it easier for firms to switch from domestic
sales to exports, as could be seen during the Mexican crisis of December 1994-1995.  In the
case of the Mexican automobile industry, a number of foreign affiliates reacted to the slump
in domestic demand by switching -- sometimes  within a few months -- a part of their
production to foreign markets:   exports increased both in absolute terms and as a percentage
of total production, from 58 per cent in 1994 to 86 per cent in 1995 (annex table A.VII.4).
Naturally, access to the large North American market in the context of NAFTA and buoyant
demand conditions also helped, as did the fact that foreign automobile affiliates in Mexico
were already producing at internationally competitive quality standards.

There are signs that some Asian TNCs are also switching some of their sales from
domestic to export markets.  Toyota, for example, expects to increase its exports of motor
vehicles, both absolutely and relatively to total production, as well as substantially to increase
exports of parts and components (box VII.5))))).  Survey data for Thailand also indicate plans
for increased exports by some foreign affiliates (box VII.6).  The most immediate implications
of the currency realignment has been that some TNCs are shifting orders from factories
from other countries in the region to their affiliates in the most affected countries. For
example, Honda is shifting some production activities from Japan to its facilities in Thailand
(box VII.7).

The impact of the current crisis could therefore be mitigated somewhat for a number
of the most affected Asian countries because international integration at the level of
production allows TNCs (and firms linked to them) to compensate for declining domestic
sales through increased exports spurred by devaluation.  Whether and to what extent this
potential  is realized depends, of course, on the strategies of firms.  Moreover, the extent of
the cost advantages enjoyed by export-oriented firms varies among industries and firms
and is determined in part by their import-dependence.   This further underlines the
importance of integrating foreign affiliates into their host economies: such integration not
only contributes to the building up of local capacities; but the more foreign affiliates can
draw on backward linkages with local enterprises, the less import-dependent they are.

TTTTTababababable le le le le VII.3.VII.3.VII.3.VII.3.VII.3. Expor Expor Expor Expor Export prt prt prt prt propensityopensityopensityopensityopensityaaaaa of Japanese and United States affiliates in the Asian countries of Japanese and United States affiliates in the Asian countries of Japanese and United States affiliates in the Asian countries of Japanese and United States affiliates in the Asian countries of Japanese and United States affiliates in the Asian countries
most affmost affmost affmost affmost affected bected bected bected bected by the financial crisis,y the financial crisis,y the financial crisis,y the financial crisis,y the financial crisis, 1995 1995 1995 1995 1995

(Percentage)

Japanese affiliates in               United States affiliatesb

Indonesia, Malaysia,
Philippines, and Republic of All 5

Sector/ industry Thailandc  combined Indonesia Korea Malaysia Philippines Thailand countries

Primary  76.0 79.0 d  14.0 .. .. .. ..
Manufacturing  39.9 8.0  4.0 57.0 40.0 57.0 42.0

Chemicals  18.5 2.0  19.0 14.0 2.0 6.0 4.0
Electr ical machinery  70.7 46.0 .. 51.0 82.0 69.0 51.0
Transpor t equipment  8.1 ..  1.0 .. .. .. ..

Services  25.3 1.0  6.0 1.0 .. .. 2.0
All industries  35.9 65.0  10.0 40.0 27.0 25.0 34.9

Source:  UNCTAD, based on Japan, Ministry of International Trade and Industry,1998a, and United States, Depar tment of Commerce,
1998.

a     Expor ts as a percentage of total sales.
b Major ity-owned foreign affiliates only.
c     Data for the Republic of Korea are not available.
d     Petroleum only.
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Box VII.5.  TBox VII.5.  TBox VII.5.  TBox VII.5.  TBox VII.5.  Toyota’oyota’oyota’oyota’oyota’s response to the Asian crisis: changes in production and exportss response to the Asian crisis: changes in production and exportss response to the Asian crisis: changes in production and exportss response to the Asian crisis: changes in production and exportss response to the Asian crisis: changes in production and exports
from Thailand, 1997-1998from Thailand, 1997-1998from Thailand, 1997-1998from Thailand, 1997-1998from Thailand, 1997-1998

Toyota Motor Corporation, one of the first TNCs to establish operations in the automotive
industry of Thailand, increased production capacity in Thailand in the 1990s, principally to serve the
domestic market in that country but also to export to other countries inside and outside the region.
Toyota’s facilities in Thailand include two plants for the assembly of vehicles, mostly pick-up trucks,
and plants for the production of components, including diesel engines, engine blocks and camshafts.
The changes in production levels and the shares of output for the domestic and export markets during
1997-1998 illustrate how a TNC can respond to rapidly changing economic conditions, including a
significant reduction in demand in the local economy and a dramatic depreciation of currency.

On 5 November 1997, Toyota halted production in two of its Thai plants because of declining
demand.  In mid-November, production was partly resumed.  Within a few weeks, however, Toyota
announced that it was planning to increase production, especially for export.  During the following
few weeks it made small changes in the production processes -- for instance, it increased inventory of
certain parts used in vehicles for export and undertook some additional maintenance of its facilities.
On 7 January 1998, it resumed near-normal production schedules at both of its assembly plants in
Thailand, each producing two of Toyota’s passenger or commercial vehicle models.

The company then began to expand the volume of exports of assembled vehicles and parts to
some countries (Indonesia, Laos, Malaysia, New Zealand, Pakistan and Portugal) to which it had already
been exporting prior to the crisis.  In addition, it began exporting diesel engines to Japan from Thailand
for the first time.  The expansion of exports is evident in the box table below, which compares projections
for 1997 with 1996 levels of exports and production.  Even though the total production of assembled
vehicles is expected to decline in 1998 because of the fall in demand within Thailand, the number of
vehicles for export is expected to increase from 1,600 in 1997 to 4,800 in 1998, and the value of exports
of components was expected to increase from about $50 million in 1997 to about $96 million in 1998.
Further substantial increases in exports of both vehicles and components are expected by the end of
1998.

Car sales continued to decline as expected in Thailand during the first four months of 1998.
Total vehicle sales in April 1998 dropped to 11,000 units, as compared with 15,200 units in December
1997.  Altogether, Thailand’s car market is reported to have shrunk by more than 70 per cent since
September 1997.  The continued slump has forced Toyota to revise its production, marketing, and
employment plans once again.

The new plan calls for a temporary halt in the production of the new 1.8 litre Corolla launched
in January 1998 because sales (less than 400 units per month) do not justify the investment.  It also
involves reducing the number of employees through an early retirement scheme for factory  workers.
Some workers have been sent to Japan, and jobs previously done by outside subcontractors, such as
initial quality surveys, will now be done in-house.  Toyota has also taken advantage of the redundant
capacity resulting from the crisis to provide a six-month training term at the Japanese headquarters to
50 production-team employees of its Thai affiliate, in order to improve further the quality and
competitiveness of its production in Thailand.  Toyota is also postponing indefinitely a model change
for its pick-up trucks, which was originally planned for the third quarter of 1998.

To help its parts suppliers survive, Toyota Motor Thailand has accepted price increases
ranging from 6 per cent to 20 per cent and is providing preshipment payments.  Partly for this reason,
the parent company had to inject an additional capital of 4,000 million baht into Toyota Motor Thailand,
increasing the latter ’s registered capital to 4.5 billion baht in June 1998.  The capital increase also
allows Toyota Leasing to provide financing support for car buyers, while dealers have received a credit
extension from Toyota Motor Thailand.

Toyota Motor Corporation is helping Toyota Motor Thailand to develop export markets, which
is crucial if the local factories are to achieve their minimum production volume of 100,000 units a year.
(Toyota Motor Thailand is expected to sell only 60,000-70,000 units in 1998 including exports.)  Because

/...
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Box VII.6.  Implications of the financial crisis for foreign afBox VII.6.  Implications of the financial crisis for foreign afBox VII.6.  Implications of the financial crisis for foreign afBox VII.6.  Implications of the financial crisis for foreign afBox VII.6.  Implications of the financial crisis for foreign affiliates’filiates’filiates’filiates’filiates’ operations: operations: operations: operations: operations:
survey results for Thailandsurvey results for Thailandsurvey results for Thailandsurvey results for Thailandsurvey results for Thailand

An annual  survey covering foreign affiliates in all industries in Thailand was conducted by
the Thai Board of Investmenta in early 1998 to provide insights, among other things, into how the
crisis has affected foreign affiliates, how firms are responding and how they view future prospects:

• In 1997, 43 per cent of all respondents enjoyed an increase in revenues, while 34 per cent
experienced reduced revenues (box table).  There is considerable variation among industries:  more
firms in mining, metal and ceramics, metal products, machinery and transport equipment faced
reduced revenues than in agricultural products, light industry and chemicals, and paper and
plastics.

BoBoBoBoBox tabx tabx tabx tabx tablelelelele .....  P  P  P  P  Perferferferferformance of formance of formance of formance of formance of foreign affiliates in oreign affiliates in oreign affiliates in oreign affiliates in oreign affiliates in Thailand,Thailand,Thailand,Thailand,Thailand, 1997, 1997, 1997, 1997, 1997, b b b b by industry industry industry industry industry:y:y:y:y:  sur  sur  sur  sur  survevevevevey resultsy resultsy resultsy resultsy results

Total number Revenue Revenue Remain
Sector/industry of firms responding  increased reduced  unchanged

(Per cent)a

Agriculture and agricultural products  9 78 11 11
Mining metal and ceramics 15 33 47 20
Light industry 19 53 32  15
Metal productions machinery and transport equipment 55 35 40  25
Electronic products and electrical appliances 59 37 34  29
Chemical paper and plastic 46 52 26  22
Services and infrastructure 19 42 37 21
Total 222 43 34   23

Source: Thailand, Board of Investment.
a Percentage of respondents indicating a particular response.

/...

(Box VII.5, concluded)(Box VII.5, concluded)(Box VII.5, concluded)(Box VII.5, concluded)(Box VII.5, concluded)

of its global production system that includes parts production and vehicle assembly facilities in many
countries, Toyota Motor Corporation is able to shift towards a larger share of exports in its production
in Thailand in quick response to the crisis.  At the same time, Toyota Motor Corporation has used its
financial strength to help solve the immediate liquidity problems of Toyota Motor Thailand, which is
in turn expected to revise its production, marketing and employment plans so that it becomes leaner
and can maintain its competitive edge.

BoBoBoBoBox tabx tabx tabx tabx tablelelelele .....  P  P  P  P  Prrrrroduction and eoduction and eoduction and eoduction and eoduction and exporxporxporxporxports bts bts bts bts by y y y y TTTTToooooyyyyyota Motor ota Motor ota Motor ota Motor ota Motor Thailand in 1997 and fThailand in 1997 and fThailand in 1997 and fThailand in 1997 and fThailand in 1997 and forecasts forecasts forecasts forecasts forecasts for 1998or 1998or 1998or 1998or 1998

Item 1997 1998 (forecast) Change (1997-1998)

Assembled vehicles (units)
Total production 97 000 60 000 -37 000 units
Total exports 1 600 4 800 +3 200 units
Total exports as percentage of production 1.6 8.0

Automotive parts and components
  Exports (million dollars)

Diesel engines 47 89 +$42 million
Engine blocks and camshafts 3 7 +$4 million

Source: Toyota Motor Corporation, press release of 8 December 1997, and additional information provided to UNCTAD.
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(Box VII.6, continued)(Box VII.6, continued)(Box VII.6, continued)(Box VII.6, continued)(Box VII.6, continued)

• Exports of many companies have been increasing in value since 1997.  The trend towards increased
exports appears to be gaining momentum in 1998.  Over 60 per cent of the respondent companies
indicated that exports in dollar value were expected to increase (box figure 1).

• Most companies alleviated their crisis-related
problems  by reducing production costs such
as  transportat ion,  packaging and stock.
Seeking new export  markets  presented
another important solution.  Many firms
suffering from the decline in the domestic
market have resorted to overseas markets.
Among other  measures ,  near ly  hal f  the
respondents  reported turning to the use of
domestic raw materials in place of imported
inputs. Some  laid off  employees. 47 per cent
of  f i rms in  mining,  metal  and ceramics
reduced the number of  their  employees;
electronic products and appliances were at the
other end of the spectrum, with only 5.1 per
cent of the respondents reporting such an
action.

• The measures to be taken in the future to deal
with the economic crisis are more or less the
same as those taken over the past months.  The most important one is cost reduction.  More firms
will resort to currency hedging to protect themselves from baht fluctuation.

• In the light of the economic recession that has set in following the crisis, more than half the
responding companies do not plan to expand their
investments in 1998. However, 38 per cent still have
plans to invest more in Thailand as labour costs and
investment  incent ives  remain  a t t rac t ive .   The
industries  with the most  ambit ious investment-
expansion plans  are  e lec tronics  and e lec tr ica l
appl iances .   Moreover,  the  percentage  of  f i rms
planning to shift production to other countries is quite
small, with only 1 per cent of respondents indicating
such plans (box figure 2).

• Finally, although Thai exports have gained greater
price competitiveness thanks to a weaker baht ,,,,, the
fluctuation in the value of the baht has been a major
concern among foreign investors (slightly over a half
of the respondents).  Other problems include the
decline in domestic demand and the financial liquidity
crunch.

Source: Thailand, Board of Investment.
a   Questionnaires were sent to 592 foreign affiliates operating in Thailand, of which 236 firms (40 per cent) responded.  The

majority (58 per cent) of the respondents were Japanese companies, followed by Taiwanese and United States' investors.
Two-thirds of the respondent companies had been operating in Thailand for more than five years.  Most of them are medium-
and large-scale firms, with 29 per cent of them having more than Bt 1 billion in asset value.  Two-thirds of respondent
companies exported more than 20 per cent of their production. The industrial breakdown of the respondents was: agriculture
and agricultural products — 4 per cent; mining, metals and ceramics — 7 per cent; light industry — 9 per cent; metal products,
machinery and transport equipment — 24 per cent; electronic products and electrical appliances — 26 per cent; chemicals,
paper and plastics — 21 per cent; and service and infrastructure — 9 per cent.

Box figure 1.  Foreign afBox figure 1.  Foreign afBox figure 1.  Foreign afBox figure 1.  Foreign afBox figure 1.  Foreign affiliates in Thailand:filiates in Thailand:filiates in Thailand:filiates in Thailand:filiates in Thailand:
changes in export value in terms of dollarschanges in export value in terms of dollarschanges in export value in terms of dollarschanges in export value in terms of dollarschanges in export value in terms of dollars

survey resultssurvey resultssurvey resultssurvey resultssurvey results
(Percentage)a

Source: Thailand, Board of Investment.
a Percentage of respondents indicating reduced, stable, or

increased expor ts in 1997 and expected changes in 1998.

Box figure 2.  Investment plans ofBox figure 2.  Investment plans ofBox figure 2.  Investment plans ofBox figure 2.  Investment plans ofBox figure 2.  Investment plans of
TNCs in ThailandTNCs in ThailandTNCs in ThailandTNCs in ThailandTNCs in Thailand

(Percentage)
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Box VII. 8.  TNCs’ response to the crisis: Box VII. 8.  TNCs’ response to the crisis: Box VII. 8.  TNCs’ response to the crisis: Box VII. 8.  TNCs’ response to the crisis: Box VII. 8.  TNCs’ response to the crisis: the electrical and electronics industry in Malaysiathe electrical and electronics industry in Malaysiathe electrical and electronics industry in Malaysiathe electrical and electronics industry in Malaysiathe electrical and electronics industry in Malaysia

 The electrical and electronics industry in Malaysia is dominated by TNCs.  It is also the
country’s single largest foreign exchange earner, accounting for two-thirds of total manufactured
exports in 1997 (Malaysia, Bank Negara, 1998).  There are currently over 100 sizeable electrical and
electronics foreign affiliates in Malaysia.  The industry grew by 14 per cent in 1997 (Malaysia, Bank
Negara, 1998), stimulated mainly by global demand for semiconductors, particularly from the United
States, Europe and the Asia-Pacific countries (excluding Japan).

A survey of foreign affiliates in the industry was carried out by UNCTAD between April and
May 1998, with a view to obtaining an understanding of the impact of the crisis on FDI and TNC
activities in this key industry.a   The results of the survey are as follows:

   Financing and financial transactions   Financing and financial transactions   Financing and financial transactions   Financing and financial transactions   Financing and financial transactions

• A majority of the foreign affiliates surveyed depend on offshore sources of financing. Only one-
sixth are self-financing from sales and profits. Local banks are used mainly for day-to-day local
transactions.

• Most of the respondents service their debt in dollars, although some Japanese and Asian firms
use the ringgit.

/...

Box VII.7.  TNCs’ response to the Asian crisis: the case of Honda in ThailandBox VII.7.  TNCs’ response to the Asian crisis: the case of Honda in ThailandBox VII.7.  TNCs’ response to the Asian crisis: the case of Honda in ThailandBox VII.7.  TNCs’ response to the Asian crisis: the case of Honda in ThailandBox VII.7.  TNCs’ response to the Asian crisis: the case of Honda in Thailand

In the wake of the financial crisis, some leading Japanese automobile makers and their parts
producers have been injecting capital into their affiliates located in the most affected countries.  This
has not only helped the affiliates to deal with their financial problems, but also boosted their parent
firms’ equity share in their affiliates at a cheaper price than might have been possible in normal times.
The crisis has also acted as a catalyst in this restructuring of global production by automobile TNCs,
as illustrated by Honda’s relocation programme.

Honda’s parent company has decided to inject three billion baht into its Thai holding company,
of which Bt 2.16 billion will be used to double the capital base of its Thai affiliates.  The remainder will
be used to purchase those Honda Car Manufacturing (Thailand) shares not fully subscribed by Honda.
In addition, Honda Motors of Japan plans to inject 600 million baht into its cash-strapped parts supply
subsidiaries in Thailand to boost their capital during the liquidity crunch.a  Showa Corp., an automobile
parts manufacturer affiliated to Honda Motor Co., plans to raise its stake in a joint shock-absorber
venture in Thailand from 49 per cent to 53 per cent by doubling the capital of the affiliate.

Furthermore, the cheaper baht has accelerated Honda’s restructuring programme to relocate
production to Thailand.  Honda has 27 subsidiaries in Thailand, most of which are parts manufacturers.
The relocation plan envisages the use of existing facilities without new investments.  Honda’s
production facilities in Japan are to cease producing some parts and to transfer the responsibility to its
Thai affiliates.  The programme is expected to benefit more than 20 parts producers in Thailand in
which Honda has a stake.  The plan starts with parts production and then proceeds to car and motorcycle
manufacturing.b  Honda is also working on a plan to boost automotive parts exports from Thailand.  It
has been able to increase exports back to Japan and to outside the region.

The relocation of parts production, boosting exports and injecting capital into its affiliates
are a few of the measures Honda has adopted in response to the financial crisis in Thailand.  Other
measures include increasing local content in its Thai automobile production, negotiating for a price
reduction of completely-knocked-down imported units from its Japanese parent, and cutting
expenditures.

Source: UNCTAD.
a     The Nation, 24 March 1998.
b     The Nation, 24 March 1998.
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(Box VII.8, concluded)(Box VII.8, concluded)(Box VII.8, concluded)(Box VII.8, concluded)(Box VII.8, concluded)

• The dollar is the currency required to pay for principal inputs.  Hence the devaluation has affected
the cost of production. Since most foreign affiliates export more than a half of their output,
however, the impact of sourcing through dollar-bought imports has not been critical.

• Profit repatriations are normally made in ringgit, through dividend payments from the Malaysian
affiliate to a parent company.  However, one-fifth of the affiliates do not repatriate profits to
their parent firm.

   Plans for investment or expansionPlans for investment or expansionPlans for investment or expansionPlans for investment or expansionPlans for investment or expansion

• None of the foreign affiliates surveyed intended to close down or relocate elsewhere.  Some
consumer electronic firms (28 per cent) have adopted a wait-and-see attitude towards the crisis,
partly due to the fact that some of their products target domestic and/or regional markets.  Half
of the respondents see some opportunities to expand Malaysian operations in the wake of the
crisis.

   Coping with the crisisCoping with the crisisCoping with the crisisCoping with the crisisCoping with the crisis

• Almost all of the respondents see cost reduction as a priority arising from the crisis.  In addition,
improvements in efficiency and marketing are seen as necessary for coping with the crisis.

   Expectations of futur   Expectations of futur   Expectations of futur   Expectations of futur   Expectations of future performancee performancee performancee performancee performance

• Despite the crisis, the firms surveyed have positive expectations regarding various production
parameters.   More than 60 per cent expressed the view that production, sales and exports will
increase in the next three years.  Others felt they would remain at the present level.  None of the
respondents suggested that they would decline significantly.

To sum up, there is some negative impact on the operations of foreign affiliates in the electrical
and electronics industry of Malaysia resulting from the economic turmoil, but the impact does not appear
to be significant.  The surveyed companies still have confidence in Malaysia as a destination for FDI
and are optimistic about the next three years.  Some of them see the current crisis as an opportunity
for expansion.  In the meantime, because FDI in the electrical and electronic industry is mostly export-
oriented, the ups and downs of  the global electrical and electronic industry represent more of a
challenge than the domestic or subregional economic upheavals such as the one now affecting Malaysia.

Source: UNCTAD survey.
a Responses were obtained from 20 major TNCs with manufacturing facilities in the electrical and electronic industry in

Malaysia; some of the TNCs have more than one plant.  The total value of output from these affiliates (about $5.7 billion)
comprised a large proportion of the industry in 1997.   Most of the TNCs surveyed utilize Malaysia as a base for component
manufacturing, assembly and testing.

Survey data suggest also that in Malaysia (box VII.8) and Thailand (box VII.6) industries
that are more export-oriented have been less affected by the crisis than other industries.

There are, however,  important preconditions that need to be fulfilled if increased
export competitiveness is to be effectively exploited, be it by export-oriented foreign affiliates
or by domestic firms: the principal export markets in other parts of the world need to remain
open to exports from the affected Asian countries  and, equally important, demand in these
markets needs to remain strong enough to absorb additional imports.  This is particularly
important since demand in the Asian regional market as a whole, which has been absorbing
increasing shares of exports from within the region, has been adversely affected by the crisis
and by the current economic slowdown in Japan.
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Box VII.9.  The UNCTBox VII.9.  The UNCTBox VII.9.  The UNCTBox VII.9.  The UNCTBox VII.9.  The UNCTAD/ICC global surveyAD/ICC global surveyAD/ICC global surveyAD/ICC global surveyAD/ICC global survey

The UNCTAD Secretariat and the International Chamber of Commerce (ICC) jointly conducted
a survey of large TNCs in February-March 1998 (UNCTAD and ICC, 1998; UNCTAD, 1998f).  The aim
was to ascertain the companies’ intentions with respect to FDI in the short-to-medium term in East
and South-East Asia in the light of the financial crisis and their opinions regarding the long-term
prospects for the region as an investment destination.  The survey covered 500 companies.  These
included the world’s 100 largest TNCs (not including banking and finance companies) in foreign
assets, drawn from the list of such corporations prepared for UNCTAD’s World Investment Report
1997; 200 companies that were potential candidates for inclusion in that list; the world’s 50 largest
TNCs (not including banking and finance companies) headquartered in developing countries, drawn
from the list of such corporations published in UNCTAD’s World Investment Report 1997; 50 companies
that were potential candidates for inclusion in that list; and 100 additional firms with significant
operations in Asia.  A total of 198 firms responded to the survey, for a response rate of 40 per cent.
The composition of the sample in terms of countries/regions in which the respondents are located
(“home regions”) and in terms of economic sectors is contained in the following two box figures:

Source: UNCTAD.

ii.ii.ii.ii.ii. Domestic-market-oriented FDIDomestic-market-oriented FDIDomestic-market-oriented FDIDomestic-market-oriented FDIDomestic-market-oriented FDI

The downturn in domestic demand in Asia (annex table A.VII.5) obviously has some
adverse consequences for foreign affiliates producing for sale in local and regional markets.
Reduced demand and slower growth can be expected to lead  to some cancelling, scaling
down or postponement of FDI in the most affected countries and perhaps elsewhere in the
region.

The impact on domestically-oriented foreign affiliates varies among sectors and
industries.   Foreign affiliates in the services sector are particularly susceptible to local
demand conditions because of the non-tradability of most services.  According to a survey
conducted by UNCTAD and ICC (box VII.9), expectations of reduced investment in the
East and South-East Asian region in the short and medium term were reported most
frequently for services: 18 per cent as compared to 12 per cent overall (box VII.10).  FDI
declined in real estate in Thailand (annex table A.VII.1) and is expected to fall significantly
in construction and civil engineering in the Republic of Korea (box VII.11).  Nevertheless, in
certain service industries, FDI could increase. These include banking, insurance and other
financial services, and telecommunication, where the combination of the recent liberalization
and the availability of assets for acquisition would suggest an increase in FDI inflows.  This
is precisely what has happened in Thailand where FDI in financial services tripled in 1997
and in the first quarter of 1998 alone stood nearly a third higher than the total for 1997
(annex table A.VII.1).  In the Republic of Korea, the largest increases in FDI are expected to
take place in consulting services (box VII.11).

Box figure.  Breakdown of responsesBox figure.  Breakdown of responsesBox figure.  Breakdown of responsesBox figure.  Breakdown of responsesBox figure.  Breakdown of responses
to the questionnaire by main sectorto the questionnaire by main sectorto the questionnaire by main sectorto the questionnaire by main sectorto the questionnaire by main sector

Box figure.  Breakdown of responsesBox figure.  Breakdown of responsesBox figure.  Breakdown of responsesBox figure.  Breakdown of responsesBox figure.  Breakdown of responses
to the questionnaire by home regionto the questionnaire by home regionto the questionnaire by home regionto the questionnaire by home regionto the questionnaire by home region
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Box VII.10.  The UNCTBox VII.10.  The UNCTBox VII.10.  The UNCTBox VII.10.  The UNCTBox VII.10.  The UNCTAD/ICC global survey: implications for FDI in AsiaAD/ICC global survey: implications for FDI in AsiaAD/ICC global survey: implications for FDI in AsiaAD/ICC global survey: implications for FDI in AsiaAD/ICC global survey: implications for FDI in Asia
in the short and medium termin the short and medium termin the short and medium termin the short and medium termin the short and medium term

The findings of the UNCTAD/ICC survey (box VII.9) show that more than one-quarter of the
responding firms expect to increase their FDI in East and South-East Asia as a whole in the short-to-
medium term (box  f igure  1 ) .   North
American and Japanese firms are close to
this average, while firms from Europe are
dis t inct ly  above  i t  and those  f rom
developing Asia distinctly below it (box
figure 2).  In the case of European firms, this
may well reflect the fact that, after having
largely  neglected Asia  unt i l  recent ly
(European Commission and UNCTAD,
1996), they are now taking an active interest
in this region.  In the case of the developing
Asia TNCs, the low proportion may reflect
the impaired capacity of some TNCs to

undertake outward FDI (most of which has
tradi t ional ly  gone  to  other  developing
countries).  However, they remain committed
to the region; 69 per cent expect to maintain
their  investment  a t  the  pre-cr is i s  leve l .
Predictably, firms in manufacturing from all
regions  have  the  h ighest  proport ion  of
responses indicating expected expansion of
their FDI in Asia, with over one-third of them
providing this response, as compared to one-
fifth of service firms and less than one-tenth
of primary sector firms (box figure 3).

Among manufacturing industries, foreign affiliates in light industries which produce
non-luxury consumer goods are less likely to be affected than affiliates producing durable
goods and luxury items.  Affiliates producing goods and services that depend mainly on
domestic sources of raw materials and intermediate inputs would also be less affected than
those relying on imports from countries whose exchange rates have changed little.  The
automotive industry, in which TNCs figure prominently, is a good example of the impact of
the crisis and the range of responses by firms.  Demand for passenger cars in the most
affected economies has declined dramatically (figure VII.10), where considerable capacity

Box figure 1.  Short and medium-term prospects:Box figure 1.  Short and medium-term prospects:Box figure 1.  Short and medium-term prospects:Box figure 1.  Short and medium-term prospects:Box figure 1.  Short and medium-term prospects:
overall response of companies worldwideoverall response of companies worldwideoverall response of companies worldwideoverall response of companies worldwideoverall response of companies worldwide

Box figure 2.  Short and medium-termBox figure 2.  Short and medium-termBox figure 2.  Short and medium-termBox figure 2.  Short and medium-termBox figure 2.  Short and medium-term
prospects:  company intentions by home region ofprospects:  company intentions by home region ofprospects:  company intentions by home region ofprospects:  company intentions by home region ofprospects:  company intentions by home region of

parent companyparent companyparent companyparent companyparent company

Box figure 3.  Short and medium-term prospects:Box figure 3.  Short and medium-term prospects:Box figure 3.  Short and medium-term prospects:Box figure 3.  Short and medium-term prospects:Box figure 3.  Short and medium-term prospects:
company intentions by sectorcompany intentions by sectorcompany intentions by sectorcompany intentions by sectorcompany intentions by sector

Source: UNCTAD/ICC global survey, March 1998
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Box VII.1Box VII.1Box VII.1Box VII.1Box VII.11.  Prospects for inward FDI in various industries in the Republic of Korea1.  Prospects for inward FDI in various industries in the Republic of Korea1.  Prospects for inward FDI in various industries in the Republic of Korea1.  Prospects for inward FDI in various industries in the Republic of Korea1.  Prospects for inward FDI in various industries in the Republic of Korea

The financial crisis is expected to influence the prospects for FDI in the Republic of Korea
differently in different industries.  According to a survey of foreign affiliates in the Republic of Korea,
conducted jointly by UNCTAD and the Federation of Korean Industries (FKI), the consulting industry
appears to be the brightest spot for FDI in the light of the financial crisis (box figure) -- presumably
because the need for professional advice increases as the full-scale restructuring of domestic
corporations begins and firms engage actively in M&As.

Other areas expected to attract more FDI are the semiconductor and communication
equipment industries, and the electrical and electronics industries.  Domestic demand for these products
is  increasing rapidly and because national
technologies in the industry are relat ively
advanced.  Furthermore, these industries are
export -or iented,  and the ir  products  are
internationally competitive.   Investment in
trading services is also expected to increase as
the import and export regulations have been
substantially liberalized and will be further
streamlined in the future.

However, the surveyed firms were
pessimist ic  about the prospects  for  FDI in
shipping, finance and insurance, industries in
which FDI grew rapidly prior to the crisis.  The
predicted contraction of the economy in general,
and a  rapid fa l l  in  consumer  spending in
particular, are likely to discourage growth of FDI
in these industries .  Demand in the metals
industry,  which produces basic production
materials and intermediate goods, may also drop
prec ipi tously  due  to  decreased domest ic
investment and demand and lower levels of
production.  Finally, FDI in the construction and
civil engineering industries is expected to fall
substantially, given the serious stagnation in the
real estate market.

Source: UNCTAD/FKI survey, April 1998.

Box figure.  Prospects for inward FDI in theBox figure.  Prospects for inward FDI in theBox figure.  Prospects for inward FDI in theBox figure.  Prospects for inward FDI in theBox figure.  Prospects for inward FDI in the
Republic of Korea in the light of crisis, 1997:Republic of Korea in the light of crisis, 1997:Republic of Korea in the light of crisis, 1997:Republic of Korea in the light of crisis, 1997:Republic of Korea in the light of crisis, 1997:

survey resultssurvey resultssurvey resultssurvey resultssurvey results
(Points)

Source: S tanda rd  and  Poo r ' s  DRI ,  as  c i t ed  i n
Financial Times, 25 November 1997.

Figure Figure Figure Figure Figure VII.10.VII.10.VII.10.VII.10.VII.10. P P P P Passengassengassengassengassenger car demand grer car demand grer car demand grer car demand grer car demand grooooowth,wth,wth,wth,wth,
1997-19981997-19981997-19981997-19981997-1998
(Percentage)

had been built up, and a number of
automotive TNCs have scaled down,
postponed or even cancelled investment
projects in some of these countries.  One-third
of the 18 respondents from that industry to
the UNCTAD/ICC survey indicated that they
planned to postpone some of their investment
projects and another one-sixth indicated a
scaling down.  Volvo scaled down output at
its affiliate inThailand by suspending car
production in late 1997;11  Mazda closed a
joint venture in the same country in July
1998;12 and GM scaled down its investment
plans for a plant in Rayong, Thailand, from

Source: UNCTAD/FKI survey, April 1998.
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Box VII.12.  The Asian crisis and its implications for TNCs: the case of MotorolaBox VII.12.  The Asian crisis and its implications for TNCs: the case of MotorolaBox VII.12.  The Asian crisis and its implications for TNCs: the case of MotorolaBox VII.12.  The Asian crisis and its implications for TNCs: the case of MotorolaBox VII.12.  The Asian crisis and its implications for TNCs: the case of Motorola

Despite the deterioration of economic conditions in some Asian markets and its negative
impact on sales and profits, Motorola is holding to its investment plans in Asia. In Malaysia, Motorola
plans to invest RM50 million in the Multimedia Super Corridor, the Malaysian silicon valley to develop,
among other products, smart cards based on the open systems architecture.a  The investment is to be
spread over two years.  In addition, Motorola Malaysia is investing RM3.3 million in the first phase of
its wastewater recycling project which would be using the latest “membrane technology”. The project,
in which the company plan to recycle up to 40 per cent of current water usage from its plants, is
expected to involve a total investment of RM5 million. The company  also has an R&D centre in Malaysia.
Motorola Malaysia expects to recruit 200 engineers by the year 2000, and 80 to 90 per cent of its 12,000-
strong workforce in its five manufacturing facilities in Malaysia are expected to be Malaysian nationals.
Motorola is also planning to relocate its ASEAN regional headquarters to Malaysia.b

As one of its measures to reduce costs, Motorola Malaysia expects its annual purchases from
its local component suppliers to increase, reaching a total value of RM1 billion in the year 2000,
compared to RM785 million in 1997. The company sources from more than 100 local suppliers: various
types of components including semiconductor lead frames, flexible circuit boards, liquid crystal device,
precision tooling, engineering plastic parts and packaging. It also has another 500 local partners which
supply and service  the company’s daily factory maintenance, repairs and operational requirements
for each of its five manufacturing facilities in Malaysia.  Motorola intends actively to develop local
suppliers and to provide overall support to them in technology, management and training.c

In the Republic of Korea, Motorola acquired in May 1998 a stake in Pantech, Seoul, a Korean
electronics firm, becoming its second largest shareholder with 20 per cent equity.  Exports are expected
to account for more than 80 per cent of the company’s annual sales by 1999, an increase from about 60
per cent expected for 1998.  Pantech and Motorola plan to work together to develop Code Division
Multiple Access (CDMA) digital cellular telephones. Motorola plans to invest $300 million in the
Republic of  Korea to expand its operations and set up new partnerships.d

Source: UNCTAD, based upon information obtained from the media and Motorola.
a SUNS: South-North Development Monitor, 24 January 1998.
b ibid.
c New Straits Times, 11 June 1998.
d New Straits Times, 15 May 1998.

$750 million to $450 million (a reduction in planned capacity from 100,000 units to 40,000
units) and postponed its implementation (TDRI, 1998).  At the same time, the same companies
sometimes increased, or sought to increase, their investment in the most affected countries.
For example, GM acquired an additional 40 per cent in General Motors Buana, Indonesia.
In January 1998,13 Honda increased its share in Honda Thailand, thus injecting funds to
help its financially distressed affiliate as well as increasing its level of control over it (box
VII.7); and GM and Ford were competing with each other and with domestic firms to acquire
Kia, an automobile producer in the Republic of Korea.14  At the aggregate level, this is
reflected, for example, in the fact that FDI flows into the automobile industry in Thailand
remained relatively strong during the second half of 1997 and the first quarter of 1998 (annex
table A.VII.1).  TNCs also reacted by reallocating production from elsewhere to affiliates in
the most seriously affected countries (box VII.7), switching production into exports (boxes
VII.5, VII.6) and/or increasing local content (boxes VII.7 and VII.12).

These examples illustrate both the risks and opportunities that the crisis entails for
firms, in the automobile industry as well as in other industries.  They show how TNCs can
turn adverse effects to their advantage by strategic positioning, among other things by the
acquisition of assets. They also show that foreign affiliates are often in a better position than
domestic firms to weather difficulties, an example of the protective influence that
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TTTTTababababable le le le le VII.4.VII.4.VII.4.VII.4.VII.4.  Repub  Repub  Repub  Repub  Republic of Klic of Klic of Klic of Klic of Korea:orea:orea:orea:orea:  major elements of the  major elements of the  major elements of the  major elements of the  major elements of the
FDI prFDI prFDI prFDI prFDI promotion promotion promotion promotion promotion programmeogrammeogrammeogrammeogramme

According to an announcement on 30 March 1998, the
following programme will be implemented in order to
encourage FDI in the country: a

Provisions of one-stop serviceProvisions of one-stop serviceProvisions of one-stop serviceProvisions of one-stop serviceProvisions of one-stop service

• Streamline laws and regulations on FDI.
• Introduce an automatic approval system.
• Korean Trade and Investment Promotion Agency (KOTRA)

will be given full responsibility for the Republic of Korea’s
relationship with foreign investors.

Offering incentivesOffering incentivesOffering incentivesOffering incentivesOffering incentives

• Extend the tax concession period from the current 8 years to
10 years.

• Expand the range of tax exemptions to include high-tech,
and value-added service industries.

• Provide local government with greater autonomy when
dealing with certain tax exemptions.

Source: Republic of Korea, Ministry of Finance and Economy,
1998.

a For changes in the regulatory regime, see annex table A.VII.7.

transnational corporate systems can spread over their affiliates. For countries, all of this
helps to alleviate the immediate impact of the crisis.

(c)   Regulatory changes af(c)   Regulatory changes af(c)   Regulatory changes af(c)   Regulatory changes af(c)   Regulatory changes affecting FDIfecting FDIfecting FDIfecting FDIfecting FDI

The shortage of capital, not only for investment but also for financing production
operations and trade, combined with a recognition of the role that FDI can play in restoring
growth and development, is leading to an even more flexible attitude towards FDI in the
region.  As a result, some countries have in recent months further liberalized their FDI regimes
(annex table A.VII.6).  In addition to unilateral measures and measures implemented in
pursuit of multilateral commitments (such as, for example, those made under the General
Agreement on Trade in Services), liberalization measures have also been taken in the context
of the adjustment programmes linked to the package of financial support from the
International Monetary Fund.  Recent moves by the five most affected countries include
opening industries like banking and other financial services to FDI and relaxing rules with
respect to ownership, mode of entry and financing.

Governments in the countries most affected by the crisis have also intensified their
efforts to attract FDI both individually and collectively.  For example, the Republic of Korea
has introduced an automatic approval system (table VII.4), and Thailand has established a
unit to assist foreign companies to bring expatriates to work in promoted projects.   At the
regional level, ASEAN members are implementing their Plan of Action on Cooperation and
Promotion of Investment and, in July 1998, the heads of the ASEAN investment promotion
agencies announced that the framework agreement to establish the ASEAN Investment Area
would be submitted to Ministers for adoption late in 1998 (chapter III).  At the interregional
level, at the second Asia-Europe Meeting
(ASEM) in London in April 1998, leaders
“urged full and rapid implementation by all
ASEM partners of the Trade Facilitation
Action Plan and the Investment Promotion
Action Plan . . . .”.15   The Asia-Europe
Investment Promotion Action Plan is focused
on a number of activities under two broad
headings: investment promotion and
investment policies and regulations.  The
proposed activities to promote investment
between and within the two regions include
a virtual exchange network to disseminate
information to investors, a round table with
business leaders and a business-to-business
exchange programme, as well as high-level
dialogue on key investment issues.16

Taken together, these liberalization
moves and promotion efforts make the
policy determinants of  FDI in the most
affected countries more favourable for
foreign investors.   There is a danger,
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however, that countries eager to attract FDI may provide foreign investors incentives that
they would not grant under normal circumstances.  This could lead to market distortions
and  intensify incentives competition in the region (UNCTAD, 1996d), especially since the
crisis-affected economies have similar industries and demand structures.

2.   Implications for outward FDI2.   Implications for outward FDI2.   Implications for outward FDI2.   Implications for outward FDI2.   Implications for outward FDI

Outward FDI by TNCs headquartered in developing Asia has increased substantially
in recent years, with the greatest proportion of such flows going to other countries in the
region. For the major Asian developing     home economies taken together, the stock of  FDI
located in other developing Asian economies was at least one-half of their total outward
FDI (figure VII.11).  The financial crisis is likely to reduce both the capacities and the
incentives of a number of Asian TNCs to undertake FDI, both intraregionally and elsewhere.

The region’s TNCs have been financially weakened by the crisis for a number of reasons:

• Valuation losses.  The book value of the assets of a number of firms has fallen due to the
drastic currency devaluations and the sharp fall of stock prices (see table VII.2).  This
applies both to parent firms and their affiliates in affected countries within the region.
The impact is much more pronounced for Asian TNCs than for investors from other
regions, since a much higher proportion of Asian TNCs’ assets are located in other
Asian countries.  Judging from changes in the ranking of Asian companies on the 1997
Financial Times “Global 500 list” of the largest companies in the world, several large
TNCs from developing Asian economies have experienced considerable losses of the
value of their assets.17  Of the 25 companies that have fallen the most in their ranking
on the 1997 list, as compared to the 1996 list, seven were based in developing Asia
(and 14 in Japan).  In 1996, four newcomers on the 500 list were from the most affected
economies;18 in 1997, there were none and, moreover, an additional six firms from
that group of countries departed from the list in 1997.  With the worsening of the
situation at the end of 1997 and the beginning of 1998, valuation losses may have
increased, further impairing their FDI potential, as well as current FDI stocks in some
cases.

• Debt burden.  Asian TNCs that are
mainly Asia-oriented face another
possible source of loss if they have
relied on borrowed funds
denominated in dollars.  Such
borrowing appeared reasonable as
long as various Asian currencies
were pegged to the dollar.  Higher
interest rates in some Asian host
countries encouraged dollar-
denominated borrowing.  Like
domestic borrowers, Asian parent
firms and their foreign affiliates
were caught by surprise when the
dollar pegs of some Asian currencies
proved unsustainable.19  Substantial

Source: UNCTAD, FDI/TNC database.
a China, India, Malaysia, Republic of Korea, Taiwan Province of China,

Thailand, Singapore.  Data for Hong Kong, China were not available
by destination; the greater proportion of its outward FDI is in China.

b For India, stock data for 1992 have been included.

Figure Figure Figure Figure Figure VII.11.VII.11.VII.11.VII.11.VII.11.  De  De  De  De  Developing Asia's veloping Asia's veloping Asia's veloping Asia's veloping Asia's aaaaa outwar outwar outwar outwar outward FDId FDId FDId FDId FDI
stocstocstocstocstock,k,k,k,k, b b b b by destination,y destination,y destination,y destination,y destination, 1995/1996 1995/1996 1995/1996 1995/1996 1995/1996bbbbb
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borrowing in foreign currencies has therefore aggravated the debt-servicing burden
of TNCs with high debt-equity ratios.  The largest Korean conglomerates, for example,
had debt-equity ratios (annex table A.VII.7) that were high by international standards
(UNCTAD, forthcoming d). In the case of banks, a rise in non-performing debt as well
as more demanding prudential regulations may further restrict the room for
manoeuvre. The problems arising from devaluation in servicing dollar-denominated
debt tend to be more pronounced for foreign affiliates oriented to local markets, since
they do not earn foreign currency.20  The effect is again to impair the ability of the
affected firms to finance outward FDI.

• Reduced profitability.  To the extent that parent firms and affiliates are located in countries
that have experienced a decline in demand, their ability to self-finance their operations
or to expand further, through reinvestment or in other ways, may also have decreased.
Consumption has indeed declined in a number of Asian economies, reflecting in many
cases a decline in growth rates or the onset of a recession (annex table A.VII.5). The
result has been a steep decline in profits in 1997, averaging 18 per cent for the 15
companies from developing Asia included in the 1998 Fortune 500 list, compared to an
increase of 25 per cent in the profits of European firms  at the other end  of the spectrum
with respect to profits  (figure VII.12).

The impact of these factors is further compounded by high interest rates (and in some
cases, a general credit crunch) at home, the increased cost of foreign operations due to
depreciation of domestic currency, and the difficulty of raising funds abroad due to lowered
credit ratings (table VII.2). As a result, the financial capacities of a number of Asian TNCs
have been weakened, including their capacity to undertake outward FDI. A shortage of
cash has induced a number of Asian firms to divest assets abroad, especially in Asia, Europe
and the United States, to raise funds (annex table A.VII.8).21  At the same time, the crisis has
changed some of the parameters that induced some Asian firms to invest abroad in the past,
at least as far as other parts of Asia are concerned:

• To the extent that growth and demand in other Asian countries has declined (annex
table A.VII.5), TNCs from Asian developing countries seeking national or regional
markets have less of an incentive to
invest or reinvest in those countries.  On
the other hand, market-seeking TNCs
could switch to countries unaffected by
the crisis, if their financial capabilities
and ownership advantages this
permitted.

• The calculations of efficiency-seeking
TNCs depend very much on the
devaluation-related movement of
production costs at home as against in
other Asian countries. In particular,
TNCs headquartered in home countries
whose currencies have been
significantly devalued (table VII.2) may
find that devaluations have so far

Figure Figure Figure Figure Figure VII.12.VII.12.VII.12.VII.12.VII.12.  Pr  Pr  Pr  Pr  Profits grofits grofits grofits grofits grooooowth of wwth of wwth of wwth of wwth of world's larorld's larorld's larorld's larorld's largggggest 500est 500est 500est 500est 500
firms,firms,firms,firms,firms, b b b b by home region,y home region,y home region,y home region,y home region, 1996 and 1997 1996 and 1997 1996 and 1997 1996 and 1997 1996 and 1997

(Percentage)

Source: based on For tune, 3 August 1998.
a Includes data for 12 firms from the Republic of Korea, 2 from

Taiwan Province of China and 1 from Malaysia.
b Includes developing Asia and Japan.
c Profit data for 1996 for developing Asia are not available.
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reduced the cost differentials between producing at home and producing abroad that
it is no longer worthwhile for them to move labour-intensive production abroad in
order to be competitive in world markets.

In either case, the incentive for Asian TNCs to invest abroad and to invest in Asia in particular
is weakened, at least in the short-to-medium term.

In addition to the factors affecting the capacities and incentives of Asian TNCs to
invest abroad, policy measures adopted by governments to deal with the crisis could also
discourage some outward FDI.  Some of these measures may not be targeted at outward
FDI but, to the extent that they aim at minimizing outflows of capital in general, they could
also affect FDI. Other measures are specifically FDI-related.  For example, the Government
of Malaysia had encouraged its firms to invest abroad before the crisis (UNCTAD, 1995a).
After  the crisis reached that country, the Government began to discourage outward (or
“reverse”) investment by Malaysian firms, so as to maintain liquidity. The Government
declared that “reverse” investment, which amounted to 7 billion Malaysian ringgit during
the first half of 1997, “will have to be deferred even if these investments are to be financed
through foreign borrowing.  However, investments which have significant linkages with
domestic economy and earn foreign exchange will be continued”.22

All in all, FDI outflows from developing Asia in general, and from the five most affected
countries in particular, can be expected to remain at low levels in the short and perhaps the
medium term, as Asian TNCs’ capacities to sustain existing operations and initiate new FDI
projects are weakened.  The year 1997 witnessed a decline of outward FDI from four of the
five most affected countries (annex table A.VII.9), including a substantial decrease in cross-
border M&As over the second half of 1997 (figure VII.13).  First quarter data for the Republic
of Korea and Malaysia suggest that this decline will continue.23   Furthermore, according to
a survey conducted by UNCTAD and the Federation of Korean Industries  (FKI) in March
1998,24 some two-thirds of the 46 large TNC respondents  based in the Republic of Korea
indicated that they had either cancelled, scaled down or postponed their investment plans
(figure VII.14).....  This was the case for both manufacturing and non-manufacturing firms
(figure VII.14).  It was also the case for investment intentions for 1998-1999, suggesting that
Korean firms expect to invest less in
virtually every one of their major
investment destinations (figure VII.15)
and that reductions in FDI are likely to
be particularly large in the four other
crisis-stricken economies.  Outside Asia,
the expected declines in FDI from the
Republic of Korea are considerably less
pronounced.  A survey conducted by the
Export and Import Bank of the Republic
of Korea in March 1998 corroborates these
findings:  108 of 140 Korean TNCs
responding had cancelled or postponed
their FDI plans25  and the bank estimated
that total outward FDI by Korean TNCs
could fall by 60 per cent in 1998.

Source: UNCTAD, based on KPMG Corporate Finance.

Figure Figure Figure Figure Figure VII.13.VII.13.VII.13.VII.13.VII.13.  Cr  Cr  Cr  Cr  Cross boross boross boross boross border M&A purder M&A purder M&A purder M&A purder M&A purccccchases bhases bhases bhases bhases by firmsy firmsy firmsy firmsy firms
headquarheadquarheadquarheadquarheadquartered in the countries most afftered in the countries most afftered in the countries most afftered in the countries most afftered in the countries most affected bected bected bected bected by they they they they the

crisis, 1997-1998crisis, 1997-1998crisis, 1997-1998crisis, 1997-1998crisis, 1997-1998
(Billions of dollars)
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The picture looks different when
the less affected major home economies
of Asia (China, Hong Kong, China,
Singapore and Taiwan Province of
China) are considered: their performance
regarding outward FDI improved
slightly in 1997 over 1996 (see section A),
indicating that the combination of
financial capabilities and economic
incentives has remained favourable for
them so far.  This is also reflected in the
fact that total M&A purchases outside
Asia by firms from major outward-
investing economies among the less
affected Asian economies increased in
1997 over 1996 (annex table A.VII.10).
Whether this will continue in 1998 is
uncertain, even though there were a
number of M&As by firms from other major developing countries in Asia in the five most
affected economies during the first half of 1998 (annex table A.VII.10).  When it comes to the
longer term, it can be expected that outward FDI from the region (including the crisis-affected
economies) will resume its
upward trend.  This reflects the
belief of the corporate executives
responding to the survey that
most of the fundamental
determinants of Asian outward
FDI can be expected to reassert
themselves once the present
difficulties have been overcome.
One determinant is marketing and
management know-how.  Another
is accumulated technological
capacity, especially in medium-
technology industries.  This
includes the capacity to adapt
technology to the needs of
developing economies as well as
advantages deriving from R&D
activities, especially in the newly
industrializing economies.
Furthermore, the painful lessons
of the crisis and the restructuring
in its light could strengthen the
competitiveness of Asian TNCs.
Over the long term, they can be
expected to resume their position
as leading developing-country

Figure Figure Figure Figure Figure VII.14.VII.14.VII.14.VII.14.VII.14.          TNCs headquarTNCs headquarTNCs headquarTNCs headquarTNCs headquartered in thetered in thetered in thetered in thetered in the
RepubRepubRepubRepubRepublic of Klic of Klic of Klic of Klic of Korea:orea:orea:orea:orea:  eff  eff  eff  eff  effects on outwarects on outwarects on outwarects on outwarects on outward FDI,d FDI,d FDI,d FDI,d FDI,

sursursursursurvevevevevey responsesy responsesy responsesy responsesy responsesaaaaa

(Percentage)

Source: UNCTAD/FKI survey, 1998.
a Percentage of respondents indicating each of the responses shown.

Source: UNCTAD/FKI survey, 1998.

Figure Figure Figure Figure Figure VII.15.VII.15.VII.15.VII.15.VII.15.          TNCs headquarTNCs headquarTNCs headquarTNCs headquarTNCs headquartered in the Repubtered in the Repubtered in the Repubtered in the Repubtered in the Republic of Klic of Klic of Klic of Klic of Korea:orea:orea:orea:orea:
ccccchanghanghanghanghanges in ines in ines in ines in ines in investment intentions fvestment intentions fvestment intentions fvestment intentions fvestment intentions for 1998-1999 in the lightor 1998-1999 in the lightor 1998-1999 in the lightor 1998-1999 in the lightor 1998-1999 in the light

of the crisisof the crisisof the crisisof the crisisof the crisis
(Points)
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investors, although they may well be more cautious and more focused in their
internationalization in the future.

3.  Implications for FDI flows into other countries3.  Implications for FDI flows into other countries3.  Implications for FDI flows into other countries3.  Implications for FDI flows into other countries3.  Implications for FDI flows into other countries

The implications of the financial crisis for inward FDI are not confined to the five
most seriously affected countries.  Other countries, especially in developing Asia, may also
be affected. Three factors are particularly relevant here:

• The reduced capacity of TNCs in the region to invest abroad, be it for market-seeking
or efficiency-seeking reasons.

• The possibility of reduced growth in the non-affected countries in the region, making
them less attractive as destinations for market-seeking FDI.

• The reduced export competitiveness of the less affected countries, brought about
by the devaluations in the most affected countries, which makes them less attractive
for efficiency-seeking FDI.

Developing countries in the region in which any or all
of these factors come into play are likely to experience
a fall in FDI.  In particular, FDI flows into countries
that receive significant amounts of investment from
within the region -- especially from the most affected
countries -- could fall.  These are mainly the countries
of East and South-East Asia, including China, Viet Nam,
the Asian least developed countries (Bangladesh,
Cambodia, Lao People’s Democratic Republic,
Myanmar) and Central Asia (figures VII.16 to VII.19).

The same
considerations
could also
influence FDI
flows from
developed countries to the less affected Asian
developing countries; in particular, Japanese FDI may
be affected (box VII.13).

To the extent that FDI flows into other
developing countries in Asia do decline, there could
be broader implications, since interactive TNC-
assisted restructuring has been one of the dynamic
forces that has assisted Asian development, in the
framework of the “flying-geese” pattern (UNCTAD,
1995a).  In the first instance, this process took place
between Japan (and the United States) on the one hand
and the newly industrializing Asian countries on the
other hand (UNCTAD, 1995a).  At a second stage, a

Figure Figure Figure Figure Figure VII.16.VII.16.VII.16.VII.16.VII.16.  FDI in China,  FDI in China,  FDI in China,  FDI in China,  FDI in China, b b b b by region/y region/y region/y region/y region/
countrcountrcountrcountrcountry of iny of iny of iny of iny of investment,vestment,vestment,vestment,vestment,

cumcumcumcumcumulative floulative floulative floulative floulative flows,ws,ws,ws,ws, 1979-1997 1979-1997 1979-1997 1979-1997 1979-1997

Source: UNCTAD, FDI/TNC database.

Note: data are for approved investment flows.  Data
for developing Asia include data for Hong
Kong, China, Republic of Korea, Malaysia,
Singapore and Taiwan Province of China.

Figure Figure Figure Figure Figure VII.17.VII.17.VII.17.VII.17.VII.17.  FDI in   FDI in   FDI in   FDI in   FDI in Viet Nam,Viet Nam,Viet Nam,Viet Nam,Viet Nam,
bbbbby region/country region/country region/country region/country region/country of iny of iny of iny of iny of investment,vestment,vestment,vestment,vestment,

cumcumcumcumcumulative floulative floulative floulative floulative flows,ws,ws,ws,ws, 1993-1996 1993-1996 1993-1996 1993-1996 1993-1996
Source: UNCTAD, FDI/TNC database.
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number of other Asian countries joined in, also
receiving outward FDI from the newly industrializing
economies.  For the major developing host economies,
FDI originating in other developing Asian economies
was at least 40 per cent higher than the share of
Europe, Japan or the United States taken singly
(European Commission and UNCTAD, 1996).  The
current crisis could therefore lead to a slowing down
or interruption of the process.

Furthermore, countries in the region less closely
linked, including through intraregional FDI, to the
most affected countries may well gain in relative
attractiveness, provided that at least some of their
basic FDI determinants are in good shape.  Indeed,
the UNCTAD/ICC survey suggested that FDI to
South Asia, where FDI from other developing Asian
economies has been relatively low (figure VII.20),26

could well increase (table VII.5).  Countries further
away -- in Africa, Latin America and the Caribbean, and Central and Eastern Europe -- are
unlikely to be touched by the developments in Asia as far as FDI is concerned, although, if
there is a global recession -- and there are some signs of deflationary tendencies, such as
recession in Japan and slowing down of growth in the United States -- they could be.   Despite
some increases in FDI from developing Asian economies, particularly from the Republic of
Korea, the main sources of FDI to those regions are still Europe and the United States (figures
VII.21-23).27  Similarly, the share of the Asian developing countries in FDI in Japan, the
United States and the European Union amounted to between 1.1 per cent (European Union)
to 6.3 per cent (Japan) of total inflows, and between 0.5 per cent (European Union) and 4.6
per cent (Japan) of total stock in the first half of the
1990s (table VII.6).

It might be expected that, in the light of the
crisis, some TNCs may find sites in other regions more
attractive relative to those in Asia for new investment
projects in the short-to-medium term, if not in the
longer term.  Survey results suggest that some firms
are indeed looking at expansion in Latin America and
also in Central and Eastern Europe and Africa in the
short-to-medium term (table VII.5). However, this
finding should not be interpreted as necessarily
indicating an FDI switch to these regions in response
to the crisis.  The ability of investors to substitute
actual or potential FDI in one host region (or country)
with FDI in another depends largely on the type of
FDI as well as on the sector or industry concerned.
The following points among others are relevant:

• Natural-resource-seeking FDI is largely
location-specific and substitution is limited.

Figure Figure Figure Figure Figure VII.18.VII.18.VII.18.VII.18.VII.18.  FDI in Asian LDCs,  FDI in Asian LDCs,  FDI in Asian LDCs,  FDI in Asian LDCs,  FDI in Asian LDCs, b b b b byyyyy
region/countrregion/countrregion/countrregion/countrregion/country of iny of iny of iny of iny of investment,vestment,vestment,vestment,vestment,
cumcumcumcumcumulative floulative floulative floulative floulative flows,ws,ws,ws,ws, 1992-1995 1992-1995 1992-1995 1992-1995 1992-1995

Source: UNCTAD, FDI/TNC database.

Note: data are for approved investment.  Data for
developing Asia include data for China, Hong
Kong, China, Indonesia, Republic of Korea,
Malaysia, Singapore, Taiwan Province of China
and Thailand.

Figure Figure Figure Figure Figure VII.19.VII.19.VII.19.VII.19.VII.19.  FDI in Central Asia,  FDI in Central Asia,  FDI in Central Asia,  FDI in Central Asia,  FDI in Central Asia, b b b b byyyyy
region/countrregion/countrregion/countrregion/countrregion/country of iny of iny of iny of iny of investment,vestment,vestment,vestment,vestment,
cumcumcumcumcumulative floulative floulative floulative floulative flows,ws,ws,ws,ws, 1993-1996 1993-1996 1993-1996 1993-1996 1993-1996

Source: UNCTAD, FDI/TNC database.

Note: data are for approved investment.  Data for
developing Asia include data for China, Hong
Kong, China, Indonesia, Republ ic of Korea,
Ma lays ia ,  Ph i l i pp ines,  S ingapo re,  Ta iwa n
Province of China and Thailand.
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Box VII.13.   Impact of the Asian financial crisis on Japanese FDIBox VII.13.   Impact of the Asian financial crisis on Japanese FDIBox VII.13.   Impact of the Asian financial crisis on Japanese FDIBox VII.13.   Impact of the Asian financial crisis on Japanese FDIBox VII.13.   Impact of the Asian financial crisis on Japanese FDI

Japan has a particularly important role in FDI flows into Asia, and many of the considerations
discussed in relation to Asian developing-country TNCs are also relevant to Japanese TNCs.

 The crisis has meant considerable difficulties for Japanese TNCs.  Like other Asian TNCs,
their stock has lost value because of devaluations by affected countries, and they too have dollar-
denominated debt to service.  Asia, including the most affected countries, is an important host region
for Japanese TNCs (European Commission and UNCTAD, 1996), and Japan is in turn important for
Asia.  Japanese TNCs held almost one-third of the inward FDI stock of the Republic of Korea in 1996,
and about one-quarter of  it in the ASEAN 4 (Indonesia, Malaysia, the Philippines and Thailand) in the
mid-1990s.  In comparison, the European Union held around 15 per cent and the United States 13 per
cent of the inward stock of the ASEAN 4.a

When it comes to the adverse effects of depressed demand on the profitability of foreign
affiliates focusing on local markets, it is relevant to note that local market-oriented FDI is fairly
important for Japanese affiliates in Asia.  It accounted for 60 per cent of the total sales of these affiliates
in South, East and South-East Asia in 1995 (box figure 1) and exports to the countries of the region
accounted for another 15 per cent.b  The future prospects of local market-oriented FDI in Asia from
Japan depend critically on how fast East and South-East Asia overcomes the crisis.  The critical industries
for Japanese foreign affiliates are chemicals, transport equipment, and iron and steel, in which the
proportion of local sales is particularly high (Japan, MITI, 1998a, table 2-21-6).  In the transport industry,
for example, three-quarters of the Japanese affiliates incurred losses in 1997.c

Box figure I.  Japan:  destination of sales of Japanese afBox figure I.  Japan:  destination of sales of Japanese afBox figure I.  Japan:  destination of sales of Japanese afBox figure I.  Japan:  destination of sales of Japanese afBox figure I.  Japan:  destination of sales of Japanese affiliates abroad in manufacturing, 1995filiates abroad in manufacturing, 1995filiates abroad in manufacturing, 1995filiates abroad in manufacturing, 1995filiates abroad in manufacturing, 1995

(Billions of dollars and percentage)

             South, East and             South, East and             South, East and             South, East and             South, East and
           South -East Asia           South -East Asia           South -East Asia           South -East Asia           South -East Asia 2.7  (2%)          Eur         Eur         Eur         Eur         Europeopeopeopeope

                                                                                                        Total sales:   130      Total sales:  78

Sales in the region: 98 (75%) Sales to the region: 72 (92%)
• Domestic sales: 78 (60%) 0.8  (1%) • Domestic sales: 43 (55%)
• Sales to third countries • Sales to third countries

in the region: 20 (15%) in the region: 29  (37%)
                      24 (18%)

     3.2 (4%)

 5.4  (4%)

2.1  (1%)                Japan   1.3  (2%)

               2.3  (2%)

                        5.5  (4%)

NorNorNorNorNorth Americath Americath Americath Americath America
Total sales:   157

Sales to the region: 145 (93%)
• Domestic sales: 139 (89%)
• Sales to third countries

in the region: 6.8 (4%)

Source:   Japan, Ministry of International Trade and Industry, 1998a.
/...
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(Box VII.13, continued)(Box VII.13, continued)(Box VII.13, continued)(Box VII.13, continued)(Box VII.13, continued)

The effects of the crisis on export-oriented Japanese FDI in South-East Asia are less
straightforward.  For example, sales by export-oriented Japanese affiliates in the textile industry in
Thailand increased in 1997 and 85 per cent of the firms are expected to make a profit in 1998.d  On the
other hand, the competitiveness-enhancing effect stemming from devaluations is dampened by a fairly
high dependence on imported inputs: in 1995, imported inputs accounted for 62 per cent of the total
procurements of all Japanese manufacturing affiliates in the ASEAN 4 (Japan, MITI, 1998a, table 2-22-
6).  Devaluation-induced cost increases for imported inputs are probably above average for Japanese
investors in textiles, iron and steel, and electric machinery, all of which had relied upon imported
inputs in the range of two-thirds to four-fifths of total procurement in 1995.  Export-oriented Japanese
FDI in the ASEAN 4 may also suffer from depressed demand conditions in Japan, especially in industries
in which Japanese foreign affiliates reported a high share of exports to Japan in overall sales.
Outstanding in this respect in 1995 were fishery and forestry products (65 per cent), precision machinery
(44 per cent) and electric machinery (36 per cent) (Japan, MITI, 1998a, table 2-21-6).

Prospects for Japanese FDI in South-East Asia thus depend on a variety of factors: economic
recovery in Japan, exchange-rate developments, and the potential to switch from production for the
local market to production for exports and from foreign sourcing to local sourcing of inputs.  They
also depend on the extent to which such FDI is targeted at non-Asian markets in the future.

Finally, new Japanese FDI may be attracted to developing Asia by the liberalization of FDI
regulations in the countries affected by the current crisis.  Latecomers to FDI in developing Asia, from
Japan and elsewhere, who had to fight an uphill struggle against well-established competitors may
now have a competitive advantage. Their market access is facilitated by depressed local asset prices
and their liquidity less constrained by the valuation losses ensuing from the devaluations of Asian
currencies.  However, financial tension and liquidity constraints in the Japanese economy may put
some Japanese investors at a competitive disadvantage in grasping the favourable FDI opportunities
in developing Asia.  The discrepancy between profitable investment opportunities in East and South-
East Asia and Japan’s chances to compete successfully with bidders from Europe and the United States
is probably most pronounced in banking and finance.  While the liberalization of financial services
figures high on the reform agenda in East and South-East Asia, Japanese banks are forced to reduce
their engagement in this region because of mounting non-performing debts, an inadequate capital
base and more demanding prudential regulations.

/...

• Asset-seeking FDI, as discussed above, may be attracted by the new opportunities in
Asia.

• Efficiency-seeking FDI may also be attracted by falling costs in Asia.

• Market-seeking FDI depends mainly on the size and income growth of host countries.
The contraction of markets in the affected countries in Asia is thus likely to reduce
some market-seeking FDI in the short-to-medium term, but this does not necessarily
mean a switch to other regions. That would depend on how attractive other regions
are, either relatively or absolutely.  Furthermore, FDI is not a zero-sum game and it
need not be assumed that FDI for other regions must involve some withdrawal from
Asia.

Thus the extent of a shift of FDI from the crisis-affected countries to other regions is
likely to be limited.  Indeed, an overwhelming majority (90 per cent)     of the UNCTAD/ICC
survey respondents who indicated that they expect to increase their investments in Latin
America and the Caribbean and in Central and Eastern Europe did not intend to reduce
their investments in East and South-East Asia in the short-to-medium term.  Furthermore,
nearly 50 per cent of them also indicated that they expect to increase their investments in
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(Box VII.13, concluded)(Box VII.13, concluded)(Box VII.13, concluded)(Box VII.13, concluded)(Box VII.13, concluded)

All in all, however, Japanese TNCs seem to be responsive to the changing environment in
South-East Asia and some of them could turn the recent events to their advantage.  This view is
supported by the increasing exports of Japanese affiliates in developing Asia.  Examples abound.  Sharp,
Matsushita, Hino Motors, as well as automobile parts and component firms, all plan to increase exports
from their affiliates in Asia.e  Furthermore, in the UNCTAD/ICC survey, two-thirds of Japanese TNCs
stated that their investment plans
in  the  region remained
unchanged, and almost one-fifth
of them even intended to increase
their  investments  despite  the
crisis.  Another survey under-
taken in mid-1998 indicates that
between 44 per cent (Indonesia)
and 75 per cent (Philippines) of
Japanese TNCs in the countries
affected by the crisis expected to
maintain or increase their FDI in
the  next  one- to- three  years .
Declines are expected to be most
pronounced in Indonesia (56 per
cent) and Thailand (53 per cent)
(box figure 2).f

Source: UNCTAD.
a Based on UNCTAD, FDI/TNC data-

base.
b   These shares, taken together, were somewhat lower, however, than the corresponding shares for Japanese affiliates in Europe

and North America.  Similarly, United States affiliates in South, East and South-East Asia have lower shares of domestic sales
(53 per cent in 1994) than in Europe (65 per cent) (United States, Department of Commerce, 1997c).

c   Nihon Keizai Shimbum, 16 December 1997, p. 11.
d   ibid.
e   Nihon Keizai Shimbum, 20 April 1998 and 5 May 1998.
f   This survey was conducted by the Research Institute for International Investment and Development, Export-Import Bank of

Japan, in the mid-1998; see Tejima, forthcoming.

East and South-East Asia.  In other words, firms see profitable investment opportunities
across the spectrum of developing countries and do not necessarily see these countries as
alternatives to one another.  This is also  confirmed by survey responses of foreign affiliates
in Thailand, only 1 per cent of which indicated an intention to shift investments to other
countries (box VII.6).

Box figure 2.  Investment plans of  Japanese TNCs in the nextBox figure 2.  Investment plans of  Japanese TNCs in the nextBox figure 2.  Investment plans of  Japanese TNCs in the nextBox figure 2.  Investment plans of  Japanese TNCs in the nextBox figure 2.  Investment plans of  Japanese TNCs in the next
1-3 years in the most af1-3 years in the most af1-3 years in the most af1-3 years in the most af1-3 years in the most affected Asian countries, compared tofected Asian countries, compared tofected Asian countries, compared tofected Asian countries, compared tofected Asian countries, compared to

the FDI level in 1997, 1998the FDI level in 1997, 1998the FDI level in 1997, 1998the FDI level in 1997, 1998the FDI level in 1997, 1998
(Percentage)

Source: Tejima, 1998.

TTTTTababababable le le le le VII.5.VII.5.VII.5.VII.5.VII.5.  Shor  Shor  Shor  Shor  Short- and medium-term int- and medium-term int- and medium-term int- and medium-term int- and medium-term investment intentions of the wvestment intentions of the wvestment intentions of the wvestment intentions of the wvestment intentions of the world's leadingorld's leadingorld's leadingorld's leadingorld's leading
TNCs in the light of the Asian crisis,TNCs in the light of the Asian crisis,TNCs in the light of the Asian crisis,TNCs in the light of the Asian crisis,TNCs in the light of the Asian crisis, b b b b by host regiony host regiony host regiony host regiony host region

(Percentage)a

East and Latin America and Central and
Item South-East Asia South Asia the Caribbean Eastern Europe Africa

Increase 23 18 37 27 11
No change 55 61 47 52 62
Reduce 11 5 2 2 3
No answer 10 16 14 18 24

Source: UNCTAD/ICC global survey, 1998.
a Percentage of respondents indicating a particular response.
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Indeed,
FDI flows to Latin
America and the
Caribbean and to
Central and Eastern
Europe already
showed a subs-
tant ia l  upward
trend before the
Asian cr is is
(chapters VIII and
IX).   Central and
Eastern Europe,
in any event, is a
region which offers
much potential for
further increases.
As regards Africa,

the characteristics of the host countries in that region
and in Asia  are so different from those of Asian host
countries that there is little direct competition
between the two regions (chapter VI).

Finally, it needs to be recognized that, with
or without a crisis, Asia’s share in the total FDI going
to all developing countries would decline in any case,
as other regions improved their FDI appeal.  In other
words, the relative FDI position Asia attained during
the past decade is being readjusted as Latin America
and the Caribbean emerge from their “lost decade”
and Central and Eastern Europe open their
economies. Thus a shift would occur even without
any interregional diversion of FDI flows on account
of the crisis.

4.  Conclusions4.  Conclusions4.  Conclusions4.  Conclusions4.  Conclusions

It is difficult to assess the overall impact of the
different factors here discussed on FDI inflows in the
short and medium term into the countries most
affected by the crisis (table VII.7).  The extent to which
the financial crisis spills over into the real sector and
the way it is handled will determine how it affects
the size and nature of TNCs’ operations in the region.
There is a growing consensus that economic growth
will slow in 1998 and perhaps also in 1999, but there
is far less agreement over how much it will fall and
how quickly the affected economies will recover

Figure Figure Figure Figure Figure VII.20.VII.20.VII.20.VII.20.VII.20.  FDI in South Asia b  FDI in South Asia b  FDI in South Asia b  FDI in South Asia b  FDI in South Asia byyyyy
region/countrregion/countrregion/countrregion/countrregion/country of iny of iny of iny of iny of investment,vestment,vestment,vestment,vestment,
cumcumcumcumcumulative floulative floulative floulative floulative flows,ws,ws,ws,ws, 1993-1996 1993-1996 1993-1996 1993-1996 1993-1996

Source: UNCTAD, FDI/TNC database.

Note: data are for approved investment.  Data
for developing Asia include data for China,
Hong Kong, China, Indonesia, Republic of
Ko r e a ,  M a l ay s i a ,  S i n g a p o r e ,  Ta i wa n
Province of China and Thailand.

Source: UNCTAD, FDI/TNC database and
national sources.

Figure Figure Figure Figure Figure VII.21.VII.21.VII.21.VII.21.VII.21.  FDI in Latin America and  FDI in Latin America and  FDI in Latin America and  FDI in Latin America and  FDI in Latin America and
the Caribbean,the Caribbean,the Caribbean,the Caribbean,the Caribbean, b b b b by soury soury soury soury source region/countrce region/countrce region/countrce region/countrce region/countryyyyy

of inof inof inof inof investment,vestment,vestment,vestment,vestment, cum cum cum cum cumulated floulated floulated floulated floulated flows,ws,ws,ws,ws, 1993-1996 1993-1996 1993-1996 1993-1996 1993-1996

Source: UNCTAD, FDI/TNC database and
national sources.

Figure Figure Figure Figure Figure VII.23.VII.23.VII.23.VII.23.VII.23.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europeopeopeopeope,,,,,
bbbbby soury soury soury soury source region/countrce region/countrce region/countrce region/countrce region/country of iny of iny of iny of iny of investment,vestment,vestment,vestment,vestment,

cumcumcumcumcumulated floulated floulated floulated floulated flows,ws,ws,ws,ws, 1993-1996 1993-1996 1993-1996 1993-1996 1993-1996

Figure Figure Figure Figure Figure VII.22.VII.22.VII.22.VII.22.VII.22.  FDI in Africa,  FDI in Africa,  FDI in Africa,  FDI in Africa,  FDI in Africa, b b b b by soury soury soury soury sourcecececece
region/countrregion/countrregion/countrregion/countrregion/country of iny of iny of iny of iny of investment,vestment,vestment,vestment,vestment,
cumcumcumcumcumulated floulated floulated floulated floulated flows,ws,ws,ws,ws, 1993-1996 1993-1996 1993-1996 1993-1996 1993-1996

Source: UNCTAD,  FDI /TNC da tabase  and
national sources.
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(International Monetary Fund, 1997b;
UNCTAD, 1998a). Much will depend upon
how quickly the efforts to stabilize the
financial markets and external financing
positions of the crisis-affected economies are
broadly successful.

When it comes to FDI determinants
proper, many of them remain attractive.  First,
regulatory frameworks, which were already
quite open and hospitable to FDI prior to the
crisis, have become even more so.  Second,
business facilitation has been strengthened
and promotional efforts have been
accelerated.  Further policy measures and
promotional efforts could be considered,
especially to deal with the short- and
medium-term effects (box VII.14). Third, as regards the economic determinants of investment,
the size of host country markets is bound to contract in countries affected by the crisis and
thus discourage some market-oriented investments in the short term. FDI, like domestic
investment, is pro-cyclical, declining during recessions and rising as recovery gathers speed,
although FDI stock does not fall as a rule and foreign affiliate output and employment
show less cyclical variation than FDI flows (Ramstetter, 1998).  The crisis also creates
opportunities for FDI, specifically for efficiency-seeking and asset-seeking FDI in the form
of devaluation-driven cost advantages and cheaper and more easily available assets.

The combination of these factors should allow for cautious optimism about FDI flows
in the short- to medium-term to the region as a whole, including the five most affected
countries. There will, of course, be variations among countries depending on the speed and
thoroughness with which they master the crisis and restore macroeconomic stability.  If
flows are maintained or increased, that would contribute to counteracting, even if modestly,
the expected fall in income and employment and would help in the process of recovery.

The extent to which the three sets of FDI determinants mentioned above translate into
actual FDI inflows depends upon the longer-term views TNCs take of the future of the
region. If they take a negative view, they will be reluctant to invest, especially as far as
market-seeking FDI is concerned, and cautious in acquiring assets in the region.  They might
even consider divesting.  If they take a positive view, they would position themselves in the
region strategically, by strengthening their portfolio of locational assets to service markets,
access resources and improve efficiency. In brief, they would see the crisis as an opportunity
for competitiveness-enhancing FDI.  The rationale for taking the second view would be that
the economic fundamentals of the region remain sound and attractive for FDI. These include
high domestic savings rates, skilled and flexible human resources, substantial infrastructure
capacity and access to regional markets.

The same determinants are crucial for the long-term prospects for FDI flows to Asian
countries.  This includes flows from Asian TNCs, even from the most affected countries,
since the competitive strengths of firms headquartered in the region remain unchanged and

TTTTTababababable le le le le VII.6.VII.6.VII.6.VII.6.VII.6.          The share of Asian deThe share of Asian deThe share of Asian deThe share of Asian deThe share of Asian developing countriesveloping countriesveloping countriesveloping countriesveloping countries
in FDI in Japan, the United States andin FDI in Japan, the United States andin FDI in Japan, the United States andin FDI in Japan, the United States andin FDI in Japan, the United States and

the Eurthe Eurthe Eurthe Eurthe European Union,opean Union,opean Union,opean Union,opean Union, 1990s 1990s 1990s 1990s 1990s
(Percentage)

                     Flows               Stock
Economy 1983-1990 1990-1995 1985 1995

European Union 0.9 1.1 a 0.1 0.5 b

United States 0.7 2.4 c 0.6 1.3 d

Japan e 3.3 f 6.3 4.0 f 4.6 g

Source:   UNCTAD, 1997d.
a 1990-1993.
b 1993.
c 1990-1994.
d 1994.
e On approval/notification basis.
f Only Hong Kong, China.
g 1990 stock from Hong Kong, China plus 1991-1995 flows from South,

East and South-East Asia.
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they can be expected to resume their outward FDI once financial strength is restored.
Expectations of a continued growth of FDI flows to Asia in the long run are supported by
the findings of the UNCTAD/ICC Survey (box VII.9). The great majority (over four-fifths)
of the respondents reported that their confidence in the region as an investment destination
had remained unchanged (figure VII.24).  The pattern of the findings in this regard is similar
across firms in different sectors (figure VII.25) and from different home regions (figure VII.26).
Similar findings emerge from surveys of foreign affiliates in Thailand (box VII.6), the Republic
of Korea28 and Malaysia’s electrical and electronics industries (box VII.8).  In each case, the
majority of the respondents expressed their confidence in the long-term prospects of those
economies as profitable destinations for FDI.  Even if these positive expectations may have
become more cautious since the surveys were conducted in the first half of 1998, they reflect
the fact that Asia remains an attractive region despite the crisis.

TTTTTababababable le le le le VII.7.VII.7.VII.7.VII.7.VII.7.  Summar  Summar  Summar  Summar  Summary of effy of effy of effy of effy of effects of the crisis and possibects of the crisis and possibects of the crisis and possibects of the crisis and possibects of the crisis and possible implications fle implications fle implications fle implications fle implications for FDI in the shoror FDI in the shoror FDI in the shoror FDI in the shoror FDI in the short andt andt andt andt and
medium term in and frmedium term in and frmedium term in and frmedium term in and frmedium term in and from countries affom countries affom countries affom countries affom countries affected bected bected bected bected by the crisisy the crisisy the crisisy the crisisy the crisis

     Host-country Changes related to/ Implications for Implications for
   variable affected resulting from the crisis inward FDI outward FDI

 Exchange rate Large depreciation of currencies Encourages all kinds of FDI with Discourages outward FDI due
leading to: locally-sourced assets/inputs for to:
- Lower home-currency costs of establishment/expansion (+) - Higher costs in home country

establishing or expanding affiliates currency to finance new
for TNCs from countries with stable Encourages export-oriented FDI investments (-)
exchange rates. and efficiency-seeking FDI (+)

-   Lower costs and prices, in terms -  Higher costs in home
of currencies of home and third country currency to support
countries with stable exchange rates. existing foreign operations (-)

GDP Reduced rate of GDP growth, Discourages domestic or regional Could discourage some intra-
(market size) leading to reduction of or slower market oriented FDI (-) regional outward FDI (-)

expansion of demand/market size

Asset prices Drastic decline of asset prices. Lower costs for entry, encouraging
greenfield, and (especially) cross-

Depreciation of foreign currency border M&As (+)
value of assets in existing affiliates.

Reduces financial capacities of some
foreign affiliates, with adverse effects
on reinvestment (-)

Supply of Lower supply due to: Creates opportunities for FDI Discourages outward FDI due
capital/finance - tightened monetary policy; generally, especially by larger firms, to difficulties in financing new

- interest-rate increases; due to exit of some domestic or other investments and difficulties
- heavy debt burden; firms adversely affected by capital/ in financing existing
- lower supply of foreign capital by liquidity constraints (+) operations (-)

banks and portfolio investors.
Reduces availability of and
increases costs for foreign firms to
raise funds in host-country markets,
affecting FDI by some (especially
smaller) firms adversely (-)

Increases opportunities for FDI
through M&As by foreign firms (+)

FDI policy Further liberalization of inward Creates opportunities for new FDI (+) Discourages outward FDI (-)
changes FDI policy; some controls on capital flows

Source:   UNCTAD.

Note:   ‘+’ and ‘-’ signs indicate possible increase or decrease in FDI.



Chapter VIIChapter VIIChapter VIIChapter VIIChapter VII

239239239239239

Box VII.14.  Policy measuresBox VII.14.  Policy measuresBox VII.14.  Policy measuresBox VII.14.  Policy measuresBox VII.14.  Policy measures

Since continued FDI flows could make a useful contribution to restoring economic growth
and maintaining export levels in Asian countries affected by the crisis, policy measures to encourage
them deserve attention.  Some specific measures that might be considered in this context include the
following:

• Governments of the affected countries could make an extra effort - perhaps helped by regional
and international institutions - to provide information about greenfield and joint venture
investment opportunities, especially in activities they consider as priority areas.   Special attention
might be given to industries whose prospects remain (or have become) particularly attractive,
such as those in which costs are denominated in local currencies while revenues are obtained in
hard currencies.  Attractive opportunities could also be highlighted in component or other supplier
sectors that are often less visible to foreign investors than final-goods manufactures.

• Countries might pay greater attention to providing assistance to dynamic and innovative small-
and medium-sized enterprises which are also transnationalizing and the role of which as potential
partners in international networks and technology alliances would thus be enhanced.  These
enterprises are even more likely than large TNCs to generate early beneficial effects, such as
improvements in the trade balance, the use of local subcontracting, joint venture operations and
the transfer of appropriate technologies (UNCTAD, 1993a).  They often face obstacles related to
their size and governments need to address these if they wish to attract small- and medium-term
enterprises (UNCTAD, 1998g) as investors.

• Where appropriate, Asian TNCs could consider adopting international accounting standards as
soon as possible.

• Within the framework of regional integration arrangements and other fora for international
cooperation -- such as the ASEAN Investment Area -- Asian countries could formulate joint
measures to encourage FDI and its contributions to the economies of member countries.

• Home countries whose tax policies allow the use of optional reserves and grant tax deductions for
the depreciated value of their firms’ foreign affiliates could consider recognizing the present
circumstances in Asian countries as meeting the criteria for such reserves and deductions.

• Home country political-risk-insurance programmes for investors could consider expanding their
coverage of foreign affiliates to sudden, steep and debilitating devaluations of foreign currencies.

• Countries that are hosts to foreign affiliates of Asia-based TNCs in financial distress could consider
temporary measures of assistance to help sustain existing affiliates, where this is warranted.  This
would be akin to investment incentives for new inward FDI projects, but adapted to the special
present circumstances in the post-investment stage.  Care would need to be taken in formulating
these measures to avoid introducing undue discrimination against other investors.

Naturally, such efforts would have to be embedded in more general policies aimed at restoring
macroeconomic stability and economic performance, as well as strengthening institutional capacities
to advance the process of development.  While specific efforts aimed at maintaining and increasing
FDI flows can make a contribution to the process of overcoming the impact of the crisis, much more
will depend on the quality of those more general policies.

As regards the implications of the crisis for Asian countries not directly caught up in
the crisis, a number of them -- China, Vietnam, the Asian LDCs and the countries of Central
Asia -- that have depended heavily on outward investments from some of the crisis-stricken
countries, as well as competed with them for export-oriented FDI, are likely to receive lower
FDI inflows in the short-to-medium term.  Effects on FDI to South Asian countries as well as
to Asian newly industrializing economies are likely to be modest. Indeed, they might become
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more attractive to foreign investors looking
for new locations for investment in the light
of reduced scope for expanding FDI in the
most affected countries.

Finally, the extraregional impact of the
crisis will probably be modest, although the
possibility of adverse indirect effects cannot
be ruled out if a global economic slowdown
were to occur. The changing parameters for
outward FDI by Asian TNCs are unlikely to
affect other regions substantially, since Asian
firms have not yet made significant inroads as investors in countries outside the region.
The likelihood of diversion of non-Asian investors from Asia and, especially from the most
affected Asian countries to other regions are also quite limited. In any event, FDI flows to
Africa, Latin America and the Caribbean, and Central and Eastern Europe had already
showed  an upward trend independently of the Asian crisis, because of favourable economic
performance and other changes conducive to FDI. This suggests that, while there may be no
diversion of FDI to those regions because of the crisis, Asian countries face increasing
competition for FDI.

Figure Figure Figure Figure Figure VII.24.VII.24.VII.24.VII.24.VII.24.  Long-term pr  Long-term pr  Long-term pr  Long-term pr  Long-term prospects:ospects:ospects:ospects:ospects:  o  o  o  o  overallverallverallverallverall
response of companies wresponse of companies wresponse of companies wresponse of companies wresponse of companies worldorldorldorldorldwidewidewidewidewide

Source: UNCTAD/ICC global survey, March 1998.

Figure Figure Figure Figure Figure VII.25.VII.25.VII.25.VII.25.VII.25.  Long-term pr  Long-term pr  Long-term pr  Long-term pr  Long-term prospects:ospects:ospects:ospects:ospects:
compancompancompancompancompany intentions by intentions by intentions by intentions by intentions by sectory sectory sectory sectory sector

Figure Figure Figure Figure Figure VII.26.VII.26.VII.26.VII.26.VII.26.  Long-term pr  Long-term pr  Long-term pr  Long-term pr  Long-term prospects:ospects:ospects:ospects:ospects:  compan  compan  compan  compan  companyyyyy
intentions bintentions bintentions bintentions bintentions by home region of parent company home region of parent company home region of parent company home region of parent company home region of parent companyyyyy

Source: UNCTAD/ICC  global survey, March 1998. Source: UNCTAD/ICC global survey, March 1998.



Chapter VIIChapter VIIChapter VIIChapter VIIChapter VII

241241241241241

NotesNotesNotesNotesNotes

1 “Kazakstan sells 60% of largest oil firm”,  International Herald Tribune, 13 May 1997, p. 15; and “China buys
oil firm in Kazakstan:  $4 billion deal aims to bolster supplies”,  International Herald Tribune, 6 June 1997, p.
17.

2 Chairperson’s statement at the Second Asia-Europe Meeting, London, 3-4 April 1998 (Internet: http://
asema.flo.goVII.uk/asema/texts/closing/chairmans.statement/).

3 The deal was made during the first half of 1997 between the SETDCO Group, based in Indonesia, and
Mangistaumunaigaz in Kazakhstan.

4 Based on UNCTAD’s FDI/TNC database and data provided by the World Bank.
5 Levels of FDI flows into the most affected countries which are similar to past levels in dollar terms would

therefore signal increased interest by TNCs in Asia.
6 The value of M&A sales in the five most affected countries to cross-border purchasers was $6.5 billion in

the first half of 1997, $5.8 billion in the second half of 1997 and $5.5 billion in the first half of 1998.  (Data
provided by KPMG Corporate Finance).

7 Inflation in South-East Asia is estimated to be 13 per cent in 1998, compared with 6 per cent in 1997 (ADB,
1998, p. 10).

8 However, the extent of the improvement will depend on how far export-oriented foreign affiliates rely
upon imported inputs.

9 Based on data obtained from SECOFI, Mexico City, Mexico.
10 Based on data from United States, Department of Commerce, 1997a, tables III.F.2, III.F.7 and III.F.8.
11 “Fall out from Asian Turmoil starts to affect multinationals”, Financial Times, 14 January 1998.
12 “Mazda closes Thai plant”, Financial Times, 27 July 1998.
13 “Big three auto makers go shopping for deals in Asia”, International Herald Tribune, 21 January 1998.
14 "GM decides not to bid for Kia, leaving race to Ford", International Herald Tribune, 22-23 August 1998.
15 “ASEM 2 Statement: The Financial and Economic Situation in Asia”, Asia-Europe Summit Meeting,

London, 3  April 1998.
16 “The Asia-Europe Investment Promotion Action Plan”, in European Commission and ASEM, Terms of

Reference for the ASEM Investment Experts Group, Economic Ministers’ Meeting, Makuhari, Japan, 27-28
September 1997, mimeo..

17 “Financial Times Global 500", Financial Times, 1997 (n.d.).
18 “Financial Times Global 500”, Financial Times, 1998 (n.d.).
19 It is only since the outbreak of the financial crisis that Asian TNCs appear to have adopted strategies to

avoid currency risk.
20 Foreign affiliates of developed and other country firms in the crisis-stricken countries that have also

borrowed heavily face less of a problem since their home country currencies have maintained their value
vis-à-vis the dollar.

21 As discussed in chapter V (box V.I), divestment is a normal occurrence, a part of changing corporate
strategies.  It is therefore not always easy to determine the reason for a particular divestment.  In the
specific circumstances mentioned, a firm may judge it preferable to sell foreign assets than to sell domestic
ones, especially at unfavourable exchange rates.  It is also difficult to ascertain to what extent some of
these are distress sales.  For example, Hyundai Electronics Industries Co. of the Republic of Korea is
reported to have sold its affiliate Symbios (acquired from AT&T Corp. for $300 million in 1994) in the
United States to Adaptec Inc., a Silicon valley company, at a price of $775 million, a price considered low
by analysts. (“Asian firms beat retreat from U.S.”, Financial Times, 4 March 1998.)

22 Ibrahim (1997).  This proposal was recently reiterated by the National Economic Advisory Council of
Malaysia, which proposed, as a part of its plan to strengthen the ringgit, “to reduce or suspend reverse
investment temporarily with the assurance that overseas investment would be allowed when conditions
improve”.  (“Measures to strengthen ringgit”, 1998 Star Publications (M) Bhd (No. 10894-D).  (Retrieved
on 28 July 1998 from http://the star.com.my/archives/neac).

23 According to preliminary data obtained from the Bank of Korea, outward FDI from the Republic of Korea
during the first quarter of 1998 decreased by 51 per cent as compared to outward FDI over the same
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period in 1997.  As for Malaysia, outward FDI declined from RM1.9 billion in the first quarter of 1997 to
RM1.1 billion in the first quarter of 1998 (Malaysia, Bank Negara, 1988; figures subject to revision).

24 The survey on the implications of the financial crisis for outward FDI was conducted by the UNCTAD
secretariat and the Federation of Korean Industries in March 1998 and covered the 100 largest TNCs
headquartered in the Republic of Korea.  A total of 46 firms responded to the survey questionnaires, some
of which were followed up with interviews.

25 Cited in SUNS:  South-North Development Monitor, No. 4193, 16 April 1998.
26 Intraregional FDI in South Asia, particularly from the Republic of Korea, gained momentum during the

mid-1990s.  For example, in 1996, the pace of investment from the Republic of Korea in India started
outstripping that of India’s traditionally important trade and investment partners.  Firms from the Republic
of Korea had planned to invest $4 billion in India between 1997 and 1999 (UNCTAD, 1997d).  That growth
momentum may have suffered because of the financial crisis.

27 However, the Republic of Korea accounts for 11 per cent of the FDI stock in Romania and 6 per cent of that
in Poland.

28 Based on the results of the UNCTAD/FKI survey, 1998.
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CHAPTER  CHAPTER  CHAPTER  CHAPTER  CHAPTER  VIIIVIIIVIIIVIIIVIII

LALALALALATIN AMERICA AND TIN AMERICA AND TIN AMERICA AND TIN AMERICA AND TIN AMERICA AND THE CARIBBEANTHE CARIBBEANTHE CARIBBEANTHE CARIBBEANTHE CARIBBEAN

A.  TA.  TA.  TA.  TA.  Trendsrendsrendsrendsrends

Inward foreign direct investment (FDI) in Latin America and the Caribbean was
comparatively low between the early 1970s and the early 1990s, and even declined during a
part of the “lost decade” of the 1980s. This was largely a consequence of poor economic
performance, mainly resulting from the debt crisis in the region.  From 1991 onwards,
however, this trend was reversed, as Latin America began to receive substantial and growing
FDI inflows. Even Mexico’s 1994-1995 peso crisis did not discourage foreign direct investors.
Indeed, during 1995-1997, FDI flows into the region grew more than twice as fast as flows to
all other developing countries as a whole.

In 1997 Latin America and the Caribbean attracted a record $56 billion in FDI inflows.1

This represented an increase of 28 per cent over 1996.  FDI flows to the region accounted for
38 per cent of total flows into all developing countries in 1997 and the increase in inflows
accounted for two-thirds of the overall increase in flows into all developing countries. Thirty
countries received more FDI inflows in 1997 than in 1996 (annex table B.1), including thirteen
of the top twenty recipients (figure VIII.1). Among the larger recipients, the countries that
experienced the largest percentage increases were Venezuela, Mexico and Brazil and, among
the smaller ones, Aruba, Saint Vincent and the Grenadines, Saint Lucia and Suriname (figure
VIII.2).

In terms of their role in host economies, FDI inflows reached 11 per cent of gross fixed
capital formation in the region during 1994-1996, with ratios for the largest countries ranging
from around 7 per cent to over 40 per cent (annex table B.5 and figure VIII.3). This compares
to ratios of 8 per cent for South, East and South-East Asia, and 5 per cent for the world as a
whole. FDI stock as a percentage of gross domestic product was even higher for Latin America
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and the Caribbean as a whole, reaching 17
per cent in 1996. This compares with 16 per
cent for South, East and South-East Asia
and 11 per cent for the world as a whole.
Ratios for the largest economies of the
region ranged from around 8 per cent to 29
per cent, and ratios for some smaller
Caribbean nations exceeded 100 per cent
(annex table B.6 and figure VIII.4).

In absolute terms, the larger
economies of the region were, not
surprisingly, by far the largest recipients of
inward FDI flows in 1997 (figure VIII.1),
with Argentina, Brazil and Mexico
accounting for 62 per cent of total flows to
the region. Venezuela, Peru, Colombia and
Chile accounted for a further 26 per cent.
Among the remaining countries, the
absolute level of FDI flows received was
low, although significant relative to their
size in most cases, as measured in relation
to either gross fixed capital formation or
GDP (figures VIII.3 and VIII.4). Indeed,
inward FDI flows relative to gross fixed
capital formation were much higher for
many smaller countries than for the larger ones (figure VIII.3).

Within this context of overall growth, significant shifts in attractiveness occurred among
the larger recipient countries. The rising star was Brazil.  During the first half of the 1990s,
Brazil had fallen behind the rest of the region, receiving FDI inflows well below what might
have been expected given the size of its economy and its total FDI stock, which continued to
be the largest in the region even during these years. In 1996, Brazil regained its position as
the region’s champion by overtaking Mexico, which had held this position for the preceding
six years (box VIII.1). Brazil consolidated its position in 1997, attracting more than $16 billion
in FDI and increasing its lead over Mexico, the second largest recipient.

Flows of  FDI into Central America not including Mexico amounted to $1.2 billion in
1997, up from $900 million in 1996. Flows into Caribbean countries, excluding offshore
financial centres, increased from an annual average of $800 million in the 1990-1993 period
to $1.2 billion during 1994-1997.  The largest recipient among the financial centres was
Bermuda, accounting for over half the flows into the entire subregion in 1990-1997 (figure
VIII.5).  Among Central American countries, Costa Rica was particularly successful in
attracting FDI into more sophisticated activities. In 1997,  INTEL, a major United States
chip maker, started work on a $500 million regional production and testing system and
other high-tech companies are following suit.

Figure Figure Figure Figure Figure VIII.1.VIII.1.VIII.1.VIII.1.VIII.1.  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  FDI flo  FDI flo  FDI flo  FDI flo  FDI flowswswswsws
into the top 20 recipient economies in 1997 and flointo the top 20 recipient economies in 1997 and flointo the top 20 recipient economies in 1997 and flointo the top 20 recipient economies in 1997 and flointo the top 20 recipient economies in 1997 and flows tows tows tows tows to

the same economies in 1996the same economies in 1996the same economies in 1996the same economies in 1996the same economies in 1996aaaaa

Source: UNCTAD FDI /TNC
database.
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The United States remains the largest investor in Latin America and the Caribbean,
with outward FDI of $24 billion in 1997 and cumulative flows of $121 billion during 1990-
1997.  Flows from Europe, which have been growing steadily since 1994, came primarily
from Germany, France, Spain and the United Kingdom.  Investment flows from Japan were
comparatively low but have been growing recently.  FDI inflows from developing Asian
economies, mainly from the Republic of Korea and Taiwan Province of China, increased
considerably, mostly in apparel to supply the United States market. Intraregional investment
has also grown noticeably  (UNCTAD, 1997a; Garay and Vera, 1998).

Key destination industries for United States FDI in the region are automobiles,
electronics and other manufacturing, mainly in Mexico, and apparel in the Caribbean Basin.
European FDI is concentrated most strongly in services and manufacturing in the larger
MERCOSUR countries: Argentina and Brazil. (MERCOSUR also includes Paraguay and

Figure Figure Figure Figure Figure VIII.2.VIII.2.VIII.2.VIII.2.VIII.2.  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  gr  gr  gr  gr  grooooowth of FDI,wth of FDI,wth of FDI,wth of FDI,wth of FDI, top 20 economies, top 20 economies, top 20 economies, top 20 economies, top 20 economies, 1996-1997 1996-1997 1996-1997 1996-1997 1996-1997

Source: UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inflows growth rates.
b Ranked on the basis of the magnitude of FDI inward stock growth rates.
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Uruguay, with Bolivia and Chile as associated members.)  In terms of size, 33 of the largest
100 companies in the region (ranked by sales) are foreign affiliates (América Economía,
1997/1998). The largest foreign firms in the region are mostly affiliates of United States and
European firms in manufacturing industries, mainly in automobiles, and in oil extraction
(table VIII.1)

Several factors help to explain both the restored attractiveness for FDI of the region as
a whole and the changes in the distribution of FDI flows among the region’s economies.
These include macroeconomic stabilization, trade liberalization, wide-ranging privatization
programmes, deregulation of policies regarding private investment (both domestic and
foreign) and advances in regional integration (CEPAL, 1998a, p. 4).  Macroeconomic
fundamentals, in particular, have improved considerably in recent years (CEPAL, 1997).
The average annual rate of GDP growth rose from 1 per cent in the 1980s to 3.5 per cent in
the 1990s, with per capita growth rates rising from -1.0 per cent to 1.8 per cent in the current
decade. The average rate of inflation dropped from 200 per cent in 1990 to 11 per cent in
1997, and the export index of the region (1990=100) has more than doubled since 1990,
surpassing the 200 mark in 1997.

With regard to the
distribution of inflows among
countries, changing macro-
economic conditions, the unequal
timing of reforms (particularly
privatizations) and differences in
regional integration processes all
seem to be important factors. It is
indeed no coincidence that the
relative importance of Brazil as a
recipient of inflows has increased
as macroeconomic fundamentals
have improved, the pace of reforms
increased and the prospects of
integration in the MERCOSUR area
consolidated in the past few years.
Mexico, on the other hand, was the
main recipient of inflows to the
region in the first half of the decade,
when, before the peso crisis,
macroeconomic conditions seemed
most promising and integration
through NAFTA was consolidating.
The pace of flows into Argentina,
on the other hand, appears to have
been strongly influenced by the
timing of the privatization process
and integration in MERCOSUR,
with inflows growing faster since
1993.

Figure Figure Figure Figure Figure VIII.3.VIII.3.VIII.3.VIII.3.VIII.3.  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  FDI flo  FDI flo  FDI flo  FDI flo  FDI flowswswswsws
as a peras a peras a peras a peras a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation, top 20 economies, top 20 economies, top 20 economies, top 20 economies, top 20 economies,

1994-1996 (ann1994-1996 (ann1994-1996 (ann1994-1996 (ann1994-1996 (annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e)aaaaa

Source: UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inflows as a percentage of gross

fixed capital formation.



Chapter VIIIChapter VIIIChapter VIIIChapter VIIIChapter VIII

247247247247247

Independently of the factors that help to explain changes in the regional composition
of  FDI inflows in the past few years, transnational corporations (TNCs) have shown great
flexibility in adapting to shifting opportunities in the region. As a result, concerns about the
sustainability of FDI flows into Latin America have proved unfounded (Nunnenkamp,
1997b). The principal concern was that privatization-related acquisitions of state assets by
foreign investors, particularly during the 1990-1993 period, would have only a one-off effect
on inflows. Instead, during 1994-1996 major new investments were made in new assets or
in the modernization of privatized companies and of existing foreign affiliates (figure VIII.6),
often in the form of new greenfield investments. This trend appears to be most pronounced
in manufacturing, in which certain industries have attracted substantial FDI, in an increasing
number of cases through mergers and acquisitions (M&As). Indeed, as privatization-related
opportunities in some countries have declined, M&As have gained increasing prominence.
In 1997, M&As by foreign firms in the region represented 13 per cent of the world total,
surpassing the corresponding value for Asia (see annex table B.7).

Corporate investment strategies in Latin America and the Caribbean have been driven
by a variety of different strategic motives on the part of TNCs, including the pursuits of
efficiency, markets and resources
(table VIII.2).  The pursuit of
strategic assets, on the other hand,
has not played a major role thus
far. The motivations behind
individual investment projects
vary according to the recipient
country, the home country and the
economic sector in which the
investment is made:

• In MERCOSUR the
main driving force of
FDI appears to be
market expansion. In
the context of
increasing global
competition among
TNCs, firms from
Europe, the United
States and Asia,
particularly in the
automobile and
chemical industries,
have invested strongly
in the MERCOSUR
area to defend and
increase their shares in
these markets, which
are expanding rapidly
on account of economic

Figure Figure Figure Figure Figure VIII.4.VIII.4.VIII.4.VIII.4.VIII.4.  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  FDI stoc  FDI stoc  FDI stoc  FDI stoc  FDI stock as ak as ak as ak as ak as a
perperperperpercentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct, top 20 economies, top 20 economies, top 20 economies, top 20 economies, top 20 economies, 1996 1996 1996 1996 1996aaaaa

Source: UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inward stock as a percentage of

gross domestic product.
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Box VIII.1. Brazil: the new championBox VIII.1. Brazil: the new championBox VIII.1. Brazil: the new championBox VIII.1. Brazil: the new championBox VIII.1. Brazil: the new champion

FDI flows into Brazil increased from $1.3 billion in 1993 to $16.3 billion in 1997. This was mostly
the result of macroeconomic stabilization (especially the successful implementation of the Plan Real), the
attractiveness of a large market, the opening up of the economy and the privatization programme.

Recent FDI flows have gone to a variety of industries, through different mechanisms. Among
these are: the growth of greenfield FDI and cross-border M&A; aimed strategically at acquiring or improving
shares in the growing markets of Brazil and MERCOSUR; the participation of foreign investors in the
widespread privatization of state-owned firms; the growth of FDI aimed at penetrating Brazil’s domestic
and regional market (MERCOSUR) in protected industries like automobiles; and the rationalization,
reorganization and restructuring of established foreign affiliates.

Some 600 M&As took place between January 1992 and 1997. In these operations, 61 per cent of the
buyers were foreign firms (mainly from North America) and 59 per cent of the transactions involved firms
in the manufacturing sector. The most targeted industries were food and beverages (14 per cent), metallurgy
(13 per cent), electrical machinery (12 per cent) and pharmaceuticals (8 per cent). Within the service sector,
which accounted for one-third of all M&As in this period, finance and insurance, telecommunications and
information services were the prime recipients. This surge in M&As is partly the result of the fact that
domestic industries, particularly in the case of paper, automobile components and steel, have had outdated
capital stock and limited access to international financial services and have therefore been unprepared to
compete on a global basis. Thus, a number of these firms have been sold to TNCs or have formed alliances
with TNCs looking for cost-efficient ways of accessing the expanding and profitable local market (FIPE,
1998).

Privatizations, accounted for almost 27 per cent of FDI flows over the past two years (Brazil,
Banco Central do Brazil, 1998a). Between January 1991 and April 1998, the Brazilian federal and state
authorities collected $43 billion in privatization revenues excluding the transfer of entreprise debts, more
than half of it in 1997 alone. Most of the revenues came from the sale of enterprises in the electronics industry
(42 per cent), cellular telephone networks (19 per cent), steel (13 per cent) and mining (8 per cent). The first
phase of the privatization programme, involving the transfer of aircraft, mining, steel, chemicals,
petrochemicals and fertilizer plants to private hands, was completed with a minority participation by foreign
investors. Thus, until  now only around 30 per cent of the privatized assets have been acquired by foreign
investors (BNDES, 1998). In state-level sales, mainly in electronics and telecommunications (cellular
telephones), the involvement of foreign firms has been somewhat higher (38 per cent and 40 per cent,
respectively).

Most of the foreign investors participating in privatizations originate in the United States, followed
by Spain (16 per cent of the revenues), Chile (8 per cent), Sweden (5 per cent) and France (4 per cent). Bell
South (United States) has been the most prominent, having paid, in association with local investors, $3
billion for the right of operation of cellular telephones in two of the ten zones of Brazil.

Another interesting feature of Brazil’s recent FDI flows is its sectoral pattern, which has been
significantly different from that of earlier years. Indeed, during 1990-1993, only a small part of FDI was
directed into manufacturing and that was aimed principally at the rationalization of existing enterprises
(Bielchowsky and Stumpo, 1996). However, from 1991 onwards, as growth accelerated and the economy
stabilized, there was an increase in FDI in the manufacturing sector aimed at serving local and regional
markets. The most salient change in the sectoral composition of FDI, however, is the increase in the share of
services in total inflows, mainly as a result of privatizations in that sector.

On the other hand, although foreign affiliates already established in Brazil account for the bulk of
recent investment, there is also a considerable number of newcomers, particularly in the automobile industry.
Indeed, according to a recent study (Laplane and Sarti, 1997), FDI by newcomers has been mostly concentrated
in automobiles (51 per cent), followed by the electronics industry (19 per cent), chemicals and pharmaceuticals
(9 per cent) and food and beverages (6 per cent). Most FDI has been used to establish new production
facilities (58 per cent), followed by the modernization of existing facilities (23 per cent).

/...
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(Box VIII.1, concluded)(Box VIII.1, concluded)(Box VIII.1, concluded)(Box VIII.1, concluded)(Box VIII.1, concluded)

Perspectives in the automobile industry continue to be promising as, with sales of more than 2
million units per year, Brazil’s industry has become a favourite destination for the world’s leading automobile
companies:

* Daimler-Benz (Germany) moved its assembly operation of 2,000 trucks and buses from Argentina to
Brazil. The company now has two assembly plants in Brazil, together producing 40,000 units per year,
and expects to invest $1 billion by the year 2000.

* Ford (United States) plans to invest $1 billion in the year 2000 to produce two new models . This would
increase its Brazilian investment to $3.5 billion (Bustos, 1998).

* Fiat (Italy) announced plans to invest $1 billion by the year 2000 to produce a new model  (Palio) to be
exported from its plant in Betim to other developing countries.

* By the same year, Volkswagen (Germany) plans to build another factory in Parana to export vehicles to
its affiliates in Mexico.

* General Motors (United States) has announced its intention to invest $3.6 billion.

It is not only flows into the automobile industry that are expected to grow. Given the evolution of
the economy and advances in the process of reforms (particularly privatization), the prospects for future
inflows continue to be bright across most industries.  As to the external environment, the impact of the
Asian crisis on FDI flows into Brazil has been limited. This is mostly explained by the fact that FDI represents
a long-term commitment to Brazil’s economy and is associated to an important extent with the dynamics of
the privatization process.  Indeed, preliminary figures indicate that, in the first four months of 1998, FDI
inflows have exceeded $4.2 billion (Brazil, Banco Central do Brasil, 1998b), an amount equivalent to twice
the total inflows in 1994.

Source:   UNCTAD.

        TTTTTababababable le le le le VIII.1.VIII.1.VIII.1.VIII.1.VIII.1. Latin America: Latin America: Latin America: Latin America: Latin America:  the 20 big  the 20 big  the 20 big  the 20 big  the 20 biggggggest fest fest fest fest foreign affiliates,oreign affiliates,oreign affiliates,oreign affiliates,oreign affiliates, b b b b by sales,y sales,y sales,y sales,y sales, 1996 1996 1996 1996 1996

Sales
Rank TNC Home country Industry Host country (Millions of dollars)

1 Volkswagen Germany Automotive Brazil 7 000
2 Chrysler United States Automotive Mexico 6 455
3 General Motors United States Automotive Mexico 6 346
4 General Motors United States Automotive Brazil 5 433
5 FIAT Italy Automotive Brazil 4 743
6 Shell United Kingdom/Netherlands Petroleum Brazil 4717
7 Carrefour France Commerce Brazil 4 510
8 Ford United States Automotive Mexico 3 879
9 Ford United States Automotive Brazil 3 830

10 Nestlé Switzerland Food products Brazil 3 592
11 Telefónica Spain Telecommunications Argentina 2 751
12 Gessy Lever United Kingdom/Netherlands Chemical products Brazil 2 749
13 Texaco United States Petroleum Brazil 2 639
14 Pepsi United States Food products Mexico 2 600
15 Exxon United States Petroleum Brazil 2 470
16 Mercedes Benz Germany Automotive Brazil 2 131
17 IBM United States Machinery and equipment Brazil 1 950
18 Telecom France Telecommunications Argentina 1 930
19 Shell United Kingdom/Netherlands Petroleum Argentina 1 866
20 Nissan Japan Automotive Mexico 1 800

 Source: ECLAC, Unit on Investment  and Corporate Strategies.
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growth and advances in the process
of regional integration. To some
extent, this has also been the case in
such services as banking,
telecommunications, power
generation, and distribution and
commercial activities. Partly because
of strong historic links with the
subregion and because of their focus
on local markets, European TNCs
have shown particular preference for
the MERCOSUR region (IDB-IRELA,
1998).

• In Mexico and the Caribbean Basin, manufacturing FDI has mostly been
efficiency-seeking and motivated by efforts to improve exports, overwhelmingly
to the United States market, taking advantage of relatively low labour costs,
geographic proximity to the United States, and the opportunities opened by
NAFTA and the Caribbean Basin Initiative. The lead in this respect has been
taken by United States TNCs attempting to obtain a competitive edge in their
home market vis-à-vis other firms. On a much smaller scale, Asian and European
TNCs have also followed this trend.

• In the services and primary sectors, both market-seeking and resource-seeking
appear to be the major motivations of TNCs from all regions, which have taken
advantage of liberalization and deregulation processes ocurring across most Latin
American economies. In these sectors, which had been off-limits to foreign capital
in previous decades, wide-ranging privatization programmes have provided
opportunities for expansion. This is the case, for example, in energy, financial
services, mining and petroleum.

Apart from the region’s attractivess because of its markets, labour and natural resources,
government policy has played a crucial role in generating the conditions under which the
current boom in FDI has occured. In this
respect, the case of Brazil is again
illustrative. As discussed, the recovery
of FDI inflows coincided with
comprehensive macroeconomic
stabilization and structural adjustment
measures (Nunnenkamp, 1997b), among
which the Plan Real of 1993-1994 was a
decisive step. With its fiscal
consolidation programme of November
1997, the Government of Brazil has
further underscored its determination to
sustain macroeconomic stability. As to
future FDI flows, much will depend on
the pace of Brazil’s privatization
programme now under way; the

Source: UNCTAD, FDI/TNC database.
a Includes Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico,

Paraguay, Peru, Uruguay, Venezuela.

Figure Figure Figure Figure Figure VIII.5.VIII.5.VIII.5.VIII.5.VIII.5.          The Caribbean:The Caribbean:The Caribbean:The Caribbean:The Caribbean:  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows bws bws bws bws by majory majory majory majory major
host economies, 1990-1997host economies, 1990-1997host economies, 1990-1997host economies, 1990-1997host economies, 1990-1997

Source: UNCTAD, FDI/TNC database.

Figure Figure Figure Figure Figure VIII.6.VIII.6.VIII.6.VIII.6.VIII.6.  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows bws bws bws bws by modey modey modey modey mode
of entrof entrof entrof entrof entryyyyy,,,,, in selected countries of Latin America, in selected countries of Latin America, in selected countries of Latin America, in selected countries of Latin America, in selected countries of Latin America,a a a a a 1990-19961990-19961990-19961990-19961990-1996
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privatization of Telebras at the end of July 1998 for $19 billion (of which  63.6 per cent came
from foreign investors) may well be indicative in this respect.  Similar experiences can be
found in most Latin American countries, in which the acceleration of institutional reforms
and the stabilization of the economy, as well as the implementation of specific policies to
attract FDI, have very much coincided with or preceded the growth of inflows.

Regional integration policies have also provided a stimulus to FDI in Latin America.
The large subregional integration schemes, MERCOSUR and NAFTA, have generated new
opportunities for foreign investors by enlarging and enhancing access to markets and
applying the rules-of-origin principle on a regional basis. This facilitates the establishment
of regional production systems, as witnessed by the automobile industry. Investment in the
automobile industries of Mexico, Brazil and Argentina has indeed been substantial,
amounting to $12 billion during 1990-1995; further projects worth $23 billion have been
announced for 1996-2000 (Voduzeck and Calderon, 1998).     Still, the effect of regional
integration on overall FDI in Latin America, and on the distribution of FDI within the region,
is far from clear, as it is almost impossible to isolate the effects of regional integration from
the effects of such domestic-policy reforms as macroeconomic stabilization, privatization
and opening to world markets. The effects also vary among integration schemes:

• FDI flows driven by regional integration are most likely to have occurred in the
case of Mexico’s integration with the economies of the United States and Canada
in the framework of NAFTA. An example is the integration of Mexican plants
into the corporate production systems of United States automobile TNCs.
Something similar appears to be taking place in textile and apparel production.

• In the case of MERCOSUR, both Brazil and Argentina have attracted much higher
FDI inflows since the constitution of that market in 1995, as, on a smaller scale,
has Uruguay which aspires to be the administrative centre of the subregion.

TTTTTababababable le le le le VIII.2.VIII.2.VIII.2.VIII.2.VIII.2. Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean:  FDI in terms of types of corporate strategies,  FDI in terms of types of corporate strategies,  FDI in terms of types of corporate strategies,  FDI in terms of types of corporate strategies,  FDI in terms of types of corporate strategies, 1997 1997 1997 1997 1997

  Corporate strategyCorporate strategyCorporate strategyCorporate strategyCorporate strategy
                  Resource/asset-seeking Market-seeking

Sector  Efficiency-seeking Natural resources   Assets (national or regional)

Primary Petroleum and gas:
  Venezuela, Argentina,
  Colombia
Minerals: Chile, Argentina,
   Peru

Manufacturing Automotive: Mexico Automotive:  (MERCOSUR)
Electronics: Mexico, Caribbean Basin Chemicals: Brazil
Apparel: Caribbean Basin and Mexico Food products: Argentina, Brazil

Cement: Colombia, Dominican
  Republic, Venezuela

Services Financial: Mexico, Chile, Argentina,
   Venezuela, Colombia
Telecommunications:  Argentina,
   Chile, Brazil, Peru
Electr ic energy: Colombia, Brazil,
   Argentina, Central America
Gas distr ibution:  Argentina, Chile,
   Colombia

Source: ECLAC, Unit on Investment and Corporate Strategies.
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• Regional integration may not (yet) have greatly improved the FDI prospects of
smaller countries in the region. A recent analysis of the distribution of German
FDI within MERCOSUR, the Andean Group and the Central American Common
Market showed that integration-induced FDI, if there was any, was still primarily
directed to the traditionally preferred host countries (Nunnenkamp, 1998).2  With
few exceptions, these countries consisted of the largest and most advanced
members of regional integration schemes.

One interesting new FDI feature in Latin America and the Caribbean is the fast growth
of outward flows, even though systematic statistical information remains scarce (figure VIII.2).
Outward FDI flows from the region reached $9 billion in 1997, a rise of almost $7 billion
over 1996. In some cases, this represented the response of firms to the opportunities offered
by the privatization of companies in their sectors in other countries of the region; in others
they appear to have responded to the incentive provided by subregional integration schemes.
Some examples are:

* Outward FDI by Chilean electricity companies in the electricity generation
industry of Argentina, Brazil, Colombia and Peru; in the the financial industry
in Argentina, Colombia, Venezuela and Peru; and in the commercial sector in
Argentina and Peru.

* Outward FDI by Mexican companies in cement in the United States, Europe and
various Latin American countries (including the Dominican Republic, Venezuela,
Colombia and Guatemala); in the glass industry in the United States; in food
and drink in Venezuela, Argentina and Nicaragua; and in financial services in
Argentina.

* Within MERCOSUR, outward FDI by Argentinian companies in the agriculture/
food industry of Brazil; Brazilian outward FDI in the automobile and autoparts
industries and the financial industry in Argentina; and Uruguayan outward FDI
in the commercial sector of Argentina.

This trend towards increased outward FDI can be expected to continue, especially if regional
growth and integration efforts maintain their momentum in the future, and should generate
a platform for the growth and development of regional TNCs.

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

The prospects for FDI remain positive in the region. The financial crisis in Asia does
not seem to have affected FDI flows into Latin America and the Caribbean so far and may
not do so in the future either. One reason for this is that the bulk of FDI in the region is still
oriented towards local or regional markets. Export-oriented FDI may, in principle, be more
affected as devaluations in East and South-East Asia have improved that region’s relative
locational attractiveness. But FDI diversion is likely to remain modest as the exports of East
and South-East Asia and Latin America to major markets (the United States and Western
Europe) are more or less complementary.3  Still, 37 per cent of the firms that replied to the
UNCTAD/ICC survey on the effect of the Asian financial crisis on FDI to and from Asia
indicated that they would expect to expand their engagement in Latin America and the
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Caribbean,4 although some reduction in FDI from crisis-affected developing Asian economies
is likely in the short and medium term, given the financial constraints Asian TNCs currently
face. On the other hand, export-oriented FDI in manufacturing in the region is mostly directed
to the United States market and based in Mexico or the Caribbean Basin. It is not likely that
devaluations in Asia will seriously affect the competitiveness of these operations, given the
relatively low transaction costs associated with them on account of geographic proximity
and the institutional framework within which they take place (NAFTA; Caribbean Basin
Initiative; HTS 9802 tariff item).5

In the immediate future, the main forces driving FDI into the region should remain
strong. Although they have become less important for the region as a whole, privatizations
(especially in Brazil) will remain an important factor. Investment in the modernization of
previously privatized firms and of foreign affiliates in the services sector should also
continue, as TNCs compete for fast-growing local markets. Some manufacturing industries
are also likely to draw in new FDI as TNCs consolidate their regional production systems,
especially in the automobile industry.  Efficiency-seeking FDI should continue to grow as
United States TNCs continue to take up the opportunities provided by Mexico, Central
America and the Caribbean as export platforms, particularly to serve their home market.
European and Asian TNCs may also become active in this respect, as they follow the lead of
United States TNCs.  Finally, TNCs in home countries that have not paid much attention to
the region thus far -- including, eventually, Japan -- may increasingly turn to it, if the region’s
strong economic performance continues.

B.  FDI, exports and the balance of paymentsB.  FDI, exports and the balance of paymentsB.  FDI, exports and the balance of paymentsB.  FDI, exports and the balance of paymentsB.  FDI, exports and the balance of payments

Prior to recent trade policy reforms and the increasingly outward orientation of
countries in Latin America and the Caribbean, TNCs used FDI largely to overcome import
barriers. This applied especially to FDI in such capital-and-skill-intensive manufacturing
industries as chemicals and transport equipment in which the region lacked comparative
advantage.6 Thus, foreign firms established local production facilities in order to serve local
markets and, as import protection supported high rates of return, the efficiency and
international competitiveness of these facilities was not a major concern.

The policy environment for FDI has, however, changed substantially in the region
over the past few years. After the difficult decade of the 1980s, most countries stabilized
their economies and implemented --or began to implement-- large-scale structural reform
programmes. They have privatized a large number of state-owned firms and opened their
economies to international competition. While the timing, intensity and scope of these
reforms have differed across countries, they appear to have acquired “full and generalized
force in the late 1980s and early 1990s” (Edwards, 1995, p. 8).

Since FDI has boomed in this new environment, it seems pertinent to ask whether its
nature has also changed. What factors have motivated TNCs to return with such force to
the region in the 1990s? Have recent FDI flows into the region increasingly sought resources
and efficiency rather than markets? The answers to these questions have implications for a
wide range of development dimensions. Given the region’s long history of problems with
its external balance, however, this section concentrates on this particular dimension. More
specifically, since the region no longer enjoys the high rates of return guaranteed by
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protectionism, has recent FDI become more export-oriented as might be expected? And,
whatever the answer to this question, what are the possible implications of recent and current
FDI flows for the balance-of-payments position of the region?

1.  The export orientation of FDI1.  The export orientation of FDI1.  The export orientation of FDI1.  The export orientation of FDI1.  The export orientation of FDI

When the model of import-substitution industrialization predominated in much of
Latin America and the Caribbean until the 1980s, the export performance of the region was
poor. In the 1990s, the countries of Latin America and the Caribbean have certainly improved
in this respect.7  Overall, exports have soared from $15 billion in 1970 to $288 billion in 1997
(IMF, 1997a; IDB, 1998). The export propensity of foreign affiliates was low until the 1990s.
Indeed, through the 1980s, exports by majority-owned manufacturing affiliates of United
States firms in Latin America and the Caribbean, for example, never went much over 20 per
cent of  total sales, while they never fell below 60 per cent in the Asian economies (table
VIII.3).

The partial evidence available in this area appears to show that modest changes are
occuring. The export propensity of United States manufacturing affiliates in Latin America
as a whole increased to 26 per cent in 1995 (table VIII.3) and the contribution of all foreign
affiliates to the manufactured exports of Brazil reached 48 per cent in 1996 (SOBEET, 1997).
More generally the 33 largest foreign affiliates among the 100 largest companies in the region
generated 37 per cent of the total exports of these companies in 1996 (América Economía,
1997/1998).

Even if structural policy conditions seem appropiate for integration into the world
economy, several factors can affect the export
propensity of foreign affiliates. Among these
are exchange-rate management, the sectoral
composition of  FDI and the existence of
specific policies to attract export-oriented
FDI, particularly in the manufacturing sector.
In recent years, all of these elements have
combined in different forms across different
subregions of Latin America and the
Caribbean to determine quite different
patterns of FDI.

Even though trade liberalization and
other structural reforms may be aimed at
integration into the world economy, good
macroeconomic management is an important
condition of their success. In particular, FDI
is not likely to become more world-market-
oriented if exchange-rate policies work
against the international competitiveness of
local production.  This, of course, applies
equally to domestic companies. In Latin
America, this point is specially relevant as the

TTTTTababababable le le le le VIII.3.VIII.3.VIII.3.VIII.3.VIII.3. Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: e e e e exporxporxporxporxporttttt
prprprprpropensities of United States majority-oopensities of United States majority-oopensities of United States majority-oopensities of United States majority-oopensities of United States majority-ownedwnedwnedwnedwned
ffffforeign affiliates in manoreign affiliates in manoreign affiliates in manoreign affiliates in manoreign affiliates in manufacturing,ufacturing,ufacturing,ufacturing,ufacturing,aaaaa 1983-1995 1983-1995 1983-1995 1983-1995 1983-1995

(Percentage)

Region/economy 1983 1986 1990 1995

Latin America and the
Caribbean 15 20 21 26

Argentina 12 16 b 26 b 19
Brazil 16 17 14 15
Chile 20 0 40 28
Colombia 4 4 b 5 12
Costa Rica 0 0 35 46
Dominican Republic 0 0 49 88
Ecuador 12 2 21 b 20
Jamaica 1 46 4 49 b

Mexico 20 34 29 40
Peru 3 1 7 8 b

Venezuela 1 2 9 11
South, East and South-East

Asia and the Pacific 60 63 63 51
Asian newly industrializing

economies 70 64 65 63 c

Source:   United States, Department of Commerce, various years.
a Expor ts as per cent of total sales.
b Total sales minus local sales as per cent of total sales.
c 1994.
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exchange rate has frequently been used as a nominal anchor in macroeconomic stabilization
programmes. This has been done to break inflationary expectations but has typically led to
the real appreciation of national currencies (Nazmi, 1997), impairing the export performance
of both domestic companies and foreign affiliates.

The sectoral composition of FDI is also relevant in its potential effect on exports. In
general, investments in the primary sector are mostly export-oriented.  FDI in the secondary
sector has a more mixed character, depending on the size of the local market, relative
comparative advantages and the policy environment. Companies operating in the tertiary
sector are very strongly, if not exclusively, focused on local markets, although FDI in this
sector can have indirect effects on the export performance of other sectors of the economy.
These sectoral distinctions are important as they allow some indirect evidence to be obtained
on current trends in the export orientation of FDI in the region.

FDI in the primary sector tends to generate a stream of foreign-exchange revenues, as
local sales are typically of marginal importance. FDI in this sector constituted 12 per cent of
FDI inflows in 1990-1996 for a group of countries accounting for two-thirds of inflows in
1996 (table VIII.4). Examples of natural-resource-seeking FDI are mining in Argentina, Chile
and Peru, as well as petroleum and gas in Colombia and Venezuela. The region’s share of
FDI in this sector has basically remained constant throughout the 1990s,8 although with
considerable variation among countries. Resource-seeking FDI accounted for almost half
the flows to Chile and Colombia during 1990-1996, while its share was exceptionally low in
Brazil, dropping to less than 1 per cent in 1996.

FDI in service industries provides a sharp contrast to FDI in natural resources, as
most services are not tradable across borders and thus generate only marginal export
revenues. In Brazil, FDI in services accounted for about two-thirds of total inflows during
1990-1996,  the highest share among the countries for which data are available, except for
Peru (table VIII.4). For seven Latin American countries taken together, the share of FDI in
services doubled in total inflows from 31 per cent in 1990 to 61 per cent in 1993, but declined
thereafter to 47 per cent in 1996. In the 1990-1996 period as a whole, however, FDI in services
constituted more than a half of the total.9  Privatization programmes in various Latin
American and Caribbean countries were the major policy determinant underlying the shift
of FDI into services, including infrastructure, energy and telecommunications.

Although recent investment in services in the region is in non-tradable industries,
technological change is allowing some services, especially business-related services like data
processing and accounting, to become tradable (Sauvant, 1990; UNCTAD, 1994b). Advances
in micro-electronics have offered some developing countries opportunities to generate foreign
currency receipts by supplying such services to clients all over the world.  While Latin
America and the Caribbean have lagged behind Asian countries (notably India) in this
respect, FDI in these service industries may offer some limited opportunities for catching
up. Other service industries in which FDI can contribute directly to exports include tourism,
air transport and distribution networks. In Argentina, for example, investment in the
generation, transport and distribution of electricity and gas is thought to offer good prospects
of exports to neighbouring countries, especially Brazil and Chile.  In Costa Rica, opportunities
for investment have been identified in call centres to support the electronics industry, which
could then be developed to support other potentially exportable services such as
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telemarketing. Nonetheless, most FDI in the tertiary sector in Latin America and the
Caribbean still goes into non-tradable services. In 1996, none of the foreign affiliates in the
service sector belonging to the top 100 companies in the region reported any exports (América
Economía, 1997/1998).

TTTTTababababable le le le le VIII.4.VIII.4.VIII.4.VIII.4.VIII.4.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows in selected Latin American countries,ws in selected Latin American countries,ws in selected Latin American countries,ws in selected Latin American countries,ws in selected Latin American countries, b b b b by sectory sectory sectory sectory sector,,,,, 1990-1996 1990-1996 1990-1996 1990-1996 1990-1996
(Millions of dollars)

Country 1990 1991 1992 1993 1994 1995 1996

ArArArArArgggggentinaentinaentinaentinaentina 1 836 2 439 4 014 2 514 3 116 4 783 5 090
Primary .. .. 1 015  234  452  454 1 014
Manufacturing .. ..  438  677 1 601 1 779 1 538
Services .. .. 2 561 1 603 1 063 2 550 2 538

Brazil Brazil Brazil Brazil Brazil a ba ba ba ba b 2 857 1 437 1 395 7 054 9 520 4 860 10 409
Primary  4  100  53 -88  252 ..  96
Manufacturing 1 340  427 -585 1 730 1 654 .. 1 843
Services 1 377  831 1 884 5 241 8 041 .. 4 749

ChileChileChileChileChileccccc 1 320  982  999 1 730 2 531 3 028 4 801
Primary  837  471  588  923 1 849 1 818 1 052
Manufacturing  104  271  145  495  362  378  951
Services  379  240  266  312  320  832 2 798

ColombiaColombiaColombiaColombiaColombia  501  457  729  959 1 667 2 317 3 322
Primary  324  314  521  585  904  859 1 172
Manufacturing  160  131  89  217  398  614  675
Services  17  12  119  157  366  844 1 475

MeMeMeMeMexico xico xico xico xico b db db db db d 2 400 6 012 7 397 4 535 11 503 8 430 6 122
Primary  157  80  120  213  104  142  94
Manufacturing 1 199 3 088 4 013 1 281 6 153 3 902 3 498
Services 1 019 2 710 3 079 3 092 5 232 4 380 2 530

PPPPPerueruerueruerueeeee  45  33  176  129 2 808 1 094  618
Primary  2  9  129 -  310  173  91
Manufacturing  17  15  10  54  52  147  331
Services  26  9  37  75 2 445  774  197

VVVVVenezuelaenezuelaenezuelaenezuelaenezuela ..  224 1 950  375  701  333  395
Primary ..  19  28  14  40  40  25
Manufacturing ..  187  400  280  347  127  235
Services ..  18 1 522  81  314  167  135

Latin AmericaLatin AmericaLatin AmericaLatin AmericaLatin Americafffff 8 958 11 583 16 659 17 295 31 846 24 845 30 757
Primary 1 325  992 2 454 1 880 3 911 3 487 3 543
Manufacturing 2 819 4 120 4 509 4 733 10 568 6 946 9 071
Services 2 817 3 820 9 468 10 561 17 781 9 546 14 422

Source: UNCTAD, based on data provided by ECLAC, Unit on Investment and Corporate Strategies.
a Refers to gross incomes, not including capital repatriation to the country of origin or the FDI income under intra-firm loan form.  Figures for the period

1990-1995 correspond to stock variation, whereas those for 1996 correspond to flow distribution.
b Includes unspecified FDI.
c Refers only to FDI operations developed under L-D 600, including related loans.  Does not include FDI incomes under Ar ticle 14 of the “Summary of

International Exchange Guidelines of the Central Bank”.
d Including impor ts of capital goods by in-bond processors, star ting from 1994 but not including re-invested earnings or intra-firm loans.
e Not including intra-firm loans.  Corresponding to a stock variation.
f Only countries included in this table.

Note: figures presented in this table are not necessarily based on balance-of-payments data.  So they do not correspond to FDI cited elsewhere in
the World Investment Repor t 1998.
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Investments in the tertiary sector can, however, still have important indirect export-
enhancing effects, although they are almost impossible to measure.  While FDI in non-tradable
service industries typically depends heavily on imports of capital goods, it can be important
for modernizing FDI stocks and improving export capabilities in manufacturing industries.
Indeed, infrastructure and service bottlenecks have been among the biggest burdens on the
international competitiveness of local production in Latin America.10  Some of the recent
service inflows may thus make a useful contribution to eventual exports in other sectors.

On the whole, however, a large proportion of primary and tertiary operations have
their relative export capacity pre-defined by markets and technologies. Given their large
scale of production and the location of their main markets, companies in the primary sector
generally have very little choice but to export large proportions of their production. Given
the non-tradable character of their products, on the other hand, most companies operating
in the service sector must generally gear their production to local markets. Thus, if there
have been any major changes in the export orientation of FDI in the region, they should
mostly be found in the manufacturing sector, as TNCs operating in this sector have a much
clearer choice between producing for exports and producing for local markets.

During the 1980-1994 period, the share of manufactures in overall exports from Latin
America increased from 15 per cent to almost 50 per cent (UNCTAD, 1997e). This increase,
however, has not necessarily allowed the countries in the region to keep up with their main
competitors in this sector from other regions. The region’s share in OECD imports of
manufactures (mainly apparel, automobiles, electrical machinery and electronic equipment)
rose from 1.8 per cent in 1980 to 3.1 per cent in 1995, a rather modest increase in comparison
with developing Asia, which doubled its share to 15.3 per cent in 1995 (Mortimore et al.,
1997).

With respect to the operations of TNCs, trade liberalization in the region seems to
have provided greater opportunities to integrate foreign manufacturing affiliates into the
regional or global networks of their parent companies. This applies particularly to United
States TNCs, for which the significance of
intra-firm trade is a relevant indicator.  The
share of intra-firm trade involving foreign
manufacturing affiliates majority-owned by
United States TNCs increased from 17 per
cent in 1989 (UNCTAD, 1995a, figure II.4) to
22 per cent in 1995 in the total trade between
the  United States and Latin America and the
Caribbean (United States, Department of
Commerce, 1997a). The export propensity of
the foreign manufacturing affiliates among
the largest 100 companies in the region
increased even more, from 18 per cent in 1994
to 34 per cent in 1996, compared to 10 and 22
per cent for domestic firms (table VIII. 5).
Thus, as a whole, FDI in manufacturing
industry does seem to have played a role in
improving the region’s export performance.

TTTTTababababable le le le le VIII.5.VIII.5.VIII.5.VIII.5.VIII.5. Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: e e e e exporxporxporxporxporttttt
prprprprpropensity of the top 100 companies in Latin America inopensity of the top 100 companies in Latin America inopensity of the top 100 companies in Latin America inopensity of the top 100 companies in Latin America inopensity of the top 100 companies in Latin America in
selected countries,selected countries,selected countries,selected countries,selected countries,aaaaa b b b b by sector of activity and company sector of activity and company sector of activity and company sector of activity and company sector of activity and companyyyyy

status, 1994 and 1996status, 1994 and 1996status, 1994 and 1996status, 1994 and 1996status, 1994 and 1996

                 1994               1996

Domestic Foreign Domestic Foreign
Region/Country firms affiliates firms affiliates

Latin AmericaLatin AmericaLatin AmericaLatin AmericaLatin America
   (all sector   (all sector   (all sector   (all sector   (all sectors)s)s)s)s) 15,9 15,1 31,0 26,2

ManManManManManufacturingufacturingufacturingufacturingufacturing 9,5 17,7 21,5 33,7

Brazil (all sectors) 4,7 5,2 6,1 4,3
Manufacturing 8,8 5,9 22,4 5,3

Mexico (all sectors) 17,2 48,6 29,3 71,4

Manufacturing 10,3 48,6 20,6 71,4

Source : América Economía, 1997/1998.
a Export propensity is defined as the ratio of exports to sales multiplied

by 100.
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What this means is that, in some manufacturing industries, foreign investors’
adjustment to the new policy environment in Latin America and the Caribbean has resulted
in a progressive integration of parts of the region into regionalised or globalized production
based on comparative advantage. However, both export achievements and the role FDI has
played in them vary considerably. The integration of manufacturing affiliates in the region
into global production networks is an uneven phenomenon. Company strategies in this
respect have differed in accordance with the countries (or subregions) in which they invest
and with respect to their country of origin. The strongest movement towards integration of
manufacturing affiliates into global production networks has taken place in Mexico and the
Caribbean Basin, pushed forward by TNCs from the United States. Manufacturing companies
investing in South America, particularly in MERCOSUR countries, on the other hand, still
seem to be very much oriented to serving local or subregional markets, operating more or
less independently of their parent companies or sister affiliates in other regions (IDB-IRELA,
1998).

Mexico ranked second behind China in gaining OECD import-market shares of
manufacturers during 1980-1995 (1.4 percentage points).11  It accounted for 40 per cent of
exports from Latin America and the Caribbean and was the largest recipient of FDI in the
region during the first half of the 1990s.12  60 per cent of the inflows were concentrated in
manufacturing, precisely in those industries reporting increasing shares in Mexico’s exports:
automobiles and their parts, electrical machinery and electronic equipment, and apparel.13

European TNCs accounted for around 20 per cent of FDI flows into the region during 1994-
1997 and Japanese firms for less than 4 per cent. The lion’s share -- almost 60 per cent --
originated from the United States.

In the case of United States TNCs, Mexico alone accounted for more than 60 per cent
of intra-firm trade of United States manufacturing affiliates in the region in 1995. Brazil
ranked second with a much lower share of 10 per cent. Within Mexico, the share of intra-
firm trade of United States foreign affiliates in total Mexican trade with the United States
increased from 24 per cent in 1989 to 29 per cent in 1995, while in Brazil the corresponding
figures were 21 and 23 per cent, respectively (United States, Department of Commerce,
1997a).14

The evidence regarding the Caribbean Basin seems relatively clear. United States TNCs
have increasingly established assembly sites in the area, making use of low wages, tax-free
operations in export processing zones and special access to the United States market,
particularly in order to meet the competition from Asian suppliers in the United States
(Mortimore, 1995). This is especially the case with apparel, footwear and simple electronic
equipment (e.g. alarms), where FDI has been the principal factor behind the rise of exports
emanating from export processing zones in the Caribbean Basin (box VIII.2). European and
Asian companies have lagged far behind in this respect. In consequence, the North American
import shares of manufactures from the Caribbean Basin have increased considerably. FDI
in export processing zones was the driving force behind the 150 per cent increase during
1990-1997 in the share of United States textile and clothing imports coming from the
Caribbean Basin and Mexico (Mortimore, 1997b). The privileged market access of these
trading partners is reflected in the fact that, of the 19 per cent of all textile and clothing
imports that came by way of the production-sharing mechanism of the United States tariff
schedule, the Caribbean Basin and Mexico together provided over 90 per cent (United States,
Department of Commerce, various years).
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The export performance of Brazil and Argentina (box VIII.3), on the other hand, has
remained relatively poor in manufactures, although these countries ranked next to Mexico
in attracting FDI inflows during 1990-1996. Their share in OECD imports of manufactures
declined from 0.44 and 0.11 per cent, respectively, in 1980, to 0.43 and 0.06 per cent in 1995
(OECD, various issues).  Moreover, while intra-MERCOSUR trade relations expanded,
Brazil’s and Argentina’s combined share in world exports remained more or less constant,
fluctuating around 1.3 per cent in 1990-1996 (IMF, 1997a).

Box VIII.2.  FDI in the Caribbean Basin and the NAFTBox VIII.2.  FDI in the Caribbean Basin and the NAFTBox VIII.2.  FDI in the Caribbean Basin and the NAFTBox VIII.2.  FDI in the Caribbean Basin and the NAFTBox VIII.2.  FDI in the Caribbean Basin and the NAFTAAAAA challenge challenge challenge challenge challenge

FDI in the Caribbean Basin has many distinct sectoral destinations -- tourist resorts, petroleum
and mining operations, infrastructure and services -- but much of it goes into the establishment of assembly
operations, usually in export processing zones. The final products of these zones (primarily apparel, footwear
and electronics) are aimed at the United States market. A combination of special access to the United States
market in the form of production sharing  (the HTS 9802 tariff regulation and the Caribbean Basin Initiative),
coupled with tax-free operations in export processing zones, allows United States firms to take maximum
advantage of the relatively low wages in the Caribbean Basin. This permits them to improve their ability to
compete with rising imports (particularly from Asia) in the United States market. The sharp rise in FDI
flows into the Caribbean Basin since the mid-1980s, following the steep devaluations of national currencies
associated with the debt crisis, is closely linked to the expansion of assembly operations.

FDI in these operations has positive as well as negative aspects. On the one hand, the expansion
of export processing zones based on FDI represented a solution to the crisis in the external sector of Caribbean
Basin countries, where natural resource exports were collapsing while foreign debt charges mounted. For
countries such as the Dominican Republic and Costa Rica, the production of apparel, footwear and electronics
activities in export processing zones became the primary link to their principal export  market, the United
States. Their import-market shares for manufactures in that market increased considerably, as did their net
receipts of foreign exchange. On the other hand, the sharp competition among Caribbean Basin countries to
attract such FDI meant that tax incentives thought to be temporary became permanent and fiscal benefits
for the host countries were much smaller than expected (Mortimore and Peres, 1998).  Moreover, the nature
of the special-access and low-wage mechanism for these exports, especially in the case of apparel, did not
strengthen local industrialization processes (Mortimore, 1997b).

The implementation of the North American Free Trade Agreement (NAFTA) beginning in 1994
represented a major challenge to assembly operations  in the Caribbean Basin, especially those in the apparel
industry, because Mexico benefited from several advantages not available to the Caribbean Basin Initiative
countries: the equivalent of a six-point tariff advantage, no quotas on many items, and local inputs counted
as having “North American” content. Mexican advantages, measured in local production costs, also improved
as a result of the devaluation of the Mexican currency in 1995. Relatively higher-wage Caribbean Basin
countries, such as Costa Rica and the Dominican Republic, saw their import market shares decline or the
growth of their shares in the United States market slow down.

Those affected reacted in different ways. Costa Rica, for example, attempted to move its export
processing zone activities into technologically more sophisticated areas which required more educated (and
better remunerated) workers. It succeeded in 1997 in attracting a large new investment in the order of $500
million from the United States computer firm INTEL for  a chip-making and testing facility, and other
computer TNCs may be following suit. The Dominican Republic took a different stance. It attempted to
extend export-processing-zone advantages to national apparel companies, even though these were not
physically located in such  zones, to facilitate a more integrated industry.

These last two examples suggest that FDI in the Caribbean Basin, in part sparked by challenges
such as Mexico’s NAFTA advantage, might be evolving towards activities that respond better to local
developmental needs.

Source: UNCTAD.
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Box VIII.3. TBox VIII.3. TBox VIII.3. TBox VIII.3. TBox VIII.3. Trade by foreign afrade by foreign afrade by foreign afrade by foreign afrade by foreign affiliates in Argentinafiliates in Argentinafiliates in Argentinafiliates in Argentinafiliates in Argentina

During the 1993-1996 period, exports by the largest 1,000 exporters of the country (accounting for
92 per cent of exports) increased by 80 per cent, while exports by foreign firms in this group grew by 105 per
cent. In the same period, exports to MERCOSUR by foreign firms grew almost 50 per cent faster than those
by domestic firms (Chudnovsky and López, 1998). Thus, the share of foreign firms in the external sales of
the leading 1,000 exporters increased from 34 per cent in 1993 to 38 per cent in 1996. In the case of exports to
MERCOSUR, the share increased from 42 per cent to 50 per cent. Foreign firms have obviously been quicker
than local firms in taking advantage of the opportunities created by subregional integration.

On the other hand, foreign firms also had a higher share than domestic firms in the total imports
of the 1,000 leading exporters in 1996, accounting for 58 per cent of these imports. Although foreign firms
registered a positive trade balance in 1996, the principal reason was that they are the leading exporters of
commodities. Though significant, exports in the automobile industry and other manufacturing industries,
with the exception of food processing, were far lower than imports into them.

The greater share of foreign affiliates in imports than in exports in these estimates is in line with
the information collected in firm surveys.  During 1990-1994, imports increased from $264 to $2,102 million,
much faster than exports, which increased from $796 to $1,978 million. Imports of final goods increased the
most, though intermediate products also grew rapidly. Whereas all surveyed firms increased imports,
increases in exports were mostly registered by foreign affiliates producing agricultural commodities and by
affiliates in the automobile industry. The remaining firms had low export coefficients. Intra-firm trade by
surveyed firms accounted for 83 per cent of exports and for 92 per cent of imports in 1994. This trade
increased the most within MERCOSUR (Chudnovsky and López, 1998), partly reflecting the progressive
integration of Argentinian plants into regional production systems.

The sharp increase in imports during this period was mostly due to trade liberalization and greater
economic activity. Affiliates complemented local production with imports from parent companies or sister
affiliates. Imported final goods, which generally require more advanced technologies in their manufacturing,
were aimed at more wealthy consumers or meant to replace local goods, the production of which was
discontinued. The increase in imported inputs was partly a consequence of a reduction in the domestic
content of automobiles, which was explicitly allowed by the regulatory framework. Greenfield investments
and investments in the modernization of existing stocks, on the other hand, led to growing imports of
capital goods.

In the automobile industry, the allocation of one model to an Argentine plant to export to regional
or world markets has been a key factor in allowing scale economies and contributing to the feasibility of
exports. In fact, exports of vehicles have grown significantly, particularly to the Brazilian market, increasing
from 1,126 units in 1990 to 208,217 in 1997. However, with the exception of traditional resource-seeking
investment geared to the world market (i.e. in agricultural commodities) and efficiency-seeking investment
in automobile and autoparts production (which lead in both imports and exports), imports of final or
intermediate goods are generally far more important than exports for the remaining foreign firms.

This situation may change in the future. Once ongoing investments are made and efficiency gains
are consolidated, foreign firms may be in a better position to increase their exports, especially if a more
favourable macro environment for export growth emerges. Larger export coefficients by foreign affiliates in
Argentina and their greater integration into the production systems of their parent firms does not, however,
depend only on local conditions. Much of it will depend on the global and regional strategies of the TNCs to
which the affiliates belong. Finally, though no study of the balance-of-payments effects of FDI in Argentina
is yet available, the growing trend observed in dividend payments to parent companies may soon become a
policy issue.

Source: Chudnovsky and López, 1997; and 1998.
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Although these figures suggest that United States manufacturing affiliates in Latin
America and the Caribbean are shifting from a stand-alone and domestic-market-orientation
strategy  towards globally integrated production systems, they also reflect regional
differences. Export propensities of United States affiliates were similar in Brazil and Mexico
in the early 1980s (table VIII.3). In the case of Brazil, however, the export propensity had
declined by 1995, while in the case of Mexico it had doubled. This is also true more generally
of the export propensities of the largest foreign manufacturing affiliates in these two
countries. The export propensity of foreign manufacturing affiliates belonging to the 100
largest companies in the region that are located  in Mexico increased from 49 per cent in
1994 to 71 per cent in 1996; in Brazil, on the other hand, it decreased slightly from an already
low 6 per cent to 5 per cent (table VIII.5).

There are several factors which combine to explain this difference. One is clearly
Mexico’s membership in NAFTA and its geographical proximity to the North American
market, which have helped domestic and foreign firms located in Mexico to penetrate the
North American market. Other factors include the effect of the maquiladora (assembly)
programme in Mexico,15 the different strategies followed by TNCs from different home
countries, the size of the potential internal and subregional markets of these countries, and
issues related to exchange-rate management.

TNCs from different home countries have manifested different sectoral and geographic
orientations in their investment in the region. Thus, 55 per cent of accumulated net flows
from Western Europe to the region (again excluding offshore financial centres) during 1990-
1996 went to Argentina and Brazil, while only 13 per cent went to Mexico. On the other
hand, during the same period, only 43 per cent of net FDI flows from the United States to
the region (again excluding offshore financial centres) went to Argentina and Brazil, while
33 per cent had Mexico as their country of destination (IDB-IRELA, 1998). Even though
causal relationships are not clear, recent research into the motivations of the investment
behaviour of TNCs from different regions suggests that European TNCs, particularly from
Germany, France and Spain, have a marked orientation towards the provision of local
markets. This partly responds to the peculiarities of their historical links with the region
and to the better opportunities for re-localization they find in other areas, such as Central
and Eastern Europe and North Africa (IDB-IRELA, 1998, especially chapters V and VII).

Another factor that may help in explaining these differences is the exchange-rate regime
of the host countries. Indeed, the export propensity of foreign affiliates did not increase, or
even declined, when exchange-rate-based stabilization programmes induced a real
appreciation in Argentina, Brazil and Mexico and thus reduced the international
competitiveness of local production. Although these trends also respond to longer-term
factors, the recent developments of the automobile exports of Brazil and Mexico underscore
the importance of this factor. Mexico’s exports of passenger cars, as a percentage of total
production, jumped from 58 per cent in 1994 to 86 per cent in 1995, before declining slightly
to 80 per cent in 1996 (annex table A.VII.5). In part, this is the result of the sudden decline of
domestic demand and of the devaluation of the Mexican peso. The devaluation restored
international competitiveness at a time when the Mexican foreign affiliates in the automobile
industry had become more deeply  integrated into the corporate networks of their parent
firms, which involved an upgrading of quality and facilitated the switch to exports. At the
same time, the export share of Brazil’s production of passenger cars declined from 22 per
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cent in 1994 to 15 per cent in 1996 (Germany, VDA, various issues); during this period, the
Brazilian currency appreciated by about 25 per cent in real terms.

All this suggests that the export potential of FDI depends in part on host countries
themselves. Corporate strategies adapt themselves to country-specific policy environments.
The automobile industry again provides an illustration.  Foreign automobile manufacturers
have planned to make heavy investments in Argentina, Brazil and Mexico over the next few
years (section A). Although many of the same corporations are involved in these three
countries, the strategies they pursue are different in different  countries. In the first two,
TNCs take advantage of the large domestic markets and the potential of a division of labour
within MERCOSUR.16  Some TNCs (mainly FIAT, Ford, General Motors and Volkswagen)
are investing to defend their market shares in Argentina and Brazil, particularly for economy-
class cars; others (like BMW, Chrysler and some Asian firms) are seeking new market niches.
In Mexico, on the other hand, TNCs  use the country as a production base for supplying
developed country markets, notably in North America. Chrysler, Ford, General Motors,
Nissan and Volkswagen are modernizing, extending and diversifying their productive
capacities in Mexico and adapting them to international standards for export purposes.  As
a consequence, Mexico has good prospects of improving its global performance in the
automobile industry.

The potential contribution of FDI to the developmental prospects of host countries,
however, is much broader than its contribution to foreign exchange earnings. Specifically,
FDI can make a contribution to economic restructuring in host countries, as the example of
Asia has shown (UNCTAD, 1995a). The evidence available in this respect for Latin America
and the Caribbean is, however, mixed and suggests that the  magnitude and character of
these effects vary across sectors and countries.

Through the introduction and dissemination of new technological and organizational
capabilities, FDI can promote some limited restructuring in the primary sector.  The
generation of forward linkages, moreover, may facilitate industrialization in products with
high natural resource contents, helping to upgrade the position of the country in the vertical
production chain. Apart from making the sector more dynamic, this can lead to the export
of goods based on natural resources with higher domestic value added and can promote
efficient import substitution in other sectors.  The role of FDI in the development of the
agro-industry in Chile provides an example of the former and the prospects for development
of the petrochemical industry in Argentina (box VIII.4 ) may constitute an example of the
latter. Notwithstanding these examples, however, most primary production by TNCs in the
region still concentrates on the extraction and export of natural resources with little domestic
value added and little effect on domestic restructuring.

When it comes to FDI in services, the effects on economic restructuring are mostly
indirect.  By helping to ease bottlenecks in areas such as communication and transport, FDI
may help to expand the productive capabilities of other sectors of the economy. These effects
are very difficult to measure but the operation of TNCs in this sector in the 1990s, given its
quantitative importance, is likely to have had a productivity-enhancing impact in recent
years.  More broadly, FDI in this sector can help economies in intersectoral restructuring,
helping them move towards becoming service economies.
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The most important restructuring effects, however, are likely to take place in relation
to FDI in the manufacturing sector. Here the evidence for the region is uneven. In  assembly
operations that take advantage of relatively low wages, where a large proportion of recent
FDI in manufacturing has been concentrated, internal linkages are typically weak and the
effect on economic restructuring low, if any. This is the case with an important proportion
of manufacturing FDI in Mexico and the Caribbean Basin, which has had little effect on
economic restructuring. There is also some evidence, however, of TNC operations that have
aided economic restructuring and advanced development. An example is the Mexican
automobile industry, where the modernization of management methods and the introduction
of new technology have very much improved the competitive position of the industry in
recent years (Mortimore, 1995).

Government policies have an important role to play in attracting FDI into activities
with a greater potential effect on development. Policies that improve skills and human
resources, that promote industrial upgrading, that support the deepening of the supplier
base and that foster the formation of industrial clusters can work towards the strengthening
of internal linkages, the incorporation of a larger and more sophisticated domestic component
in manufactured goods and, at the same time, help to attract FDI in more dynamic
manufacturing activities.

2.  Balance-of-payments concerns2.  Balance-of-payments concerns2.  Balance-of-payments concerns2.  Balance-of-payments concerns2.  Balance-of-payments concerns

The export performance of foreign affiliates is often of particular interest in the context
of  the balance of payments.17  As noted earlier, when import-substitution strategies prevailed
in the region, foreign affiliates had relatively low export propensities and, even though
they were often obliged to meet local content requirements, their reliance on imports tended
to be higher than that of domestic companies (UNCTAD, 1995a, p. 218).

This became increasingly obvious towards the end of the import-substitution period,
especially in manufacturing. At the early stage of  FDI projects, machinery and equipment
has to be imported in order to set up local production facilities. At a later stage, there are
profit remittances as well as royalties and licence fees to be paid to parent companies. All of
these affect a host country’s balance-of-payments situation. Under conditions of import
substitution, these direct effects of  FDI are not compensated for by indirect effects. Import
protection reduced competition and hindered the development of efficient local suppliers.
Backward linkages of FDI -- which could have created indirect growth effects -- tended to
be weak, even though local content requirements induced foreign investors to assist local
suppliers in getting access to technical information and licences (Londero et al., 1998).

The balance-of-payments effects of FDI continue to be widely debated after various
countries in the region have opened up to world markets in order to integrate their economies
more closely into the international division of labor. This  is an issue that has received special
attention in Brazil.  Indeed, the fact that the recent FDI boom in Latin America has been
accompanied by large and rising current-account deficits has revived concerns over the
negative balance-of-payments impact of FDI. In Brazil, for instance, the current-account
deficit increased from $1.2 billion in 1994 to $33 billion in 1997 (IDB, 1998), in parallel with
FDI inflows rising from $3 to $17 billion.
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The coincidence of booming FDI and high current-account deficits can be analysed
from different angles. First of all, the development effects of FDI go far beyond its direct
balance-of-payments implications. In addition to foreign capital, FDI typically supplies access
to technology, to managerial and organizational skills, and to foreign markets. More broadly,
it can also  contribute to economic restructuring and thus contribute to growth and
development (United Nations, Department of Economic and Social Development, 1992a;
UNCTAD, 1995a). These points apart, one might also ask how far moderate current-account
deficits are a cause for alarm. In the case of Latin America and the Caribbean, they may be
no more what is to be expected, since the process of opening up to world markets involves
considerable restructuring related to production and trade. Trade policy reforms tend to
have the immediate consequence of rising imports whereas their effect on exports may be
delayed.

During the first stage, FDI inflows can generate higher imports not only of capital but
also of consumer goods because TNCs may begin by establishing sales affiliates and
distribution networks. Thus, the first-round effects of trade liberalization on the balance of
payments may  be negative, even though it may be inducing more export-oriented FDI.
However, even export-oriented projects usually require imports of capital goods and
intermediates, unless local enterprises can provide them. If they can, the negative balance-
of-payments impact is softened -- a reminder of the importance of strengthening the domestic
enterprise sector.  Countries such as Brazil, which have been latecomers to trade
liberalization, may still be in this early phase. In the longer run, however, successful economic
restructuring may induce higher export growth, while import growth should normalize
once the adjustment of foreign and domestic investors to the new policy environment is
completed.

The new environment can also bring about efficient import substitution.  In Argentina,
for instance, it has been estimated that two large FDI projects in the petrochemical industry
-- each with an investment outlay of more than one billion dollars -- will substitute for
imports worth about $500 million, which was  about 10 per cent of Argentina’s trade deficit
in 1997 (box VIII.4). Not that there is no reason for concern. The sustainability of current-
account deficits cannot be taken for granted during the difficult transition period. If foreign
investors consider the deficits unsustainable, this judgment may prove to be a self-fulfilling
prophecy and trade-policy reforms may even have to be reversed.

As for its significance as a source of financing, the share of FDI in the total external
capital inflows of Latin America and the Caribbean has increased and has come to represent
the largest source of net external capital inflows in the 1990s, although this share has varied
by country. During 1990-1997, the share of FDI in total net capital inflows averaged 45 per
cent for Latin America and the Caribbean as a whole, with Argentina registering 55 per cent
and Brazil 30 per cent (IDB, 1998). This might create concerns over the potential effect of
FDI inflows on current account deficits, since they may induce an appreciation of the host
country’s currency. It would appear, however, that the exchange-rate regime itself contributes
more significantly to balance-of-payments problems than do capital inflows. This is especially
true in countries that have implemented exchange-rate-based stabilization programmes:
fixed or quasi-fixed exchange-rate regimes can work against a favourable FDI balance-of-
payments impact.
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The increasing outward orientation of Latin American and Caribbean countries in the
aftermath of trade policy reforms could, under the right conditions, eventually lead to FDI
having a more favourable balance-of-payments impact. The policy conditions required for
this are, among others, exchange-rate policies that do not work against the international
competitiveness of local production and policies that promote the generation of domestic
backward linkages, to reduce the import content of foreign affiliates. The import propensity
of foreign affiliates may rise temporarily while TNCs are adjusting to the new more open
trade framework, having a negative effect on the balance of payments. In the longer run,
however, import propensities should not increase and may even decline if governments
encourage the strengthening of local supply capacities. Stronger backward linkages of foreign
affiliates would also imply that the indirect trade and development effects of FDI would
turn more positive: FDI could not only induce capital formation by domestic suppliers, but
also improve their capacity to export on their own.

Other FDI-related balance-of-payments items are likely to change only modestly. On
the one hand, payments of royalties and licence fees may increase if a more global orientation
creates an incentive to use more advanced foreign technologies. On the other hand, the
relative amount of direct investment income transferred to the home countries of foreign
investors (notably profit remittances) may decline, if the competition-reducing effect of earlier
import-substitution policies had resulted in high profit rates for foreign affiliates.18

 Box VIII.4.  Argentina: two cases of investment in the petrochemical industry Box VIII.4.  Argentina: two cases of investment in the petrochemical industry Box VIII.4.  Argentina: two cases of investment in the petrochemical industry Box VIII.4.  Argentina: two cases of investment in the petrochemical industry Box VIII.4.  Argentina: two cases of investment in the petrochemical industry

The petrochemical industry is fundamental to the Argentinian economy due to its strong linkage
with other economic activities. During the 1990s, in the context of a strong FDI boom, an important number
of the leading TNCs in the industry expanded facilities in Argentina. Two projects are particularly worth
mentioning since, given their scale, they will have considerable direct and indirect effects on production,
trade and capital formation. In both of these cases, the projects are implemented by TNCs in association
with important local groups.

The first of these is the Mega project. This is an undertaking to develop a rich natural reserve of
natural gas located at Loma de la Lata, Province of Neuquen. A plant will be established to separate liquid
components from the gas which will be transported (by a poliduct, the construction of which is also part of
the project) to the city of Bahia Blanca, where fractioning and storage facilities are being built. The project
involves a production plan of 562,000 tons of ethane, 610,000 tons of LPG and 223,000 tons of naturale
gasoline per year. The ethane production will be used to supply Petroquimica Bahia Blanca (a firm privatized
in 1995 and now controlled by foreign investors), while the LPG and gasoline will be exported.

Foreign investors from the United States and Brazil will supply 62 per cent of the $430 million of
capital for this project, which is expected to start production by the year 2000. In terms of its potential effect
on the balance of payments, the project is expected to allow for the substitution of imports worth around
$320 million and to generate exports worth around $225 million.

The second of these large investments in the petrochemical industry is the Profertil project. It
seeks to establish the largest fertilizer plant in the world. Based on natural gas processing, this project
involves the construction of a plant in Bahia Blanca with a production capacity of 1.1 million tons per year
of urea and 625,000 tons of ammonia. Production will be geared to the domestic market and is expected to
generate high levels of import substitution and contribute to increased productivity in the farming sector.

Foreign investors from Canada will supply 33 per cent of the $600 million of capital for this project,
which is expected to start production by the year 2000. In terms of its potential effect on the balance of
payments, the project is expected to allow for the substitution of imports worth around $175 million and to
generate exports worth around $70 million.

Source: Argentina, Center for Production Research, Investment Database, Industry, Commerce and Mining Secretariat,
based on data provided by the firms.
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An empirical assessment of these possibilities suffers from considerable data
constraints. Frequently, the relevant balance-of-payments items cannot be divided  into TNC-
related  and non-TNC-related transactions. Most importantly, systematic data on the imports
of foreign affiliates operating in Latin America and the Caribbean are not available. As noted
earlier, the import propensity of foreign affiliates seems generally to have exceeded that of
indigenously owned firms. This propensity is also illustrated by the relatively high intra-
firm exports shipped by United States and Japanese parent companies to all their affiliates
abroad, which typically exceeded intra-firm imports shipped by the affiliates to their parent
companies (UNCTAD, 1995a, table IV.1).

However, this kind of information does not provide insights into whether the new
policy environment in Latin America and the Caribbean has had negative FDI-related
balance-of-payments effects due to an increasing import propensity and whether such effects
have been particularly pronounced in countries like Mexico, which have been relatively
successful in increasing exports to developed countries. Since United States manufacturing
TNCs have been at the forefront in this development, it may be instructive to compare the
intra-firm shipments from United States parent companies to their affiliates in Latin America
with the converse shipments (table VIII.6).  If greater openness towards world markets
involves negative balance-of-payments effects in trade, the exports-to-imports ratio of the
United States parent companies should rise over time and be particularly high in countries
that are more world-market-oriented.

For Latin America and the Caribbean     as a whole, the exports of United States parent
companies to their foreign affiliates are only slightly higher than the imports of parent
companies from their affiliates. The exports-to-imports ratio has in fact remained relatively
stable during 1989-1995, although the ratio varies significantly across host countries. Thus,
in Argentina and Brazil, the ratio has indeed increased considerably during this period
(from a level below one in the case of Brazil).
This is probably related to two important
factors mentioned above: exchange-rate-
based stabilization programmes and
corporate restructuring of foreign affiliates,
the latter ensuing from trade liberalization
and resulting in a temporary boom in exports
of capital goods of United States parent
companies to their affiliates in Argentina and
Brazil.

By contrast, the exports of United States
parent companies to their affiliates in most
other Latin American host countries have
declined relative to the imports of United
States parent companies from their affiliates.
In the case of the Dominican Republic, for
example, the exports-to-imports ratio of
parent companies to affiliates reached an
exceptionally low level in 1995. This is most
probably related to the expansion and

TTTTTababababable le le le le VIII.6.VIII.6.VIII.6.VIII.6.VIII.6.  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean:  Latin America and the Caribbean: e e e e exporxporxporxporxportststststs
of goods of United States parent companies toof goods of United States parent companies toof goods of United States parent companies toof goods of United States parent companies toof goods of United States parent companies to
affiliates in Latin America,affiliates in Latin America,affiliates in Latin America,affiliates in Latin America,affiliates in Latin America, relative to impor relative to impor relative to impor relative to impor relative to importststststs
of goods of parent companies frof goods of parent companies frof goods of parent companies frof goods of parent companies frof goods of parent companies from affiliates,om affiliates,om affiliates,om affiliates,om affiliates,

1989 and 19951989 and 19951989 and 19951989 and 19951989 and 1995
(Ratio)

Region/economy 1989   1995

Latin America 1.07 1.05
Argentina 1.68 11.94
Brazil 0.57 a 1.45
Chile 1.35 1.07
Colombia 0.55 a ..

Costa Rica 1.82 a ..

Dominican Republic 0.77 0.39
Mexico 1.06 0.94
Peru 1.17 0.77
Venezuela 18.54 4.17 b

Developing Asia 0.53 0.73
All developed and
   developing countr ies 1.05 1.14

Source: United States, Depar tment of Commerce, Survey of
Current Business, October 1997 and August 1992

a 1990.
b 1994.
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consolidation of export processing zone activities in the country, for which the dependence
on capital goods provided by United States parent companies is now relatively low. For
Mexico, the exports-to-imports ratio is likely to have declined further after 1995, in the
wake of the longer-term effects of the devaluation of the Mexican peso and the consolidation
of heavy investments made by United States TNCs in the first part of the decade.

Similarly, the partial evidence on payments of direct investment income as well as
royalties and licence fees does not point to the high costs of a stronger export orientation on
the part of foreign affiliates in Latin America. Payments of direct investment income increased
by a factor of 2.7 between 1985-1990 and 1994-1996 (table VIII.7). Relative to FDI inflows,
however, payments of direct investment income decreased for Latin America as a whole. It
should be noted though that because of the time-lag affecting direct investment payments
with respect to inflows, this ratio could be underestimating the long-term effect in a context
of growing inflows.

Among Latin American countries, Peru and Argentina experienced the steepest increase
in payments of direct investment income, but payments still accounted for a small percentage
of inflows in 1994-1996. Brazil experienced a rather modest increase in payments of direct
investment income but a declining payments-to-inflows ratio. This ratio, however, was still
twice as high in Brazil as in Mexico, despite the stronger global orientation of the latter.
Again, caution is required in interpretation. The differences across countries could reflect
the different points in the maturity cycle that investments in different countries may occupy.
Given the high inflows Mexico received in the first half of the 1990s, low foreign direct
investment payments could simply reflect the fact that the new stocks have not yet
consolidated.

Payments of royalties and licence fees were rather low in comparison with payments
of direct investment income, even when payments unrelated to TNC operations are included

TTTTTababababable le le le le VIII.7.VIII.7.VIII.7.VIII.7.VIII.7. Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: pa pa pa pa payments of direct inyments of direct inyments of direct inyments of direct inyments of direct investment incomevestment incomevestment incomevestment incomevestment incomeaaaaa

bbbbby Latin American host countries,y Latin American host countries,y Latin American host countries,y Latin American host countries,y Latin American host countries, 1985-1996 1985-1996 1985-1996 1985-1996 1985-1996
(Millions of dollars and percentage)

  Millions of dollarsb Percentage of FDI inflowsb             Percentage of FDI stocks

Country 1985-1990 1991-1993 1994-1996 1985-1990 1991-1993 1994-1996 1985 1990 1996

Latin America and the
   Caribbean 3 889 5 742 10 408 47.9 34.7 30.2 3.4 4.4 3.7

Argentina 94 502 992 3.9 17.8 5.1 0.9 4.6 3.3
Brazil 1 503 1 072 2 425c 136.2 72.2 60.6c 4.4 4.4 2.6d

Chile 262 752 1 128 50 111.1 44.5 6.8 3.3 7.3
Colombia 665 892 1 301 121.2 124.7 53.5 14.9 25.9 11.1
Costa Rica 16 20 18c 15.5 9.2 5.0c 0.7 1.2 0.7d

Dominican Republic 165 180 118.8 45 15.7 7.2
Mexico 628 1 163 2 756 24 25.8 29.4 2.1 3.8 4.3
Peru 9 94 187 28.3 35.3 6.4 2.8 0.6 2.6
Venezuela 164 436 461 114.8 44.9 38.4 6.8 5.8 5

Source: IMF ,,,,, various years.
a Excluding reinvested earnings, i.e. “other direct investment income” as defined in the source.
b Annual average.
c 1994-1995.
d 1995.



WWWWWorld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Trrrrrends and Determinantsends and Determinantsends and Determinantsends and Determinantsends and Determinants

268268268268268

(table VIII.8). Opposing trends prevailed in different Latin American host countries. For
example, payments of royalties and licence fees declined in Argentina, where payments
accounted for an exceptionally high percentage of inward FDI stocks in 1985 and 1990. By
contrast, payments of royalties and licence fees increased in both Brazil and Mexico,
notwithstanding the different TNC strategies in these two countries. In Brazil, payments
accounted for almost 10 per cent of FDI inflows in 1994-1995,  significantly above the
corresponding ratio for Mexico (5.4 per cent), whereas the payments-to-FDI-stocks ratio
was the same for the two countries.

3.   Conclusion3.   Conclusion3.   Conclusion3.   Conclusion3.   Conclusion

With differences in emphasis across subregions, foreign investors have begun to
respond to the new policy environment and to assist, to some extent, the integration of
Latin America and the Caribbean into regionalized or globalized production systems,
particularly in manufacturing. Trade reforms and greater openness to world markets may
cause a temporary deterioration in the trade balance. In the longer run, however, and with
appropriate governmental policies, the positive effect of trade reforms on the export
propensity of foreign affiliates could reverse, together with a competitive real exchange
rate, the negative balance-of-payments effect resulting from the high import propensity of
foreign affiliates, particularly in the first stages of their investment. This is still an open
question and promoting FDI with a long-term positive balance-of-payments effect therefore
constitutes one of the great challenges facing the region. On the other hand, there is no
conclusive evidence that a closer integration of Latin America into the world economy has
led to a negative balance-of-payments impact of FDI, resulting from higher payments of
direct investment income as well as royalties and licence fees.

Governments can improve the developmental contribution of  FDI and its impact on
the balance of payments in several ways. On the macroeconomic front, the existence of a
competitive real exchange rate is important to provide both foreign and domestic investors

TTTTTababababable le le le le VIII.8.VIII.8.VIII.8.VIII.8.VIII.8. Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: Latin America and the Caribbean: pa pa pa pa payments of ryments of ryments of ryments of ryments of roooooyyyyyalties and licence falties and licence falties and licence falties and licence falties and licence feeseeseeseesees
bbbbby Latin American host countries,y Latin American host countries,y Latin American host countries,y Latin American host countries,y Latin American host countries, 1985-1996 1985-1996 1985-1996 1985-1996 1985-1996

(Millions of dollars and percentage)

  Millions of dollarsa Percentage of FDI inflowsa             Percentage of FDI stocks

Country 1985-1990 1991-1993 1994-1996 1985-1990 1991-1993 1994-1996 1985 1990 1996

Latin America and
   the Caribbean 861 1073 1566b 10.6 6.5 5.1b 1 0.9 0.6c

Argentina 370 266 206 15.2 9.4 1.1 6.4 4.7 0.7
Brazil 46 76 384b 4.2 5.1 9.6b 0.1 0.1 0.5
Chile 32 39 49 6.1 5.8 1.9 1 0.4 0.3
Colombia 10 18 37 1.8 2.6 1.5 0.3 0.4 0.4
Costa Rica 9 9 11b 8.8 3.9 3.2b 1 0.6 0.4c

Dominican Republic ... ... 7 ... ... 1.7 ... ... 0.5
Mexico 228 462 504 8.7 10.2 5.4 0.8 1.2 0.5
Peru 4 16 50 14.4 6 1.7 0.3 0.4 0.7

Source: IMF,,,,, various years.
a Annual average
b 1994-1995
c 1995
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with stronger export incentives and to reduce their import propensities. On the
microeconomic front, policies encouraging industrial upgrading by fostering backward
linkages, improving the physical and human resource infrastructure, supporting the
formation of industrial clusters and facilitating international partnering between enterprises
can all enhance the developmental effect. Finally, host countries should not neglect the
potential indirect trade and development effects of FDI, even though they cannot be easily
quantified. FDI in business-related services and infrastructure may enhance the international
competitiveness of manufacturing industries and thus contribute to improving existing FDI
stocks.

NotesNotesNotesNotesNotes

1 For a comprehensive analysis of FDI trends in Latin America and the Caribbean, see CEPAL, 1998b.
2 It needs to be kept in mind, however, that German TNCs have been among the slowest in their reaction

to new opportunities in the region (IDB-IRELA, 1998).
3 Complementarity in exports to the European Union, for example, is revealed by the fact that four-fifths

of European Union imports from developing Asia consisted of manufactured goods in 1995, whereas
four-fifths of European Union imports from Latin America consisted of non-manufactured goods (OECD,
1997).

4 An overwhelming majority of these respondents also indicated that they do not intend to reduce their
investments in Asia, suggesting that increased FDI in Latin America and the Caribbean does not represent
a switch from Asian host countries (see chapter VII for further discussion).

5 The HTS 9802 tariff regulation allows United-States-based companies that assemble goods abroad which
include components produced in the United States to pay tariffs only on the value added abroad when
the assembled goods return to the United States market.  Thus, the re-imported components are tariff-
exempt.

6 For a discussion of revealed comparative advantage in these industries see, for example, Nunnenkamp,
1998.

7 For details, see CEPAL, 1998a, and Mortimore et al., 1997.
8 Latin America in fact received the highest amount of mining FDI in the world in 1996.  The

Economist, 6 December 1997, p. 17.
9 Worldwide, some 50 to 60 per cent of FDI flows are in the services sector, reflecting a trend for services

to become the single largest economic sector in most countries.
10 See, for example, WEF, 1997; for a detailed discussion, see Nunnenkamp, 1997 and  UNCTAD,

forthcoming b.
11 See Mortimore et al., 1997.
12 Mexico’s inward FDI stock more than doubled from $33 billion in 1990 to $72 billion in 1996

(UNCTAD, 1997a, p. 315).
13 FDI inflows in the last two industries were related to assembly activities (maquiladora).  For a more

detailed analysis of Mexico’s integration into globalized production, see Calderon, et al., 1996; Mortimore,
1995; 1997a; and UNCTC, 1992.

14 These figures tend to underrate the significance of intra-firm trade, as they do not cover trade relations
among United States foreign affiliates in different Latin American host countries, but only their trade
with United States parent companies.  This qualification may be important for Brazil in particular, as
United States foreign affiliates are likely to contribute considerably to intra-Mercosur trade (e.g. in the
automobile industry).

15 This programme of the Government of Mexico aims to simplify requirements and provides incentives
for the operation of export-oriented economic units. Among these is the exemption from tariffs of their
imports of components.

16 Special rules for the automobile industry in MERCOSUR require a certain degree of compensating
exports within members’ trade flows.  Local content requirements are defined on the MERCOSUR
level. For details, see Mortimore, 1997a.
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17 For a more detailed discussion of the balance-of-payments effects of FDI, see UNCTAD, 1997a, ch. II.
18 Note, however, that changes in profit remittances may also be attributable to changes in tax policies, as

the accounting practices of TNCs adapt to them.
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CHAPTER  IXCHAPTER  IXCHAPTER  IXCHAPTER  IXCHAPTER  IX

CENTRAL AND EASTERN EURCENTRAL AND EASTERN EURCENTRAL AND EASTERN EURCENTRAL AND EASTERN EURCENTRAL AND EASTERN EUROPEOPEOPEOPEOPE

A.  TA.  TA.  TA.  TA.  Trendsrendsrendsrendsrends

The basic FDI trend in Central and Eastern Europe resumed its upward growth in
1997 after a decline in 1996.  The trend was uneven, with twelve countries showing growth
and five showing declines, with neither group homogenous in terms of progress in transition.
With the exception of the Russian Federation, most of the FDI growth occurred in the
secondary and tertiary sectors.  The Russian Federation emerged as the leader in attracting
FDI for the first time, mainly on account of the interest of investors in its natural resources
and its infrastructure potential in basic telecommunications.  The relation between FDI
growth and GDP growth continued to be weak, with causal links apparently extending
both ways in different circumstances.  Finally, outward FDI from Central and Eastern Europe
showed significant growth, with the Russian Federation again taking the lead, but outward
FDI stocks remained very low in comparison with inward stocks.

Following a decline in 1996 that proved to be temporary, FDI flows into Central and
Eastern Europe1 bounced back in 1997, reaching $19 billion (FDI trends of the transition
economies of Central Asia are discussed in chapter VII).  While high, this new record level
was only slightly higher than inflows to Brazil in 1997.  FDI inflows increased in 12 countries
of the region. The Russian Federation, Romania, Poland and Bulgaria experienced the largest
increases of FDI in absolute terms, as compared with flows in 1996 and, in comparison, FDI
inflows decreased in five countries (figure IX.1).  The Czech Republic witnessed a decline in
inflows for the second year since the 1995 peak, although the rate of decrease was lower
than in the previous year.2

The Russian Federation, Poland and Hungary were the largest recipients of FDI in the
region (figure IX.1).  Together with the Czech Republic, these countries accounted for 79 per
cent in 1996 and 77 per cent in 1997 of total inflows.  However, the relative weight of the
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individual members of this group
changed.  In particular, the Russian
Federation increased its share from 18
per cent to 33 per cent, driven mainly
by large projects in infrastructure and
natural resources.3  The share of the
next four largest recipients (Romania,
Ukraine, Bulgaria and Latvia)
increased from 10 per cent to 15 per
cent.  By the end of 1997, Poland had
become the region’s leader in terms of
inward FDI stock, followed by
Hungary and the Russian Federation
(annex table B.3).  But if only the
equity component of inward FDI is
taken into account (and reinvested
earnings and intra-company loans are
excluded),  Poland is third, behind
Hungary and the Russian Federation.
In terms of FDI stock, the growth of
inward FDI in 1997 was exceptionally
high in Belarus, Lithuania, Bulgaria,
Romania and the Russian Federation,
though typically from fairly low
levels.

   Judging from data on home country shares in FDI in individual host countries, the
United States was in 1997 the biggest single source of inward FDI stock in Central and
Eastern Europe, followed by Germany and the Netherlands.  Taken together, however, the
countries of Western Europe accounted for the bulk of inward FDI stock.  The share of
Japan, as well as developing Asian countries, is low, except for the share of developing Asia
in Romania and Poland.  In three (Russian Federation, Poland and Ukraine) of the seven
most important recipient countries,4 United States TNCs were the most important sources
of FDI, and they were only slightly behind German firms in Hungary (table IX.1).  Germany
is the most important source of FDI for the Czech Republic and Hungary, and the second
most important source for Poland and Slovenia.  In Slovenia, neighbouring Austria is the
foremost source of inward FDI, while FDI in Romania comes mostly from France and the
Republic of Korea.

Except in the Russian Federation, the primary sector accounts for a low share of inward
FDI (table IX.2).  On average, secondary and tertiary activities are of equal importance in
the region’s inward FDI.  The tertiary sector accounts for a leading share of inward FDI in
Hungary, the Czech Republic, Slovenia and the Russian Federation.  Manufacturing
dominates FDI in Poland, Romania and Ukraine. Within that sector, the food industry,
machinery and equipment and the chemical industry are the most notable recipients.  In
services, the financial industry, commercial activities and transport and communications
attracted most of the inward FDI.

Figure IX.1.Figure IX.1.Figure IX.1.Figure IX.1.Figure IX.1.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: FDI flo FDI flo FDI flo FDI flo FDI flows intows intows intows intows into
the recipient economies 1997 and flothe recipient economies 1997 and flothe recipient economies 1997 and flothe recipient economies 1997 and flothe recipient economies 1997 and flows to the samews to the samews to the samews to the samews to the same

economies, 1996economies, 1996economies, 1996economies, 1996economies, 1996aaaaa

Source: UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inflows in 1997.
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When it comes to individual economies -- and using various indicators -- FDI plays a
role that can be quite considerable as, for example, in Hungary  (table IX.3).   As a percentage
of gross fixed-capital formation, inflows (in 1994-1996) were highest in the Republic of
Moldova, followed by Hungary and Estonia (figure IX.2), with ratios comparable to those
of newly industrializing economies in Asia, such as Singapore.  On the same basis, FDI
inflows were of minor importance in the Russian Federation. Moreover, FDI relative to gross
fixed-capital formation was slightly lower in Central and Eastern Europe than in all
developing countries taken as a group.

The discrepancy in the relative importance of FDI between Central and Eastern Europe
and developing countries as a group is much more pronounced with regard to the ratio of
inward FDI stock to GDP in 1996; 8 per cent versus 16 per cent (figure IX.3).  (As a percentage
of GDP, the inward stock (1996) was the highest in Hungary, Estonia and Latvia).  This is
not surprising, considering that Central and Eastern Europe was a latecomer in drawing on
FDI for capital or other resources.  Before 1989, government policy had made FDI virtually
impossible, except in the case of Hungary and former Yugoslavia and, to a lesser degree,
Poland.  Moreover, at that time, only five  of the 19 states currently constituting the region
had existed as independent entities.

Various factors have to be taken into account in order to explain the uneven distribution
of FDI among countries within Central and Eastern Europe.  First of all, the countries in the
region differ significantly in terms of the stage of transformation to market-based economies.
The Czech Republic, Estonia, Hungary, Poland and Slovenia have been the frontrunners in
the transition to a market-based economic system.5  For example, the European Bank for
Reconstruction and Development (EBRD) assigned an average transition indicator of more
than 3 to all of these countries (EBRD, 1997).6  It can reasonably be expected that this group
is more attractive to foreign investors than those countries which are still facing considerable
transitional uncertainty.  Indeed, during 1993-1997, the pattern of FDI inflows to the region
was clearly dominated by the first wave of  reformers (which also includes countries that

TTTTTababababable IX.1.le IX.1.le IX.1.le IX.1.le IX.1.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope:  g  g  g  g  geographical distribeographical distribeographical distribeographical distribeographical distribution of inwarution of inwarution of inwarution of inwarution of inward FDI stocd FDI stocd FDI stocd FDI stocd FDI stockkkkk
in selected countries, 1997in selected countries, 1997in selected countries, 1997in selected countries, 1997in selected countries, 1997

(Percentage)

Russian
Home country Czech Republic Hungary Poland Romania Federation Sloveniaa Ukraine

United States  13  20  23  7  29  1  19
Germany  28  22  12  9  12  14  10
Netherlands  14  13  7  9  4  2  10
United Kingdom  3  4  7  4  17  5  8
France  8  8  9  13  2  7 1
Switzerland  11  3  3 ..  15  4  10
Austr ia  7  10  4  3  2  34  2
Italy  1  6  9  6  3  7  2
Korea, Republic of ..  1  6  11 .. .. ..
Belgium ..  4  1 .. .. .. ..
Japan ..  2 .. .. .. .. ..
Others  15  9  18  39  17  25  37
               TTTTTotalotalotalotalotal  100 100 100 100 100  100 100 100 100 100  100 100 100 100 100  100 100 100 100 100  100 100 100 100 100  100 100 100 100 100  100 100 100 100 100

Source: UNCTAD estimates, based on national repor ts and Helmstedt, 1998.  These estimates are based on national statistical surveys
and are not necessarily comparable with FDI data based on balance-of-payments figures.

a End 1996.
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TTTTTababababable IX.2.le IX.2.le IX.2.le IX.2.le IX.2.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope:  sectoral and industrial distrib  sectoral and industrial distrib  sectoral and industrial distrib  sectoral and industrial distrib  sectoral and industrial distribution of inwarution of inwarution of inwarution of inwarution of inward FDI stocd FDI stocd FDI stocd FDI stocd FDI stockkkkk
in selected countries, 1997in selected countries, 1997in selected countries, 1997in selected countries, 1997in selected countries, 1997

(Percentage)

Czech Russian
Sector/industry Republic Hungary Polanda Romania Federation Sloveniaa Ukraine

PrimarPrimarPrimarPrimarPrimary sectory sectory sectory sectory sector ..........  2 2 2 2 2  2 2 2 2 2 66666 1616161616 ..........  2 2 2 2 2
Agriculture, hunting, forestry & fishing ..  1  0  2 .. ..  2
Mining, quarrying & petroleum ..  1  2  4  16 b .. ..

SecondarSecondarSecondarSecondarSecondary sectory sectory sectory sectory sector  38 38 38 38 38  39 39 39 39 39  61 61 61 61 61  53 53 53 53 53  23 23 23 23 23 3030303030  50 50 50 50 50
Food, beverages & tobacco  16 c  9  21  14  9  2  20
Textiles, leather & clothing ..  2  3 d 4 d .. ..  2 d

Wood, paper, publishing & printing ..  3  5  2  4  7 3
Chemicals, chemical products & coke &,
   petroleum products  8  8  5  5  3  6  7
Non-metallic mineral products (cement &
   building materials) ..  3  6  6 ..  2  7
Basic metals & metal products .. 2  1  1  3 .. 3
Machinery & equipment .. 12 e  17 e  14 4 f  5  9
Electr ical machinery & apparatus  1 .. ..  3 .. .. ..
Automotive  13 .. ..  3 .. .. ..
Unspecified secondary ..  0  3 .. .. 7 ..

TTTTTererererertiartiartiartiartiary sectory sectory sectory sectory sector  45 45 45 45 45  59 59 59 59 59  38 38 38 38 38  35 35 35 35 35 5151515151  55 55 55 55 55  40 40 40 40 40
Electr icity & water distribution  4  14 .. .. ..  14 ..
Construction  1  4  5  1 .. .. ..
Wholesale trade & distr ibutive trade  9  12  6  16  11  11  19
Hotels & restaurants (tourism) ..  2 ..  4  5 .. ..
Transpor t, storage & telecommunications  18  8  5  4  2 ..  5
Finance (& banking &  insurance)  9  9  21  5  32  17  9
Real estate, rental activities & business
    services  3  8 ..  4 .. 13 g  2
Public administration, health & social services ..  2  0  1  1 ..  5

UnspecifiedUnspecifiedUnspecifiedUnspecifiedUnspecified  17 17 17 17 17 ----- -----  6 6 6 6 6  10 10 10 10 10  15 15 15 15 15  8 8 8 8 8

Source: UNCTAD, based on national repor ts and Helmstedt, 1998.  These estimates are based on national statistical surveys and are
not necessarily comparable with FDI data based on balance-of-payments figures.

a End 1996.
b Fuel industry.
c Includes “consumer goods”.
d Includes other light industries.
e Includes electrical machinery & automotive industries.
f Includes basic metals & metal products.
g Includes trade in vehicles and gases.

TTTTTababababable IX.3.le IX.3.le IX.3.le IX.3.le IX.3.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope:  relative impor  relative impor  relative impor  relative impor  relative importance of ftance of ftance of ftance of ftance of foreign-ooreign-ooreign-ooreign-ooreign-ownedwnedwnedwnedwned
companies in mancompanies in mancompanies in mancompanies in mancompanies in manufacturing,ufacturing,ufacturing,ufacturing,ufacturing, 1996 1996 1996 1996 1996

(Percentage)

Country Equity capital Employment Investment Sales Expor t sales

Czech Republic 21.5 a 13.1 33.5 22.6 ..
Hungary 67.4 b 36.1 82.5 61.4 77.5
Slovakia 16.9 11.7 24.3 21.6 ..

Slovenia 15.6 10.1 20.3 19.6 25.8

Source:  Hunya, 1998, p. 6.
a Own capital.
b     Nominal capital in cash.
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had gone far in privatization open to foreigners) (figure IX.4).7  A comparison of the rankings
of Central and Eastern European countries in terms of the average transition indicator and
inward FDI stock also confirms the relationship:  the rank correlation coefficient between
FDI stock and the transition indicator for the region’s 17 countries was 0.91 and that between
FDI flows and the transition indicator was 0.85 in 1997.8

Even so, FDI inflows also increased in countries less advanced in the process of
economic transformation.  In the case of the Russian Federation, for instance, FDI is largely
motivated by the opportunity for exploiting that country’s vast natural resources. In this
sector, economic policies and economic prospects of host countries have traditionally been
less important as determinants of FDI.  Indeed, the competitiveness index provided in the
1998 Global Competitiveness Report was the lowest for Ukraine and second lowest for the
Russian Federation among the 53 countries under consideration in 1998 (WEF, 1998b).9  In
cases such as Belarus and the Republic of Moldova, high FDI growth on the basis of very
low starting levels may stem from just a few FDI projects, undertaken by foreign investors
who want to benefit from first-mover advantages.

Investment related to privatization has been a dominant form of inflows for a number
of countries (figure IX.5).  For example, privatization-related inflows accounted for virtually
all FDI until 1995 in both the Czech Republic and the Republic of Moldova until 1995,
although the latter was ranked much lower by the EBRD in terms of progress in respect to
the transition.  Likewise, privatization-
related inflows accounted for the bulk of
FDI in Croatia until 1995, followed by a
slight decline in 1996 and 1997.  In
Bulgaria, the share of privatization-related
FDI increased to about 70 per cent.
Hungary is the only country believed to
have nearly exhausted its potential for
privatization-related FDI (Hunya, 1998, p.
7).10  Accordingly, the share of this type of
FDI decreased from 68 per cent in 1995 to
13 per cent in 1997, with other FDI flows
compensating for the levelling of
privatization-related flows. In Hungary,
during 1995-1997, non-privatization-
related inflows alone averaged $1.5 billion
per year; this compares with total average
annual inflows of $1.7 billion during 1992-
1994 (figure IX.5).

Three factors may together explain
most of the unevenness of the link between
FDI inflows and GDP growth in Central
and Eastern Europe.  The most general
factor is uncertainty about the future pace
of economic transition.  The specific
factors are the “lumpiness” of FDI
associated with privatization and the

Figure IX.2.Figure IX.2.Figure IX.2.Figure IX.2.Figure IX.2.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: FDI flo FDI flo FDI flo FDI flo FDI flows as aws as aws as aws as aws as a
perperperperpercentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,

 1994-1996 (ann 1994-1996 (ann 1994-1996 (ann 1994-1996 (ann 1994-1996 (annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e)aaaaa

Source: UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI inflows as a percentage

of gross fixed capital formation.



WWWWWorld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Trrrrrends and Determinantsends and Determinantsends and Determinantsends and Determinantsends and Determinants

276276276276276

relative indifference of natural-resource
investors to broader economic
conditions.  High GDP growth between
1995-1997 tended to go hand in hand
with increasing FDI in some countries,
notably in Poland and Croatia (table
IX.4); in some other countries, FDI
increased although GDP growth was
relatively low (e.g. Hungary, Latvia,
Romania and Belarus) or even negative
(Russian Federation, Republic of
Moldova, Bulgaria, and Ukraine).  In
1997, FDI inflows increased dramatically
in Romania and Bulgaria, against the
backdrop of declining GDP.  Most
strikingly, perhaps, high GDP growth in
Slovakia attracted little FDI  in 1995-
1997.   In this case, one reason was host
country policy: the country practically
excluded foreign investors from
participating in the privatization of
state-owned enterprises.

At an early stage of foreign
investment, the low starting levels may
also partly explain the weak relationship
of FDI growth with GDP growth.  The
decisions of foreign investors tend to be
less influenced by short-term changes in
GDP under early conditions of economic transition. Foreign investors may be strongly
attracted to countries embarking on far-reaching and consistent reforms, especially when
privatization programmes facilitate entry, even though the required structural change is
likely to result in declining GDP in the short
run. Countries in which structural reforms
are delayed may thus have a more
favourable GDP growth performance for
some time. Nonetheless, FDI inflows will
remain static or will decline if foreign
investors consider long-term GDP growth
to be unsustainable.

It should also be noted that, especially
in economies just beginning the transition
process, FDI may stimulate subsequent
GDP growth, rather than being attracted by
existing GDP growth.  A good example is
privatization-related FDI, which results in
the restructuring and upgrading of
inefficient state-owned enterprises.  It is not

Figure IX.3.Figure IX.3.Figure IX.3.Figure IX.3.Figure IX.3.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: FDI stoc FDI stoc FDI stoc FDI stoc FDI stock as ak as ak as ak as ak as a
perperperperpercentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct, 1996 1996 1996 1996 1996aaaaa

Figure IX.4.Figure IX.4.Figure IX.4.Figure IX.4.Figure IX.4.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope:  stoc  stoc  stoc  stoc  stock ofk ofk ofk ofk of
inwarinwarinwarinwarinward FDI,d FDI,d FDI,d FDI,d FDI, b b b b by country country country country country/gry/gry/gry/gry/group of countries,oup of countries,oup of countries,oup of countries,oup of countries, 1993-1997 1993-1997 1993-1997 1993-1997 1993-1997

(Billions of dollars)

Source: UNCTAD, FDI/TNC database.

Source: UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI stock as a percentage of

gross domestic product.
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surprising, therefore, that FDI
boomed in Hungary in 1995, while
GDP growth picked up only in
1997. Likewise, in the Russian
Federation, FDI inflows increased
steadily from 1994, while GDP did
not recover until 1997.11

Recent developments in FDI
patterns have some implications for
the future of FDI in Central and
Eastern Europe.  First, countries
that are relatively attractive to FDI
-- whether because of the pace of
transition or of economic growth,
opportunities in privatization, or
for other reasons -- will have a
better chance to overcome
economic recession.  Second, new
competitors for FDI among the latecomers in transition may attract additional inflows to
the region, without impairing FDI prospects for the currently most attractive countries.  For
instance, the potential of privatization-related FDI is still untapped or not exhausted in
several countries in Central and Eastern Europe; this type of FDI can thus be expected to
play a leading role in these countries in the near future.  Finally, countries in the region that
are likely to become members of the European Union may become more attractive to foreign
investors as their economic systems and regulatory frameworks become more similar to
those of the Union, and as the dynamic
effects of the association agreements begin
to manifest themselves.

An UNCTAD survey of the region’s
investment-promotion agencies conducted
in 1998 (to be discussed below; see box IX.3)
sheds some further light on this issue.  Just
two of 15 respondent countries considered
intraregional FDI diversion to be a
significant problem. Ten respondents
expressed the view that the FDI
attractiveness of other countries in the
region would not affect their own level of
FDI, while three respondents had seen a
positive bandwagon effect of other
countries’ attractiveness on flows into their
own country.  According to the same survey,
the Asian financial crisis is expected to have
only minor effects on FDI in Central and
Eastern Europe: eight out of 13 respondents
argued that the impact would be neutral or
balanced; three respondents expected more

Figure IX.5.Figure IX.5.Figure IX.5.Figure IX.5.Figure IX.5.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope:  priv  priv  priv  priv  privatization-relatedatization-relatedatization-relatedatization-relatedatization-related
FDI floFDI floFDI floFDI floFDI flows as perws as perws as perws as perws as percentacentacentacentacentaggggge of total FDI infloe of total FDI infloe of total FDI infloe of total FDI infloe of total FDI inflows,ws,ws,ws,ws, 1993-1997 1993-1997 1993-1997 1993-1997 1993-1997

Source: UNCTAD, FDI/TNC database.

Note: the definition of "privatization-related FDI flows" varies.  In the case of Hungary,
for instance, only the revenues of the pr ivatization agency are included, and
capital increases are excluded.  The Czech Republic includes all non-greenfield
investments.  The data are, therefore, not str ictly comparable.

TTTTTababababable IX.4.le IX.4.le IX.4.le IX.4.le IX.4.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: a a a a averaveraveraveraveragggggeeeee
annannannannannual rates of grual rates of grual rates of grual rates of grual rates of grooooowth of inwarwth of inwarwth of inwarwth of inwarwth of inward FDI and grd FDI and grd FDI and grd FDI and grd FDI and grossossossossoss

domestic prdomestic prdomestic prdomestic prdomestic product,oduct,oduct,oduct,oduct, 1995-1997 1995-1997 1995-1997 1995-1997 1995-1997
(Percentage)

Growth of GDP
         Country FDI inflows growth

Poland 43.1 6.7
Slovakia -8.0 6.5
Croatia 135.5 6.4
Estonia 14.3 5.4
Czech Republic 47.9 3.6
Lithuania 124.8 3.4
Albania 4.6 3.3
Slovenia 38.6 3.0
Latvia 35.2 3.0
Hungary 79.4 2.4
Romania 115.9 1.7
Belarus 136.5 0.8
Macedonia, TFYR -28.2 0.3
Russian Federation 129.1 -2.9
Moldova, Republic of 139.3 -2.9
Bulgaria 120.7 -5.4

Ukraine 60.9 -8.5

Source: UNCTAD, based on UNCTAD FDI/TNC database and
national sources.
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FDI inflows as a result of the Asian crisis, while
two respondents considered the impact to be
negative. This evaluation appears to be based on
the assumption that the attractiveness of Central
and Eastern Europe to market-seeking FDI will
continue to improve. At the same time, Asia is
expected to become a tougher competitor for cost-
sensitive FDI.  As has been seen earlier (chapter
VII), this response pattern coincides entirely with
the views expressed by transnational corporations
(TNCs) in the survey carried out by UNCTAD/
ICC in March 1998 as regards the effect of the Asian
crisis on FDI.  Romania and Poland, the major
recipients of FDI in Central and Eastern Europe
from the Republic of Korea, which accounted, in
1997, for 11 per cent and 6 per cent respectively of
their inward stock (table IX.2), may nevertheless
see some negative effects on their inward FDI due
to the financial constraints on Korean enterprises.

Investment outflows from Central and
Eastern Europe increased more than three times
in 1997, to an estimated $3.4 billion, though from
a very low level (figure IX.6).  Outflows still
represented a mere 18 per cent of the region’s FDI
inflows.  The Russian Federation continued to account for the bulk of the outflows ($2 billion),
followed by Hungary, Croatia and Estonia.  The outflows of other countries of the region
are still very low (box IX.1).  The reasons for the low level of reported outward FDI are
related to incomplete reporting as well as to features of the real economy.  The statistics of
some countries probably capture only a small part of FDI outflows and outward stocks.
This is the result of inadequate statistical methods and of the reluctance of domestic firms
to report their outward FDI. Furthermore, it is difficult to account for foreign assets acquired
before the transition (box IX.2).  But the low level of outward FDI may also be a consequence
of the relative lack of ownership advantages among enterprises in the midst of economic
transformation.  Yet the cases of Hungary and Estonia suggest that, when  transition is
sufficiently advanced, firm-specific ownership advantages do tend to develop.  This improves
the chances of investing abroad, especially in order to overcome the profit constraints of
small domestic markets and to maintain corporate competitiveness. The case of the Russian
Federation seems to be different: a part of FDI outflows appear to be motivated by the
desire of investors to diversify assets as a safeguard against domestic instability. Thus, in
1997, only 0.1 per cent of the Russian Federation’s outward FDI was directed to other
countries in the Commonwealth of Independent States, where Russian enterprises might
have been expected to be in the best position to use their ownership advantages.

In the longer run, outward FDI is likely to gain in importance as countries, especially
in Central Europe, begin to lose comparative advantage based on low wages, particularly
in industries such as textiles, footwear and other labour-intensive industries.  Indeed, firms
from some more advanced transition economies like Hungary have already begun to invest
abroad -- in a Central and Eastern European version of the Asian flying-geese phenomenon
-- in labour-intensive industries.12

Figure IX.6.Figure IX.6.Figure IX.6.Figure IX.6.Figure IX.6.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: FDI FDI FDI FDI FDI
flofloflofloflows frws frws frws frws from the  economies in 1997 and floom the  economies in 1997 and floom the  economies in 1997 and floom the  economies in 1997 and floom the  economies in 1997 and flowswswswsws

frfrfrfrfrom the same economies in 1996 om the same economies in 1996 om the same economies in 1996 om the same economies in 1996 om the same economies in 1996 aaaaa

Source: UNCTAD, FDI/TNC database.
a Ranked on the basis of the magnitude of FDI outflows in

1997.
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Box IX.1.  Outward FDI in SloveniaBox IX.1.  Outward FDI in SloveniaBox IX.1.  Outward FDI in SloveniaBox IX.1.  Outward FDI in SloveniaBox IX.1.  Outward FDI in Slovenia

In 1996, the outward FDI stock of Slovenia was only $366 million (Slovenia, Bank of Slovenia,
1998, p. 65). When independence came in 1991, with the consequent transition to a full market economy,
one might have expected Slovenian firms to change ahead with outward FDI -- after all, they had
made moderate investment abroad since the 1960s (Svetlicic, 1997, p. 291). On the contrary, faced with
some serious challenges -- the loss of former Yugoslav markets, uncertainties related to privatization,
legal barriersa  and a sceptical public opinion (ibid.) -- they discontinued outward FDI, some going so
far as to divest. Outward FDI resumed in 1995 but most recent changes in the outward investment
stockb have been more a matter of accounting in claims and liabilities between parent firms and affiliates
than of an increase in equity holdings.

The outward FDI data, however, do not reveal the underlying restructuring taking place in
this area. A recent survey of major Slovenian enterprises (Krašovec, 1996)c revealed that the motives
for outward FDI have changed radically, resulting in considerable structural changes. The new motive
is the search for new markets and it has brought new firms into the FDI arena. Establishing and
strengthening market sharesd and accessing  cheaper labour abroade are the main purposes of these
investments, and they are being made in Central and Eastern European countries in general and Croatia
in particular. As much as 83 per cent of leading Slovenian firms see this region as the most important
destination for potential outward FDI until the year 2000.  Almost half of them (49 per cent) plan to
start or increase investment abroad by the year 2000, with the establishment of joint ventures (60 per
cent), the establishment of majority-owned affiliates (41 per cent), increasing investment in existing
affiliates (35 per cent) and takeovers of foreign firms (22 per cent) all mentioned as major avenues for
investment.f

With advances in privatization, Slovenian firms are now better positioned to take advantage
of opportunities for international production, as evidenced by the survey of major Slovenian companies
cited earlier.  Similarly, improving the access of Slovenian firms to Western European markets may
compensate for the loss of the former Yugoslav markets, contributing to an improved financial position.
Slovenia has also been quite successful in attracting inward FDI, and the presence of foreign TNCs is
expected not only to have a positive demonstration effect on local firms but also to facilitate their
integration with international production networks. Finally, public opinion has come to recognize the
benefits of outward FDI for the economy.

Source:   UNCTAD, based on Svetlicic and Rojec, 1998.
a In the early 1990s, outward investment was authorized only if it was financed from the investing firm’s profits. Firms were

not allowed to draw on loans to finance investment abroad.
b $ 281million in 1994, $ 404 million in 1995 and $ 366 million in 1996 (Slovenia, Bank of Slovenia, 1998, p. 65). Data on

outward FDI are also changing as a result of modifications in the statistical reporting system. A major revision was
undertaken in 1997, implying retroactive corrections for 1993-1996 as well.

c The survey, undertaken in 1996, was based on interviews with 120 managers of leading Slovenian firms. These firms account
for more than half of Slovenia’s exports.

d As much as 81 per cent of the leading Slovenian enterprises consider maintaining and strengthening market shares a major
motive for outward FDI (Krašovec, 1996, p. 6).

e Wages in Slovenia are substantially higher than in any other Central and Eastern European country.
f Firms are planning many forms simultaneously; so shares do not add up to 100 per cent.

B.  Is Central and Eastern Europe attracting enoughB.  Is Central and Eastern Europe attracting enoughB.  Is Central and Eastern Europe attracting enoughB.  Is Central and Eastern Europe attracting enoughB.  Is Central and Eastern Europe attracting enough
foreign direct investment?foreign direct investment?foreign direct investment?foreign direct investment?foreign direct investment?

1.   The relative position of the region1.   The relative position of the region1.   The relative position of the region1.   The relative position of the region1.   The relative position of the region

The trends discussed in the preceding section raise the question of whether Central
and Eastern Europe has indeed attracted as much FDI as one would expect for a region at
its level of development, especially given the early expectations that FDI would be “crucial
in the transition” process (IMF, World Bank, OECD and EBRD, 1991, p. 75).  In fact, the
region’s share in world inward FDI stock is low, much lower than the region’s share in
world GDP, world population, or world imports (table IX.5), although the region has begun
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Box IX.2.   How high is the outward FDI stock of the Russian Federation?Box IX.2.   How high is the outward FDI stock of the Russian Federation?Box IX.2.   How high is the outward FDI stock of the Russian Federation?Box IX.2.   How high is the outward FDI stock of the Russian Federation?Box IX.2.   How high is the outward FDI stock of the Russian Federation?

While the low level of outward FDI flows from Central and Eastern Europe may be viewed
as a natural consequence of  the lack of ownership advantages possessed by enterprises in transition,
there are also indications that, at least in some countries, the imperfections of statistics lead to an
overestimation of difference between inflows and outflows. For various reasons (a lack of interest in
reporting outflows, differences in formal reporting requirements, difficulties in accounting for assets
accumulated abroad before transition, etc.), the statistics of some countries are believed to capture
only a small part of FDI outflows and outward stocks.

Counting on cumulative FDI outflows since 1992, the accumulated FDI outflows of the Russian
Federation amounted to about $3.7 billion at the end of 1997,a on the basis of balance-of-payments
data.  However, a recent study has suggested that a figure of  $20 to $30 billion might be more realistic
for Russian FDI outward stock (Bulatov, 1998).  There are other estimates suggesting even higher FDI
outward stock figures.  In 1995, two independent studies suggested that the stock of Russian investment
abroad -- direct, portfolio and other -- was of the order of $130 billion at the beginning of 1995 (Rybkin,
1995; Gorshenin, 1995).   In 1996, another study concluded that the volume of Russian investment
abroad was more than $300 billion, of which direct and portfolio investments each represented $30 to
$40 billion, while the ‘other ’ category accounted for roughly $230 billion (Khaldin and Andrianov,
1996).

Why do such big differences exist between balance-of-payments data and other estimates?
There may be various reasons:

• The balance-of-payments data do not capture fully the value of assets accumulated by the Soviet
Union abroad. The bulk of these assets was inherited by the Russian Federation.  The book value
of Soviet companies abroad was considered to be $2 billion at the beginning of the 1990s (Sokolov,
1991) and the market value $10 billion (Gorshenin, 1995).  Indeed, the market value of outward
FDI may have increased over time, as compared with its original book value.  Given decline of the
ruble against the dollar in the 1990s, the market value may now be significantly higher when
expressed in rubles.

• The balance-of-payments data do not account either for the assets that the Russian Federation
inherited in other former Soviet Republics.  These investments had in fact been registered as
domestic investment by the Union of Soviet Socialist Republics and became foreign assets once
these republics gained independence.

• Some part of Russian assets abroad may be financed through outflows registered under other
flows (such as portfolio flows, trade finance or service payments), increasing the whole outward
FDI stock substantially (Bulatov, 1998).

• Finally, some of the outward flows may go completely unregistered. The above-mentioned studies
suggest that the registration of FDI and other outflows is far less advanced than the reporting of
FDI inflows.

These considerations suggest that the measurement of outward stock based on cumulative
outflows needs to be supplemented, particularly for countries that have recently become independent.
(Besides the Russian Federation, Croatia, which holds assets in Slovenia, may be another country in a
similar situation; see Kopec, 1997, p. 145.)  There may also be a need for a periodic re-evaluation of
assets held abroad when outward FDI stocks are calculated. Finally, there may be some policy
implications, for example, in countries where some of the outflows are believed to go unregistered
because of capital flight.

Source:  UNCTAD.
a    For an estimate of earlier FDI outflows see United Nations, Department of Economic and Social Development, 1992b.
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to catch up, as witness its much higher shares in the world’s FDI inflows in both 1996 and
1997 than its shares of the world’s FDI stock, imports or GDP in those same years.

Not surprisingly, the  ratio of FDI stock to GDP for Central and Eastern Europe falls
behind not only the world average, but also the average for developed countries and the
averages for all developing regions, although the gap differs according to region (table IX.6).
With FDI stock per capita, Central and Eastern Europe is also still considerably behind the
world average, even further behind the average for all developed countries, and behind the
average for the developing countries taken as a whole; but it is ahead of Central Asia and,
more strikingly, South, East and South-East Asia, reflecting its higher relative GDP.   With
the ratio of FDI inflows to gross fixed capital formation (1994-1996 average), matters improve
even further: there the Central and Eastern Europe average is above both the world average
and the average of developed countries, and about the same as (table IX.6) or just slightly
below (figure IX.2) the average for developing countries, reflecting the region’s greater
similarity with developing countries in this respect.

When Central and Eastern Europe’s average ratios of FDI relative to various economic
variables are contrasted with those of a comparable group of countries at roughly similar
levels of economic development (countries with GDP per capita in the range of $2,000-

TTTTTababababable IX.6.le IX.6.le IX.6.le IX.6.le IX.6.  Selected indicator  Selected indicator  Selected indicator  Selected indicator  Selected indicators of the impors of the impors of the impors of the impors of the importancetancetancetancetance
 of inwar of inwar of inwar of inwar of inward FDI,d FDI,d FDI,d FDI,d FDI, b b b b by region,y region,y region,y region,y region, 1996 1996 1996 1996 1996

FDI inward stock over FDI inward stock per FDI inflows over gross fixed capital
       Region GDP, 1996  capita, 1996  formation, 1994-1996

(Per cent) (Dollars) (Per cent)

World 11 528 5
Developed countries 9 2 425 4
Developing countr ies 16 194 8

Africa 17 86 8
Latin America and the Caribbean 17 660 11
Developing Europe 8 347 14
Asia and the Pacific 15 150 7

West Asia 9 259 0.5
Central Asia 11 71 ..
South, East and South-East Asia 16 143 8
Pacific 40 618 25

Central and Eastern Europea 6 151 8

Selected group of countries for comparisonb 26 848 15

Source: UNCTAD, FDI/TNC database.
a Including Croatia, Slovenia and TFYR Macedonia.
b Includes 18 countries with a gross domestic product per capita in the range of $2,000-$5,000.  The countries are listed in table IX.7.

TTTTTababababable IX.5.le IX.5.le IX.5.le IX.5.le IX.5.   Central and Eastern Eur   Central and Eastern Eur   Central and Eastern Eur   Central and Eastern Eur   Central and Eastern Europe:ope:ope:ope:ope: share in w share in w share in w share in w share in world inwarorld inwarorld inwarorld inwarorld inward FDI stocd FDI stocd FDI stocd FDI stocd FDI stockkkkk
and floand floand floand floand flows,ws,ws,ws,ws, compared with shares in population, compared with shares in population, compared with shares in population, compared with shares in population, compared with shares in population, GDP and impor GDP and impor GDP and impor GDP and impor GDP and importststststs

(Percentage)

World trade World inward World FDI inflows
World population World GDP   (imports)    FDI stock

Item        (1996)     (1996)     (1996)      (1996) 1996 1997

Central and Eastern
Europe’s share 6.1 2.4 2.3 1.5 3.6 4.0

Source: UNCTAD/TNC database.
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$5,000, excluding OPEC members), it is seen that the latter group of countries has higher
averages in all of the measures indicated in table IX.6.   As might be expected from the
previous discussion, however, the difference is least noticeable with respect to gross fixed
capital formation.  (If Central and Eastern Europe had had the same FDI/GDP ratio in 1996
as the reference group, its inward FDI stock would have been $216 billion instead of the
actual figure of $50 billion).13

Naturally, the picture differs from country to country (table IX.7).  Hungary’s ratio of
FDI stock to GDP, for example, is three times the world average, over twice the developing
country average, and 15 per cent higher than that of the reference group.  However, Hungary

TTTTTababababable IX.7.le IX.7.le IX.7.le IX.7.le IX.7.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: selected indicator selected indicator selected indicator selected indicator selected indicators of the impors of the impors of the impors of the impors of the importance of inwartance of inwartance of inwartance of inwartance of inward FDI,d FDI,d FDI,d FDI,d FDI, b b b b by country country country country countryyyyy

FDI inward stock FDI inward stock FDI inflows over gross fixed
over GDP, 1996 per capita, 1996  capital formation, 1994-1996

Country (Per cent) (Dollars) (Per cent)

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europe aope aope aope aope averaveraveraveraveragggggeeeeeaaaaa  6 b     151 b      8b

Hungary  34 1 490  30
Estonia  19  551  23
Latvia  17  335 ..
Albania  11  84 ..
Czech Republic  11  537  11
Poland  11  339  18
Moldova, Republic of  9  34  36
Slovakia  5  161  4
Bulgaria  4  51  5
Lithuania  4  80 ..
Romania  4  55  6
Croatia  4  185 ..
Slovenia  4  366  5
Ukraine  3  26  4
Russian Federation  1  45  2
TFYR Macedonia  1  20 ..
Belarus -  6  1

RefRefRefRefReference grerence grerence grerence grerence groupoupoupoupoupccccc

Trinidad and Tobago  77 2 996  46
Grenada  71 2 016  22
Malaysia  49 2 014  12
Fiji  39  925  21
Costa Rica  36  915  22
Botswana  33  942  31
Chile  27 1 356  17
Mexico  22  783  15
Panama  22  646  13
Tunisia  22  470  7
Belize  15  762  15
Peru  15  374  23
Thailand  12  328  3
Colombia  11  261  16
Mauritius  7  252  2
Turkey  3  92  2
Syrian Arab Republic  2  74  1
Lebanon  2  61  2

AAAAAveraveraveraveraveragggggeeeee,,,,, ref ref ref ref reference grerence grerence grerence grerence groupoupoupoupoup 26 848 15

Source:  UNCTAD, FDI/TNC database.
a Including Croatia, Slovenia and TFYR Macedonia.
b Unweighted averages (ratios for the region or group taken as a whole).
c This group, selected for comparison, includes countries with GDP per capita ranging from $2,000 to $5,000 per annum.
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is the only country with a ratio of FDI stock to GDP and FDI stock per capita exceeding the
corresponding average ratios for the reference group, although there are five other countries
in Central and Eastern Europe (Albania, Czech Republic, Estonia, Latvia, Poland) in which
the ratio of FDI stock to GDP is equal to or exceeds the world average.  In eight of the
twelve Central and Eastern European countries for which data are available, FDI inflows as
a ratio of gross fixed capital formation are equal to or above the average for the world; but
only in four countries (Estonia, Hungary, Republic of Moldova and Poland) is this ratio
higher than that for the reference group.  Indeed, some major Central and Eastern European
economies such as the Russian Federation, Ukraine and Slovakia perform below world,
developing-country and developed-country averages, as well as below the averages for the
reference group in all of the measures.

To a large extent, the gap between the inward FDI of the region and the level that
would be expected judging from the region’s economic significance, size and other
characteristics (as reflected in its GDP,  gross fixed capital formation and population) is
explained by the fact that, as mentioned in section A, the overwhelming majority of  Central
and Eastern European countries     opened up to inward FDI  relatively recently and have thus
accumulated FDI stocks over a relatively short period. Nevertheless, it remains surprising
that the share of FDI in gross fixed capital formation in GDP is not higher in the region,
since one might expect that foreign investors would take advantage of the newly opened
opportunities, as they have done in China, and would be particularly interested in the
locational advantages of these countries.  That they have not done so probably reflects the
influence of various factors: legal and regulatory problems,  a deeper and longer than
expected transition-related recession, a prolonged privatization process, and the lack of
local experience in business facilitation.  The countries of Central and Eastern Europe are
conscious of a number of these obstacles as shown by the results of the UNCTAD mail
questionnaire survey (box IX.3) of investment-promotion agencies.

Box IX.3.  UNCTBox IX.3.  UNCTBox IX.3.  UNCTBox IX.3.  UNCTBox IX.3.  UNCTAD’AD’AD’AD’AD’s survey of investment-promotion agencies in Central and Eastern Europes survey of investment-promotion agencies in Central and Eastern Europes survey of investment-promotion agencies in Central and Eastern Europes survey of investment-promotion agencies in Central and Eastern Europes survey of investment-promotion agencies in Central and Eastern Europe

To gather first-hand insights into issues related to FDI flows into Central and Eastern Europe,
the UNCTAD secretariat conducted, in early 1998, a mail questionnaire survey covering the 17
investment-promotion agencies of this region. They were asked to give an evaluation of their country’s
ability to attract and absorb FDI during 1993-1997, and to do the same for 1998-2002.  (The year 1993
was chosen as a starting date for analysis because it was by 1 January 1993 that the current state
structure of the region took shape.)  They were also asked to identify major factors that determined
their countries’ FDI attractiveness in 1993-1997, and to pinpoint the factors that, in their opinion, would
most improve during 1998-2002. Finally, they were invited to specify three industries that they
considered most  successful and three they thought least successful in attracting FDI, both in 1993-
1997 and in 1998-2002.

 Between January and April 1998, responses were received from 15 countries --- Albania,
Belarus, Bulgaria, Croatia, Czech Republic, Estonia, the Former Yugoslav Republic of Macedonia,
Hungary, Lithuania, Poland, Republic of Moldova, Romania, Slovakia, Slovenia, and Ukraine.a Even
though the Russian Federation did not respond, the survey results can be considered representative of
the region not only because of the response rate (88 per cent), but also because the countries of the
respondents account for 99 per cent of the region’s population and GDP if the Russian Federation is
excluded. The differentiation  between the Russian Federation and the rest of the region is based on
the fact that the former shows more similarities with other large, natural-resource-rich economies of
the world than with the other countries of its own region, which are characterized by smaller territories,
populations and resource endowments, and by greater reliance on created investment opportunities.

Source:  UNCTAD.
a The response received from Hungary was based on the consensus view of 16 locally established banks and six other

institutions.
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 The empirical comparisons and explanations discussed above suggest that there is
considerable room for an increase in FDI flows into Central and Eastern European countries.
As the enabling framework evolves-- of which some elements already exist but others, such
as well-functioning competitive markets and policy coherence, need strengthening --  and
as various economic determinants as well as business facilitation efforts improve, more FDI
is likely to be attracted to countries in the region.

2.   Strengths and weaknesses2.   Strengths and weaknesses2.   Strengths and weaknesses2.   Strengths and weaknesses2.   Strengths and weaknesses

The investment-promotion agencies of the region certainly think that the FDI potential
of their countries is far from exhausted and that their economies could productively attract
more investment.  Indeed, the respondents to the UNCTAD survey of investment-promotion
agencies felt that only about a half of the region’s capacity to attract and absorb FDI was
utilized during 1993-1997.14  (The views of representatives of investment-promotion agencies
are important since they are perhaps the best judges of the economic strengths and
weaknesses of their countries.)  Most respondents also considered that their countries’ success
in attracting FDI was below that of South, East and South-East Asia, but comparable to that
of Latin America and the Caribbean, and higher than that of Africa (table IX.8).

 While the region’s potential for attracting FDI was perceived as being largely untapped,
the general view of the respondents was that it would improve markedly between 1998 and
2002.  The overwhelming majority of the respondents, especially from the laggard countries,
gave a substantially higher rating for their expected degree of success in attracting FDI
during 1998-2002 than they did for their (actual) degree of success during 1993-1997: the
average mark given by the respondents to their expected success in attracting FDI in the
future was close to 7 (on a scale of 0-10) as compared with about 4 for the period 1993-1997.
Only the response for Hungary indicated that the expected level of FDI in the future was
anticipated to remain at the  1993-1997 level.  All others foresaw some advancements in
their FDI performance, sometimes
significant improvements .

At the industry level, judging from
the survey responses, there is considerable
variation in both 1993-1997 and 1998-2002
(table IX.9). According to the responses, the
secondary and tertiary sectors on balance
have performed quite well, while the
primary sector has been disappointing.
Food, chemicals (including
pharmaceuticals), cement and building
materials, and automotives were success
cases most often cited.  Chemicals and
automotives are relatively skill- and
technology-intensive, and major
contributors to the modernization of
Central and Eastern European economies.
The success of the building materials
industry is linked to both the availability
of competitively priced raw materials

TTTTTababababable IX.8.le IX.8.le IX.8.le IX.8.le IX.8.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: inwar inwar inwar inwar inward FDId FDId FDId FDId FDI
perfperfperfperfperformanceormanceormanceormanceormance,,,,, compared b compared b compared b compared b compared by respondentsy respondentsy respondentsy respondentsy respondents

with other regions, 1993-1997with other regions, 1993-1997with other regions, 1993-1997with other regions, 1993-1997with other regions, 1993-1997

Item Average marka

Respondent countries’ inflows comparedRespondent countries’ inflows comparedRespondent countries’ inflows comparedRespondent countries’ inflows comparedRespondent countries’ inflows compared
    with the average of:    with the average of:    with the average of:    with the average of:    with the average of:
Central and Eastern Europe 4.2
Africa 7.5
Latin America 3.7
South, East and South-East Asia 2.1

Respondent countries’ inward stockRespondent countries’ inward stockRespondent countries’ inward stockRespondent countries’ inward stockRespondent countries’ inward stock
    compared with the average of:    compared with the average of:    compared with the average of:    compared with the average of:    compared with the average of:
Central and Eastern Europe 4.0
Africa 7.5
Latin America 4.0
South, East and South-East Asia 2.3

Source: UNCTAD survey.
a Average of the marks assigned by the respondents on a scale of 0 to

10, with 0 signifying the lowest degree of success, 5 meaning the
same degree of success and 10 meaning the highest degree of
success compared with the other regions in the utilization of FDI
absorptive capacity.
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(including those required for exports) and the needs of economic reconstruction, while that
of the food industry is related to the basic need to improve the quality and safety of food
products and the attractiveness of newly opening local markets.  These success cases stand
in sharp contrast with the experience of electrical machinery and apparatus, and of machinery
and equipment generally, which were marked by a number of respondents as not having
attracted enough FDI.

Of the past successes in attracting FDI, the food industry and, to a lower degree,
chemicals are expected to continue to perform well in the near future (1998-2000).  Not so
for the cement, building materials and automotive industries, because in these industries
first mover advantages  had already been reaped during 1993-1997.  The electrical machinery
and apparatus industry, as well as machinery and equipment, are expected to continue to
lag behind in the near future.  Textiles and basic metals and metal products are also believed
by the respondents to have little additional FDI potential during 1998-2002.

TTTTTababababable IX.9.le IX.9.le IX.9.le IX.9.le IX.9.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: sur sur sur sur survevevevevey responses with respect to degree of successy responses with respect to degree of successy responses with respect to degree of successy responses with respect to degree of successy responses with respect to degree of success
in terms of attracting and absorbing FDI,in terms of attracting and absorbing FDI,in terms of attracting and absorbing FDI,in terms of attracting and absorbing FDI,in terms of attracting and absorbing FDI, b b b b by industry industry industry industry industryyyyy,,,,, 1998 1998 1998 1998 1998

(Number of responses)

                             1993-1997                             1998-2002

Mentioned as Mentioned as Mentioned as Mentioned as
best performing less performing best performing less performing

Sector and industry industry industry industry industry

PrimarPrimarPrimarPrimarPrimary sectory sectory sectory sectory sector
Agriculture, hunting, forestry and fishing - 8 3 5
Mining and quarrying - 3 1 3

SecondarSecondarSecondarSecondarSecondary sectory sectory sectory sectory sector 31 19 23 16
Food, beverages & tobacco 7 2 6 1
Textiles, leather & clothing 1 1 1 3
Wood and paper 1 2 2 1
Publishing and printing 1 - 1 -
Chemicals and chemical products (including pharmaceutic 5 1 3 -
Rubber and plastic products - - - 1
Non-metallic mineral products (cement and building materi 4 - - 1
Basic metals and metal products 2 1 - 3
Machinery and equipment 2 3 2 2
Electr ical machinery and apparatus - 4 1 2
Precision instruments 2 1 2 -
Motor vehicles and other transpor t equipment (automotiv 3 - 1 -
Unspecified secondary 3 4 4 2

TTTTTererererertiartiartiartiartiary sectory sectory sectory sectory sector 20 15 24 6
Electr icity and water distribution - 2 3 2
Construction 1 - - -
Wholesale trade and distr ibutive trade 5 - - 2
Hotels and restaurants (tourism) - 4 5 -
Transpor t and storage 1 3 2 1
Post and telecommunications 3 2 2 1
Finance (including banking and insurance) 5 1 5 -
Real estate 1 - 1 -
Rental activities 1 - 1 -
Business services (including engineering and information 3 2 5 -
Health and social services - 1 - -

Source: UNCTAD survey.

Note:   the table tabulates the responses according to UNCTAD’s standard classification of industr ies.  It should be noted that  standardization has resulted
in a cer tain amount of double counting, as some of the answers are reflected under more than one industry.
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According to the evaluation of the respondents, most industries successful in attracting
FDI have been in the secondary sector during 1993-1997.  For 1998-2002, however, services
were viewed as having more potential to attract FDI than manufacturing, being cited almost
as often as manufacturing industries.  It is even more striking that services rarely appeared
on the list of industries less attractive in the future: they were mentioned in this category
less than a third as often as manufacturing industries.

Some of the services that have performed well, or are expected to do so, in attracting
FDI could make significant contributions to the transition to market economies.  These
include wholesale and distributive trade,
telecommunications and finance (including
banking and insurance).  Business services
(including engineering and information
services) are also important for the transition
process, and have been  identified by a larger
number of respondents as having
considerable potential for FDI.  Prospects for
tourism are also expected to improve
significantly: the responses indicate that this
industry’s potential has been largely
untapped in the past, but its FDI
performance could improve markedly in the
near future.  A common feature of all services
industries mentioned as past or potential
successes in terms of FDI performance is that
they rely critically on well-trained labour, an
asset that Central and Eastern European
countries either already possess or expect to
acquire in the future.

Key to any improved utilization of the
region’s FDI potential is, of course, the nature
of the various factors determining the
location decisions of TNCs.  The UNCTAD
survey throws some light on what the
investment-promotion agencies consider to
be their countries’ strengths and weaknesses
in this respect (table IX.10):

Economic factors

• Local markets have apparently not yet
attained the size and growth rate that
would help raise substantial market-
seeking FDI.  Only a few respondents
saw the size of their local markets as a
major factor enhancing their FDI
attractiveness during 1993-1997.

TTTTTababababable IX.10.le IX.10.le IX.10.le IX.10.le IX.10.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: factor factor factor factor factorsssss
enhancing or constrainingenhancing or constrainingenhancing or constrainingenhancing or constrainingenhancing or constraining

inwarinwarinwarinwarinward FDI,d FDI,d FDI,d FDI,d FDI, 1993-1997 1993-1997 1993-1997 1993-1997 1993-1997
(Number of responses)

EnhancingEnhancingEnhancingEnhancingEnhancing ConstrainingConstrainingConstrainingConstrainingConstraining
FFFFFactoractoractoractoractor factorfactorfactorfactorfactoraaaaa  factor factor factor factor factorbbbbb

Economic factorEconomic factorEconomic factorEconomic factorEconomic factorsssss
Labour cost 13 -
Labour skills 12 1
Integration prospects 7 1
Market size 2 8
Market growth 2 3
Natural resources 1 5
Management skills 1 1
Physical infrastructure 1 4
Financial infrastructure 1 3
Access to Russian market - 1
Niche industr ies - 1

PPPPPolicolicolicolicolicy factory factory factory factory factorsssss
Macro-economic stability 9 1
Currency conver tibility 5 -
Favourable privatization
   strategies 4 3
Readiness of local firms 3 2
Economic reconstruction
   possibilities 3 3
Progress of pr ivatization 2 2
BITs 1 2
Legal stability - 5
Enterprise restructuring - 3

Business facilitationBusiness facilitationBusiness facilitationBusiness facilitationBusiness facilitation
Subjective proximity to investors 11 -
Information 3 5
Political environment 3 2
Country image 1 8
Financial incentives 1 8
Market incentives 1 3
Enterprise registration 1 4

Source: UNCTAD survey.
a Number of  respondents who ident i f ied a par t icular  i tem as an

enhancing factor.
b Number of respondents who identi f ied a par t icular factor as an

obstacle.

Note :   the questionnaire asked the respondents to list the factors (not
exceeding six in each case) that, in their view, had most enhanced,
or represented the biggest obstacles to real iz ing their  FDI
potential.
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Consistent with this is the perception of low purchasing power and low or negative
growth as disincentives for FDI.

• Low labour costs, combined with the availability of skilled labour, are seen by the
majority of respondents as major factors contributing positively to the region’s ability
to attract FDI.

• The availability of natural resources is not seen as a major factor helping to attract
FDI, but the absence of such resources is seen by some as a constraint.  (It should be
recalled that the responses do not cover the Russian Federation, the principal resource-
abundant country of the region.)

• The state of the physical and financial infrastructure was seen as a limiting factor by
nearly a third of the respondents.

Taken together, the survey responses suggest that the region’s capacity to attract market-
and natural-resource-seeking FDI has been limited by small markets, low growth, and
inadequate resource endowments.  However, the respondents considered that the
opportunities for efficiency-seeking investment have been better used, given the availability
of low-cost, high-skill labour.

Policy-related factors

• According to the majority of the respondents, macroeconomic stability and currency
convertibility contribute positively to the ability of the region to attract and absorb
FDI.

• Surprisingly, privatization strategies were assessed very differently by the respondents.
While progress in privatization and favourable privatization strategies were seen as
factors enhancing FDI flows into advanced countries, the slowness of privatization
and the reluctance to accept foreign investors in privatization strategies were still
regarded as major handicaps hindering FDI flows into other countries.

• Legal uncertainties are major impediments to attracting FDI:  they were mentioned as
problems by more respondents than any other single policy-related factor.

Factors related to business facilitation

• The overwhelming majority of the respondents identified geographical and
psychological proximity  as the single most important factor enhancing their countries’
attractiveness as FDI locations during 1993-1997.

• Image problems and a perceived lack of financial incentives were cited as the most
important business-facilitation factors hindering the realization of the FDI potential.
Only one response judged that no special improvement in this category was needed.

• Only three respondents of 15 expressed satisfaction with the current availability of
information on investment opportunities, while five considered it inadequate.
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As observed earlier, the respondents overall were optimistic when it came to the ability
of the region to attract higher FDI flows.  In keeping with  that optimism, various locational
determinants are expected to change over the period 1998-2002 (table IX.11):

• A number of economic determinants are expected to improve.  These include, in
particular, the region’s physical and financial infrastructure. Prospects for economic
integration with investor countries are also expected to improve.  This suggests that
the possibility of wider regional markets would improve prospects for market-seeking
and possibly efficiency-seeking investment.

• As regards policy factors, the
stabilization of the legal environment
is the single most important factor
expected to boost FDI flows in the
future.  Other factors expected to
contribute in this respect include
further advancement in enterprise
restructuring, improvements in
macroeconomic stability, major
advances in privatization, and a more
welcoming attitude towards FDI on
the part of local firms.

• Most respondents forecast improved
country images, reflecting
improvements in the economic and
regulatory determinants, coupled with
better information about investment
opportunities.  Many also envisage
better incentives and are moving in
this direction (box IX.4).15

If the countries in Central and Eastern
Europe succeed in improving the various
conditions that determine the locational
decisions of TNCs, they can expect to attract
more FDI.   If that were the case, a scenario
under which FDI would become more
important in more countries -- and in the
region as a whole -- seems most likely.  In
such a scenario,  the inward FDI stock in the
region by the year 2000 may well exceed the
figure of $ 100 billion that was predicted in
1993 (Dunning, 1993b).

TTTTTababababable IX.11.le IX.11.le IX.11.le IX.11.le IX.11.  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Eur  Central and Eastern Europe:ope:ope:ope:ope: factor factor factor factor factorsssss
eeeeexpected to enhance inwarxpected to enhance inwarxpected to enhance inwarxpected to enhance inwarxpected to enhance inward FDI,d FDI,d FDI,d FDI,d FDI, 1998-2002 1998-2002 1998-2002 1998-2002 1998-2002

Number of
FFFFFactoractoractoractoractor  responsesa

Economic factorEconomic factorEconomic factorEconomic factorEconomic factorsssss
R&D potential 11
Physical infrastructure 9
Integration prospects 5
Financial infrastructure 4
Market size 2
Niche industr ies 2
Labour skills 2
Access to Russian market 1
Management skills 1
Labour cost 1

PPPPPolicolicolicolicolicy factory factory factory factory factorsssss
Legal stability 9
Enterprise restructuring 5
Macro-economic stability 4
Progress of pr ivatization 4
Readiness of local firms 3
BITs 2
Favourable privatization strategies 1
Economic reconstruction possibilities 1

Business facilitationBusiness facilitationBusiness facilitationBusiness facilitationBusiness facilitation
Country image 8
Information 6
Financial incentives 6
Political environment 3
Tax system 1
Enterprise registration 1

Source:  UNCTAD survey.
a    Refers to the number of respondents who identified a par ticular item

as a factor improving the country’s attractive or absorptive potential
with respect to FDI.

Note :   the questionnaire asked the respondents to list the factors (not
exceeding six in each case) that in their view would most improve
their countr ies’ FDI potential.
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Box IX.4.  Investment incentives in the Czech RepublicBox IX.4.  Investment incentives in the Czech RepublicBox IX.4.  Investment incentives in the Czech RepublicBox IX.4.  Investment incentives in the Czech RepublicBox IX.4.  Investment incentives in the Czech Republic

Until 1998, the Czech Republic offered only a handful of one-off agreements to attract potential
investors. Most of the benefits of these agreements were to be offered by the local authorities and not
by the central government.

Mainly as a reaction to two consecutive years (1996 and 1997) of declining FDI inflows, and
prompted by the belief that the Czech Republic could absorb much more FDI, the  Government of the
Czech Republic announced a comprehensive six-point investment package on 29 April 1998,  to boost
investment.  In line with the Czech Republic’s OECD obligations for equal treatment of domestic and
foreign investors, the package applies, in principle, to both categories of investors, although foreign
firms are widely believed to be in a better position to apply for it, given the minimum investment
requirements.  It covers corporate taxation, waivers of customs  duty and value-added taxes on imported
equipment, the possibility of special customs zones for major investors, job-training grants, special
job-creation benefits for firms locating in underdeveloped regions, and the provision of low cost land
(box table).

All incentives apply only to firms investing more than $ 25 million in a manufacturing
operation falling under the OECD classification of “high-technology products and industries”. The
investment must be made through a newly registered company, whether greenfield or joint venture,
and satisfy authorities that the production process is environmentally friendly.  Investors must apply
for these incentives through CzechInvest, although each ministry or government body concerned issues
a separate contract directly to the applicant firm to cover the incentive granted under its responsibility.

Box table.  The investment incentives scheme of the Czech Republic, April 1998Box table.  The investment incentives scheme of the Czech Republic, April 1998Box table.  The investment incentives scheme of the Czech Republic, April 1998Box table.  The investment incentives scheme of the Czech Republic, April 1998Box table.  The investment incentives scheme of the Czech Republic, April 1998

AreaAreaAreaAreaArea Description of incentivesDescription of incentivesDescription of incentivesDescription of incentivesDescription of incentives Conditions and limitsConditions and limitsConditions and limitsConditions and limitsConditions and limits

CorporateCorporateCorporateCorporateCorporate 1. Deferred payment of corporate tax For 1: independent accounting;
taxationtaxationtaxationtaxationtaxation over five years; remission of tax liabilities machinery bought must not previously

if requirements are met; and provision of have been subject to depreciation in the
a tax bonus equal to the remitted amount Czech Republic; losses carried forward
which shall be deductible from future tax must be offset from first year profit.
obligations.

2. Accelerated tax depreciation (will be For 2: none.
offered from January 1999).

Customs-freeCustoms-freeCustoms-freeCustoms-freeCustoms-free Location of the new production in an At least 40 per cent of the total project
zonezonezonezonezone existing customs-free zone; or creation value invested into machinery;

of a new customs-free zone for the new machinery brought must not have been
production. subject to depreciation in any country;

significant long-term benefits.

Customs andCustoms andCustoms andCustoms andCustoms and Remission of customs duty on high- At least 40 per cent of total project
value-addedvalue-addedvalue-addedvalue-addedvalue-added technology machinery, deferred value- value invested into machinery;
taxtaxtaxtaxtax added tax on high-technology machinery machinery brought must not have been

for 90 days in view of refunding by the subject to depreciation in any country.
revenue office after registration in the
Czech Republic.

Job creationJob creationJob creationJob creationJob creation Interest-free loan for jobs for Czech Only for investment in underdeveloped
benefitsbenefitsbenefitsbenefitsbenefits citizens, to be converted into a subsidy if regions; direct employment for a given

requirements are met. number of people for two years; use of
financial resources in conformity with
a given objective.

TTTTTrainingrainingrainingrainingraining Interest-free loan for training and re- Employment for a given number of
benefitsbenefitsbenefitsbenefitsbenefits training of Czech citizens, up to 50 per people in a relevant region for a given

cent of training costs, to be converted period; up to the total limit in a
into a subsidy if requirements met. designed budget.

Source: CzechInvest (1998).
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NotesNotesNotesNotesNotes

1 For the purpose of this analysis, this region is defined to include the following countries: Albania, Belarus,
Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic, Estonia, Former Yugoslav Republic of
Macedonia, Hungary, Latvia, Lithuania, Poland, Republic of Moldova, Romania, Russian Federation,
Slovakia, Slovenia, Ukraine, Yugoslavia.  (The data for Croatia, Former Yugoslav Republic of Macedonia
and Slovenia can be found in the annex under the heading “Developing Europe”.)  There are no official
FDI data available for Bosnia and Herzegovina and for Yugoslavia.  The inward FDI stock of Yugoslavia
was unofficially estimated at $1.1 billion in 1997, mostly due to investment in telecommunications
(Scepanovic, 1998, p. 40).  For 1990, the inward FDI stock of Serbia (accounting for 94 per cent of Yugoslavia’s
population) was unofficially estimated to be $ 371 million (“Foreign investment in Serbia - a three decade
long tradition”, http://ww.yugoslavia.com/Economy/invest.htm).

2 The cost-competitiveness of export-oriented production in the Czech Republic had deteriorated and, in
May 1997, the fixed-exchange-rate regime proved to be unsustainable.  Austerity measures to reduce the
massive current account deficit led to lower GDP growth, which amounted to 2 per cent per annum
between the fourth quarter of 1996 and the fourth quarter of 1997.  (The Economist, 9 May 1998, p. 120.)

3 This increase also reflects some “round-tripping” as indicated by a fast parallel rise of inflows and outflows
and a growing discrepancy between home and host country statistics.  (‘Round-tripping’ refers to the
transfer of funding abroad in order to bring some or all of the investment back as FDI and claim the tax
and other benefits to foreign investors.)  In 1995-1997, inflows grew at 129 per cent per annum, while
outflows grew even faster -- at 191 per cent per year.  That a part of the fast growing inflows may be
financed from outflows is further suggested by the fact that, since 1995, the reports of the OECD source
countries show only half of the volume of FDI inflows reported in the balance of payments of the Russian
Federation (Meyer and Pind, 1998, p.21).  Much of the round-tripping FDI is not covered by source
country statistical surveys either because the transactions undertaken are too small to be registered or are
transferred through third countries, typically outside the OECD area (Sheets, 1996).

4 The Czech Republic, Hungary, Poland, Romania, the Russian Federation, Slovenia and Ukraine together
account for almost 90 per cent of the region’s inward FDI stock.

5 For a detailed analysis of FDI in Estonia, including a comparison with other Central and Eastern European
countries, see Varblane (1998).

6 The transition indicator produced by the EBRD is based on the following criteria:  Large-scale privatization
of enterprises; small-scale privatization of enterprises; governance and restructuring of enterprises; price
liberalization; trade and foreign exchange system; competition policy; banking reform and interest rate
liberalization; and securities markets and non-bank financial institutions; the maximum value that the
indicator can reach is 4 (EBRD, 1997, p. 14).  While the bulk of the components constituting the transition
index are not related to FDI, the factor of enterprise restructuring may indirectly reflect conditions for
FDI.

7 Economic transition and inward FDI are intricately linked in Central and Eastern Europe, particularly at
the enterprise level.  During the process of their transformation to market-oriented entities, Central and
Eastern European firms require an injection of high amounts of capital and managerial skills.  It is
distinctively specific to the formerly state-owned firms of the region that the costs of post-acquisition
restructuring exceed the costs of the acquisition itself (Meyer, 1998, p. 242).  This leads to “brownfield
investments”, involving the “acquisition of a firm in the region for market share reasons, but entirely new
production facilities are then developed within the firm” (Estrin, Hughes and Todd, 1997, p. 23).  Only
companies with very good capital endowment and managerial know-how -- mostly TNCs -- are capable
of overcoming this constraint.  In return, the acquired firms offer skilled labour and easy access to local
distribution networks.

8 A similar exercise carried out in 1996 and covering 17 Central and Eastern European and five Central
Asian countries obtained a rank correlation coefficient between cumulative FDI inflows during 1989-
1996 and the average transition indicator of 0.88, and a coefficient between 1996 FDI inflows and the
average indicator of 0.86 (Lankes and Stern, 1998).  Meyer and Pind (1998, pp. 16-17) also found a close
relationship between progress in transition and per capita and per GDP FDI in Central and Eastern
Europe and Central Asia.
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9 In 1997, the Russian Federation was the last and Ukraine the last but one on the Global Competitiveness
Report list.  Of the other Central and Eastern European countries, Poland was 49th in 1998 (up from 50th
in 1997), Slovakia 48th (down from 35th), Hungary 43rd (up from 46th), and Czech Republic 35th (down
from 32nd).  In the ranking by the World Competitiveness Yearbook 1998, of the 46 countries analysed, the
Russian Federation ranks last both in 1997 and 1998.  In 1998, Poland is 45th (down from 43rd), the Czech
Republic 38th (down from 35th), and Hungary 28th (up from 36th) (IMD, 1998).

10 Virtually all of the potential privatization was considered to have been accomplished in Hungary by the
end of 1997: “By and large it is ready ... 85 to 90 per cent of the task has been accomplished.  What is left is only
minor work, tidying up, checking up and settlement...” (Mihalyi, 1998, p. 461).

11 A study by Baldwin, Francois  and Portes (1997) found a significant positive impact of inward FDI on
GDP growth in the Czech Republic, Estonia, Hungary, Poland and Slovenia.  Recent empirical surveys of
the Czech Republic (Charap and Zemplinerova, 1994), Slovenia (Rojec, 1998) and Hungary (Hunya, 1996)
also suggest that, largely by outperforming local companies, foreign affiliates do, indeed, contribute to
the transition.

12 See UNCTAD, 1997a, pp. 98-99, for a discussion on Hungary’s nascent outward investors.
13 However, 53 per cent of the 1996 global inward FDI stock had been accumulated before 1990 when the

Central and Eastern European countries had joined the rest of the world in actively seeking FDI. If this 53
per cent is discounted from these $216 billion, the  FDI stock in Central and Eastern Europe still could
have been $100 billion - twice the actual figure.

14 On a scale of 0 to 10 -- with “0" signifying no or practically no utilization of a country’s FDI potential and
“10" full utilization of such potential -- the majority of respondents gave a mark of 5 or less in answer to
the question as regards the success with which their country’s absorptive capacity had been utilized
during 1993-1997.  Only two countries (Hungary and Poland) obtained higher marks (7 and 8, respectively).
Unweighted average marks for a country in the region stood at 3.8.  (The weighted average, using inward
FDI stock, is 5.7.)

15 Respondents envisage more incentives even though the value of incentives in significantly  influencing
locational decisions is questionable (UNCTAD, 1996d).
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.2.le A.II.2.le A.II.2.le A.II.2.le A.II.2.  Countr  Countr  Countr  Countr  Country breakdoy breakdoy breakdoy breakdoy breakdown of the wwn of the wwn of the wwn of the wwn of the world’orld’orld’orld’orld’s top 100 s top 100 s top 100 s top 100 s top 100 TNCs,TNCs,TNCs,TNCs,TNCs, b b b b by transnationalityy transnationalityy transnationalityy transnationalityy transnationality
indeindeindeindeindex,x,x,x,x, f f f f foreign assets,oreign assets,oreign assets,oreign assets,oreign assets, f f f f foreign sales and foreign sales and foreign sales and foreign sales and foreign sales and foreign emplooreign emplooreign emplooreign emplooreign employment,yment,yment,yment,yment, 1996 1996 1996 1996 1996

(Percentage)

Average Foreign Foreign Foreign Number
Country TNIa assets sales employment  of entries

European Union 64.8 41.0 40.1 51.2 41
France 59.7 9.2 7.6 10.2 11
United Kingdomb 71.2 11.4 11.7 13.6 10
Germany 56.9 10.9 11.3 13.4 9
Sweden 78.9 3.5 4.0 6.4 4
Italy 46.7 3.4 2.1 2.3 3
Netherlandsb 77.9 7.8 7.7 10.5 4
Belgium 81.9 0.8 1.1 0.6 2

North America 47.8 35.0 29.7 29.5 32
United States 43.2 32.2 27.6 26.5 28
Canada 79.9 2.8 2.1 3.0 4

Japan 36.2 15.8 23.1 10.3 18

Remaining countr iesc 71.3 8.2 7.1 9.0 10

Total of all 100 listed TNCs 54.8 100 100 100 101 a

Source:   UNCTAD/Erasmus University database.
a Expressed in percentage points.
b Due to dual nationality, Royal Dutch Shell and Unilever are counted as an entry for  both the United Kingdom and the

Netherlands. In the aggregate for the European Union  they are only counted once.   RTZ CRA is counted as an entry for
both the United Kingdom and Australia.

c Remaining countr ies are Australia, Republic of Korea, Norway, Switzerland and Venezuela.

AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.1.le A.II.1.le A.II.1.le A.II.1.le A.II.1. Countr Countr Countr Countr Country breakdoy breakdoy breakdoy breakdoy breakdown of the wwn of the wwn of the wwn of the wwn of the world’orld’orld’orld’orld’s top 100 s top 100 s top 100 s top 100 s top 100 TNCs,TNCs,TNCs,TNCs,TNCs, b b b b by  transnationality indey  transnationality indey  transnationality indey  transnationality indey  transnationality index,x,x,x,x,
ffffforeign assets,oreign assets,oreign assets,oreign assets,oreign assets, f f f f foreign sales and foreign sales and foreign sales and foreign sales and foreign sales and foreign emplooreign emplooreign emplooreign emplooreign employment,yment,yment,yment,yment, 1990 1990 1990 1990 1990

(Percentage)

Average Foreign Foreign Foreign Number
Country  TNIa assets sales employment   of entries

European Union 56.7 45.5 41.2 54.5 48
France 50.9 10.4 9.0 12.0 14
United Kingdomb 68.5 16.8 12.4 19.2 12
Germany 44.4 8.9 10.6 11.0 9
Sweden 71.7 2.7 2.7 4.5 5
Italy 38.7 3.5 3.3 2.4 4
Netherlandsb 68.5 8.9 6.5 10.9 4
Belgium 60.4 1.0 1.0 1.0 2

North America 41.2 32.5 30.5 28.7 30
United States 38.5 31.5 29.9 27.9 28
Canada 79.2 1.0 0.6 0.8 2

Japan 35.5 12.0 21.1 5.0 12

Remaining countr iesc 71.0 10.0 7.2 11.8 11
Total of all 100 listed TNCs 51.1 100 100 100 100a

Source:   UNCTAD/Erasmus University database.
a Expressed in percentage points.
b Due to dual nationality, Royal Dutch Shell and Unilever are counted as an entry for  both the United Kingdom and the Netherlands.

In the aggregate for the European Union they are only counted once.
c Remaining countries are Australia, New Zealand, Norway and Switzer land.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table  A.II.4.le  A.II.4.le  A.II.4.le  A.II.4.le  A.II.4.  Number of banking entities fr  Number of banking entities fr  Number of banking entities fr  Number of banking entities fr  Number of banking entities from selected deom selected deom selected deom selected deom selected developing and transitionveloping and transitionveloping and transitionveloping and transitionveloping and transition

economieseconomieseconomieseconomieseconomiesaaaaa in selected OECD host countries, 1996 in selected OECD host countries, 1996 in selected OECD host countries, 1996 in selected OECD host countries, 1996 in selected OECD host countries, 1996

Number of foreign Number of home Foreign banking entities
Host country  banking entities  economies represented per home economy

United States 171 34 5.0
United Kingdom 153 46 3.3
France 46 25 1.8
Germany 36 19 1.9
Japan 35 11 3.2
Luxembourg 16 8 2.0
Netherlands 14 8 1.8
Switzerland 12 8 1.5
Belgium 9 6 1.5
Australia 9 5 1.8
Austria 7 7 1.0
Spain 7 5 1.4
Italy 5 5 1.0
Greece 3 3 1.0

Otherb 1 1 1.0

Source:  Cornford and Brandon, for thcoming.
a Alger ia, Argentina, Bangladesh, Brazil, Bulgaria, Chile, China, Colombia, Croatia, Cuba, Cyprus,  Czech Republic, Democratic

People’s Republic of Korea, Dominican Republic, Ecuador, Egypt,  El Salvador, FYR Macedonia, Ghana, Hong Kong, China, Hungary,
India, Indonesia,  Iran (Islamic Republic of), Jamaica, Jordan, Kenya, Kuwait, Lebanon, Malaysia, Malta, Mexico, Morocco,
Montenegro, Nigeria, Pakistan, Panama, Peru, Phillippines, Poland, Qatar, Republic of  Korea, Romania, Russian Federation, Saudia
Arabia, Senegal, Singapore, Slovenia, South Africa, Sr i Lanka, Taiwan Province of China,Thailand, Tunisia, Turkey, Ukraine, United
Arab Emirates, Uruguay, Venezuela, Yugoslavia and Zambia.

b Within this category, Por tugal has one branch from Brazil;  and Denmark, Finland, Ireland and Sweden have no entities at all.

AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.3.le A.II.3.le A.II.3.le A.II.3.le A.II.3.   A   A   A   A   Averaveraveraveraveraggggges in transnationality indees in transnationality indees in transnationality indees in transnationality indees in transnationality index,x,x,x,x, assets, assets, assets, assets, assets, sales and sales and sales and sales and sales and emplo emplo emplo emplo employmentymentymentymentyment
of the top 5 of the top 5 of the top 5 of the top 5 of the top 5 TNCs in eacTNCs in eacTNCs in eacTNCs in eacTNCs in each industrh industrh industrh industrh industryyyyy,,,,,aaaaa  1  1  1  1  1990 and 1996990 and 1996990 and 1996990 and 1996990 and 1996

( Percentage points, and in per cent of top 100 total)

Transnationality                    Assets                      Sales                   Employment
Industry index Foreign Total Foreign Total Foreign Total

Petroleum
1990 57.7 15.1 10.6 15.8 11.9 5.5 4.2
1996 61.9 9.8 7.1 12.2 9.4 3.6 3.1

Automotive
1990 34.7 11.9 15.3 10.4 11.8 9.7 14.2
1996 39.1 12.5 17.1 11.2 13.1 9.0 13.5

Electronics/electr ical equipment
1990 36.1 6.4 7.4 4.7 6.3 6.5 9.6
1996 36.4 4.4 7.0 5.8 6.9 7.7 11.3

Pharmaceuticals
1990 47.1 1.5 1.3 1.6 1.4 2.4 2.3
1996 47.8 2.7 2.9 2.7 2.4 3.5 3.1

Chemicals
1990 51.6 5.3 4.2 5.9 4.5 4.8 5.4
1996 60.8 6.0 3.8 4.7 3.9 4.8 4.5

Trading
1990 28.3 5.0 9.1 14.7 22.2 0.4 0.6
1996 32.1 4.9 7.4 10.3 15.4 0.3 0.4

Source: UNCTAD/Erasmus University database.
a Only industr ies that have at least five entries and in which the same five top TNCs featured in the lists of the top 100 TNCs of 1990

and 1996.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table  A.II.6.le  A.II.6.le  A.II.6.le  A.II.6.le  A.II.6.  Number of banking entities fr  Number of banking entities fr  Number of banking entities fr  Number of banking entities fr  Number of banking entities from selected OECD countriesom selected OECD countriesom selected OECD countriesom selected OECD countriesom selected OECD countriesaaaaa

in selected dein selected dein selected dein selected dein selected developing and transition economies,veloping and transition economies,veloping and transition economies,veloping and transition economies,veloping and transition economies, 1996 1996 1996 1996 1996

Number of foreign Number of home Foreign banking entities
Host economy  banking entities  countr ies represented per home country

AsiaAsiaAsiaAsiaAsia
Hong Kong, China 108 14 7.7
Singapore 87 17 5.1
Republic of Korea 41 7 5.9
Taiwan Province of China 31 8 3.9
China 31 10 3.1
Thailand 26 8 3.3
India 22 8 2.8
Philippines 9 6 1.5
Malaysia 9 6 1.5
Indonesia 7 5 1.4
Vietnam 7 4 1.8
Brunei 3 2 1.5

Latin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the Caribbean
Brazil 18 9 2.0
Argentina 14 9 1.6
Chile 12 5 2.4
Mexico 9 5 1.8
Panama 9 5 1.8
Peru 9 5 1.8
Uruguay 9 5 1.8
Venezuela 9 5 1.8
Colombia 4 3 1.3
Ecuador 3 2 1.5

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope
Czech Republic 43 11 3.9
Russian Federation 34 14 2.4
Poland 16 6 2.7
Romania 14 8 1.8
Croatia 11 3 3.7
Slovakia 10 5 2.0
Bulgaria 7 5 1.4
Albania 4 2 2.0
Estonia 4 3 1.3
Slovenia 4 2 2.0
Latvia 3 2 1.5
Hungary 1 6 0.2

Source:   Cornford and Brandon, for thcoming.
a Australia, Austria, Belgium, Canada,Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Japan, Netherlands, Norway, Portugal,

Spain, Sweden, Switzerland,  United Kingdom and United States.

AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.5.le A.II.5.le A.II.5.le A.II.5.le A.II.5.          The ten selected deThe ten selected deThe ten selected deThe ten selected deThe ten selected developing and transition economiesveloping and transition economiesveloping and transition economiesveloping and transition economiesveloping and transition economiesa a a a a with most bankingwith most bankingwith most bankingwith most bankingwith most banking
entities in selected OECDentities in selected OECDentities in selected OECDentities in selected OECDentities in selected OECDb b b b b host countries, 1996host countries, 1996host countries, 1996host countries, 1996host countries, 1996

Number of foreign Number of host Foreign banking entities
Home economy  banking entities  countr ies represented per host country

Korea, Republic of 76 9 8.4
Brazil 42 10 4.2
Taiwan Province of China 31 8 3.9
Turkey 25 8 3.1
Singapore 22 4 5.5
Iran, Islamic Republic of 21 6 3.5
India 20 6 3.3
Indonesia 19 6 3.2
Pakistan 17 8 2.1
Hong Kong, China 17 5 3.4

Source:  Cornford and Brandon, for thcoming.
a The offshore banking centres Bahrain and Bermuda are excluded.
b Australia, Austria, Belgium, France, Germany, Greece, Italy, Japan, Luxembourg, Nether lands, Spain,  United Kingdom and United

States.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.7.le A.II.7.le A.II.7.le A.II.7.le A.II.7.               The ten OECD countries with most banking entities  in selectedThe ten OECD countries with most banking entities  in selectedThe ten OECD countries with most banking entities  in selectedThe ten OECD countries with most banking entities  in selectedThe ten OECD countries with most banking entities  in selected

dededededeveloping and transition economies,veloping and transition economies,veloping and transition economies,veloping and transition economies,veloping and transition economies,a a a a a 19961996199619961996

Number of foreign Number of host Foreign banking entities
Home country  banking entities  economies represented per host economy

Japan 116 15 7.7
United States 113 28 4.0
France 76 25 3.0
Germany 66 20 3.3
Netherlands 53 27 2.0
United Kingdom 42 17 2.5
Austria 33 11 3.0
Italy 23 9 2.6
Spain 21 14 1.5
Switzerland 13 7 1.9

Source:   Cornford and Brandon, for thcoming.
a For the list of countries, see footnote a in annex table A.II.4.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.8.le A.II.8.le A.II.8.le A.II.8.le A.II.8.                    The wThe wThe wThe wThe world’orld’orld’orld’orld’s top 100 s top 100 s top 100 s top 100 s top 100 TNCs:TNCs:TNCs:TNCs:TNCs: measures of transnationality measures of transnationality measures of transnationality measures of transnationality measures of transnationality,,,,, 1996 1996 1996 1996 1996
(Percentage)

ApprApprApprApprApproacoacoacoacoach Ih Ih Ih Ih I ApprApprApprApprApproacoacoacoacoach IIh IIh IIh IIh II
ForeignForeignForeignForeignForeign ForeignForeignForeignForeignForeign ForeignForeignForeignForeignForeign

 assets as a assets as a assets as a assets as a assets as a  sales as a sales as a sales as a sales as a sales as a  emplo emplo emplo emplo employment  asyment  asyment  asyment  asyment  as
perperperperpercentacentacentacentacentaggggge ofe ofe ofe ofe of perperperperpercentacentacentacentacentaggggge ofe ofe ofe ofe of a pera pera pera pera percentacentacentacentacentaggggge ofe ofe ofe ofe of TTTTTransnationalityransnationalityransnationalityransnationalityransnationality No. ofNo. ofNo. ofNo. ofNo. of NetwNetwNetwNetwNetwork-ork-ork-ork-ork-

CorporationCorporationCorporationCorporationCorporationaaaaa total assetstotal assetstotal assetstotal assetstotal assets total salestotal salestotal salestotal salestotal sales total emplototal emplototal emplototal emplototal employmentymentymentymentyment indeindeindeindeindexxxxxbbbbb CountriesCountriesCountriesCountriesCountries spread indespread indespread indespread indespread indexxxxxccccc

General Electr ic Company 30 27 35 31 34 19
Shell, Royal Dutch 66 55 78 67 109 61
Ford Motor Company 31 45 38 38 46 26
Exxon Corporation 58 87 73 73 34 19
General Motors Corporation 25 32 34 30 59 33
IBM 51 61 51 54 50 28
Toyota Motor Corporation 35 47 23 35 34 19
Volkswagen Group 55 64 47 55 23 13
Mitsubishi Corporation 41 39 43 41 36 20
Mobil Corporation 68 66 53 62 42 24
Nestlé SA 91 98 97 95 94 53
Asea Brown Boveri (ABB) 96 97 95 96 84 47
Elf Aquitaine SA 62 59 49 57  ..d  ..d

Bayer AG 91 82 66 80 70 39
Hoechst Aktiengesellschaft 79 54 63 66 93 52
Nissan Motor Co., Ltd. 46 54 -50 50 13 7
Fiat Spa 38 39 38 38 43 24
Unilever 85 86 90 87 92 52
Daimler-Benz AG 40 63 23 42 38 21
Philips Electronics N.V. 77 95 82 85 72 40
Roche Holding AG 83 98 80 87 54 30
Siemens AG 43 61 46 50 79 44
Alcatel Alsthom Cie 49 78 62 63 43 24
Sony Corporation 51 72 58 60 47 26
Total SA 76 76 76 76 88 49
Novar tis (former Ciba Geigy) 49 98 78 75 69 39
British Petroleum Company 65 56 70 64 70 39
Philip Morris Companies, Inc. 37 44 61 48 45 25
ENI Group 33 33 33 33 44 25
Renault SA 45 54 31 43 29 16
B.A.T. Industries 30 81 91 67 79 44
Du Pont (E.I.) de Nemours 48 48 35 44 49 28
Rhone-Poulenc SA 67 79 56 67 51 29
Seagram Company Ltd. 98 97 97 97 35 20
BASF AG 63 73 41 59 68 38
Honda Motor Co., Ltd. 53 62 54 57 22 12
BMW AG 59 73 45 59 22 12
Mitsui & Co., Ltd. 28 43 35 35 47 26
Nissho Iwai Corporation 35 32 30 32 53 30
Itochu Corporation 23 26 26 25 36 20
Hewlett-Packard Company 55 56 40 50 45 25
Ferruzzi/Montedison 69 76 59 68 29 16
Daewoo Corporation 46 39 79 55 42 24
News Corporation 60 87 65 71 48 27
Chevron Corporation 41 35 30 35 21 12
Dow Chemical Company 58 56 52 56 48 27
Rober t Bosch GmbH 62 62 62 62 25 14
Marubeni Corporation 21 39 30 30 45 25
Cable And Wireless PLC 84 72 79 78 56 32
Thomson Corporation 97 94 93 95 19 11
Texaco Incorporated 47 48 39 45 61 34
Michelin 85 85 85 85 24 14
Matsushita Electric Industries 18 38 28 28 39 22
Xerox Corporation 45 51 48 48 58 33
Ericsson 71 93 53 73 57 32

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.8.le A.II.8.le A.II.8.le A.II.8.le A.II.8.                    The wThe wThe wThe wThe world’orld’orld’orld’orld’s top 100 s top 100 s top 100 s top 100 s top 100 TNCs:TNCs:TNCs:TNCs:TNCs: measures of transnationality measures of transnationality measures of transnationality measures of transnationality measures of transnationality,,,,, 1996 (contin 1996 (contin 1996 (contin 1996 (contin 1996 (continued)ued)ued)ued)ued)
(Percentage)

ApprApprApprApprApproacoacoacoacoach Ih Ih Ih Ih I ApprApprApprApprApproacoacoacoacoach IIh IIh IIh IIh II
ForeignForeignForeignForeignForeign ForeignForeignForeignForeignForeign ForeignForeignForeignForeignForeign

 assets as a assets as a assets as a assets as a assets as a  sales as a sales as a sales as a sales as a sales as a  emplo emplo emplo emplo employment  asyment  asyment  asyment  asyment  as
perperperperpercentacentacentacentacentaggggge ofe ofe ofe ofe of perperperperpercentacentacentacentacentaggggge ofe ofe ofe ofe of a pera pera pera pera percentacentacentacentacentaggggge ofe ofe ofe ofe of TTTTTransnationalityransnationalityransnationalityransnationalityransnationality No. ofNo. ofNo. ofNo. ofNo. of NetwNetwNetwNetwNetwork-ork-ork-ork-ork-

CorporationCorporationCorporationCorporationCorporationaaaaa total assetstotal assetstotal assetstotal assetstotal assets total salestotal salestotal salestotal salestotal sales total emplototal emplototal emplototal emplototal employmentymentymentymentyment indeindeindeindeindexxxxxbbbbb CountriesCountriesCountriesCountriesCountries spread indespread indespread indespread indespread indexxxxxccccc

Holderbank Glarus 92 86 91 90 35 20
BCE Inc. 38 65 38 47  ..d  ..d
Saint-Gobain SA 53 65 67 62 32 18
Broken Hill Comp. (BHP) 41 37 34 37 32 18
Hitachi, Ltd. 14 29 17 20 39 22
Sumitomo Corporation 26 28 31 28 13 7
Electrolux AB 86 92 88 89 49 28
At&T Corp. 19 17 18 18 17 10
Procter & Gamble Company 39 49 44 44 67 38
International Paper Company 37 30 36 34 42 24
Amoco Corporation 32 22 22 26 17 10
Volvo AB 50 89 37 58 33 19
Mcdonald’s Corporation 55 57 65 59 7 4
Grand Metropolitan PLC 54 90 84 76 60 34
Glaxo Wellcome PLC 66 92 75 78 66 37
BTR PLC 66 75 71 71 59 33
Johnson & Johnson 46 50 53 50 57 32
Petroleos de Venezuela 20 94 22 45  ..d  ..d

Fujitsu Limited 23 30 32 28 58 33
Hanson PLC 58 94 63 72 26 15
Motorola, Inc. 36 60 46 47 30 17
Generale des Eaux 19 31 26 25 32 18
Nippon Steel Corporation 23 23 23 23 12 7
Akzo Nobel N.V. 71 74 75 73 51 29
Chrysler Corporation 15 13 21 16 26 15
Canon Electronics Inc. 37 68 51 52 26 15
Coca-Cola Company 68 68 67 67 22 12
Solvay SA 92 96 89 92 42 24
Mitsubishi Motors Corp. 31 29 25 28 14 8
Northern Telecom Limited 72 89 81 81  ..d  ..d

Petrofina SA 67 80 68 72 33 19
Bridgestone Corporation 51 56 54 54 27 15
Pepsico, Inc. 32 29 30 30 23 13
Danone Groupe SA 40 56 69 55 35 20
Crown Cork & Seal Company 60 60 60 60 40 23
Toshiba Corporation 16 32 24 24 27 15
Kvaerner ASA 82 77 86 82 48 27
Atlantic Richfield Company 29 18 23 23 26 15
RTZ CRA 46 50 61 53 58 33
Mannesmann AG 47 36 35 39 44 25
Pharmacia & Upjohn, Inc. 65 68 66 66  ..d  ..d

GTE Corporation 19 13 16 16 22 12
American Home Products 34 41 47 41 20 11
Eridania Beghin-Say SA 75 79 76 76  ..d  ..d

Société au Bon Marché 31 64 48 48  ..d  ..d

Source: Ietto-Gilles, for thcoming, based on UNCTAD/Erasmus University database and on Dun and Bradstreet, 1997.
All data involving the number of countries in which TNCs operate are based on the location of foreign affiliates.

a Ranked by foreign assets, based on data for 1996.
b The index of transnationality is calculated as the average of the ratios: foreign assets to total assets, foreign sales to total sales and  foreign employment

to total employment.
c The number of countr ies in which a company has foreign affil iates is denoted as “N”.  An index in percentage terms (and thus comparable to the

transnationality index) is derived by taking N as a percentage of N*, the number of foreign countries in which,  potentially, the company could have
located affil iates. N* is chosen to be the number of countries in the world that have inward FDI.  In practice, N* is estimated as the number of
countries that are in receipt of inward stock of FDI minus 1 (to exclude the home country of the TNC); on the basis of the data in the WIR 97, N* is
equal to 178. The index N/N* is the network spread index.

d Complete data were not available.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.11.le A.II.11.le A.II.11.le A.II.11.le A.II.11.   Measures of transnationality:   Measures of transnationality:   Measures of transnationality:   Measures of transnationality:   Measures of transnationality:  a  a  a  a  averaveraveraveraveraggggges of thees of thees of thees of thees of the
transnationality and netwtransnationality and netwtransnationality and netwtransnationality and netwtransnationality and network-spread indices,ork-spread indices,ork-spread indices,ork-spread indices,ork-spread indices,

bbbbby country country country country country and respective rankings,y and respective rankings,y and respective rankings,y and respective rankings,y and respective rankings, 1996 1996 1996 1996 1996

                                                                                          TTTTTransnationality inderansnationality inderansnationality inderansnationality inderansnationality indexxxxxaaaaa                    Netw                   Netw                   Netw                   Netw                   Network-spread indeork-spread indeork-spread indeork-spread indeork-spread indexxxxxaaaaa

No. of
CountrCountrCountrCountrCountryyyyy (Per cent)  Rank countr iesb Rank (Per cent)

Switzerland 88.7 1 67 3 37.8
Belgium 82.0 2 38 11 21.1
Netherlands 81.7 3 72 1 40.3
Norway 81.7 3 48 6 27.0
Canada 79.9 4 27 14 15.2
Sweden 78.9 5 56 4 31.3
United Kingdom 71.2 7 68 2 37.9
France 59.7 8 42 9 23.5
Germany 57.0 9 51 5 28.8
Korea, Republic of 54.5 10 42 8 23.6
Australia 53.4 11 46 7 25.8
Italy 46.7 12 39 10 21.7
Venezuela 44.9 13 ..c ..c .. c

United States 43.2 14 37 12 21.0
Japan 36.3 15 33 13 18.4

Source: Ietto-Gilles, for thcoming, based on UNCTAD/Erasmus University database and Dun and
Bradstreet, 1997.

a The number calculated represents the average for each country.
b All data involving the number of countries in which TNCs operate are based on the location of foreign affiliates.
c Data not available.

AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.II.10.le A.II.10.le A.II.10.le A.II.10.le A.II.10.   Measures of transnationality:   Measures of transnationality:   Measures of transnationality:   Measures of transnationality:   Measures of transnationality: a a a a averaveraveraveraveraggggges of transnationality and netwes of transnationality and netwes of transnationality and netwes of transnationality and netwes of transnationality and network-spread indices,ork-spread indices,ork-spread indices,ork-spread indices,ork-spread indices,
bbbbby industry industry industry industry industryyyyy,,,,, and respective rankings f and respective rankings f and respective rankings f and respective rankings f and respective rankings for the laror the laror the laror the laror the largggggest est est est est TNCs wTNCs wTNCs wTNCs wTNCs worldorldorldorldorldwidewidewidewidewide,,,,, 1996 1996 1996 1996 1996

                                                                                                                                                 TTTTTransnationality inderansnationality inderansnationality inderansnationality inderansnationality index (ax (ax (ax (ax (averaveraveraveraveraggggge)e)e)e)e)                       Netw                      Netw                      Netw                      Netw                      Network-spread indeork-spread indeork-spread indeork-spread indeork-spread index (ax (ax (ax (ax (averaveraveraveraveraggggge)e)e)e)e)
 No. of

IndustrIndustrIndustrIndustrIndustryyyyy (Per cent)  Rank countr iesa  Rank (Per cent)

Construction 80.7 1 31 11 17.1
Food and beveragesb 67.2 2 54 1 30.3
Media, Printing and paper 66.6 3 36 6 20.4
Chemical/pharmaceutical 65.4 4 52 2 29.5
Electronics/electr ical equipment 52.8 5 49 4 27.7
Oil, petroleum and mining 52.1 6 50 3 27.8
Telecommunications 47.9 7 32 8 17.8
Automotive 43.8 8 32 8 17.8
Metals 43.3 9 36 7 19.9
Diversified 39.2 10 40 5 22.6
Trading and services 35.0 11 31 10 17.3

Source:  Ietto-Gilles, for thcoming, based on UNCTAD/Erasmus University database and Dun and Bradstreet, 1997.
a All data involving the number of countries in which TNCs operate are based on the location of  foreign affil iates.
b Includes tobacco firms.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table  A.II.12.le  A.II.12.le  A.II.12.le  A.II.12.le  A.II.12.  Countr  Countr  Countr  Countr  Country breakdoy breakdoy breakdoy breakdoy breakdown of the top 50 wn of the top 50 wn of the top 50 wn of the top 50 wn of the top 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries bveloping countries bveloping countries bveloping countries bveloping countries by transnationality indey transnationality indey transnationality indey transnationality indey transnationality index,x,x,x,x, f f f f foreignoreignoreignoreignoreign
assets,assets,assets,assets,assets, f f f f foreign sales and foreign sales and foreign sales and foreign sales and foreign sales and foreign emplooreign emplooreign emplooreign emplooreign employment fyment fyment fyment fyment for 1993 and 1996or 1993 and 1996or 1993 and 1996or 1993 and 1996or 1993 and 1996

(Per cent of total and number of entries)

19931993199319931993 19961996199619961996
Number of Average Foreign Foreign Foreign Number of Average Foreign Foreign Foreign

entr ies TNI assets sales employment entries TNI assets sales employment

South, East and
 South-East Asia 33 20.0 70.6 83.4 8.9 31 31.8 65.7 64.5 79.0

China - - - - - 4 30.0 8.2 8.7 0.7
Hong Kong, China 7 26.4 22.0 22.2 42.2 11 50.7 20.4 18.9 50.3
India 1 6.4 0.4 0.5 - 1 7.7 0.8 0.0 0.2
Korea, Republic of 9 16.7 24.8 47.9 30.3 6 45.6 24.4 22.4 18.4
Malaysia 4 20.0 4.7 4.3 4.9 3 34.4 3.2 7.0 1.8
Philippines 2 6.9 1.4 0.5 1.3 1 16.1 0.9 0.2 0.7
Singapore 3 41.0 5.3 2.1 3.9 3 38.1 3.7 4.0 3.1
Taiwan Province

      of China 7 19.6 12.3 6.0 6.7 2 32.1 4.2 3.2 3.8

Latin America 17 14.0 29.9 16.6 1.1 15 28.9 28.9 31.4 13.3
Argentina - - - - - 1 19.5 2.6 0.6 0.4
Brazil 10 17.4 12.0 9.9 0.9 5 13.1 6.2 3.0 0.2
Chile 2 12.1 1.0 0.7 0.6 3 29.0 3.6 0.8 1.4
Colombia - - - - - 1 17.9 0.5 0.3 0.5
Mexico 5 12.5 16.9 6.0 9.1 4 48.7 7.5 3.5 8.4
Venezuela - - - - - 1 44.9 8.6 23.1 2.3

Afr ica/South Africa - - - - - 4 40.2 5.4 4.2 7.7

Total of all listed TNCs 50 19 100 100 100 50 35 100 100 100

Source: UNCTAD database.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.1.le A.VII.1.le A.VII.1.le A.VII.1.le A.VII.1.          Thailand:Thailand:Thailand:Thailand:Thailand:  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows,ws,ws,ws,ws,aaaaabbbbby industry industry industry industry industryyyyy,,,,, 1995-fir 1995-fir 1995-fir 1995-fir 1995-first quarst quarst quarst quarst quarter 1998ter 1998ter 1998ter 1998ter 1998
(Millions of dollars)

               1996               1997   1998
Industry 1995 1996 1997b Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4b Q1b

Manufacturing 566.4 759.3 1228.1 447.6 96.3 85.3 131.5 231.4 183.3 449.0 644.4 534.4
Food & sugar 39.0 45.1 129.7 15.8 6.4 13.8 9.1 90.8 9.1 25.9 32.5 14.0
Textiles 37.8 49.2 38.8 34.3 13.8 -4.5 5.8 5.9 -0.1 3.5 38.3 -15.2
Metal & non-metallic 92.4 112.5 177.6 33.6 10.5 23.4 45.0 48.1 54.7 45.7 69.3 119.1
Electr ical appliances 233.2 291.5 501.9 164.5 41.7 -6.4 91.9 119.2 161.3 182.7 152.8 36.0
Machinery & transpor t equipment 144.3 108.8 339.7 62.6 31.0 21.2 -5.7 -13.4 51.5 279.0 101.3 135.2
Chemicals 93.6 182.2 157.8 41.1 48.3 33.1 59.6 -4.6 36.7 16.9 145.3 64.3
Petroleum products -161.3 -249.9 -262.1 15.9 -83.7 -83.4 -98.2 -55.9 -153.6 -128.5 16.2 125.4
Construction materials 25.1 4.0 -7.5 -3.6 5.0 -0.3 2.8 3.9 -0.2 -8.6 -4.4 0.0
Others 62.2 215.9 158.0 83.4 23.3 88.4 21.2 37.3 23.9 32.4 100.2 55.7

Financial institutions 25.8 71.9 212.8 3.9 24.8 44.8 -1.4 8.9 7.6 69.7 175.5 316.6
 Trade 445.9 522.3 1021.7 141.6 128.8 108.0 143.9 196.0 244.1 446.0 368.4 237.0
Construction 36.4 69.5 222.1 -3.9 19.4 30.1 23.9 21.1 48.2 27.0 176.6 79.9
Mining & quarrying 56.9 19.3 27.2 26.7 4.7 6.6 -18.5 6.9 6.6 -6.9 26.8 13.9
Agriculture 9.3 2.0 1.5 -0.3 -0.4 -0.4 3.1 -0.5 0.5 0.1 1.8 0.3
Services 87.7 125.1 232.8 -13.7 41.9 4.8 91.5 33.3 114.3 23.0 115.5 77.7
Real estate 852.6 703.0 399.6 141.1 182.5 187.4 192.0 147.9 153.1 158.8 29.8 5.8
Others -79.1 -25.4 67.5 32.7 -47.5 -14.3 3.7 -6.2 11.8 18.3 59.3 67.3

Total 2001.9 2247.0 3413.3 775.7 450.4 452.4 569.7 638.9 769.4 1185.0 1598.2 1332.9

Exchange ratec (24.9) (25.3) (31.4) (25.2) (25.3) (25.3) (25.5) (25.9) (25.9) (33.0) (40.7) (47.1)

Source: UNCTAD, based on data provided by the Bank of Thailand.

a Equity Investment plus loans from related companies.
b Preliminary.
c Baht per dollar.  There may be a problem with conversion because of the volatility of the exchange rate during the second half of 1997 and the first half

of 1998.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.2.le A.VII.2.le A.VII.2.le A.VII.2.le A.VII.2.  Asia:  Asia:  Asia:  Asia:  Asia:  the lar  the lar  the lar  the lar  the largggggest 30 crest 30 crest 30 crest 30 crest 30 cross-boross-boross-boross-boross-border M&As in the five most affder M&As in the five most affder M&As in the five most affder M&As in the five most affder M&As in the five most affected economies,ected economies,ected economies,ected economies,ected economies,

JJJJJulululululy 1997-Jy 1997-Jy 1997-Jy 1997-Jy 1997-June 1998une 1998une 1998une 1998une 1998

          VVVVValuealuealuealuealue
AcquiringAcquiringAcquiringAcquiringAcquiring Deal (Million

Date of M&ADate of M&ADate of M&ADate of M&ADate of M&A Acquired companAcquired companAcquired companAcquired companAcquired companyyyyy IndustrIndustrIndustrIndustrIndustryyyyy Acquiring companAcquiring companAcquiring companAcquiring companAcquiring companyyyyy economeconomeconomeconomeconomyyyyy typetypetypetypetype dollardollardollardollardollars)s)s)s)s)

IndonesiaIndonesiaIndonesiaIndonesiaIndonesia

15 July 1997 Indofood Sukses Makmur Pt Food, drink and tobacco QAF Ltd. Singapore FA 1920
   manufacturing

22 Sept. 1997 Branta Mulia (20%) Production of man-made fibres EI Du Pont De United States MI 65
Nemours & Co.

6 Jan. 1998 Puncakjaya Power (PJP) PT Business services US Investor Group United States FA 360

6 Jan. 1998 Asia Pulp & Paper Co’s cer tain Production and distr ibution of Singapore Power Ltd. Singapore FA 175
Power Production Assets electr icity, gas and other forms

of energy

31 Jan. 1998 Power Plant Project Production and distr ibution of Westcoast Energy Inc. Canada MI 360
electr icity, gas and other forms
of energy

KKKKKorea,orea,orea,orea,orea, Repub Repub Repub Repub Republic oflic oflic oflic oflic of

30 Sept. 1997 LG Chemical Ltd. Chemical industry Huels AG (acq. 50%) Germany JV 390

10 Nov. 1997 Doosan Group’s Dr inks Bottling Food, drink and tobacco The Coca-Cola Co. United States FA 441
Plants manufactur ing industries

27 Nov. 1997 Ssangyong Paper Co. Ltd. Manufacture of paper and paper Procter & Gamble United States FA 169
products; pr inting and publishing

31 Dec. 1997 Hanwha Chemical Corp. Chemical industry BASF AG Germany FA 60

18 Mar. 1998 Daesang Group’s Lysine Business Chemical industry BASF AG Germany FA 600

31 Mar. 1998 Tungsten Co. Metal industry Iscar Ltd. Israel FA 150

13 Apr. 1998 Halla Pulp & Paper Co’s Daebul Manufacture of paper and paper Bowater Inc. United States FA 175
Newsprint Mill products; pr inting and publishing

20 Apr. 1998 Dongsuh Secur ities Co Business services Horizon Holdings Ltd. United States FA 250

7 May 1998 Samsung Heavy Industries Co Ltd.’s Mechanical engineer ing Volvo AB Sweden FA 572
Construction Equipment Arm

27 May 1998 Korea Exchange Bank (30%) Banking and finance Commerzbank AG Germany MI 250

28 May 1998 Hanwha Energy Co’s Production and distr ibution of AES Corp. United States FA 874
Power  Generation Business electr icity, gas and other forms

of energy

MalaMalaMalaMalaMalaysiaysiaysiaysiaysia

31 Aug. 1997 Petronas Petroliam Nasional BHD Oil processing BASF AG (acq. 60%) Germany JV 420

14 Oct. 1997 Kedah Wafer Plant/Jv Khazanah Electrical and electronic Amtel (acq. 60%) United States JV 490
National BHD engineer ing

16 Oct. 1997 Khazanah Nasional BHD + Bank Electrical and electronic VlSI Technologies Inc. United States JV 600
Industr i BHD + BI Walden engineer ing
International

16 Oct. 1997 Khazanah Nasional BHD + Bank Electrical and electronic BI Walden International United States JV ..
Industr i BHD + VSLI Technology engineer ing

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.2.le A.VII.2.le A.VII.2.le A.VII.2.le A.VII.2.  Asia:  Asia:  Asia:  Asia:  Asia:  the lar  the lar  the lar  the lar  the largggggest 30 crest 30 crest 30 crest 30 crest 30 cross-boross-boross-boross-boross-border M&As in the five most affder M&As in the five most affder M&As in the five most affder M&As in the five most affder M&As in the five most affected economies,ected economies,ected economies,ected economies,ected economies,

JJJJJulululululy 1997-Jy 1997-Jy 1997-Jy 1997-Jy 1997-June 1998 (continune 1998 (continune 1998 (continune 1998 (continune 1998 (continued)ued)ued)ued)ued)

          VVVVValuealuealuealuealue
AcquiringAcquiringAcquiringAcquiringAcquiring Deal (Million

Date of M&ADate of M&ADate of M&ADate of M&ADate of M&A Acquired companAcquired companAcquired companAcquired companAcquired companyyyyy IndustrIndustrIndustrIndustrIndustryyyyy Acquiring companAcquiring companAcquiring companAcquiring companAcquiring companyyyyy economeconomeconomeconomeconomyyyyy typetypetypetypetype dollardollardollardollardollars)s)s)s)s)

PhilippinesPhilippinesPhilippinesPhilippinesPhilippines

31Aug. 1997 Filinvest Group (16%) Banking and finance Metro Pacific Corp. Hong Kong(China) MI 179

19 Oct. 1997 Manila Electr ic Co. (10%) Production and distribution of Union Electr ica- Spain MI 168
electr icity, gas and other forms Fenosa SA
of energy

ThailandThailandThailandThailandThailand

31 Oct. 1997 Bangkok Investment PLc Banking and finance AIG American United States FA 262
International Group Inc.

3 Mar. 1998 Asia Credit PLC Banking and finance Societe Generale SA France FA 72

18 Mar. 1998 BOA Bank of Asia Ltd. Banking and finance Abn Amro Holding NV Nether lands FA 184

18 May 1998 Lotus Retail distr ibution Tesco PLC United Kingdom FA 181

31 Mar. 1998 Thai Danu Bank Ltd. Banking and finance DBS Bank Singapore FA 132

31 Mar. 1998 The Cogeneration PLC (33%) Extraction of oil and natural gas Sithe Energies Group United States MI 100

24 Apr. 1998 Thainox Steel Co. Ltd. Metal manufactur ing Usinor-Sacilor SA France FA 60

28 Apr. 1998 Bangkok Bank of Commerce Ltd. Banking and finance The Sakura Bank Ltd. Japan MI 73
(2%)

30 Apr. 1998 The Siam Commercial Bank Ltd. Banking and finance The Sanwa Bank Ltd. Japan MI 100
(Increase Stake from 7% to 13%)

     Source:   UNCTAD, based on data provided by KPMG Corporate Finance.

Key:  FA - full acquisition;  JV - joint venture; MI - minor ity acquisition.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.3.le A.VII.3.le A.VII.3.le A.VII.3.le A.VII.3.  FDI flo  FDI flo  FDI flo  FDI flo  FDI flows into Mews into Mews into Mews into Mews into Mexico:xico:xico:xico:xico: the 10 lar the 10 lar the 10 lar the 10 lar the 10 largggggest recipient industries,est recipient industries,est recipient industries,est recipient industries,est recipient industries,aaaaa 1994-1997 1994-1997 1994-1997 1994-1997 1994-1997
(Thousands of dollars)

Industry 1994 1995 1996 1997

Automobiles  914 214  895 985  590 560  679 954
Tobacco   123   337 .. 2 134 157
Services of credit, banking and auxiliary credit institutions  673 174  715 949  296 991  376 454
Trade of non-food products (wholesale)  854 300  557 241  345 708  124 931
Basic iron and steel industr ies 1 336 835  117 112  311 956  93 975
Communications  545 359  708 537  401 362  175 940
Beverage industries  853 954  258 015  90 560  605 400
Trade of food products in supermarkets, etc. (retail)   114  18 515  94 088 1 661 646
Manufacturing and/or assembly of electric machinery, equipment  259 490  676 857  399 159  412 422
Manufacturing and/or assembly of electronic equipment
    (radios, televisions, communications, etc.)  240 181  550 001  243 560  232 251

Total 10 209 579 7 720 411 6 597 735 7 980 086

GrGrGrGrGrooooowth ratewth ratewth ratewth ratewth rate

Automobiles .. - 2.0 - 34.1  15.1
Tobacco ..  174.1 .. ..
Services of credit, banking and auxiliary credit institutions ..  6.4 - 58.5  26.8
Trade of non-food products (wholesale) .. - 34.8 - 38.0 - 63.9
Basic iron and steel industr ies .. - 91.2  166.4 - 69.9
Communications ..  29.9 - 43.4 - 56.2
Beverage industries .. - 69.8 - 64.9  568.5
Trade of food products in supermarkets, etc. (retail) .. 16 184.2  408.2 1 666.0
Manufacturing and/or assembly of electric machinery, equipment ..  160.8 - 41.0  3.3
Manufacturing and/or assembly of electronic equipment
   (radios, televisions, communications, etc.) ..  129.0 - 55.7 - 4.6

Total .. - 24.4 - 14.5  21.0

Source: UNCTAD, based on data from SECOFI, Mexico.

a  Does not include reinvestments of profits and accounts/flows between firms.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.4.le A.VII.4.le A.VII.4.le A.VII.4.le A.VII.4.  Me  Me  Me  Me  Mexico:xico:xico:xico:xico: automobile pr automobile pr automobile pr automobile pr automobile productionoductionoductionoductionoductionaaaaa and e and e and e and e and exporxporxporxporxports bts bts bts bts by selected y selected y selected y selected y selected TNCs,TNCs,TNCs,TNCs,TNCs,     1993-19971993-19971993-19971993-19971993-1997
(Thousands of units and percentage)

ProducerProducerProducerProducerProducer    Market   Market   Market   Market   Market 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 19971997199719971997b

Ford Total 169.6 189.7 211.3 170.5 159.6
Exports 117.2 162.8 200.6 154.5 142.3
Export sharec 69.1 85.8 94.9 90.6 89.2

GM Total 141.3 111.1 140.7 142.7 146.3
Exports 90.7 70.5 124.5 101.1 86.0
Export sharec 64.2 63.4 88.5 70.8 58.8

Chrysler Total 159.4 163.8 80.4 144.5 122.6
Exports 101.7 117.5 64.6 124.9 90.1
Export sharec 63.8 71.7 80.3 86.4 73.5

VW Total 229.2 243.0 183.7 227.5 237.2
Exports 77.5 97.7 156.2 176.7 175.7
Export sharec 33.8 40.2 85.0 77.7 74.1

Nissan Total 120.5 147.0 79.1 117.7 120.8
Exports 37.4 48.6 52.9 78.7 63.3
Export sharec 31.0 33.1 66.9 66.9 52.4

Alld Total 823.2 855.3 699.3 795.0 790.9
Exports 424.5 497.1 598.8 635.9 557.4
Export sharec 51.6 58.1 85.6 80.0 70.5

Source: UNCTAD, data provided by the Unit on Investment and Corporate Strategies, ECLAC, United Nations, February 1998.

a Sales of passenger vehicles.
b Through November 1997.  Data are for production, not sales.
c Share of expor ts in total sales/production (percentage).
d Includes also production by others, such as BMW, Honda and Mercedes-Benz.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.5.le A.VII.5.le A.VII.5.le A.VII.5.le A.VII.5.  Forecasts of c  Forecasts of c  Forecasts of c  Forecasts of c  Forecasts of changhanghanghanghanges in domestic demand and GDP/GNP in the economies most affes in domestic demand and GDP/GNP in the economies most affes in domestic demand and GDP/GNP in the economies most affes in domestic demand and GDP/GNP in the economies most affes in domestic demand and GDP/GNP in the economies most affectedectedectedectedected
bbbbby the Asian crisis,y the Asian crisis,y the Asian crisis,y the Asian crisis,y the Asian crisis, 1997-2001 1997-2001 1997-2001 1997-2001 1997-2001aaaaa

(Percentage)

Item 1997 1998 1999 2000 2001

IndonesiaIndonesiaIndonesiaIndonesiaIndonesiabbbbb

Private consumption 1.7 -3.0 -1.3 1.5 3.7
Public consumption 5.0 4.0 5.0 5.0 5.0
Fixed investment 9.5 -23.0 10.3 13.9 12.0
GDP 4.8 -5.1 1.7 3.6 4.8

KKKKKorea,orea,orea,orea,orea, Repub Repub Repub Repub Republic oflic oflic oflic oflic of c c c c c

Private consumption 4.1 -4.0 3.0 3.8 4.3
Public consumption 5.3 - 2.0 2.0 2.0
Fixed investment -4.7 -28.9 7.2 7.9 11.5
GNP 5.3 -1.5 3.4 5.3 6.0

MalaMalaMalaMalaMalaysiaysiaysiaysiaysiaddddd

Private consumption 3.8 1.7 2.1 3.3 3.7
Public consumption 1.5 1.5 2.5 2.4 1.5
Fixed investment 12.1 7.3 8.8 9.4 9.4
GNP 5.1 2.6 4.8 5.4 5.5

PhilippinesPhilippinesPhilippinesPhilippinesPhilippineseeeee

Private consumption 5.0 3.1 3.6 3.7 4.0
Public consumption 3.6 2.0 3.0 3.0 3.0
Fixed investment 12.1 7.3 8.8 9.4 9.4
GNP 5.1 2.6 4.8 5.4 5.5

ThailandThailandThailandThailandThailandfffff

Private consumption -1.3 -3.1 2.2 4.9 6.3
Public consumption -2.5 -8 -1 4 5
Fixed investment -9.8 -20.6 -2.7 6.2 7.1
GNP 0.6 -2.1 2 5.4 5.8

Memorandum
  GDP

 Newly industr ializing Asian economiesg 6.0 2.2 4.3 .. ..
China and Mongolia 8.8 7.2 6.8 .. ..
South-East Asiah 3.9 -0.4 2.4 .. ..
South Asia 4.8 6.4 6.7 .. ..
Developing Asia, total 6.1 4.0 5.1 .. ..

Source:   Project Link, 1998.  GDP data under the memorandum item are from ADB, 1998.

a Forecasts prepared by the LINK forecasting exercise at the end of April 1998.  It is expected that changes since that time would require downward
revisions in the forecasts for 1998, including a decline in output  reflecting the recessions in Indonesia, the Republic of Korea, Malaysia and Thailand
(United Nations, 1998b, for thcoming).  UNCTAD’s forecasts of percentage GDP growth in 1998 for the five countries shown above are: Indonesia: -
12.0; Republic of Korea: -6.0; Malaysia: -2.5; Philippines: 1.0; and Thailand: -8.0 (UNCTAD, 1998a).

b Billions of rupiahs.  1975 pr ices.
c Billions of won.  1980 prices.
d Billions of r inggit.  1975 pr ices.
e Billions of Philippine pesos.  1972 prices.
f Billions of baht.  1975 prices.
g Including Hong Kong, China, Republic of Korea, Singapore and Taiwan Province of China.
h Excluding Singapore.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.6.le A.VII.6.le A.VII.6.le A.VII.6.le A.VII.6.  Chang  Chang  Chang  Chang  Changes in the regulatores in the regulatores in the regulatores in the regulatores in the regulatory framey framey framey framey framewwwwwork regarork regarork regarork regarork regarding FDI in the fiveding FDI in the fiveding FDI in the fiveding FDI in the fiveding FDI in the five
most seriouslmost seriouslmost seriouslmost seriouslmost seriously affy affy affy affy affected countries,ected countries,ected countries,ected countries,ected countries,  J  J  J  J  June 1997 - June 1997 - June 1997 - June 1997 - June 1997 - June 1998une 1998une 1998une 1998une 1998

Indonesia:Indonesia:Indonesia:Indonesia:Indonesia:

• Eliminated the 49 per cent limit on foreign share holdings in firms other than financial firms in September
1997.

• Allowed 100 per cent foreign ownership of non-bank financial firms, including insurance companies.
• Guaranteed existing foreign ownership in financial institutions.
• Under the new "reformation policy on investment " announced by the Office of the Ministry of Investment/

Investment Coordinating Branch on 29 May 1998, opened retail and wholesale trading and palm oil sectors
to foreign investment.  (Import-expor t trading had been opened earlier for foreign investment.)  For the time
being, foreign investment in retail and wholesale trading should be in the form of joint ventures with Indonesian
nationals/companies.

• Under the above-mentioned "reformation policy" package, simplified various procedures applying to foreign
investors.

• Presidential Decree Number 96/1998 revised the list of industries and activities fully or par tially closed to
foreign investment.  The new list is valid for three years but subject to annual review, if necessary.  All other
industries and activities are open to FDI.

KKKKKorea,orea,orea,orea,orea, Repub Repub Repub Repub Republic of:lic of:lic of:lic of:lic of:

• Hostile takeovers of Korean companies were fully liberalized in May 1998.
• With the exception of those companies determined as having national security concerns, the requirement of

government approval for takeovers of Korean companies with assets of 2 trillion won or more was abolished
in April 1998.

• Allowed the establishment of subsidiaries of foreign banks and foreign securities firms in March 1998.
• Restrictions on the use of  long-term loans with maturities of over five years, brought into the country by

foreign manufacturers were abolished.
• The ceiling on individual and aggregate foreign ownership of listed Korean shares were abolished in May

1998.
• Korea’s major FDI Promotion Programme established the Foreign Investment Promotion Act, which fully

permits M&As,  opens all types of businesses to foreign investors in principle, allows foreign participation in
equity transactions in large public enterprises and key industries, provides for a one-stop service and
introduces an automatic approval system, liberalizes the real estate market and offers tax and other incentives
for foreign investors.

• The number of industries restricted to FDI will be diminished from 42 to 31; of these remaining industries,
13 are closed and 18 partially restricted.  There are 1,148 industries in the Republic of Korea.

MalaMalaMalaMalaMalaysia:ysia:ysia:ysia:ysia:

• Relaxed the limits on foreign equity holdings.  The limit now is 30 per cent foreign equity, except for expor t-
oriented industries, high-technology industries and multimedia companies with MSC status.  Foreign equity
holding in the local licences basic telecommunications companies has been raised from a previous maximum
of 30 per cent to a new maximum of 49 per cent.  Malaysia is prepared to consider applications to raise the
foreign equity holdings up to a maximum of 61 per cent, provided that the companies concerned shall reduce
their foreign equity holdings to a maximum of 49 per cent within 5 years.

• Guaranteed up to 51 per cent foreign equity participation in existing insurance companies by current holders.
Malaysia’s revised offers following the WTO negotiation concluded in December 1997 in respect of foreign
equity participation in the insurance sector are as follows:

• New foreign entrants into the local insurance industry will be restr icted to an equity stake of 30 per
cent.  However, foreigners with an existing presence in the local industry will be allowed a maximum of
51 per cent foreign equity par ticipation under the following circumstances:

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.6.le A.VII.6.le A.VII.6.le A.VII.6.le A.VII.6.  Chang  Chang  Chang  Chang  Changes in the regulatores in the regulatores in the regulatores in the regulatores in the regulatory framey framey framey framey framewwwwwork regarork regarork regarork regarork regarding FDI in the fiveding FDI in the fiveding FDI in the fiveding FDI in the fiveding FDI in the five
most seriouslmost seriouslmost seriouslmost seriouslmost seriously affy affy affy affy affected countries,ected countries,ected countries,ected countries,ected countries,  J  J  J  J  June 1997 - June 1997 - June 1997 - June 1997 - June 1997 - June 1998 (continune 1998 (continune 1998 (continune 1998 (continune 1998 (continued)ued)ued)ued)ued)

- a foreign direct insurer operating in Malaysia as a branch, and which locally incorporates its
operation in compliance with the Insurance Act, 1996, can retain up to 51 per cent of the equity of
the locally-incorporated entity;

an existing foreign owner of a locally-incorporated insurer which has yet to restructure can retain up
to 51 per cent of the equity of the restructured company, provided aggregate foreign shareholding
does not exceed 51 per cent; and

- the present foreign shareholders which were the original owners of locally-incorporated insurance
companies that have restructured in line with requirements under the National Development Policy,
can increase their shareholdings to 51 per cent provided aggregate  foreign shareholdings do not
exceed 51 per cent.

These restrictions do not apply to foreign professional reinsurers that are allowed to operate as
branches in Malaysia, or in the case of locally-incorporated joint venture reinsurance companies,
the foreign partner may retain up to an aggregate of 49 per cent of the equity in the joint venture
company.

• Fully/majority foreign-owned fund-management companies will be allowed.

• Relaxed bumiputera policy.  Relaxation of regulations on the release of a 30 per cent share of listed firms
owned by bumiputera to non-bumiputera.  Approval on a case by case basis of acquisitions of bumiputera
firms by non-bumiputera.

• The Minister of International Trade and Industry relaxed the country’s equity policy for the manufacturing
sector as follows [from 31 July 1998]:

- With the exception of activities in a specific exclusion list,a all new projects in manufacturing, including for
expansion and diversification will be exempted from both equity and export conditions.  This means that
project owners can hold 100 per cent equity and will not need to meet any export requirements.

- This policy will apply to all applications received from 31 July 1998 to 31 December 2000, as well as
applications already received, but for which decisions are pending.

- All projects approved under the new policy will not be required to restructure their equity after the period.
- The Government will review this policy after 31 December 2000.

Philippines:Philippines:Philippines:Philippines:Philippines:

Amendments were made to The Investment House Act (October 1997) and the Financing Company Act (February
1998).  Key changes which affect foreign investment are:

• Allowable foreign equity participation has been increased to 60 per cent for both investment houses and
finance and leasing companies, subject to reciprocity rights.

• Paid up capital for investment houses is now 300 million pesos.

• Paid up capital for finance and leasing companies is now:

-   at least 10 million pesos for those located in Metro Manila and other first class cities;
-   5 million pesos for those situated in other classes of cities; and
-   2.5 million pesos in municipalities.

/...



Annex AAnnex AAnnex AAnnex AAnnex A

343343343343343

AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.6.le A.VII.6.le A.VII.6.le A.VII.6.le A.VII.6.  Chang  Chang  Chang  Chang  Changes in the regulatores in the regulatores in the regulatores in the regulatores in the regulatory framey framey framey framey framewwwwwork regarork regarork regarork regarork regarding FDI in the fiveding FDI in the fiveding FDI in the fiveding FDI in the fiveding FDI in the five
most seriouslmost seriouslmost seriouslmost seriouslmost seriously affy affy affy affy affected countries,ected countries,ected countries,ected countries,ected countries,  J  J  J  J  June 1997 - June 1997 - June 1997 - June 1997 - June 1997 - June 1998 (concune 1998 (concune 1998 (concune 1998 (concune 1998 (concluded)luded)luded)luded)luded)

Thailand:Thailand:Thailand:Thailand:Thailand:

• Foreign equity holdings were limited to no more than 49 per cent except for export-oriented projects with at
least 80 per cent export share located in Zone 3, where 100 per cent foreign ownership was allowed.  The
Board of Investment relaxed this regulation in 1997 for companies with financial difficulties so that they could
have foreign ownership of more than 51 per cent on the condition that Thai shareholders of that company
agree and confirm their acceptance in writing of the change in ownership to the Board of Investment.

• The Minister of  Finance, upon the recommendation of the Bank of Thailand, may release the 25 per cent limit
for foreign interests in locally-incorporated banks and finance and credit companies for 10 years.  The
absolute amount of foreign equity holdings up to 100 per cent will be protected if acquired during this period.

• Existing shareholding structures of foreign bank branches are guaranteed.
• Announced that majority foreign ownership of existing promoted firms in certain industrial zones would be

permitted if agreed by existing Thai shareholders.
• The 30 per cent export requirement for exemption of import duties used in the manufactures of exports has

been eliminated.

Source:  UNCTAD, based on information from national sources.

a Paper packaging; plastic packaging (bottles, films, sheets and bags); plastic injection moulding components; metal stamping, metal fabr ication and
electroplating; wire harness; printing, and steel service centre.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.7.le A.VII.7.le A.VII.7.le A.VII.7.le A.VII.7.  Debt to equity ratio of leading   Debt to equity ratio of leading   Debt to equity ratio of leading   Debt to equity ratio of leading   Debt to equity ratio of leading TNCsTNCsTNCsTNCsTNCs

frfrfrfrfrom the Repubom the Repubom the Repubom the Repubom the Republic of Klic of Klic of Klic of Klic of Koreaoreaoreaoreaorea
(Percentage)

Group Number of affiliates Debt to equity ratio

Hanwha 31 1 215
Kumho 32  944
Hanjin 25  908
Doosan 23  590
Hyundai 62  579
Daelim 21  514
LG 52  506
Daewoo 37  472
SK 45  468
Hyosung 21  465
Hansol 19  400
Ssangyong 22  400
Samsung 61  371
Dong Ah 22  360
Lotte 28  216

            Source:     Far Eastern Economic Review, 30 April 1998, p. 12.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.8.le A.VII.8.le A.VII.8.le A.VII.8.le A.VII.8.  Examples of sales of f  Examples of sales of f  Examples of sales of f  Examples of sales of f  Examples of sales of foreign assets boreign assets boreign assets boreign assets boreign assets by y y y y TNCs TNCs TNCs TNCs TNCs headquarheadquarheadquarheadquarheadquartered in the countriestered in the countriestered in the countriestered in the countriestered in the countries
most affmost affmost affmost affmost affected bected bected bected bected by the Asian crisis,y the Asian crisis,y the Asian crisis,y the Asian crisis,y the Asian crisis, late 1997-1998 late 1997-1998 late 1997-1998 late 1997-1998 late 1997-1998

Affiliate divested Value
and host country Industry Parent firm Home country Buyer (Million dollars)

United Commercial Banking First Pacific Co. Indonesia UCBH Holdings Inc. 170
Bank of California of Salim Group (bank’s holding company)
(United States) a (United States)

Six hotel and office Property Sinar Mas Indonesia Pacific Reality Trust and 265
properties in Dallas Angelo Gordon & Co.
(United States) b (United States based

 partnership).

SR Gent Textiles (garments) Prospero Investment Indonesia 3i, venture capital group (GB£40
(United Kingdom) c (United Kingdom) million)

50% stake in Shanghai Motorcycle manufacture Charoen Pokphand Thailand Shanghai Automotive Co. 12.8
Ek Chor Motorcycle  (China)
(China) d

212.3 million shares in Beverages San Miguel Corp. Philippines 112.3 million shares to 554.1
Coca-Cola Beverages Crescent Holding of the
(United Kingdom) e Olayan Group, and 100

million to public auction.

Sandestin Resorts Inc., Property Sime Darby Berhad Malaysia Intrawest Corp., a resort 131.5
(Canada)f operator (Canada)

36.8% stake in Gourmet Investment bank Mega First Corp. Malaysia .. (NZ$350,000)
Direct Investment Ltd
(New Zealand) g

London Hotel Property Johor Hotels Inter- Malaysia .. (RM35.36
(United Kingdom) h national of Johor Corp. million)

40% stake in Telecommunications Daewoo Corp. Korea, Kazhommerts Securities ..
Kazakhtelecom Republic of (Investment bank in
(Kazakhstan) i Kazakhstan)

50% stake in power Engineering Daewoo Corp. Korea, Asea Brown Boveri 650
plant project (India) j Republic of (Sweden)

A controlling stake in Banking Hanwha Group Korea, EFG Eurobank, Greece (GB£20
Bank of Athens (Greece) k Republic of (part of the Latsis million)

shipping and oil refining
group  (United Kingdom)

Riverside Cement Co. Building materials Ssangyong Cement Korea, Texas Industries Inc. 120
(United States) l Industrial Co. of Republic of (United States)

Ssangyong Group

2 Marriott Residence Property Ssangyong Engineering Korea, Sunstone Hotel Investor, 30.5
Inn hotels  & Construction Co. of Republic of United States.
(United States) m Ssangyong Group (Investment trust co.)

Symbios Inc. Semiconductors Hyundai Electronics Korea, Adaptec Inc. 775
(United States) n Industries Co. of Republic of (United States)

Hyundai Group

Source:

a Thomson’s International Banking Regulator, 11 May 1998. i Financial Times, 25 March 1998.
b Dallas Business Journal , 1 May 1998. j Korea Economic Daily, 28 April 1998.
c The Daily Telegraph, 31 May 1998. k Financial Times, 18 June 1998.
d Asian Wall Street Journal, 4 May 1998. l Korea Herald , 13 January 1998.
e South China Morning Post, 14 July 1998. m Korea Herald , 13 January 1998.
f Business Times, 27 May 1998. n Financial Times, 4 March 1998.
g Business Times, 13 July 1998.
h New Straits Times, 1 July 1998.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.9.le A.VII.9.le A.VII.9.le A.VII.9.le A.VII.9. FDI fr FDI fr FDI fr FDI fr FDI from the top 10 outwarom the top 10 outwarom the top 10 outwarom the top 10 outwarom the top 10 outward ind ind ind ind investorvestorvestorvestorvestors frs frs frs frs from South,om South,om South,om South,om South, East and South-East Asia, East and South-East Asia, East and South-East Asia, East and South-East Asia, East and South-East Asia, 1994-1997 1994-1997 1994-1997 1994-1997 1994-1997
 (Billions of dollars and percentage)

PPPPPererererercentacentacentacentacentaggggge ce ce ce ce changhanghanghanghangeeeee
EconomEconomEconomEconomEconomyyyyy 19941994199419941994 19951995199519951995 19961996199619961996 19971997199719971997  1996-1997 1996-1997 1996-1997 1996-1997 1996-1997

Five most affFive most affFive most affFive most affFive most affected economiesected economiesected economiesected economiesected economies
    Indonesia 0.6 0.6 0.5 2.4a 369
    Korea, Republic of 2.5 3.5 4.7 4.3 -9
    Malaysia 1.8 2.6 3.7 3.1 -16
    Philippines 0.3 0.4 0.2 0.1 -50
    Thailand 0.5 0.9 0.9 0.5 -46
       Total 5.7 8.0 10.0 10.4 4

OtherOtherOtherOtherOthersssss
    China 2.0 2.0 2.1 2.5 18
     Hong Kong, Chinab 21.4 25.0 26.4 26.0 -
    India 0.1 0.1 0.2 0.1 -50
    Singapore 3.7 4.0 4.8 5.9 23
    Taiwan Province of China 2.6 3.0 3.8 5.2 35

Memorandum:

Total for South, East and South-East Asia 35.6 41.8 47.4 50.2 6
Share of the five most affected countr ies

     in total for South, East and South-East Asia 16.1 18.4 21.1 20.7 -2

Source: UNCTAD, FDI/TNC database.

a     A large proportion of outflows took place during the first half of the year.
b     Estimated on the basis of data on inflows to China, ASEAN members, the European Union and  the United States.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table A.VII.10.le A.VII.10.le A.VII.10.le A.VII.10.le A.VII.10.  Lar  Lar  Lar  Lar  Largggggest purest purest purest purest purccccchases in the 5 most affhases in the 5 most affhases in the 5 most affhases in the 5 most affhases in the 5 most affected countries bected countries bected countries bected countries bected countries by y y y y TNCs based inTNCs based inTNCs based inTNCs based inTNCs based in
Hong KHong KHong KHong KHong Kong,ong,ong,ong,ong, China, China, China, China, China, Singapore and  Singapore and  Singapore and  Singapore and  Singapore and TTTTTaiwan Praiwan Praiwan Praiwan Praiwan Prooooovince of China,vince of China,vince of China,vince of China,vince of China, fir fir fir fir first halfst halfst halfst halfst half,,,,, 1998 1998 1998 1998 1998

Deal date andDeal date andDeal date andDeal date andDeal date and
economeconomeconomeconomeconomy ofy ofy ofy ofy of DealDealDealDealDeal VVVVValuealuealuealuealue

acquiring companacquiring companacquiring companacquiring companacquiring companyyyyy Acquiring companAcquiring companAcquiring companAcquiring companAcquiring companyyyyy Acquired companAcquired companAcquired companAcquired companAcquired companyyyyy IndustrIndustrIndustrIndustrIndustryyyyy typetypetypetypetype (Million dollar(Million dollar(Million dollar(Million dollar(Million dollars)s)s)s)s)

Hong KHong KHong KHong KHong Kong,ong,ong,ong,ong, China China China China China

17 February 1998 Dairy Farm International The Hero Group Retail distribution MI  36
Holdings (31 %)

23 February 1998 Regent Pacific Group DAE YU Securities Business services MI  10
(21.5 %)

SingaporeSingaporeSingaporeSingaporeSingapore

6 January 1998 Singapore Power Asia Pulp & Paper Co., Production and distribution FA  175
Ltd. cer tain power production of electricity, gas and

assets other forms of energy

31 March 1998 DBS Bank Thai Danu Bank Ltd. Banking and finance FA  131

TTTTTaiwan Praiwan Praiwan Praiwan Praiwan Prooooovince of Chinavince of Chinavince of Chinavince of Chinavince of China

31 March 1998 YUANTA Group Nava Finance & Securities Banking and finance MI  25
Plc. (10 %)

31 March 1998 CDC China Development BFIT Bangkok First Business services FA  17
Corp. Investment & Trust

28 April 1998 TUNTEX Distinct Bangkok Bank of Banking and finance MI  8
Commerce Ltd.

28 April 1998 President Enterprises Bangkok Bank of Banking and finance MI  8
Corp. Commerce Ltd.

28 April 1998 China Development Bangkok Bank of Banking and finance MI  8
Corp. Commerce Ltd.

Source: UNCTAD, based on KPMG Corporate Finance.

Key:    FA - full acquisition;     MI - minority acquisition.
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DEFINITIONS AND SOURCESDEFINITIONS AND SOURCESDEFINITIONS AND SOURCESDEFINITIONS AND SOURCESDEFINITIONS AND SOURCES

A. General definitionsA. General definitionsA. General definitionsA. General definitionsA. General definitions

1.  T1.  T1.  T1.  T1.  Transnational corporationransnational corporationransnational corporationransnational corporationransnational corporation

Transnational corporations are incorporated or unincorporated enterprises comprising
parent enterprises and their foreign affiliates.  A parent enterprise is defined as an enterprise
that controls assets of other entities in countries other than its home country, usually by
owning a certain equity capital stake.  An equity capital stake of 10 per cent or more of the
ordinary shares or voting power for an incorporated enterprise, or its equivalent for an
unincorporated enterprise, is normally considered as a threshold for the control of assets.1

A foreign affiliate is an incorporated or unincorporated enterprise in which an investor, who
is resident in another economy, owns a stake that permits a lasting interest in the management
of that enterprise (an equity stake of 10 per cent for an incorporated enterprise or its
equivalent for an unincorporated enterprise).  In the World Investment Report, subsidiary
enterprises, associate enterprises and branches are all referred to as foreign affiliates or affiliates.

• Subsidiary: an incorporated enterprise in the host country in which another entity
directly owns more than a half of the shareholders voting power and has the right to
appoint or remove a majority of the members of the administrative, management or
supervisory body.

• Associate: an incorporated enterprise in the host country in which an investor owns a
total of at least 10 per cent, but not more than a half, of the shareholders’ voting power.

• Branch: a wholly or jointly owned unincorporated enterprise in the host country which
is one of the following: (i) a permanent establishment or office of the foreign investor;
(ii) an unincorporated partnership or joint venture between the foreign direct investor
and one or more third parties; (iii) land, structures (except structures owned by
government entities), and /or immovable equipment and objects directly owned by a
foreign resident; (iv) mobile equipment (such as ships, aircraft, gas or oil-drilling rigs)
operating within a country other than that of the foreign investor for at least one year.

2.2.2.2.2. ForForForForForeign direign direign direign direign direct investmentect investmentect investmentect investmentect investment

Foreign direct investment (FDI) is defined as an investment involving a long-term
relationship and reflecting a lasting interest and control of a resident entity in one economy
(foreign direct investor or parent enterprise) in an enterprise resident in an economy other
than that of the foreign direct investor (FDI enterprise or affiliate enterprise or foreign
affiliate).2 Foreign direct investment implies that the investor exerts a significant degree of
influence on the management of the enterprise resident in the other economy.  Such
investment involves both the initial transaction between the two entities and all subsequent
transactions between them and among foreign affiliates, both incorporated and
unincorporated.  Foreign direct investment may be undertaken by individuals as well as
business entities.
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Foreign-direct-investment inflows and outflows comprise capital provided (either directly
or through other related enterprises) by a foreign direct investor to a FDI enterprise, or
capital received from a FDI enterprise by a foreign direct investor.  There are three
components in FDI: equity capital, reinvested earnings and intra-company loans.

• Equity capital is the foreign direct investor ’s purchase of shares of an enterprise in a
country other than its own.

• Reinvested earnings comprise the direct investor ’s share (in proportion to direct equity
participation) of earnings not distributed as dividends by affiliates or earnings not
remitted to the direct investor.  Such retained profits by affiliates are reinvested.

• Intra-company loans or intra-company debt transactions refer to short- or long-term
borrowing and lending of funds between direct investors (parent enterprises) and
affiliate enterprises.

Foreign-direct-investment stock is the value of the share of their capital and reserves
(including retained profits) attributable to the parent enterprise, plus the net indebtedness
of affiliates to the parent enterprise.3  Foreign-direct-investment flow and stock data used
in the World Investment Report are not always defined as above, because these definitions
are often not applicable to disaggregated FDI data.  For example, in analysing geographical
and industrial trends and patterns of FDI, data based on approvals of FDI may also be used
because they allow a disaggregation at the country or industry level.  Such cases are denoted
accordingly.

3.3.3.3.3. Non-equity forms of investmentNon-equity forms of investmentNon-equity forms of investmentNon-equity forms of investmentNon-equity forms of investment

Foreign direct investors may also obtain an effective voice in the management of another
business entity through means other than acquiring an equity stake.  These are non-equity
forms of FDI, and they include, inter alia, subcontracting, management contracts, turnkey
arrangements, franchising, licensing and product sharing.  Data on transnational corporate
activity through these forms are usually not separately identified in balance-of-payments
statistics.  These statistics, however, usually present data on royalties and licensing fees,
defined as “receipts and payments of residents and nonresidents for: (i) the authorized use
of intangible non-produced, non-financial assets and proprietary rights such as trade-marks,
copyrights, patents, processes, techniques, designs, manufacturing rights, franchises, etc.,
and (ii) the use, through licensing agreements, of produced originals or prototypes, such as
manuscripts, films, etc.”4

B.  AB.  AB.  AB.  AB.  Availability and limitations of foreign-direct-investmentvailability and limitations of foreign-direct-investmentvailability and limitations of foreign-direct-investmentvailability and limitations of foreign-direct-investmentvailability and limitations of foreign-direct-investment
data presented in the Wdata presented in the Wdata presented in the Wdata presented in the Wdata presented in the World Investment Reportorld Investment Reportorld Investment Reportorld Investment Reportorld Investment Report

Data on FDI flows in annex tables B.1 and B.2, as well as some tables in the text, are on
a net basis (capital transactions’ credits less debits between direct investors and their foreign
affiliates).  Net decreases in assets or net increases in liabilities are recorded as credits
(recorded with a positive sign in the balance of payments), while net increases in assets or
net decreases in liabilities are recorded as debits (recorded with a negative sign in the balance
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of payments).  In the annex tables, as well as in the tables in the text, the negative signs are
deleted for practical use.  Hence, FDI flows with a negative sign in the World Investment
Report indicate that at least one of the three components of FDI (equity capital, reinvested
earnings or intra-company loans) is negative and not offset by positive amounts of the
remaining components.  These are instnces of reverse investment or disinvestment.

Not all countries record every component of FDI flows.  Tables 1 and 2 summarize the
availability of each component of FDI during 1980-1996, the period covered in the World
Investment Report for, respectively,  FDI inward flows and FDI outward flows.  Comparison
of data among countries should therefore be made bearing these limitations in mind.

1.1.1.1.1. InflowsInflowsInflowsInflowsInflows

The most reliable and comprehensive data on FDI flows that are readily available
from international sources and follow the above definition are reported by the International
Monetary Fund (IMF).  For the purpose of assembling balance-of-payments statistics for its
member countries, IMF collects and publishes data annually on FDI inflows and outflows
in the Balance of Payments Statistics Yearbook.  The same data are also available in IMF’s
International Financial Statistics for certain countries.  Therefore, data from IMF used in the
World Investment Report were obtained directly from IMF’s computer tapes containing
balance-of-payments statistics and international financial statistics.  In those cases in which
economies do not report to IMF (e.g., Taiwan Province of China), or their reporting does not
cover the entire 1980-19977777 period that is used in the World Investment Report, data from
UNCTAD FDI/TNC database, which contains published or unpublished national official
FDI data obtained from central banks, statistical offices or national authorities, were used.
These data were also supplemented with data of the Organisation for Economic Co-operation
and Development, Geographical Distribution of Financial Flows to Developing Countries
(retrieved by OECD from a computer tape).  Data reported by OECD are based on FDI
outflows to developing countries from the member countries of the Development Assistance
Committee of OECD.5  Inflows of FDI to developing countries reported by OECD are
therefore underestimated.  Those countries and territories for which OECD data, or estimates
based on OECD data, were used for the 1980-1994 period, or part of that period, are listed
below.

1980-1994 Bermuda,  Cayman Islands, Democratic Republic of Congo,
Cuba, Ethiopia and United States Virgin Islands.

1980-1993 Afghanistan,  Hong Kong, United Arab Emirates and Western
Samoa.

1980-1991 Nepal and United Republic of Tanzania.
1980-1990 Iraq and Uganda.
1980-1989 Islamic Republic of Iran, Kuwait, Lebanon and Syrian Arab

Republic.
1980-1988 Madagascar and Myanmar.
1980-1986 Viet Nam.
1980-1985 Guinea, India and Mozambique.
1980-1984 Angola, Burundi, Maldives and Yugoslavia (former).
1981-1988 Equitorial Guinea.
1982-1994 Benin, Gibraltar, Macau and Sudan.
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1983-1992 Qatar.
1983-1991 Djibouti.
1983-1986 and 1990 Gambia.
1983-1985 and 1989-1991 Uruguay.
1984-1994 Guinea-Bissau and Malawi.
1985-1994 New Caledonia.
1985-1989 Namibia.
1986-1991 Guyana and Somalia.
1987-1994 Democratic People’s Republic of Korea.
1987-1991 Nicaragua.
1988-1993 Liberia.
1989-1994 Congo.
1990-1994 Burkina Faso.
1992-1993 Togo.

As of 1 July 1998, data on FDI inflows for 1997 were available for Albania, Argentina,
Armenia, Azerbaijan, Bangladesh, Belarus, Belgium and Luxembourg, Bolivia, Brazil,
Bulgaria, China, Colombia, Croatia, Czech Republic, Denmark, Estonia, Finland, Georgia,
Germany, Hungary, India, Indonesia, Israel, Italy, Japan, Kazakhstan, Republic of Korea,
Kyrgyzstan, Latvia, Lithuania, TFYR Macedonia, Malaysia, Mexico, Republic of Moldova,
New Zealand, Norway, Paraguay, Peru, Philippines, Poland, Romania, Russian Federation,
Slovakia, Slovenia, South Africa, Sweden, Taiwan Province of China, Thailand, Tajikistan,
Ukraine, United States and Uraguay,  and (from UNCTAD FDI/TNC database) and Aruba,
Australia, Austria, Canada, Chile, Ecuador, Netherlands, Portugal, Spain, United Kingdom
and Venezuela  (from IMF’s balance-of-payments and international-financial-statistics tapes).

For many of other countries FDI inflows for 1997 are estimated.  For France FDI inflows
for 1997 are estimated by annualizing the data for the first three quarters; for Bahamas,
Ireland and Turkey, the first two quarters; and for Nicaragua and Turkmenistan, the first
quarter (data from IMF’s balance-of-payments and international-financial-statistics tapes).

TTTTTababababable 1.le 1.le 1.le 1.le 1.  List of economies f  List of economies f  List of economies f  List of economies f  List of economies for whicor whicor whicor whicor which at least one component ofh at least one component ofh at least one component ofh at least one component ofh at least one component of
FDI inFDI inFDI inFDI inFDI inflofloflofloflows is not aws is not aws is not aws is not aws is not avvvvvailabailabailabailabailable le le le le aaaaa

Equity investment Reinvested earnings Intra-company loans

Developed countries:
Denmark b, Canada, Iceland c, Austria e, Belgium and Austria, Denmark i, Greece j,
Ireland, Israel,  Italy, Spain, Luxembourg, Canada b, Denmark, Iceland k,Italy, Spain g, Switzerlandd

Sweden, Switzerland b, United France     eeeee,,,,, Greece f, Iceland,
Kingdom d Irelandg, Italy, Japan, Norway,

Spain, Sweden h, Switzerland b

Developing economies:

Africa:
Angola f, Benin, Burkina Faso, Algeria, Angola f, Benin e, Burundi, Algeria, Angola l, Benin e,  Burundi,
Burundi l, Cape Verde m, Chad d, Cape Verde, Central African Cape Verde, Chad c, Comoros,
Comoros m, Djibouti n, Egypt, Republic h, Chad r,  Comoros m, Djibouti, Equitorial Guinea, The
Equitorial Guinea o, Gambia m, Djibouti r, Egypt, Equitorial Gambia e, Ghana e,,,,, Guinea o,
Guinea c, Lesotho c, Libyan Arab Guinea, Gambia m, Ghana s, Kenyam, Lesotho s , Madagascar,

/...
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(Table 1, concluded)(Table 1, concluded)(Table 1, concluded)(Table 1, concluded)(Table 1, concluded)

Equity investment Reinvested earnings Intra-company loans

Africa (continued):
Jamahiriya, Madagascar o, Mali, Guineac, Libyan Arab Jamahiriya t, Malawi, Mauritania, Mozambique,
Mauritius, Morocco f, Lesotho, Madagascar, Malawi, Namibia g, Somalia p, Sudan,
Mozambiquec, Namibia g, Niger p, Mali o, Mauritania, Mauritius u, Uganda f, United Republic of
Nigeria, Seychelles o, Sierra Leoneq, Mozambique, Namibia g, Nigeria, Tanzania, Zimbabwe c

Somalia, Uganda n, United Republic Somalia, Sudan, Tunisia, Uganda n,
of Tanzania r, Zambia o United Republic of Tanzania,

Zimbabwe s

Latin America and the Caribbean:
Antigua and Barbuda c, Aruba, Antigua and Barbuda c, Argentinaw, Argentina, Aruba g, Bolivia m,
Bolivia q, Colombia,Guyana, Aruba, Bahamas, Chile m, Barbados h, Chile, Dominica c,
Jamaica m, Nicaragua r, Peru l, Saint Dominicac, Dominican Republic n, Dominican Republic n, Ecuador,
Kitts and Nevis c, Saint Lucia c, Grenada c, Guyana p, Haiti, Guatemala u, Grenada c, Haiti,
Saint Vincent and the Grenadines c Paraguay g, Nicaragua r, Saint Kitts Honduras m, Nicaragua,  Paraguayu,

and Nevis c, Saint Lucia u, Saint Peru s, Uraguay c, Venezuela x

Vincent and the Grenadies c,
Suriname, Uruguay c, Venezuela

Developing Europe:
Croatia, Slovenia r, TFYR Macedonia x Croatia, Slovenia, TFYR Macedonia Croatia n, Slovenia, TFYR Macedonia x

West Asia:
Bahrain, Cyprus, Islamic Republic Bahrain, Islamic Republic of Iran, Islamic Republic of Iran, Oman,
of Iran x, Jordan m, Saudi Arabia, Jordan, Saudi Arabia, Syrian Arab Syrian Arab Republic, Turkey,
Syrian Arab Republic c Republic, Turkey y,Yemen Yemen f

Central Asia:
Armenia x Armenia Armenia

South, East and South-East Asia:
Cambodia r, Indonesia b, Lao Bangladesh, Cambodia n, China, Bangladesh c, Cambodia, China,
People’s Democratic Republic,  Indonesia,  Republic of Korea o, Republic of Korea, Lao People’s
Malaysia, Maldives, Mongolia r, Lao People’s Democratic Democratic Republic u, Maldives,
Myanmar o Republic, Malaysia, Maldives c, Mongolia, Myanmar, Pakistan n,

Mongolia,  Myanmar, Pakistan n, Singapore, Sri Lanka
Singapore, Sri Lanka c, Thailand

The Pacific:
Kiribati b, Papua New Guinea f, Kiribati l, Solomon Islands, Tonga Kiribati, Solomon Islands m, Tongac

Tonga m, Vanuatu
Central and Eastern Europe:
Albania r, Bulgaria g, Czech Albania, Bulgaria, Czech Albania, Bulgaria, Czech Republic,
Republic n, Hungary f, Latvia r, Republic, Hungary,   Latvia, Hungary, Latvia, Lithuania y,
Lithuania n, Republic of Moldova y, Lithuania y, Republic of Moldova, Republic of Moldova y, Poland x,
Romania f, Russian Federation, Poland g, Romania, Russian Romania, Russian Federation,
 Slovakia x, Ukraine Federation, Slovakia, Ukraine Slovakia y, Ukraine

Source: UNCTAD, based on International Monetary Fund, balance-of-payments tape, retrieved in May 1998.
a Countries not available at least one year are all reported in the table.
b Star ted repor ting since 1983. n Star ted repor ting since 1993
c Star ted repor ting since 1986. o Star ted repor ting since 1989.
d Star ted repor ting since 1984. p Stopped repor ting since 1985.
e Stopped repor ting since 1981. q Stopped repor ting since 1987.
f Star ted repor ting since 1991. r Star ted repor ting since 1992.
g Star ted repor ting since 1990. s Stopped repor ting since 1984.
h Star ted repor ting since 1982. t Stopped repor ting since 1983.
i Stopped repor ting since 1982. u Star ted repor ting since 1988.
j Stopped repor ting since 1990. v Stopped repor ting since 1986.
k Stopped repor ting since 1989. w Stopped repor ting since 1991.
l Star ted repor ting since 1985. x Star ted repor ting since 1994.
m Star ted repor ting since 1987. y Star ted repor ting since 1995.
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For those countries for which FDI data were not available througout the period (up to
1997), data have been estimated by UNCTAD.  Those economies for which estimation was
made are listed below:

1997:   Antigua and Barbuda, Bahrain, Barbados, Belize, Bosnia and Herzegovina, Botswana,
Cambodia, Dominica, Dominican Republic, Equitorial Guinea, Fiji, Gambia, Ghana, Guinea,
Greece, Grenada, Guatemala, Haiti, Honduras, Iceland, Islamic Republic of Iran, Jordan,
Kenya, Lao People’s Democratic Republic, Madagascar,, Maldives, Malta, Mauritius,
Morocco, Nigeria, Oman, Panama, Papua New Guinea, Rwanda, Saint Lucia, Saint Vincent
and the Grenadines, Seychelles, Singapore, Sri Lanka, Syrian Arab Republic, Swaziland,
Switzerland, Tunisia, Uganda, United Republic of Tanzania, Uzbekistan, Viet Nam and
Zimbabwe.

1996-1997: Cameroon, Cape Verde, Comoros, Costa Rica, Côte d’Ivoire, Cyprus, Djibouti, El
Salvador, Gabon, Guyana, Jamaica, Mauritania, Mongolia, Mozambique, Myanmar,
Netherlands Antilles, Niger, Pakistan, Senegal, Sierra Leone, Suriname, Trinidad and Tobago,
Vanuatu and Yemen

1995-1997: Angola, Bermuda, Brunei Darussalam, Burkina Faso, Cayman Islands, Central
African Republic, Chad, Congo, Democratic Republic of Congo, Cuba, Ethiopia, Gibraltar,
Guinea-Bissau, Hong Kong, China, Kiribati, Democratic People’s Republic of Korea, Lesotho,
Malawi, Mali, Macau, New Caledonia, Saint Kitts and Nevis, Tonga, Virgin Islands.

1994-1997: Burundi, Liberia, Sudan, Togo, United Arab Emirates and Western Samoa.

1993-1997: Afghanistan, Qatar and Solomon Islands.

1992-1997:  Algeria, Benin, Nepal, Somalia and Zambia.
1991-1997: Iraq, Libyan Arab Jamahiriya.
1990-1997:  Kuwait and Lebanon.

For Viet Nam, data from 1988 to 1997 are estimated by applying an average implementation
ratio of about 20 per cent (the ratio of realized FDI to approved FDI), to the approved data.
The data for India are converted to those on a calandar year basis from those reported on
the basis of fiscal year.

2.   Outflows2.   Outflows2.   Outflows2.   Outflows2.   Outflows

As of 1 July 1998, FDI outflows for 1997 were available for Belgium and Luxembourg,
Brazil, Bulgaria, Croatia, Czech Republic, Estonia, Finland, Germany, Hungary, Israel, Italy,
Japan,  Republic of Korea, Latvia, Lithuania, TFYR Macedonia, Republic of Moldova,
Namibia, New Zealand, Norway, Philippines, Poland, Romania, Russian Federation,
Slovakia, Slovenia, South Africa, Taiwan Province of China, Ukraine and the United States
(from UNCTAD, FDI/TNC database) and for Australia, Austria Argentina, Canada, Chile,
Kazakhstan, Netherlands, Portugal, Spain, Venezuela and United Kingdom (from the IMF’s
balance-of-payments tape).

For France FDI outflows in 1997 is estimated by annualizing the first three quarters,
for Denmark, Ireland and Turkey on the basis of the first two quarters and for Sweden on
the basis of the first quarter.
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TTTTTababababable 2.le 2.le 2.le 2.le 2.  List of economies f  List of economies f  List of economies f  List of economies f  List of economies for whicor whicor whicor whicor which at least one component ofh at least one component ofh at least one component ofh at least one component ofh at least one component of
FDI outFDI outFDI outFDI outFDI outflofloflofloflows is not aws is not aws is not aws is not aws is not avvvvvailabailabailabailabailable le le le le aaaaa

Equity investment Reinvested earnings Intra-company loans

Developed countries:
Denmark b, Canada, Iceland c, Austria, Belgium and Luxembourg, Austria h, Denmark e, Iceland i,
Ireland, Israel, Sweden, Canada b, Denmark, France e, Ireland, Italy, Spain f, Switzerland d

Switzerland d, United Kingdom d Iceland, Ireland f, Italy, Japan,
Norway,Portugal g,  Spain,
Switzerland b

Developing economies:

Africa:
Benin, Burkina Faso e, Cape Algeria, Angola, Benin, Botswanao, Algeria, Angola, Burkina Faso
Verdeg, Chad d, Comoros f, Burkina Faso Burundi, Cape Burundi, Cameroon k, Cape Verde,
Djiboutij, Egypt f, Equitorial Verde, Cameroon k, Central African Central African Republic, Chad,
Guineak, Kenya k, Lesotho, Republic, Chad , , , , ,  Comoros f, Comoros, Djibouti, Equitorial
Mauritania c, Mauritius, Morocco l , Djibouti p, Egypt, Equitorial Guinea, Gabon, Kenya s, Libyan
Namibia f, Niger m, Seychelles, Guinea, Gabon,  Libyan Arab Arab Jamahiriya,       Mauritania,
Zimbabwe n Jamahiriya, Lesotho, Mauritania, Mauritius n, Morocco , Namibia f,

Mauritius q, Morocco, Namibia f, Zimbabwe
Niger c, Nigeria, Senegal r, Tunisia,
Zimbabwe

Latin America and the Caribbean:
Barbados o, Bolivia t, Belize l, Argentina, Belizer, Bolivia m, Argentina, Bolivia, Barbados o,
Chiled,  Colombia, Trinidad and Brazil, Chile,, Haiti, Trinidad and Belize, Chile, Colombia, Costa
Tobago b, Venezuela o Tobago, Uraguay, Venezuela g Rica l, Haiti f ,  Haiti, Trinidad and

Tobago, Uraguay, Venezuela

Developing Europe:
Malta b Malta u Malta u

West Asia:
Cyprus, Jordan, Turkey, Yemen I Cyprus, Jordan, Kuwait, Turkey, Cyprus g, Kuwait, Turkey, Yemen h

Yemen

South, East and South-East Asia:
Indonesia v, Pakistan d, Philippines j, China,  Indonesia,Pakistan, China, Indonesia, Pakistan,
Sri Lanka Philippines,  Singapore, Sri Lanka, Philippines, Singapore, Sri Lanka,

Thailand Thailand

The Pacific:
Fiji d, Papua New Guinea, Fiji n, Papua New Guine, Kiribati
Central and Eastern Europe:
Bulgaria w, Czech Republic j, Bulgaria, Czech Republic, Estonia, Bulgaria, Czech Republic, Estonia,
Estonia, Hungary j, Latvia p, Hungary,  Latvia, Lithuania, Hungary, Latvia p, Lithuania,
Lithuania w, Republic of Moldova, Republic of Moldova,  Poland l, Republic of Moldova w,  Poland l,
Romania f, Slovakia u Romania, Slovakia Romania, Slovakia w

Source: UNCTAD, based on International Monetary Fund, balance-of-payments tape, retrieved in May  1998.
a Countries not available at least one year are all reported in the table.
b Star ted repor ting since 1983. m Stopped reporting since 1983.
c Star ted repor ting since 1986. n Stopped reporting since 1988.
d Star ted repor ting since 1984. o Star ted repor ting since 1982.
e Stopped repor ting since 1982. p Star ted repor ting since 1992.
f Star ted repor ting since 1990. q Reported 1989 only.
g Star ted repor ting since 1985. r Reported 1982 only.
h Stopped repor ting since 1981. s Star ted repor ting since 1989.
i Stopped repor ting since 1986. t Stopped reporting since 1987.
j Star ted repor ting since 1993. u Star ted repor ting since 1994.
k Star ted repor ting since 1989. v Reported 1993 only.
l Star ted repor ting since 1991. w Star ted repor ting since 1995.
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In the case of countries for which FDI outflows were unavailable from national
authorities, inflows to large recipient economies were used as a proxy.  Thus, for Greece -
up to 1996, India - up to 1995, Indonesia - up to 1992, Mexico - up to 1996 and the Philippines
- up to 1992, inflows to the European Union and the United States were used as a proxy.  In
the case of Hong Kong - up to 1996, inflows to China, the European Union and the United
States are used as a proxy.  For Argentina (1984-1991), Bahamas (1981-1998), Bahrain (1981-
1996), Bermuda (1981-1997), Bosnia and Herzegovenia (1992-1996), Central African Republic
(1995), Chad (1995),  Gabon, (1995-1996),  Iraq (1992-1996), Ireland (1984-1989), Lebanon
(1982-1997), Liberia (up to 1996), Netherlands Antilles (up to 1989), Nigeria (1982-1995),
Oman (1988-1996), Panama (1981-1997), Saudi Arabia (1981-1997), Trinidad and Tobago
(1993-1995), United Arab Emirates (1981-1997) and Uruguay (1989-1996) inflows into the
United States were used as a proxy of their outflows. For Iran, Islamic Republic (1992-1996)
inflows to the European Union were used as a proxy of their outflows.

The United States data on FDI outflows and outward stocks were adjusted for the
financial sector of the Netherlands Antilles.  This is because considerable intra-company
loans between United States parent enterprises and their financial affiliates in the Netherlands
Antilles are in many respects more akin to portfolio investment than to FDI.

For Albania, Bahrain, Bangladesh, Bolivia, Botswana, Bosnia and Herzegovina,
Burundi, Cameroon, Central African Republic, Chad, China, Colombia, Costa Rica, Cyprus,
Dominican Republic, Egypt, Fiji, Gabon, Greece, Hong Kong, China, Iceland, India,
Indonesia, Iraq, Islamic Republic of Iran, Jordan, Kenya, Liberia, Malaysia, Malta, Mauritius,
Morocco,  Netherlands Antilles, Nigeria, Oman,  Pakistan, Peru, Senegal, Seychelles, Sri
Lanka, Swaziland, Switzerland, Thailand, Trinidad and Tobago, Tunisia and Uraguay 1997
are based on UNCTAD’s own estimates.

33333.  Stocks.  Stocks.  Stocks.  Stocks.  Stocks

Various tables in the World Investment Report present data on FDI stocks at book value
or historical cost, reflecting prices at the time when the investment was made.  For a large
number of countries (as indicated in annex tables B.3 and B.4), FDI stocks are estimated by
cumulating FDI flows over a period of time.  For a number of countries (indicated in annex
tables B.3 and B.4), estimates of FDI stocks are obtained by adding flows to a FDI stock
estimate that has been obtained for a particular year from national sources or the International
Monetary Fund data series on assets and liabilites of direct investment.  Almost all estimates
of FDI stocks for 19977777 are obtained by adding FDI flows for 19977777 to the stock figures of 19966666.
For further detail, refer to notes to annex tables B.3 and B.4.

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

All data, unless otherwise indicated, are expressed in United States dollars.  Data
reported in national currencies or Special Drawing Rights are converted to United States
dollars by using the period’s average exchange rate for flow data and the end-of-the-period
exchange rate for stock data.
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All FDI data and estimates in the World Investment Report are continuously revised.
Because of the on-going revision, FDI data reported in the World Investment Report may
differ from those reported in earlier Reports or other publications of UNCTAD.   In particular,
recent FDI data are being revised in many countries according to the fifth edition of the
IMF’s balance-of-payments manual. Data taken from the IMF are based on the balance-of-
payments and international financial statistics tapes, retrieved in June 1998.

C.  Definitions and sources of the data in annex tables B.5-1C.  Definitions and sources of the data in annex tables B.5-1C.  Definitions and sources of the data in annex tables B.5-1C.  Definitions and sources of the data in annex tables B.5-1C.  Definitions and sources of the data in annex tables B.5-111111

Annex tables B.5 and B.6

These two annex tables show the ratio of inward and outward FDI flows to gross fixed
capital formation (annex table B.5) and inward and outward FDI stock to GDP (annex table
B.6), respectively.  All of these data are in current prices.  The data on both gross fixed
capital formation and GDP were obtained from the IMF’s international-financial-statistics
tape, retrieved on 1 June 1998.  For some economies such as Taiwan Province of China, the
data are supplemented from national sources.  Data on FDI are from annex tables B.1-B.4.

Annex tables B.7, B.8 and B.9

Data on cross-border M&As are obtained from the KPMG.  This consulting firm collects
information through a variety of secondary sources including newspapers and other
periodicals, and a quarterly meeting of the 42-member KPMG Corporate Finance Network.
All data in the text refer to only cross-border M&A transactions which result in the equity
holding of more than 50 per cent (unless otherwise indicated).  Data on minority investments
are not included in the discussion on the assumption that portfolio investments account for
the bulk of minority-held investments.  However, in annex tables B.7, B.8 and B.9, all M&As
(including minority-held investments) are also presented for information.  Cross-border
M&As are recorded in both directions of transactions; i.e., when a cross-border M&A takes
place, it registers as both a sale in the country of the target firm, and as a purchase in the
home country of the acquiring firm.  Data showing cross-border M&A activities on an
industrial basis refer to only sales figures (annex table B.9).  Thus, if a food company acquires
a chemical company, this transaction is recorded in the chemical industry.
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NotesNotesNotesNotesNotes

1 In some countries such as Germany and the United Kingdom, the stake of 20 per cent or more is a
threshold.

2 This general definition of FDI is based on OECD, Detailed Benchmark Definition of Foreign Direct Investment,
second edition (Paris, OECD, 1992) and International Monetary Fund, Balance of Payments Manual, fifth
edition (Washington, D.C., IMF, 1993).

3 There are, however, some exceptions.  For example, in the case of Germany, loans granted by affiliate
enterprises to their parent enterprises are not deducted from the stock.

4 International Monetary Fund, op. cit., p. 40.

5 Includes Austria, Belgium, Canada, Denmark, Finland, France, Germany, Italy, Japan, Netherlands,
Norway, Spain, Sweden, United Kingdom and United States.



WWWWWorld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Trrrrrends and Determinantsends and Determinantsends and Determinantsends and Determinantsends and Determinants

360360360360360



Annex BAnnex BAnnex BAnnex BAnnex B

361361361361361

AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.1.le B.1.le B.1.le B.1.le B.1.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows,ws,ws,ws,ws, b b b b by host region and economy host region and economy host region and economy host region and economy host region and economyyyyy,,,,, 1986-1997 1986-1997 1986-1997 1986-1997 1986-1997

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Host region/economHost region/economHost region/economHost region/economHost region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

WWWWWorldorldorldorldorld 159 331159 331159 331159 331159 331 175 841175 841175 841175 841175 841 217 559217 559217 559217 559217 559 242 999242 999242 999242 999242 999 331 189331 189331 189331 189331 189 337 550337 550337 550337 550337 550 400 486400 486400 486400 486400 486

DeDeDeDeDeveloped countriesveloped countriesveloped countriesveloped countriesveloped countries 129 583129 583129 583129 583129 583 120 294120 294120 294120 294120 294 138 887138 887138 887138 887138 887 141 503141 503141 503141 503141 503 211 465211 465211 465211 465211 465 195 393195 393195 393195 393195 393 233 115233 115233 115233 115233 115

WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope 66 47066 47066 47066 47066 470 85 83785 83785 83785 83785 837 83 87783 87783 87783 87783 877 78 41778 41778 41778 41778 417 122 779122 779122 779122 779122 779 99 95499 95499 95499 95499 954 114 857114 857114 857114 857114 857

EurEurEurEurEuropean Unionopean Unionopean Unionopean Unionopean Union 63 18663 18663 18663 18663 186 83 79483 79483 79483 79483 794 80 93580 93580 93580 93580 935 71 58071 58071 58071 58071 580 116 792116 792116 792116 792116 792 92 39892 39892 39892 39892 398 108 172108 172108 172108 172108 172

Austria  439  947  977 1 312  639 3 826 1 700
Belgium and Luxembourg 5 454 11 286 10 750 8 514 10 565 14 125 12 550
Denmark  754 1 017 1 713 5 006 4 139  773 2 570
Finland  361  407  866 1 577 1 063 1 109 1 543
France 9 254 21 840 20 754 15 799 23 733 21 972 18 280
Germany 2 942 2 640 1 911 1 790 13 448 -2 721 - 195
Greece  826 1 144  977  981 1 053 1 058 1 500
Ireland  368 1 442 1 121  838 1 447 2 456 4 152
Italy 3 630 3 951 4 383 2 163 4 878 3 377 3 523
Netherlands 6 362 7 836 8 561 7 517 11 498 7 760 8 725
Portugal 1 403 1 873 1 534 1 270  685  708 1 713
Spain 8 325 13 276 8 144 9 359 6 201 6 454 5 556
Sweden 2 257 - 5 3 705 6 269 14 939 5 492 9 659
United Kingdom 20 812 16 140 15 540 9 185 22 504 26 009 36 897

Other Other Other Other Other WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope 3 2843 2843 2843 2843 284 2 0422 0422 0422 0422 042 2 9422 9422 9422 9422 942 6 8376 8376 8376 8376 837 5 9875 9875 9875 9875 987 7 5557 5557 5557 5557 555 6 6856 6856 6856 6856 685

Gibraltar  34  89  40 - 1  1  1  1
Iceland  14 - 11  - - 2 - 9  82  3
Norway  601  716 2 003 2 736 2 392 3 960 3 181
Switzerland 2 635 1 249  899 4 104 3 603 3 512 3 500

NorNorNorNorNorth Americath Americath Americath Americath America 54 67454 67454 67454 67454 674 23 66223 66223 66223 66223 662 48 30248 30248 30248 30248 302 53 57153 57153 57153 57153 571 69 59669 59669 59669 59669 596 82 85182 85182 85182 85182 851 98 99498 99498 99498 99498 994

Canada 5 586 4 777 4 768 8 476 10 824 6 398 8 246
United States 49 088 18 885 43 534 45 095 58 772 76 453 90 748

Other deOther deOther deOther deOther developed countriesveloped countriesveloped countriesveloped countriesveloped countries 8 4398 4398 4398 4398 439 10 79610 79610 79610 79610 796 6 7086 7086 7086 7086 708 9 5159 5159 5159 5159 515 19 09019 09019 09019 09019 090 12 58812 58812 58812 58812 588 19 26319 26319 26319 26319 263

Australia 6 236 5 458 3 724 4 968 13 402 5 473 9 584
Israel  197  539  580  626 1 974 2 442 3 407
Japan  556 2 756  210  888  41  228 3 224
New Zealand 1 478 2 085 2 213 2 694 2 691 3 686 1 343
South Afr ica - 27 - 42 - 19  338  981  760 1 705

DeDeDeDeDeveloping countriesveloping countriesveloping countriesveloping countriesveloping countries 29 09029 09029 09029 09029 090 51 10851 10851 10851 10851 108 72 52872 52872 52872 52872 528 95 58295 58295 58295 58295 582 105 511105 511105 511105 511105 511 129 813129 813129 813129 813129 813 148 944148 944148 944148 944148 944

AfricaAfricaAfricaAfricaAfrica 2 8692 8692 8692 8692 869 3 1713 1713 1713 1713 171 3 6473 6473 6473 6473 647 5 6935 6935 6935 6935 693 5 1365 1365 1365 1365 136 4 8284 8284 8284 8284 828 4 7104 7104 7104 7104 710

NorNorNorNorNorth Africath Africath Africath Africath Africa 1 1961 1961 1961 1961 196 1 5821 5821 5821 5821 582 1 5791 5791 5791 5791 579 2 3642 3642 3642 3642 364 1 2621 2621 2621 2621 262 1 3131 3131 3131 3131 313 1 8111 8111 8111 8111 811

Algeria  8  10  13  15  5  13  7
Egypt  932  459  493 1 256  598  636  834
Libyan Arab Jamahir iya  45  165  120  110  105  100  110
Morocco  132  423  492  551  290  311  500
Sudan - 4  -  -  -  -  -  -
Tunisia  83  526  462  432  264  253  360

Other AfricaOther AfricaOther AfricaOther AfricaOther Africa 1 6731 6731 6731 6731 673 1 5891 5891 5891 5891 589 2 0682 0682 0682 0682 068 3 3293 3293 3293 3293 329 3 8743 8743 8743 8743 874 3 5153 5153 5153 5153 515 2 8992 8992 8992 8992 899

Angola  169  288  302  170  250  290  350
Benin  3  1  -  -  1  1  3
Botswana  59 - 2 - 287  326  380  272  100
Burkina Faso  2 -0.3  13  4  2  3  1

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.1.le B.1.le B.1.le B.1.le B.1.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows,ws,ws,ws,ws, b b b b by host region and economy host region and economy host region and economy host region and economy host region and economyyyyy,,,,, 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Host region/economHost region/economHost region/economHost region/economHost region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Burundi  1  1  1  1  2  -  1
Cameroon - 16  29  5 - 9  7  35  45
Cape Verde  1 - 1  3  2  10  12  13
Central African Republic  2 - 11 - 10  4  2  5  6
Chad  12  2  15  27  13  18  15
Comoros  3 - 2  -  -  1  2  2
Congo  15  4  149  3  8  9  9
Congo, Democratic Republic of - 10 - 1  7 - 2  -  -  1
Côte d’Ivoire  49 - 231  88  27  19  21  50
Djibouti  -  2  1  1  3  4  5
Equatorial Guinea  10  6  22  17  127  376  40
Ethiopia  1  -  -  3  8  5  15
Gabon  53  127 - 114 - 100 - 113  65 - 100
Gambia, The  4  6  11  10  8  11  13
Ghana  11  23  125  233  107  120  200
Guinea  18  20  3  -  1  24  1
Guinea-Bissau  1  6 - 2  -  -  -  2
Kenya  35  6  2  4  33  13  40
Lesotho  11  3  15  19  23  28  29
Liberia  200 - 11  30  14  21  17  15
Madagascar  12  21  15  6  10  10  17
Malawi  15  2  10  9  13  17  2
Mali  - - 8 - 20  45  17  23  15
Mauritania  3  8  16  2  7  5  3
Mauritius  24  15  15  20  19  37  38
Mozambique  8  25  32  35  45  29  35
Namibia  26  118  55  98  118  152  131
Niger  16  56 - 34 - 11  7  -  1
Nigeria  728  897 1 345 1 959 2 201 1 391 1 000
Rwanda  14  2  6 - 1  2  2  1
Senegal  13  21 - 1  67  32  45  30
Seychelles  20  9  19  30  40  30  49
Sierra Leone - 10 - 6 - 8 - 3 - 2  -  4
Somalia - 2  -  -  -  1  1  1
Swaziland  53  83  70  56  26  14  75
Togo  10 - 2  1  2  -  1  1
Uganda  -  3  55  88  121  121  250
United Republic of Tanzania  -  12  20  50  120  150  250
Zambia  100  45  52  56  67  58  70
Zimbabwe  10  20  38  68  118  98  70

Latin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the Caribbean 9 4609 4609 4609 4609 460 17 61117 61117 61117 61117 611 17 24717 24717 24717 24717 247 28 68728 68728 68728 68728 687 31 92931 92931 92931 92931 929 43 75543 75543 75543 75543 755 56 13856 13856 13856 13856 138

South AmericaSouth AmericaSouth AmericaSouth AmericaSouth America 4 2524 2524 2524 2524 252 8 8858 8858 8858 8858 885 7 5547 5547 5547 5547 554 13 67313 67313 67313 67313 673 18 06818 06818 06818 06818 068 30 43230 43230 43230 43230 432 38 99338 99338 99338 99338 993

Argentina 1 168 4 045 2 555 3 116 4 783 5 090 6 327
Bolivia  40  122  124  130  374  474  500
Brazil 1 258 2 061 1 291 2 149 5 043 11 112 16 330
Chile  763  699  808 1 772 1 667 4 092 5 417
Colombia  455  729  959 1 667 2 317 3 322 2 447
Ecuador  134  178  469  531  470  447  577
Guyana  3  147  70  107  74  81  90
Paraguay  31  137  111  180  184  225  200
Peru  29  136  670 3 084 2 035 3 581 2 000
Suriname - 120 - 54 - 47 - 30 - 21  7  12
Uruguay  41  58  173  155  157  169  200
Venezuela  451  629  372  813  985 1 833 4 893

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.1.le B.1.le B.1.le B.1.le B.1.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows,ws,ws,ws,ws, b b b b by host region and economy host region and economy host region and economy host region and economy host region and economyyyyy,,,,, 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Host region/economHost region/economHost region/economHost region/economHost region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Other Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the Caribbean 5 2085 2085 2085 2085 208 8 7268 7268 7268 7268 726 9 6939 6939 6939 6939 693 15 01415 01415 01415 01415 014 13 86113 86113 86113 86113 861 13 32313 32313 32313 32313 323 17 14517 14517 14517 14517 145

Antigua and Barbuda  42  20  15  25  32  19  28
Aruba  53 - 37 - 18 - 73 - 6  85  196
Bahamas  7  -  27  23  107  87  89
Barbados  9  14  9  13  12  13  18
Belize  12  16  9  15  21  22  23
Bermuda 1 381 3 231 2 707 1 079 1 350 2 100 1 700
Cayman Islands  44  27  447  447  470  510  500
Costa Rica  118  226  247  298  396  410  500
Cuba  2  7  3  14  9  12  13
Dominica  13  21  13  22  54  18  20
Dominican Republic  105  180  225  360  404  394  250
El Salvador  17  15  16  23  38  25  41
Grenada  12  23  20  19  20  18  22
Guatemala  127  94  143  65  75  77  130
Haiti  5 - 2 - 3  -  7  4  3
Honduras  44  48  27  35  50  63  80
Jamaica  61  142  78  117  167  175  180
Mexico 3 081 4 393 4 389 10 973 9 526 8 169 12 101
Netherlands Antilles  31  40  11  22  10  11  17
Nicaragua  -  15  39  40  70  85  92
Panama - 115  139  156  354  179  238  340
Saint Kitts and Nevis  25  13  14  15  20  17  25
Saint Lucia  29  41  34  32  30  23  45
Saint Vincent and the Grenadines  8  15  31  47  31  18  42
Trinidad and Tobago  85  178  379  516  299  320  340
Virgin Islands  15 - 131  675  532  490  410  350

DeDeDeDeDeveloping Eurveloping Eurveloping Eurveloping Eurveloping Europeopeopeopeope  88 88 88 88 88  214 214 214 214 214  264 264 264 264 264  405 405 405 405 405  467 467 467 467 467 1 0291 0291 0291 0291 029  796 796 796 796 796

Bosnia and Herzegovina .. .. .. .. .. ..  1
Croatia .. ..  95  102  98  533  348
Malta  43  40  56  152  184  300  110
Slovenia  12  111  113  128  176  186  321
TFYR Macedonia .. .. ..  24  9  11  16
Yugoslavia (former)  33  64 .. .. .. .. ..

AsiaAsiaAsiaAsiaAsia 16 46816 46816 46816 46816 468 29 65129 65129 65129 65129 651 51 21851 21851 21851 21851 218 60 67960 67960 67960 67960 679 67 38667 38667 38667 38667 386 80 01180 01180 01180 01180 011 86 92386 92386 92386 92386 923

WWWWWest Asiaest Asiaest Asiaest Asiaest Asia 1 3291 3291 3291 3291 329 1 8271 8271 8271 8271 827 3 4473 4473 4473 4473 447 1 5181 5181 5181 5181 518 - 746- 746- 746- 746- 746  303 303 303 303 303 1 8861 8861 8861 8861 886

Bahrain  54 - 9 - 5 - 31 - 27  47  15
Cyprus  73  107  83  75  119  100  175
Iran, Islamic Republic of - 120 - 170 - 50  2  17  26  50
Iraq  3 - 1  1 .. .. .. ..
Jordan  18  41 - 34  3  13  16  70
Kuwait - 1  35  13  16  15  20  45
Lebanon  4  4  6  7  35  80  150
Oman  109  104  142  77  46  67  90
Qatar  3  40  29  37  35  35  55
Saudi Arabia  531 - 79 1 369  350 -1 877 -1 129  400
Syrian Arab Republic  67  67  176  251  100  89  80
Turkey  459  844  636  608  885  722  606
United Arab Emirates  49  130  183  113  110  130  100
Yemen  80  714  897  11 - 218  100  50

Central AsiaCentral AsiaCentral AsiaCentral AsiaCentral Asia  4 4 4 4 4  142 142 142 142 142  424 424 424 424 424  896 896 896 896 896 1 5611 5611 5611 5611 561 2 0842 0842 0842 0842 084 2 6272 6272 6272 6272 627

Armenia  4  2  1  2  8  18  43

 /...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.1.le B.1.le B.1.le B.1.le B.1.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows,ws,ws,ws,ws, b b b b by host region and economy host region and economy host region and economy host region and economy host region and economyyyyy,,,,, 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Host region/economHost region/economHost region/economHost region/economHost region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Azerbaijan .. .. ..  22  275  601  872
Georgia .. .. ..  8  6  103  100
Kazakhstan ..  100  150  185  941 1 137 1 320
Kyrgyzstan .. ..  228  519  96  47  83
Tajikistan .. .. ..  10  15  16  4
Turkmenistan .. .. ..  100  100  108  121
Uzbekistan ..  40  45  50  120  55  85

South, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East Asia 15 13515 13515 13515 13515 135 27 68327 68327 68327 68327 683 47 34847 34847 34847 34847 348 58 26558 26558 26558 26558 265 66 57166 57166 57166 57166 571 77 62477 62477 62477 62477 624 82 41182 41182 41182 41182 411

Afghanistan  -  -  -  -  -  -  -
Bangladesh  6  18  10  8  2  14  145
Brunei Darussalam  -  4  14  6  7  9  5
Cambodia ..  33  54  69  151  294  200
China 3 105 11 156 27 515 33 787 35 849 40 800 45 300
Hong Kong, China 1 711 2 051 1 667 2 000 2 100 2 500 2 600
India  177  233  574  973 1 964 2 382 3 264
Indonesia  746 1 777 2 004 2 109 4 348 6 194 5 350
Korea, Democratic People’s Republic of  95  42  6  7  3  4  2
Korea, Republic of  863  727  588  809 1 776 2 325 2 341
Lao People’s Democratic Republic  3  8  30  59  95  160  90
Macau  1  2  3  -  2  2  2
Malaysia 1 605 5 183 5 006 4 342 4 132 4 672 3 754
Maldives  5  7  7  9  7  8  10
Mongolia ..  2  8  7  10  5  7
Myanmar  68  171  149  91  115  100  80
Nepal  2  1  4  6  5  19  20
Pakistan  188  335  347  419  719  770  800
Philippines  501  228 1 238 1 591 1 459 1 520 1 253
Singapore 3 592 2 204 4 686 8 368 8 210 9 440 10 000
Sri Lanka  41  123  195  166  56  120  140
Taiwan Province of China 1 034  879  917 1 375 1 559 1 864 2 248
Thailand 1 325 2 114 1 804 1 322 2 002 2 268 3 600
Viet Nam  68  385  523  742 2 000 2 156 1 200

     The PThe PThe PThe PThe Pacificacificacificacificacific  205 205 205 205 205  460 460 460 460 460  152 152 152 152 152  118 118 118 118 118  593 593 593 593 593  190 190 190 190 190  378 378 378 378 378

Fiji  25  104  91  68  70  10  12
Kiribati  -  - - 1  -  -  1  1
New Caledonia  7  17  20  10  17  13  10
Papua New Guinea  150  294 - 2 - 5  455  111  300
Solomon Islands  9  14  13  11  18  21  22
Tonga  -  1  2  1  1  2  2
Vanuatu  12  26  26  30  31  28  30
Western Samoa  2  4  2  3  2  4  1

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope  658 658 658 658 658 4 4394 4394 4394 4394 439 6 1436 1436 1436 1436 143 5 9145 9145 9145 9145 914 14 21414 21414 21414 21414 214 12 34412 34412 34412 34412 344 18 42818 42818 42818 42818 428

Albania ..  20  58  53  70  90  48
Belarus ..  7  10  15  7  18  163
Bulgaria  10  42  40  105  90  109  497
Czech Republic  99 1 003  568  862 2 559 1 428 1 301
Czechoslovakia (former) .. .. .. .. .. .. ..
Estonia ..  82  162  215  202  150  262
Hungary  430 1 471 2 339 1 146 4 453 1 982 2 085
Latvia ..  29  45  215  180  382  418
Lithuania ..  10  30  31  73  152  355
Moldova, Republic of ..  17  14  12  64  45  43

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.1.le B.1.le B.1.le B.1.le B.1.  FDI inflo  FDI inflo  FDI inflo  FDI inflo  FDI inflows,ws,ws,ws,ws, b b b b by host region and economy host region and economy host region and economy host region and economy host region and economyyyyy,,,,, 1986-1997 (conc 1986-1997 (conc 1986-1997 (conc 1986-1997 (conc 1986-1997 (concluded)luded)luded)luded)luded)

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Host region/economHost region/economHost region/economHost region/economHost region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Poland  84  678 1 715 1 875 3 659 4 498 5 000
Romania  7  80  94  342  420  265 1 224
Rusian Federation ..  700  700  640 1 976 2 452 6 241
Slovakia  29  100  168  245  195  251  170
Ukraine ..  200  200  159  267  521  623

Memorandum:Memorandum:Memorandum:Memorandum:Memorandum:

Least deLeast deLeast deLeast deLeast developed countries veloped countries veloped countries veloped countries veloped countries bbbbb

Total  781 1 463 1 747  844 1 096 1 965 1 813
Africa  590  470  558  548  880 1 214 1 162
Latin America and the Caribbean  5 - 2 - 3  -  7  4  3
Asia  164  951 1 151  252  157  694  595

West Asia  80  714  897  11 - 218  100  50
South, East and South-East Asia  84  238  254  241  375  594  545

The Pacific  23  45  40  44  51  54  54

Oil-eOil-eOil-eOil-eOil-exporxporxporxporxporting countries ting countries ting countries ting countries ting countries ccccc

Total 8 786 15 019 17 214 23 820 21 786 24 106 30 890
Africa 2 017 2 505 2 775 3 837 3 325 2 792 2 615

North Afr ica 1 067 1 160 1 088 1 813  972 1 002 1 311
Other Africa  949 1 345 1 688 2 024 2 353 1 790 1 304

Latin America and the Caribbean 3 790 5 500 5 733 12 963 11 655 11 243 18 411
South America  625  929  965 1 474 1 829 2 754 5 970
Other Latin America and the Caribbean 3 165 4 571 4 768 11 489 9 825 8 489 12 441
Asia 2 979 7 014 8 706 7 020 6 806 10 071 9 864

West Asia  629  50 1 682  563 -1 681 - 804  755
South, East and South-East Asia 2 351 6 964 7 024 6 457 8 487 10 875 9 109

All deAll deAll deAll deAll developing countries minveloping countries minveloping countries minveloping countries minveloping countries minus Chinaus Chinaus Chinaus Chinaus China 25 98525 98525 98525 98525 985 39 95239 95239 95239 95239 952 45 01345 01345 01345 01345 013 61 79561 79561 79561 79561 795 69 66269 66269 66269 66269 662 89 01389 01389 01389 01389 013 103 644103 644103 644103 644103 644

Source: UNCTAD, FDI/TNC database.

a Estimates.  For details, see “definitions and sources” in annex B.
b Least developed countr ies include: Afghanistan, Angola, Bangladesh, Benin, Burkina Faso, Burundi, Cambodia, Cape Verde, Central Afr ican Republic,

Chad, Comoros, Democratic Republic of Congo, Djibouti, Equatorial Guinea, Ethiopia, The Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s
Democratic Republic, Lesotho, Liber ia, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Western Samoa,
Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Uganda, United Republic of Tanzania, Vanuatu, Yemen and Zambia.  Not included are Bhutan,
Eritrea, Sao Tome and Principe and Tuvalu due to unavailability of data.

c Oil-exporting countries include: Alger ia, Angola, Bahrain, 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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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.2.le B.2.le B.2.le B.2.le B.2.  FDI outflo  FDI outflo  FDI outflo  FDI outflo  FDI outflows,ws,ws,ws,ws, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1986-1997 1986-1997 1986-1997 1986-1997 1986-1997

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

WWWWWorldorldorldorldorld  180 510 180 510 180 510 180 510 180 510 200 800200 800200 800200 800200 800 240 900240 900240 900240 900240 900 284 261284 261284 261284 261284 261 352 514352 514352 514352 514352 514 333 629333 629333 629333 629333 629 423 666423 666423 666423 666423 666

 De De De De Developed countriesveloped countriesveloped countriesveloped countriesveloped countries  169 155 169 155 169 155 169 155 169 155 179 984179 984179 984179 984179 984 205 810205 810205 810205 810205 810 241 481241 481241 481241 481241 481 306 465306 465306 465306 465306 465 283 476283 476283 476283 476283 476 359 236359 236359 236359 236359 236

     WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope  100 367 100 367 100 367 100 367 100 367 115 629115 629115 629115 629115 629 107 063107 063107 063107 063107 063 133 579133 579133 579133 579133 579 174 287174 287174 287174 287174 287 168 459168 459168 459168 459168 459 195 600195 600195 600195 600195 600

EurEurEurEurEuropean Unionopean Unionopean Unionopean Unionopean Union  93 652 93 652 93 652 93 652 93 652 109 157109 157109 157109 157109 157 97 41097 41097 41097 41097 410 120 595120 595120 595120 595120 595 159 234159 234159 234159 234159 234 150 927150 927150 927150 927150 927 179 801179 801179 801179 801179 801

Austria   800 1 872 1 465 1 203 1 046 1 391 1 437
Belgium and Luxembourg  4 560 11 407 4 904 1 371 11 794 8 370 6 706
Denmark  1 232 2 236 1 373 4 162 2 969 2 510 3 240
Finland  1 674 - 753 1 409 4 297 1 497 3 595 4 407
France  17 894 31 269 20 605 24 438 15 824 30 362 24 565
Germany  15 928 19 670 15 260 17 180 38 838 29 519 34 340
Greece   2  42 - 16 - 90  66 - 18  5
Ireland   357  215  220  438  820  727  806
Italy  4 289 6 502 9 271 5 638 6 925 6 185 10 194
Netherlands  10 627 14 409 12 069 17 355 19 626 23 094 20 370
Portugal   130  687  147  287  688  765 1 642
Spain  1 966 2 192 2 652 3 831 3 650 5 208 10 042
Sweden  8 067  419 1 471 6 685 11 399 5 112 3 896
United Kingdom  26 127 18 990 26 580 33 800 44 091 34 107 58 150

Other Other Other Other Other WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope  6 715 6 715 6 715 6 715 6 715 6 4726 4726 4726 4726 472 9 6539 6539 6539 6539 653 12 98412 98412 98412 98412 984 15 05315 05315 05315 05315 053 17 53217 53217 53217 53217 532 15 79915 79915 79915 79915 799

Gibraltar .. .. .. .. .. .. ..
Iceland   7  4  12  25  24  66  10
Norway  1 344  411  877 2 166 2 859 5 867 3 789
Switzerland  5 365 6 057 8 764 10 793 12 170 11 599 12 000

NorNorNorNorNorth Americath Americath Americath Americath America  31 278 31 278 31 278 31 278 31 278 42 52542 52542 52542 52542 525 80 71680 71680 71680 71680 716 82 37982 37982 37982 37982 379 103 247103 247103 247103 247103 247 83 34883 34883 34883 34883 348 127 511127 511127 511127 511127 511

Canada  5 530 3 547 5 879 9 127 11 173 8 515 12 974
United States b  25 748 38 978 74 837 73 252 92 074 74 833 114 537

Other deOther deOther deOther deOther developed countriesveloped countriesveloped countriesveloped countriesveloped countries  37 509 37 509 37 509 37 509 37 509 21 83021 83021 83021 83021 830 18 03018 03018 03018 03018 030 25 52325 52325 52325 52325 523 28 93128 93128 93128 93128 931 31 66831 66831 66831 66831 668 36 12536 12536 12536 12536 125

Australia  3 238 2 235 1 768 4 537 3 759 6 184 6 355
Israel   138  651  763  735  646  743  670
Japan  33 095 17 390 13 830 18 090 22 508 23 428 25 993
New Zealand   930  792 1 387 2 019 1 747 1 256  759
South Afr ica   109  762  282  143  271  57 2 349

 De De De De Developing countriesveloping countriesveloping countriesveloping countriesveloping countries  11 331 11 331 11 331 11 331 11 331 20 71420 71420 71420 71420 714 34 92934 92934 92934 92934 929 42 51242 51242 51242 51242 512 45 64245 64245 64245 64245 642 49 16149 16149 16149 16149 161 61 13861 13861 13861 13861 138

AfricaAfricaAfricaAfricaAfrica  1 032 1 032 1 032 1 032 1 032  528 528 528 528 528  812 812 812 812 812  659 659 659 659 659  591 591 591 591 591  297 297 297 297 297 1 1301 1301 1301 1301 130

NorNorNorNorNorth Africath Africath Africath Africath Africa   94  94  94  94  94  41 41 41 41 41  23 23 23 23 23  73 73 73 73 73  100 100 100 100 100  33 33 33 33 33  48 48 48 48 48

Algeria   13 .. .. .. .. .. ..
Egypt   22  4  -  43  93  5  20
Libyan Arab Jamahir iya   53 .. .. .. .. .. ..
Morocco   4  32  23  24  12  27  25
Sudan .. .. .. .. .. .. ..
Tunisia   2  5 ..  6 - 5  1  3

Other AfricaOther AfricaOther AfricaOther AfricaOther Africa   938  938  938  938  938  487 487 487 487 487  789 789 789 789 789  586 586 586 586 586  491 491 491 491 491  265 265 265 265 265 1 0821 0821 0821 0821 082

Angola  - ..  2 - 2 .. .. ..
Benin .. .. .. .. .. .. ..
Botswana   3  10  10  14  45  117  10
Burkina Faso .. .. .. .. .. .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.2.le B.2.le B.2.le B.2.le B.2.  FDI outflo  FDI outflo  FDI outflo  FDI outflo  FDI outflows,ws,ws,ws,ws, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Burundi  - ..  -  -  1  -  -
Cameroon   20  33  22  -  1  8  8
Cape Verde  - .. ..  1 .. .. ..
Central African Republic   3  6  5  7  6  6  5
Chad   8  14  11  1  12  8  10
Comoros  - .. .. .. .. .. ..
Congo .. .. .. .. .. .. ..
Congo, Democratic Republic of .. .. .. .. .. .. ..
Côte d’Ivoire .. .. .. .. .. .. ..
Djibouti .. .. .. .. .. .. ..
Equatorial Guinea .. .. .. .. .. .. ..
Ethiopia .. ..  1 - 1 .. .. ..
Gabon   13  26  3  1 - 1 - 1  15
Gambia, The .. .. .. . . . . . . . .
Ghana .. .. .. . . . . . . . .
Guinea .. .. .. . . . .  1 ..
Guinea-Bissau .. .. .. . . . . . . . .
Kenya   7 .. .. .. . . - 1  5
Lesotho  - .. .. . . . . . . . .
Liberia   61  50  57  85 - 45 - 392  200
Madagascar .. .. .. . . . . . . . .
Malawi .. .. .. . . . . . . . .
Mali .. . . . . . . . . . . . .
Mauritania  - .. .. . . . . . . . .
Mauritius   2  43  33  1  4  3  3
Mozambique .. .. .. . . . . . . . .
Namibia   1 - 2  9 - 6  1  1  1
Niger   8  41  6 - 2  7 .. ..
Nigeria   784  176  593  386  385  455  800
Rwanda .. .. .. . . . . . . . .
Senegal -  2  51  -  17 - 3  5  4
Seychelles   3  1  1  13  16  13  15
Sierra Leone .. .. .. .. .. .. ..
Somalia .. .. .. .. .. .. ..
Swaziland   12  33  29  63  50 - 18  5
Togo .. .. .. .. .. .. ..
Uganda .. .. .. .. .. .. ..
United Republic of Tanzania .. .. .. .. .. .. ..
Zambia .. .. .. .. .. .. ..
Zimbabwe   15  4  7  8  13  60 ..

 Latin America and the Caribbean Latin America and the Caribbean Latin America and the Caribbean Latin America and the Caribbean Latin America and the Caribbean  1 305 1 305 1 305 1 305 1 305 1 3781 3781 3781 3781 378 2 8272 8272 8272 8272 827 5 1945 1945 1945 1945 194 2 3462 3462 3462 3462 346 2 2702 2702 2702 2702 270 9 0979 0979 0979 0979 097

South AmericaSouth AmericaSouth AmericaSouth AmericaSouth America   739  739  739  739  739  686 686 686 686 686 2 7112 7112 7112 7112 711 2 9132 9132 9132 9132 913 3 0173 0173 0173 0173 017 1 5301 5301 5301 5301 530 4 2204 2204 2204 2204 220

Argentina   18 - 7 ..  125  155  205  28
Bolivia   1  2  2  2  2  2  2
Brazil   443  137 1 094 1 037 1 559 - 77 1 569
Chile   27  378  434  926  696 1 079 1 949
Colombia   29  50  240  152  284  68  100
Ecuador .. .. .. .. .. .. ..
Guyana .. - 2  2 .. .. .. ..
Paraguay .. .. .. .. .. .. ..
Peru .. - 1  21 ..  48  10  20
Suriname .. .. .. .. .. .. ..
Uruguay   3 - 27  32 - 6 - 26  5  5
Venezuela   218  156  886  677  299  238  547

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.2.le B.2.le B.2.le B.2.le B.2.  FDI outflo  FDI outflo  FDI outflo  FDI outflo  FDI outflows,ws,ws,ws,ws, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Other Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the Caribbean   566  566  566  566  566  692 692 692 692 692  117 117 117 117 117 2 2802 2802 2802 2802 280 - 672- 672- 672- 672- 672  740 740 740 740 740 4 8774 8774 8774 8774 877

Antigua and Barbuda .. .. .. .. .. .. ..
Aruba .. .. .. .. ..  - ..
Bahamas   1  -  -  -  -  -  444
Barbados   2  1  3  1  3  4 ..
Belize  -  2  2  2  2  2 ..
Bermuda   92 - 378 - 16  378 - 555  174 2 293
Cayman Islands .. .. .. .. .. .. ..
Costa Rica   4  4  2  5  6  4  4
Cuba .. .. .. .. .. .. ..
Dominica .. .. .. .. .. .. ..
Dominican Republic .. - 1  11  12  15  14  13
El Salvador .. .. .. .. .. .. ..
Grenada .. .. .. .. .. .. ..
Guatemala .. .. .. .. .. .. ..
Haiti -  4 .. .. .. .. .. ..
Honduras .. .. .. .. .. .. ..
Jamaica .. .. .. .. .. .. ..
Mexico   146  655  609 2 006 - 482 - 319 1 037
Netherlands Antilles   2  2 - 2  1  -  -  1
Nicaragua .. .. .. .. .. .. ..
Panama   321  407 - 494 - 130  336  858 1 082
Saint Kitts and Nevis .. .. .. .. .. .. ..
Saint Lucia .. .. .. .. .. .. ..
Saint Vincent and the Grenadines .. .. .. .. .. .. ..
Trinidad and Tobago   1 ..  3  5  3  3  3
 Virgin Islands .. .. .. .. .. .. ..

DeDeDeDeDeveloping Eurveloping Eurveloping Eurveloping Eurveloping Europeopeopeopeope   9  9  9  9  9 - 4- 4- 4- 4- 4  22 22 22 22 22  7 7 7 7 7  67 67 67 67 67  92 92 92 92 92  247 247 247 247 247

Bosnia and Herzegovina .. - 2  1  4 .. ..  5
Croatia .. ..  19  7  6  20  150
Malta .. ..  1 - 1  56  63  65
Slovenia   9 - 2  1 - 3  6  8  26
TFYR Macedonia .. .. .. .. ..  1  1
Yugoslavia (former) .. .. .. .. .. .. ..

AsiaAsiaAsiaAsiaAsia  8 975 8 975 8 975 8 975 8 975 18 78618 78618 78618 78618 786 31 24031 24031 24031 24031 240 36 65336 65336 65336 65336 653 42 64142 64142 64142 64142 641 46 49146 49146 49146 49146 491 50 66350 66350 66350 66350 663

WWWWWest Asiaest Asiaest Asiaest Asiaest Asia   660  660  660  660  660 1 3081 3081 3081 3081 308  821 821 821 821 821 1 0911 0911 0911 0911 091  825 825 825 825 825 - 871- 871- 871- 871- 871  505 505 505 505 505

Bahrain   1 .. .. - 20 .. - 19  1
Cyprus   4  15  12  6  7  8  5
Iran, Islamic Republic of ..  18  50  6  3  0  3
Iraq .. .. .. .. .. .. ..
Jordan   1 - 3 - 53 - 23 - 27 - 43  10
Kuwait   425 1 211  848 1 031  717 -1 095  254
Lebanon   6 - 3 - 2 - 2 - 2 - 2 - 3
Oman -  1 - 2 - 3  5  1  1  4
Qatar .. .. .. .. .. .. ..
Saudi Arabia   217  5 - 53  81  13  180  125
Syrian Arab Republic .. .. .. .. .. .. ..
Turkey   3  65  14  49  113  110  116
United Arab Emirates   5  3  7 - 42  1 - 11 - 10
Yemen  - .. .. .. .. .. ..

Central AsiaCentral AsiaCentral AsiaCentral AsiaCentral Asia .......... .......... .......... ..........  - - - - -  - - - - -  1 1 1 1 1

    Armenia .. .. .. .. .. .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.2.le B.2.le B.2.le B.2.le B.2.  FDI outflo  FDI outflo  FDI outflo  FDI outflo  FDI outflows,ws,ws,ws,ws, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (contin 1986-1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Azerbaijan .. .. .. .. .. .. ..
Georgia .. .. .. .. .. .. ..
Kazakhstan .. .. .. ..  -  -  1
Kyrgyzstan .. .. .. .. .. .. ..
Tajikistan .. .. .. .. .. .. ..
Turkmenistan .. .. .. .. .. .. ..
Uzbekistan .. .. .. .. .. .. ..

South, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East Asia  8 315 8 315 8 315 8 315 8 315 17 47817 47817 47817 47817 478 30 41930 41930 41930 41930 419 35 56235 56235 56235 56235 562 41 81641 81641 81641 81641 816 47 36247 36247 36247 36247 362 50 15750 15750 15750 15750 157

Afghanistan .. .. .. .. .. .. ..
Bangladesh  -  -  -  -  -  -  -
Brunei Darussalam .. .. .. .. .. .. ..
Cambodia .. .. .. .. .. .. ..
China   745 4 000 4 400 2 000 2 000 2 114 2 500
Hong Kong, China  2 373 8 254 17 713 21 437 25 000 26 356 26 000
India   3  24  41  83  117  239  100
Indonesia   7  52  356  609  603  512 2 400
Korea, Democratic People’s Republic of .. .. .. .. .. .. ..
Korea, Republic of   923 1 208 1 340 2 461 3 552 4 670 4 287
Lao People’s Democratic Republic .. .. .. .. .. .. ..
Macau .. .. .. .. .. .. ..
Malaysia   311  514 1 325 1 817 2 575 3 700 3 100
Maldives .. .. .. .. .. .. ..
Mongolia .. .. .. .. .. .. ..
Myanmar .. .. .. .. .. .. ..
Nepal .. .. .. .. .. .. ..
Pakistan   12 - 12 - 2  1  6  3  3
Philippines -  1  5  374  302  98  182  136
Singapore   658 1 317 2 021 3 746 3 988 4 805 5 900
Sri Lanka   2  2  7  8  7  8  8
Taiwan Province of China  3 191 1 967 2 611 2 604 2 983 3 843 5 222
Thailand   92  147  233  493  886  931  500
Viet Nam .. .. .. .. .. .. ..

The PThe PThe PThe PThe Pacificacificacificacificacific   11  11  11  11  11  26 26 26 26 26  29 29 29 29 29  - - - - - - 3- 3- 3- 3- 3  10 10 10 10 10  2 2 2 2 2

Fiji   13  26  29  - - 3  10  2
Kiribati .. .. .. .. .. .. ..
New Caledonia .. .. .. .. .. .. ..
Papua New Guinea -  2 .. .. .. .. .. ..
Solomon Islands .. .. .. .. .. .. ..
Tonga ..  -  - .. .. .. ..
Vanuatu .. .. .. .. .. .. ..
Western Samoa .. .. .. .. .. .. ..

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope   25  25  25  25  25  102 102 102 102 102  161 161 161 161 161  268 268 268 268 268  408 408 408 408 408  993 993 993 993 993 3 2923 2923 2923 2923 292

Albania ..  20  7  9  12  10  10
Belarus .. .. .. .. .. ..  3
Bulgaria .. .. .. ..  8  29  1
Czech Republic ..  21  101  120  37  41  25
Czechoslovakia (former)   6 .. .. .. .. .. ..
Estonia ..  2  6  2  3  40  130
Hungary   5  28  11  49  43 - 3  431
Latvia ..  2 - 5 - 65 - 65  3 - 8
Lithuania .. .. .. ..  1  -  27
Moldova, Republic of .. .. .. ..  -  -  -
Poland   11  13  18  29  42  53  50

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.2.le B.2.le B.2.le B.2.le B.2.  FDI outflo  FDI outflo  FDI outflo  FDI outflo  FDI outflows,ws,ws,ws,ws, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1986-1997 (conc 1986-1997 (conc 1986-1997 (conc 1986-1997 (conc 1986-1997 (concluded)luded)luded)luded)luded)

 (Millions of dollars)

1986-19911986-19911986-19911986-19911986-1991
Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy  (Ann (Ann (Ann (Ann (Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Romania   4  7  7  1  3  2  4
Rusian Federation .. .. ..  101  306  771 2 489
Slovakia ..  9  15  14  8  52  90
Ukraine .. .. ..  8  10 - 5  41

Memorandum:Memorandum:Memorandum:Memorandum:Memorandum:

Least deLeast deLeast deLeast deLeast developed countries veloped countries veloped countries veloped countries veloped countries ccccc

Total   78  111  82  89 - 19 - 377  215
Africa   81  110  82  89 - 19 - 377  215
Latin America and the Caribbean -  4 .. .. .. .. .. ..
Asia  -  -  -  -  -  -  -

West Asia  - .. .. .. .. .. ..
South, East and South-East Asia  -  -  -  -  -  -  -

The Pacific .. .. ..  - .. .. ..

Oil-eOil-eOil-eOil-eOil-exporxporxporxporxporting countries ting countries ting countries ting countries ting countries ddddd

Total  2 238 2 858 4 650 6 612 4 207 3 659 8 312
Africa   907  244  620  434  473  467  846

North Afr ica   90  9  -  49  88  6  23
Other Africa   817  235  620  385  385  461  823

Latin America and the Caribbean   366  813 1 500 2 691 - 178 - 76 1 589
South America   219  158  888  679  301  240  549

Other Latin America and the Caribbean   147  655  612 2 011 - 479 - 316 1 040
Asia   965 1 801 2 530 3 487 3 913 3 268 5 877

West Asia   647 1 235  849 1 061  735 - 944  377
South, East and South-East Asia   319  566 1 681 2 426 3 178 4 212 5 500

All deAll deAll deAll deAll developing countries minveloping countries minveloping countries minveloping countries minveloping countries minus Chinaus Chinaus Chinaus Chinaus China  10 586 10 586 10 586 10 586 10 586 16 71416 71416 71416 71416 714 30 52930 52930 52930 52930 529 40 51240 51240 51240 51240 512 43 64243 64243 64243 64243 642 47 04747 04747 04747 04747 047 58 63858 63858 63858 63858 638

Source: UNCTAD, FDI/TNC database.

a Estimates.  For details, see “definitions and sources” in annex B.
b Excluding FDI in the financial sector of the Nether lands Antilles.  For details, see definitions and sources.
c Least developed countr ies include: Afghanistan, Angola, Bangladesh, Benin, Burkina Faso, Burundi, Cambodia, Cape Verde, Central Afr ican Republic,

Chad,  Comoros, Democratic Republic of Congo, Djibouti, Equatorial Guinea, Ethiopia, The Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s
Democratic Republic, Lesotho, Liber ia, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Western Samoa,
Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Uganda, United Republic of Tanzania, Vanuatu, Yemen and Zambia.  Not included are Bhutan,
Eritrea, Sao Tome and Principe and Tuvalu due to unavailability of data.

d Oil-exporting countries include: Alger ia, Angola, Bahrain, 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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AnneAnneAnneAnneAnnex  B.4.x  B.4.x  B.4.x  B.4.x  B.4.  FDI outwar  FDI outwar  FDI outwar  FDI outwar  FDI outward stocd stocd stocd stocd stock,k,k,k,k, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990, 1990, 1990, 1990, 1990, 1995, 1995, 1995, 1995, 1995, 1996 and 1997 1996 and 1997 1996 and 1997 1996 and 1997 1996 and 1997

 (Millions of dollars)

Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

WWWWWorldorldorldorldorld  524 636 524 636 524 636 524 636 524 636 688 908688 908688 908688 908688 908 1 704 5441 704 5441 704 5441 704 5441 704 544 2 793 5422 793 5422 793 5422 793 5422 793 542 3 115 8703 115 8703 115 8703 115 8703 115 870 3 541 3843 541 3843 541 3843 541 3843 541 384

DeDeDeDeDeveloped countriesveloped countriesveloped countriesveloped countriesveloped countries  509 235 509 235 509 235 509 235 509 235  659 367 659 367 659 367 659 367 659 367 1 629 8341 629 8341 629 8341 629 8341 629 834 2 557 4152 557 4152 557 4152 557 4152 557 415 2 830 9182 830 9182 830 9182 830 9182 830 918 3 192 4963 192 4963 192 4963 192 4963 192 496

     WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope  236 346 236 346 236 346 236 346 236 346 305 727305 727305 727305 727305 727  865 772 865 772 865 772 865 772 865 772 1 426 3531 426 3531 426 3531 426 3531 426 353 1 584 7931 584 7931 584 7931 584 7931 584 793 1 786 0351 786 0351 786 0351 786 0351 786 035

EurEurEurEurEuropean Unionopean Unionopean Unionopean Unionopean Union  212 926 212 926 212 926 212 926 212 926 279 709279 709279 709279 709279 709  789 079 789 079 789 079 789 079 789 079 1 260 6441 260 6441 260 6441 260 6441 260 644 1 411 4221 411 4221 411 4221 411 4221 411 422 1 596 8651 596 8651 596 8651 596 8651 596 865

Austria   530  1 908  4 656  12 887   13 542 14 979 b

Belgium and Luxembourg  6 037  9 551  40 636  81 335 c  89 705 c 96 411 c

Denmark  2 065  1 801  7 342  19 934 d   22 444 d 25 684 d

Finland   743  1 829  11 227  15 177  17 666 20 332
France  23 604 31 459  110 126  184 380  202 234 226 799 b

Germany  43 127  58 690  151 581  262 169   291 688 e  326 028 e

Greece .. ..  851 f   863 f   845   850
Ireland ..   202 g  2 150 g  4 038 g 4 765 g  5 571 g

Italy  7 319  14 514  56 105  97 043 107 497  125 074
Netherlands  42 116  44 772 108 976  169 697 c  192 791 c 213 161 c

Por tugal h   116   186   503  2 775  3 540  5 182
Spain  1 226  2 076  16 128  33 540  38 748 e  48 790 e

Sweden  5 611  12 408  49 491 71 941 70 878  74 774 b

United Kingdom  80 434  100 313  229 307  304 865  355 079  413 229 b

Other Other Other Other Other WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope  23 419 23 419 23 419 23 419 23 419  26 018 26 018 26 018 26 018 26 018  76 693 76 693 76 693 76 693 76 693  165 708 165 708 165 708 165 708 165 708      173 372173 372173 372173 372173 372 189 171189 171189 171189 171189 171

Gibraltar .. .. .. .. .. ..
Iceland   58 i   59 i   75   182    244 254 b

Norway  1 870 j  4 609 j  10 888  22 514 28 381 e  32 170 e

Switzerland  21 491  21 350  65 731  143 013 144 747  156 747 b

NorNorNorNorNorth Americath Americath Americath Americath America  243 961 243 961 243 961 243 961 243 961  294 177 294 177 294 177 294 177 294 177  520 026 520 026 520 026 520 026 520 026  832 207 832 207 832 207 832 207 832 207  917 701 917 701 917 701 917 701 917 701 1 045 2121 045 2121 045 2121 045 2121 045 212

Canada  23 783  43 143  84 807  117 576  124 741 137 715 b

United States  220 178  251 034  435 219  714 631  792 960  907 497 b

Other deOther deOther deOther deOther developed countriesveloped countriesveloped countriesveloped countriesveloped countries  28 928 28 928 28 928 28 928 28 928  59 463 59 463 59 463 59 463 59 463 244 035244 035244 035244 035244 035  298 856 298 856 298 856 298 856 298 856      328 424328 424328 424328 424328 424 361 249361 249361 249361 249361 249

Australia  2 260 6 653  30 536  39 107  46 038 52 393 b

Israel k   28   510   912  4 130  4 873  5 543
Japan  19 610  43 970  201 440  238 452   258 612 284 605 b

New Zealand  1 308  1 826  3 320  7 675  9 352  6 811
South Afr ica  5 722  6 504  7 827 l  9 492 l  9 549 l  11 898 l

DeDeDeDeDeveloping countriesveloping countriesveloping countriesveloping countriesveloping countries  15 397 15 397 15 397 15 397 15 397  29 516 29 516 29 516 29 516 29 516  74 428 74 428 74 428 74 428 74 428  233 914 233 914 233 914 233 914 233 914      281 612281 612281 612281 612281 612 342 202342 202342 202342 202342 202

AfricaAfricaAfricaAfricaAfrica   529  529  529  529  529  6 353 6 353 6 353 6 353 6 353  11 629 11 629 11 629 11 629 11 629  14 838 14 838 14 838 14 838 14 838       15 094 15 094 15 094 15 094 15 094 16 22516 22516 22516 22516 225

NorNorNorNorNorth Africath Africath Africath Africath Africa   300  300  300  300  300   450  450  450  450  450   876  876  876  876  876  1 251 1 251 1 251 1 251 1 251 1 2841 2841 2841 2841 284 1 3321 3321 3321 3321 332

Algeria m   99   157   185 235  235  235
Egypt m   39   91  163  365 370   390
Libyan Arab Jamahir iya h   162   206   526   526    526 526
Morocco .. .. ..  114 n   141 n 166 n

Sudan .. .. .. .. .. ..
Tunisia .. .. o, p   2 o   11 o   12 o  15 o

Other AfricaOther AfricaOther AfricaOther AfricaOther Africa   229  229  229  229  229  5 903 5 903 5 903 5 903 5 903  10 753 10 753 10 753 10 753 10 753  13 587 13 587 13 587 13 587 13 587  13 811 13 811 13 811 13 811 13 811 14 89314 89314 89314 89314 893

Angola .. ..  - q  - q  - q  - q

Benin r  -  2  2  2   2 2

/...
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AnneAnneAnneAnneAnnex  B.4.x  B.4.x  B.4.x  B.4.x  B.4.  FDI outwar  FDI outwar  FDI outwar  FDI outwar  FDI outward stocd stocd stocd stocd stock,k,k,k,k, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990, 1990, 1990, 1990, 1990, 1995, 1995, 1995, 1995, 1995, 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Botswana s   3   3  10   97  214  224
Burkina Faso t   3  3  3  3  3 3
Burundi .. ..  - u  - u  1 u   1 u

Cameroon v   23  53   150   227 235  243
Cape Verde .. ..   1 u   2 u  2 u  2 u

Central Afr ican Republic w   3   4   21   49  55 60
Chad x  -  1   36   84   92 102
Comoros .. ..  1 q   1 q  1 q  1 q

Congo .. .. .. .. .. ..
Congo, Democratic Republic of .. .. .. .. .. ..
Côte d’Ivoire .. .. .. .. .. ..
Djibouti .. .. .. .. .. ..
Equatorial Guinea .. ..  - u  - u  - u  - u

Ethiopia .. .. .. .. .. ..
Gabon t   77 102  163   205   204 219
Gambia, The .. .. .. .. .. ..
Ghana .. .. .. .. .. ..
Guinea .. .. .. .. .. ..
Guinea-Bissau .. .. .. .. .. ..
Kenya w   18   60   99   99  99 104
Lesotho .. ..  - y  - y  - y- y

Liberia z   48  361   453   768 c  376 c  576 c

Madagascar .. .. .. .. .. ..
Malawi .. .. .. .. .. ..
Mali w   22  22   22   22  22 22
Mauritania .. ..  3 aa   3 aa  3 aa  3 aa

Mauritius .. ..   1 y   93 y   96 y 99 y

Mozambique .. .. .. .. .. ..
Namibia .. ..   80   15   13 16
Niger t   2  8 54   109  109 109
Nigeria r   5  5 193  9 508  11 438 11 893  12 693
Rwanda .. .. .. .. .. ..
Senegal t  -  37  43   90  94 98
Seychelles s   14  44  61  93  106 121
Sierra Leone .. .. .. .. .. ..
Somalia .. .. .. .. .. ..
Swaziland   9  9   40   155 100 105 b

Togo ab   2  2   2   2 2  2
Uganda .. .. .. .. .. ..
United Republic of Tanzania .. .. .. .. .. ..
Zambia .. .. .. .. .. ..
Zimbabwe .. .. ..   28 ac  88 ac  88 ac

Latin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the Caribbean  2 942 2 942 2 942 2 942 2 942 7 2407 2407 2407 2407 240  12 686 12 686 12 686 12 686 12 686  25 307 25 307 25 307 25 307 25 307 27 33927 33927 33927 33927 339 35 88935 88935 88935 88935 889

South AmericaSouth AmericaSouth AmericaSouth AmericaSouth America   960  960  960  960  960 2 2802 2802 2802 2802 280  4 727 4 727 4 727 4 727 4 727  15 432 15 432 15 432 15 432 15 432       16 724 16 724 16 724 16 724 16 724 20 39720 39720 39720 39720 397

Argentina z   70  280  420   675 ad  880 ad  908 ad

Bolivia  -  -   6  16 18  20 b

Brazil   652  1 361  2 397  7 238 d   7 161 d 8 730 d

Chile   42   102   178  2 769 ae   3 848 ae 5 797 ae

Colombia   137   301   402  1 152 d   1 220 d 1 320 d

Ecuador .. .. .. .. .. ..
Guyana .. .. .. 2 ac  2 ac   2 ac

Paraguay s   30   30   30   30   30 30
Peru   3   38   63   131 d 141 d   161 d

Suriname .. .. .. .. .. ..
Uruguay z   3   2   9 .. c, p - 4 c   1 c

Venezuela   23   165  1 221  3 427   3 427 e 3 427 e

/...
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AnneAnneAnneAnneAnnex  B.4.x  B.4.x  B.4.x  B.4.x  B.4.  FDI outwar  FDI outwar  FDI outwar  FDI outwar  FDI outward stocd stocd stocd stocd stock,k,k,k,k, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990, 1990, 1990, 1990, 1990, 1995, 1995, 1995, 1995, 1995, 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Other Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the Caribbean 1 982 1 982 1 982 1 982 1 982  4 960 4 960 4 960 4 960 4 960  7 959 7 959 7 959 7 959 7 959  9 876 9 876 9 876 9 876 9 876      10 61510 61510 61510 61510 615 15 49215 49215 49215 49215 492

Antigua and Barbuda .. .. .. .. .. ..
Aruba .. .. .. .. .. ..
Bahamas z   285   154 1 535  1 184 ad  1 184 ad  1 628 ad

Barbados k   5  12   22   31     35 35
Belize .. .. ..   10 n  12 n   12 n

Bermuda z   724  2 002  1 550  1 265 ad  1 439 ad  3 732 ad

Cayman Islands .. .. .. .. .. ..
Costa Rica x   6  26   43  66    70  74
Cuba .. .. .. .. .. ..
Dominica .. .. .. .. .. ..
Dominican Republic .. .. ..   38 ac  51 ac   64 ac

El Salvador .. .. .. .. .. ..
Grenada .. .. .. .. .. ..
Guatemala .. .. .. .. .. ..
Haiti .. .. .. .. .. ..
Honduras .. .. .. .. .. ..
Jamaica ab   5   5   5   5  5   5
Mexico z   136  533   575  2 564 ad  2 245 ad  3 282 ad

Netherlands Antilles ab   10  12  23   26    25  26
Nicaragua .. .. .. .. .. ..
Panama z   811  2 204  4 188  4 660 ad  5 518 ad  6 600 ad

Saint Kitts and Nevis .. .. .. .. .. ..
Saint Lucia .. .. .. .. .. ..
Saint Vincent and the Grenadines .. .. .. .. .. ..
Trinidad and Tobago ..   12 af   17 af   28 af    31 af  34 af

Virgin Islands .. .. .. .. .. ..

DeDeDeDeDeveloping Eurveloping Eurveloping Eurveloping Eurveloping Europeopeopeopeope .......... ..........  258 258 258 258 258   891  891  891  891  891   937  937  937  937  937 1 1821 1821 1821 1821 182

Bosnia and Herzegovina .. .. ..  - ag  0 ag   5 ag

Croatia .. .. ..   432 ah   453  603 b

Malta .. .. ..  55 ac   118 ac  183 ac

Slovenia .. ..  258 y   404 y   366 y 391 y

TFYR Macedonia .. .. .. .. .. ..
Yugoslavia (former) .. .. .. .. .. ..

AsiaAsiaAsiaAsiaAsia  11 906 11 906 11 906 11 906 11 906  15 878 15 878 15 878 15 878 15 878 49 75449 75449 75449 75449 754 192 717192 717192 717192 717192 717  238 072 238 072 238 072 238 072 238 072  288 733 288 733 288 733 288 733 288 733

WWWWWest Asiaest Asiaest Asiaest Asiaest Asia  1 202 1 202 1 202 1 202 1 202  1 865 1 865 1 865 1 865 1 865  6 008 6 008 6 008 6 008 6 008 9 7059 7059 7059 7059 705  8 834 8 834 8 834 8 834 8 834 9 3399 3399 3399 3399 339

Bahrain z ..   10  46 ai .. ai, p -  20 ai, p  -  19 ai,p

Cyprus ..  - aj   9 aj   63 aj   71 aj   76 aj

Iran, Islamic Republic .. .. ..   77 ak   77 ak   80 ak

Iraq .. .. .. .. .. ..
Jordan q   23   26  16 .. p .. p .. p

Kuwait w   944  1 306  4 039  7 660  6 565  6 819
Lebanon z   1   40 .. p .. ad, p .. ad,p .. ad,p

Oman z   1   40 7  5 ad    6 ad  10 ad

Qatar .. .. .. .. .. ..
Saudi Arabia z   228   420 1 811  1 685 ad  1 865 ad  1 990 ad

Syrian Arab Republic .. .. .. .. .. ..
Turkey .. .. .. al, p   261 al   371 al  487 al

United Arab Emirates z   5   19  99   66 ad    55 ad  45 ad

Yemen ..   4 am   5 am   5 am    5 am  5 am

Central AsiaCentral AsiaCentral AsiaCentral AsiaCentral Asia .......... .......... .......... .......... .......... ..........

Armenia .. .. .. .. .. ..

/...
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AnneAnneAnneAnneAnnex  B.4.x  B.4.x  B.4.x  B.4.x  B.4.  FDI outwar  FDI outwar  FDI outwar  FDI outwar  FDI outward stocd stocd stocd stocd stock,k,k,k,k, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990, 1990, 1990, 1990, 1990, 1995, 1995, 1995, 1995, 1995, 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (contin 1996 and 1997 (continued)ued)ued)ued)ued)

 (Millions of dollars)

Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Azerbaijan .. .. .. .. .. ..
Georgia .. .. .. .. .. ..
Kazakhstan .. .. .. .. .. ..
Kyrgyzstan .. .. .. .. .. ..
Tajikistan .. .. .. .. .. ..
Turkmenistan .. .. .. .. .. ..
Uzbekistan .. .. .. .. .. ..

South, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East Asia  10 704 10 704 10 704 10 704 10 704 14 01314 01314 01314 01314 013  43 745 43 745 43 745 43 745 43 745 183 013183 013183 013183 013183 013       229 238 229 238 229 238 229 238 229 238 279 395279 395279 395279 395279 395

Afghanistan .. .. .. .. .. ..
Bangladesh .. ..  - q   2 q   2 q 2 q

Brunei Darussalam .. .. .. .. .. ..
Cambodia .. .. .. .. .. ..
China ..   131  2 489 an  15 802 an  17 916 an  20 416 an

Hong Kong, China ao   148  2 345  13 242  85 156  111 512  137 512
India z   4   19   30   282 ad  521 ad   621 ad

Indonesia z ..   49  25  1 295 ad  1 807 ad  4 207 ad

Korea, Democratic People’s Republic of .. .. .. .. .. ..
Korea, Republic of   142   526  2 301 10 224  13 757 18 044 b

Lao People’s Democratic Republic .. .. .. .. .. ..
Macau .. .. .. .. .. ..
Malaysia   414  749 2 283 l  8 903 l  12 603 l  15 703 l
Maldives .. .. .. .. .. ..
Mongolia .. .. .. .. .. ..
Myanmar .. .. .. .. .. ..
Nepal .. .. .. .. .. ..
Pakistan   40  126   244 272 c   275 c   278 c

Philippines   171   171   155 l   909 l  1 091 l  1 227 l

Singapore  9 675 i  9 675 i  9 675 32 695  37 500 e  43 400 e
Sri Lanka ..  1 aj   8 aj   37 aj    44 aj  52 aj

Taiwan Province of China   97   204 12 894 l  25 113 l   28 956 l 34 178 l

Thailand   13  16   398 an  2 324 an  3 255 an  3 755 an

Viet Nam .. .. .. .. .. ..

The PThe PThe PThe PThe Pacificacificacificacificacific   21  21  21  21  21   45  45  45  45  45 102102102102102  160 160 160 160 160  170 170 170 170 170 172172172172172

Fiji ab   10   23  95  153  163 165
Kiribati .. .. ..  - ap  - ap  - ap

New Caledonia .. .. .. .. .. ..
Papua New Guinea   10 22 7 an   7 an   7 an   7 an

Solomon Islands .. .. .. .. .. ..
Tonga .. .. ..  - n  - n  - n

Vanuatu .. .. .. .. .. ..
Western Samoa .. .. .. .. .. ..

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope   4  4  4  4  4   25  25  25  25  25 282282282282282  2 213 2 213 2 213 2 213 2 213 3 3403 3403 3403 3403 340 6 6866 6866 6866 6866 686

Albania .. .. ..  48 ak  58 ak  68 ak

Belarus .. .. .. .. .. ..
Bulgaria .. .. ..   8 ag     37 ag 37 ag

Czech Republic .. .. ..  346  386  384
Czechoslovakia (former) .. .. .. .. .. ..
Estonia .. .. ..  46 f 86 215
Hungary .. ..  169  489  493 990
Latvia .. .. ..   124  116 123
Lithuania .. .. ..   2 3   26
Moldova, Republic of .. .. ..   18 19  20
Poland   4   25 95   539   735 785 b

/...
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AnneAnneAnneAnneAnnex  B.4.x  B.4.x  B.4.x  B.4.x  B.4.  FDI outwar  FDI outwar  FDI outwar  FDI outwar  FDI outward stocd stocd stocd stocd stock,k,k,k,k, b b b b by home region and economy home region and economy home region and economy home region and economy home region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990, 1990, 1990, 1990, 1990, 1995, 1995, 1995, 1995, 1995, 1996 and 1997 (conc 1996 and 1997 (conc 1996 and 1997 (conc 1996 and 1997 (conc 1996 and 1997 (concluded)luded)luded)luded)luded)

 (Millions of dollars)

Home region/economHome region/economHome region/economHome region/economHome region/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19951995199519951995 19961996199619961996 1997 1997 1997 1997 1997 aaaaa

Romania .. ..  18 u   41 u  43 u   47 u

Russian Federation .. .. ..  407 ap  1 178 ap  3 667 ap

Slovakia .. .. ..   48    95 190
Ukraine .. .. ..   97  92  134

Memorandum:Memorandum:Memorandum:Memorandum:Memorandum:

Least deLeast deLeast deLeast deLeast developed countries  veloped countries  veloped countries  veloped countries  veloped countries  ar

Total   80   408  604  1 052 675 890
Africa   80   404   599  1 046 668 883
Latin America and the Caribbean .. .. .. .. .. ..
Asia ..   4   5   6  6 7

West Asia ..   4  5   5  5 5
Asia ..   4 5   6  6 7

The Pacific .. .. .. .. .. ..

Oil-eOil-eOil-eOil-eOil-exporxporxporxporxporting countries  ting countries  ting countries  ting countries  ting countries  as

Total  2 269 9 480  20 191  37 882  40 985  49 788
Africa   405 5 798  10 697  13 009  13 476 14 322

North Afr ica   300  450  876  1 137  1 143  1 166
Other Africa   105  5 348  9 821  11 872  12 333  13 156

Latin America and the Caribbean   272 1 089  1 184  5 183  4 551  6 631
South America   24   166  1 227  3 443  3 445  3 447
Other Latin America and the Caribbean   136  545  592  2 592  2 276 3 316
Asia  1 592 2 593  8 310  19 690  22 958  28 835

West Asia  1 178  1 795  6 002  9 492  8 548  8 925
South, East and South-East Asia   414   798  2 308  10 198  14 410 19 910

All deAll deAll deAll deAll developing countries minveloping countries minveloping countries minveloping countries minveloping countries minus Chinaus Chinaus Chinaus Chinaus China  15 397 15 397 15 397 15 397 15 397  29 385 29 385 29 385 29 385 29 385 71 93971 93971 93971 93971 939  218 11 218 11 218 11 218 11 218 1122222  263 697 263 697 263 697 263 697 263 697 321 786321 786321 786321 786321 786

Source:   UNCTAD, FDI/TNC database.

c Estimates.  For details, see “definitions and sources” in annex B.
b Estimated by adding flows to the stock of 1996.
c    Estimated by adding flows to the stock of 1994.
d Estimated by adding flows to the stock of 1990.
e Estimated by adding flows to the stock of 1995.
f Stock data pr ior to 1997 are estimated by subtracting flows.
g Estimated by accumulating flows since 1984.
h Estimated by accumulating flows since 1972.
i Stock data pr ior to 1988 are estimated by subtracting flows.
j Stock data pr ior to 1990 are estimated by subtracting flows.
k Estimated by accumulating flows since 1970.
l Estimated by adding flows to the stock of 1988.
m Estimated by accumulating flows since 1977.
n Estimated by accumulating flows since 1991.
o Estimated by accumulating flows since 1981.
p Negative accumulation of flows.  However, this value is included in the regional and global total.
q Estimated by accumulating flows since 1990.
r Estimated by accumulating flows since 1979.
s Estimated by accumulating flows since 1976.
t Estimated by accumulating flows since 1974.
u Estimated by accumulating flows since 1989.
v Estimated by accumulating flows since 1973.
w Estimated by accumulating flows since 1975.
x Estimated by accumulating flows since 1978.
y Estimated by accumulating flows since 1988.
z Estimated by using the inward stock of the United States as a proxy.
aa Estimated by accumulating flows since 1986.
ab Estimated by accumulating flows since 1980.
ac Estimated by accumulating flows since 1993.
ad Estimated by adding flows to the stock of 1993.
ae Estimated by adding flows to the stock of 1992.
af Estimated by accumulating flows since 1983.
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ag Estimated by accumulating flows since 1995.
ah Stock data pr ior to 1996 are estimated by subtracting flows.
ai Stock data pr ior to 1986 are estimated by subtracting flows.
aj Estimated by accumulating flows since 1985.
ak Estimated by accumulating flows since 1992.
al Estimated by accumulating flows since 1987.
am Estimated by accumulating flows since 1982.
an Estimated by adding flows to the stock of 1989.
ao Estimated by using the inward stock of the United States and China as a proxy and accumulating flows since 1994.
ap Estimated by accumulating flows since 1994.
aq Stock data pr ior to 1995 are estimated by subtracting flows.
ar Least developed countr ies include: Afghanistan, Angola, Bangladesh, Benin, Burkina Faso, Burundi, Cambodia, Cape Verde, Central Afr ican Republic,

Chad, Comoros, Democratic Repunlic of Congo, Djibouti, Equatorial Guinea, Ethiopia, The Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s
Democratic Republic, Lesotho, Liberia, Malawi, Maldives, Mali, Maur itania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Western Samoa, Sierra
Leone, Solomon Islands, Somalia, Sudan, Togo, Uganda, United Republic of Tanzania, Vanuatu, Yemen and Zambia.  Not included are Bhutan, Eritrea,
Sao Tome and Principe and Tuvalu due to unavailability of data.

as Oil-exporting countries include: Algeria, Angola, Bahrain, 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 Ve1nezuela.
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 1986-1996 1986-1996 1986-1996 1986-1996

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

TTTTTotalotalotalotalotal
inwarinwarinwarinwarinwarddddd 3.63.63.63.63.6 3.33.33.33.33.3 4.44.44.44.44.4 4.54.54.54.54.5 5.65.65.65.65.6 5.65.65.65.65.6
outwaroutwaroutwaroutwaroutwarddddd 4.14.14.14.14.1 3.73.73.73.73.7 4.94.94.94.94.9 5.35.35.35.35.3 5.95.95.95.95.9 5.55.55.55.55.5

DeDeDeDeDeveloped countriesveloped countriesveloped countriesveloped countriesveloped countries
inwarinwarinwarinwarinwarddddd 3.53.53.53.53.5 2.62.62.62.62.6 3.03.03.03.03.0 2.82.82.82.82.8 3.93.93.93.93.9 3.63.63.63.63.6
outwaroutwaroutwaroutwaroutwarddddd 4.54.54.54.54.5 3.83.83.83.83.8 4.54.54.54.54.5 4.94.94.94.94.9 5.65.65.65.65.6 5.25.25.25.25.2

WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope
inwarinwarinwarinwarinwarddddd 5.65.65.65.65.6 5.35.35.35.35.3 6.16.16.16.16.1 5.45.45.45.45.4 7.27.27.27.27.2 5.95.95.95.95.9
outwaroutwaroutwaroutwaroutwarddddd 8.48.48.48.48.4 7.17.17.17.17.1 7.87.87.87.87.8 9.29.29.29.29.2 10.310.310.310.310.3 10.010.010.010.010.0

EurEurEurEurEuropean Unionopean Unionopean Unionopean Unionopean Union
inwarinwarinwarinwarinwarddddd 5.75.75.75.75.7 5.55.55.55.55.5 6.26.26.26.26.2 5.25.25.25.25.2 7.37.37.37.37.3 5.85.85.85.85.8
outwaroutwaroutwaroutwaroutwarddddd 8.48.48.48.48.4 7.17.17.17.17.1 7.57.57.57.57.5 8.88.88.88.88.8 10.010.010.010.010.0 9.49.49.49.49.4

Austr ia
inward 1.4 2.0 2.2 2.7 1.1 6.6
outward 2.5 4.0 3.3 2.4 1.8 2.4

Belgium and Luxembourg
inward 17.5 25.2 26.1 19.4 20.4 28.3
outward 14.6 25.5 11.9 3.1 22.8 16.8

Denmark
inward 3.8 4.6 8.4 23.6 15.3 2.7
outward 6.2 10.1 6.8 19.7 10.9 8.7

Finland
inward 1.4 2.1 6.9 11.1 5.6 5.8
outward 6.3 -3.8 11.3 30.3 7.9 18.8

France
 inward 4.5 8.2 9.0 6.6 8.6 8.2
outward 8.7 11.8 8.9 10.2 5.7 11.3

Germany
 inward 1.1 0.6 0.5 0.4 2.6 -0.6
outward 6.1 4.3 3.7 3.8 7.4 6.0

Greece
 inward 5.9 5.5 5.2 5.3 4.8 4.4
outward  - 0.2 -0.1 -0.5 0.3  -

Ireland
inward 5.9 17.0 15.3 10.1 14.2 20.4
outward 5.7 2.5 3.0 5.3 8.1 6.0

IItaly
inward 2.0 1.7 2.6 1.3 2.6 1.6
outward 2.4 2.8 5.6 3.3 3.7 3.0

Netherlands
inward 12.8 12.2 14.2 11.7 14.8 9.9
outward 21.4 22.4 20.1 26.9 25.3 29.6

Por tugal
inward 9.9 8.3 7.9 6.1 2.7 2.7
outward 0.9 3.0 0.8 1.4 2.8 2.9

Spain
inward 9.6 10.5 8.6 9.8 5.4 5.5
outward 2.3 1.7 2.8 4.0 3.2 4.4

Sweden
inward 5.9  - 14.0 23.1 44.3 14.8
outward 21.0 1.0 5.6 24.7 33.8 13.7

United Kingdom
inward 13.6 9.8 11.0 6.0 13.1 14.6
outward 17.1 11.6 18.8 22.0 25.7 19.1

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (continued)ued)ued)ued)ued)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Other Other Other Other Other WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope
inwarinwarinwarinwarinwarddddd 4.34.34.34.34.3 2.52.52.52.52.5 3.93.93.93.93.9 8.18.18.18.18.1 6.26.26.26.26.2 8.28.28.28.28.2
outwaroutwaroutwaroutwaroutwarddddd 8.98.98.98.98.9 7.97.97.97.97.9 12.812.812.812.812.8 15.515.515.515.515.5 15.515.515.515.515.5 19.019.019.019.019.0

Gibraltar
 inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Iceland
inward 1.3 -0.9  - -0.2 -0.9 6.4
outward 0.6 0.3 1.3 2.6 2.4 5.2

Norway
 inward 2.4 2.8 8.4 10.8 7.9 12.3
outward 5.4 1.6 3.7 8.5 9.4 18.2

Switzerland
 inward 5.3 2.2 1.8 7.1 5.5 6.0
outward 10.8 10.8 17.2 18.8 18.5 19.8

 Nor Nor Nor Nor North Americath Americath Americath Americath America
inwarinwarinwarinwarinwarddddd 6.36.36.36.36.3 2.72.72.72.72.7 5.15.15.15.15.1 5.15.15.15.15.1 6.36.36.36.36.3 6.96.96.96.96.9
outwaroutwaroutwaroutwaroutwarddddd 3.63.63.63.63.6 4.84.84.84.84.8 8.58.58.58.58.5 7.87.87.87.87.8 9.39.39.39.39.3 7.07.07.07.07.0

Canada
 inward 5.3 4.5 4.8 8.4 11.0 6.2
outward 5.3 3.3 5.9 9.0 11.4 8.2

United States
 inward 6.5 2.4 5.1 4.7 5.8 7.0
outward 3.4 5.0 8.8 7.7 9.1 6.9

Other deOther deOther deOther deOther developed countriesveloped countriesveloped countriesveloped countriesveloped countries
inwarinwarinwarinwarinwarddddd 0.90.90.90.90.9 0.90.90.90.90.9 0.50.50.50.50.5 0.70.70.70.70.7 1.21.21.21.21.2 0.80.80.80.80.8
outwaroutwaroutwaroutwaroutwarddddd 4.14.14.14.14.1 1.81.81.81.81.8 1.31.31.31.31.3 1.71.71.71.71.7 1.81.81.81.81.8 2.12.12.12.12.1

Australia
 inward 10.7 9.3 6.5 7.2 18.8 7.0
outward 5.6 3.8 3.1 6.6 5.3 7.9

Israel
 inward 1.0 1.5 1.7 1.6 4.3 4.9
outward 0.7 1.9 2.2 1.9 1.4 1.5

Japan
 inward  - 0.2  - 0.1  -  -
outward 4.0 1.5 1.1 1.3 1.5 1.7

New Zealand
 inward 19.2 31.6 27.7 25.8 21.4 26.7
outward 12.1 12.0 17.4 19.3 13.9 9.1

South Afr ica
 inward -0.2 -0.2 -0.1 1.7 4.3 3.5
outward 0.6 3.8 1.6 0.7 1.2 0.3

DeDeDeDeDeveloping countriesveloping countriesveloping countriesveloping countriesveloping countries
inwarinwarinwarinwarinwarddddd 3.43.43.43.43.4 4.24.24.24.24.2 6.16.16.16.16.1 7.67.67.67.67.6 7.47.47.47.47.4 8.78.78.78.78.7
outwaroutwaroutwaroutwaroutwarddddd 1.31.31.31.31.3 1.71.71.71.71.7 3.03.03.03.03.0 3.43.43.43.43.4 3.23.23.23.23.2 3.33.33.33.33.3

AfricaAfricaAfricaAfricaAfrica
inwarinwarinwarinwarinwarddddd 3.93.93.93.93.9 5.25.25.25.25.2 6.16.16.16.16.1 9.59.59.59.59.5 7.97.97.97.97.9 7.37.37.37.37.3
outwaroutwaroutwaroutwaroutwarddddd 1.41.41.41.41.4 0.90.90.90.90.9 1.41.41.41.41.4 1.11.11.11.11.1 0.90.90.90.90.9 0.40.40.40.40.4

NorNorNorNorNorth Africath Africath Africath Africath Africa
inwarinwarinwarinwarinwarddddd 2.52.52.52.52.5 4.44.44.44.44.4 4.44.44.44.44.4 6.66.66.66.66.6 3.23.23.23.23.2 3.33.33.33.33.3
outwaroutwaroutwaroutwaroutwarddddd 0.20.20.20.20.2 0.10.10.10.10.1 0.10.10.10.10.1 0.20.20.20.20.2 0.30.30.30.30.3 0.10.10.10.10.1
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (continued)ued)ued)ued)ued)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Algeria
inward  -  - 0.1 0.1  - 0.1
outward  - .. .. .. .. ..

Egypt
inward 4.8 5.3 5.4 12.0 5.3 5.1
outward 0.1  -  - 0.4 0.8  -

Libyan Arab Jamahiriya
inward 1.1 4.7 4.8 5.4 3.9 4.2
outward 1.4 .. .. .. .. ..

Morocco
inward 2.7 6.6 8.1 8.8 3.9 4.2
outward  - 0.5 0.4 0.4 0.2 0.4

Sudan
inward  -  -  -  -  -  -
outward .. .. .. .. .. ..

Tunisia
inward 3.4 12.5 11.2 10.2 6.1 5.6
outward  - 0.1  - 0.1 -0.1  -

Other AfricaOther AfricaOther AfricaOther AfricaOther Africa
inwarinwarinwarinwarinwarddddd 6.76.76.76.76.7 6.46.46.46.46.4 8.88.88.88.88.8 14.114.114.114.114.1 14.814.814.814.814.8 13.213.213.213.213.2
outwaroutwaroutwaroutwaroutwarddddd 3.83.83.83.83.8 2.02.02.02.02.0 3.43.43.43.43.4 2.52.52.52.52.5 1.91.91.91.91.9 1.01.01.01.01.0

Angola
inward 28.4 67.4 85.3 65.4 72.0 90.4
outward  - .. 0.6 -0.8 .. ..

Benin
inward 1.1 0.3 0.1 0.2 0.3 0.3

outward .. .. .. .. .. ..
Botswana

inward 7.6 -0.1 -29.1 32.0 34.5 25.7
outward 0.3 0.8 1.0 1.3 4.1 11.0

Burkina Faso
inward 0.3  - 2.1 0.6 0.4 0.4
outward .. .. .. .. .. ..

Burundi
 inward 0.7 0.3 0.3 0.7 1.7 0.5
outward  - ..  - 0.1 0.5 0.3

Cameroon
inward -0.5 2.5 0.5 -0.8 0.7 3.2
outward 0.7 2.9 2.0  -  - 0.7

Cape Verde
inward 0.6  - 3.6 3.5 10.5 14.7
outward 0.2 .. .. 1.4 .. ..

Central Afr ican Republic
inward 1.5 -6.8 -9.4 3.4 1.9 4.7
outward 2.2 3.7 5.0 6.8 5.6 5.8

Chad
inward 11.0 1.8 13.5 24.0 11.5 16.0
outward 6.8 12.4 9.7 0.5 10.6 7.0

Comoros
inward 6.2 -3.2 0.4 0.4 1.8 4.0
outward 0.4 .. .. .. .. ..

Congo
inward 3.7 0.9 40.2 0.8 2.2 2.4
outward .. .. .. .. .. ..

/...
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 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Congo, Democratic Republic of
inward -0.9 -0.2 2.9 -0.8  -  -
outward .. .. .. .. .. ..

Côte d’Ivoire
inward 5.1 -29.1 10.7 3.3 1.5 1.6
outward .. .. .. .. .. ..

Djibouti
inward 0.3 2.7 1.9 2.6 4.5 6.7
outward .. .. .. .. .. ..

Equatorial Guinea
inward 29.7 16.0 54.0 46.8 330.5 972.3
outward 0.2 .. .. .. .. ..

Ethiopia
inward 0.1  -  - 0.4 0.9 0.4
outward .. .. 0.1 -0.1 .. ..

Gabon
inward 4.9 10.5 -9.6 -8.4 -9.6 5.5
outward 1.2 2.1 0.2  -  -  -

Gambia, The
inward 9.8 8.8 27.5 26.6 15.8 25.6
outward .. .. .. .. .. ..

Ghana
inward 1.6 2.5 14.0 30.2 13.8 15.6
outward .. .. .. .. .. ..

Guinea
inward 4.2 4.0 0.5  - 0.2 4.6
outward .. .. .. .. .. 0.1

Guinea-Bissau
inward 1.8 10.0 -4.1 .. 0.5 0.3
outward .. .. .. .. .. ..

 Kenya
inward 2.2 0.5 0.2 0.3 1.7 0.7
outward 0.4 .. .. .. ..  -

Lesotho
inward 3.9 0.5 2.6 3.3 4.0 4.9
outward .. .. .. .. .. ..

Liberia
inward 186.8 -17.1 58.0 36.2 40.7 35.7
outward 57.2 78.6 108.5 219.6 -87.2 -823.2

Madagascar
 inward 3.5 6.2 4.0 1.8 2.8 2.2
 outward .. .. .. .. .. ..

Malawi
inward 6.3 0.8 4.9 6.3 6.9 5.6
outward .. .. .. .. .. ..

Mali
inward  - -1.4 -4.2 10.4 3.0 3.5
outward .. .. .. .. .. ..

Mauritania
inward 1.7 2.8 6.7 0.9 2.9 2.1
outward 0.2 .. .. .. .. ..

Mauritius
inward 4.2 1.7 1.6 1.9 1.9 3.3
outward 0.4 4.9 3.6 0.1 0.4 0.2

Mozambique
inward 1.1 3.2 3.5 3.5 4.9 3.2
outward .. .. .. .. .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (continued)ued)ued)ued)ued)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Namibia
inward 8.1 20.2 9.4 15.1 16.3 22.5
outward 0.4 -0.3 1.5 -0.9 0.1 0.2

Niger
inward 5.2 16.6 -10.1 -6.9 4.2 0.2
outward 2.6 12.0 1.7 -1.1 4.1 ..

Nigeria
 inward 23.2 26.3 36.5 50.5 56.7 35.9
outward 25.0 5.2 16.1 10.0 9.9 11.7

Rwanda
inward 4.6 0.9 1.7 -0.3 1.2 1.1
outward .. .. .. .. .. ..

Senegal
inward 2.1 2.6 -0.1 12.6 4.2 5.4
outward -0.3 6.3  - 3.3 -0.4 0.6

Seychelles
 inward 29.6 9.9 14.8 23.5 32.1 23.7
outward 4.6 1.3 0.9 10.2 12.5 10.4

Sierra Leone
inward -16.0 -10.4 -15.6 -6.3 -4.2 0.4
outward .. .. .. .. .. ..

Somalia
inward -0.6 0.2 0.2 0.1 0.4 0.4
outward .. .. .. .. .. ..

Swaziland
inward 39.0 33.8 27.7 16.9 6.1 3.7
outward 8.5 13.6 11.5 18.9 11.9 -4.8

Togo
inward 3.9 -0.5 0.9 1.4 0.2 0.3
outward .. .. .. .. .. ..

Uganda
inward  - 0.6 10.1 11.7 11.9 12.5
outward .. .. .. .. .. ..

United Republic of Tanzania
inward  - 1.0 1.9 4.5 11.6 14.0
outward .. .. .. .. .. ..

Zambia
inward 32.8 12.9 13.8 18.1 20.4 15.5
outward .. .. .. .. .. ..

Zimbabwe
inward 0.7 1.3 2.5 4.5 6.4 5.3
outward 1.2 0.3 0.4 0.5 0.7 3.3

 Latin America and the Caribbean Latin America and the Caribbean Latin America and the Caribbean Latin America and the Caribbean Latin America and the Caribbean
inwarinwarinwarinwarinwarddddd 5.35.35.35.35.3 7.67.67.67.67.6 6.46.46.46.46.4 8.98.98.98.98.9 9.89.89.89.89.8 12.812.812.812.812.8
outwaroutwaroutwaroutwaroutwarddddd 0.70.70.70.70.7 0.60.60.60.60.6 1.11.11.11.11.1 1.61.61.61.61.6 0.70.70.70.70.7 0.70.70.70.70.7

South AmericaSouth AmericaSouth AmericaSouth AmericaSouth America
inwarinwarinwarinwarinwarddddd 3.23.23.23.23.2 5.85.85.85.85.8 4.24.24.24.24.2 6.16.16.16.16.1 6.96.96.96.96.9 11.411.411.411.411.4
outwaroutwaroutwaroutwaroutwarddddd 0.60.60.60.60.6 0.40.40.40.40.4 1.51.51.51.51.5 1.31.31.31.31.3 1.11.11.11.11.1 0.60.60.60.60.6

Argentina
inward 5.6 10.6 5.4 5.5 9.5 9.7
outward  -  - .. 0.2 0.3 0.4

Bolivia
inward 6.7 13.3 12.9 14.7 35.9 39.8
outward 0.2 0.2 0.2 0.2 0.2 0.2
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 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

 Brazil
inward 1.6 2.9 1.5 1.9 3.5 7.5
outward 0.6 0.2 1.3 0.9 1.1 -0.1

Chile
inward 14.1 7.4 7.3 15.0 10.7 23.8
outward 0.5 4.0 3.9 7.8 4.5 6.3

Colombia
inward 6.8 10.6 10.0 11.9 14.6 22.2
outward 0.4 0.7 2.5 1.1 1.8 0.5

Ecuador
inward 6.2 7.2 16.5 17.0 14.1 13.7
outward .. .. .. .. .. ..

Guyana
inward 2.1 73.0 28.6 41.7 29.1 31.6
outward .. -1.0 0.8 .. .. ..

Paraguay
inward 2.5 9.7 7.3 10.2 8.9 10.4
outward .. .. .. .. .. ..

Peru
inward 0.4 2.1 9.7 29.3 14.7 25.7
outward ..  - 0.3 .. 0.3 0.1

Suriname
inward -38.3 -8.3 -3.4 -2.2 -1.6 0.5
outward .. .. .. .. .. ..

Uruguay
inward 4.6 3.9 9.0 7.4 7.6 7.6
outward 0.3 -1.8 1.7 -0.3 -1.3 0.2

Venezuela
inward 4.5 4.9 3.2 7.9 7.9 17.6
outward 2.2 1.2 7.6 6.6 2.4 2.3

Other Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the CaribbeanOther Latin America and the Caribbean
inwarinwarinwarinwarinwarddddd 11.311.311.311.311.3 10.910.910.910.910.9 11.011.011.011.011.0 15.715.715.715.715.7 22.222.222.222.222.2 18.018.018.018.018.0
outwaroutwaroutwaroutwaroutwarddddd 1.21.21.21.21.2 0.90.90.90.90.9 0.10.10.10.10.1 2.42.42.42.42.4 -1.1-1.1-1.1-1.1-1.1 1.01.01.01.01.0

Antigua and Barbuda
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Aruba
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Bahamas
inward 1.2  - 5.1 3.8 15.3 14.2
outward 0.2  -  -  -  -  -

Barbados
inward 3.2 9.6 4.5 5.6 5.0 5.7
outward 0.7 0.5 1.2 0.5 1.4 1.5

Belize
inward 14.6 11.6 5.8 12.8 15.5 16.9
outward 0.4 1.5 1.3 1.7 1.5 1.5

Bermuda
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Cayman Islands
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (continued)ued)ued)ued)ued)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Costa Rica
inward 11.7 16.2 14.1 18.0 22.7 24.7
outward 0.4 0.3 0.1 0.3 0.3 0.3

Cuba
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Dominica
inward 24.6 46.3 34.7 80.5 147.3 52.8
outward .. .. .. .. .. ..

Dominican Republic
inward 6.9 9.2 10.2 15.5 12.4 10.7
outward ..  - 0.5 0.5 0.4 0.4

El Salvador
inward 2.4 1.5 1.3 1.6 2.1 1.5
outward .. .. .. .. .. ..

Grenada
inward 19.0 32.5 27.6 21.8 22.5 20.3
outward .. .. .. .. .. ..

Guatemala
inward 12.6 5.8 7.8 3.5 3.5 3.7
outward .. .. .. .. .. ..

Haiti
inward 1.4 -0.9 -1.4 .. 3.8 2.3
outward -1.1 .. .. .. .. ..

Honduras
inward 6.7 6.2 2.6 3.6 5.2 6.4
outward .. .. .. .. .. ..

Jamaica
inward 6.9 13.7 5.8 8.9 12.7 13.3
outward .. .. .. .. .. ..

Mexico
inward 8.3 6.4 5.9 13.5 20.6 14.2
outward 0.4 1.0 0.8 2.5 -1.0 -0.6

Netherlands Antilles
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Nicaragua
inward -0.1 4.2 9.5 8.6 15.2 18.4
outward .. .. .. .. .. ..

Panama
inward -16.8 11.3 9.3 19.4 8.7 11.5
outward 46.8 33.1 -29.4 -7.1 16.3 41.4

Saint Kitts and Nevis
inward 40.0 17.6 19.3 21.6 28.2 23.9
outward .. .. .. .. .. ..

Saint Lucia
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Saint Vincent and the Grenadines
inward 16.6 26.1 47.8 65.8 38.4 22.9
outward .. .. .. .. .. ..

Trinidad and Tobago
inward 11.0 24.0 61.5 74.7 31.0 33.2
outward 0.1 .. 0.5 0.7 0.3 0.3

Virgin Islands
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

/...
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 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

DeDeDeDeDeveloping Eurveloping Eurveloping Eurveloping Eurveloping Europeopeopeopeope
inwarinwarinwarinwarinwarddddd 0.40.40.40.40.4 28.428.428.428.428.4 8.58.58.58.58.5 11.111.111.111.111.1 9.39.39.39.39.3 19.919.919.919.919.9
outwaroutwaroutwaroutwaroutwarddddd  - - - - - -0.5-0.5-0.5-0.5-0.5 0.70.70.70.70.7 0.20.20.20.20.2 1.31.31.31.31.3 1.81.81.81.81.8

Bosnia and Herzegovina
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Croatia
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Malta
inward 7.8 5.2 7.8 19.0 18.0 31.8
outward .. .. 0.1 -0.1 5.5 6.7

Slovenia
inward .. .. 4.7 4.5 4.4 4.4
outward .. ..  - -0.1 0.1 0.2

TFYR Macedonia
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Yugoslavia (former)
inward 0.2 .. .. .. .. ..
outward .. .. .. .. .. ..

AsiaAsiaAsiaAsiaAsia
inwarinwarinwarinwarinwarddddd 2.82.82.82.82.8 3.23.23.23.23.2 6.06.06.06.06.0 7.07.07.07.07.0 6.66.66.66.66.6 7.47.47.47.47.4
outwaroutwaroutwaroutwaroutwarddddd 1.51.51.51.51.5 2.02.02.02.02.0 3.73.73.73.73.7 4.24.24.24.24.2 4.24.24.24.24.2 4.34.34.34.34.3

WWWWWest Asiaest Asiaest Asiaest Asiaest Asia
inwarinwarinwarinwarinwarddddd 0.80.80.80.80.8 0.60.60.60.60.6 2.82.82.82.82.8 1.21.21.21.21.2 -0.6-0.6-0.6-0.6-0.6 0.20.20.20.20.2
outwaroutwaroutwaroutwaroutwarddddd 0.40.40.40.40.4 0.40.40.40.40.4 0.70.70.70.70.7 0.90.90.90.90.9 0.60.60.60.60.6 -0.6-0.6-0.6-0.6-0.6

Bahrain
inward 5.5 -0.6 -0.4 -2.0 -1.9 3.3
outward 0.1 .. .. -1.3 .. -1.3

Cyprus
inward 6.6 6.1 5.6 4.9 7.0 5.8
outward 0.3 0.8 0.8 0.4 0.4 0.5

Iran, Islamic Republic of
inward -0.1  - -0.3  - 0.1 0.1
outward ..  - 0.3  -  - ..

Iraq
inward  - .. .. .. .. ..
outward .. .. .. .. .. ..

Jordan
inward 1.6 2.6 -1.8 0.1 0.6 0.6
outward  - -0.2 -2.8 -1.2 -1.3 -1.8

Kuwait
inward  - 1.0 0.3 0.4 0.4 0.5
outward 12.8 35.1 20.6 25.7 19.7 -29.7

Lebanon
inward 1.0 0.4 0.3 0.4 1.9 4.4
outward 1.6 -0.3 -0.1 -0.1 -0.1 -0.1

Oman
inward 7.0 5.1 6.5 3.8 2.2 3.2
outward  -  - -0.1 0.2  -  -

Qatar
inward 0.3 2.8 2.2 2.0 1.9 2.1
outward .. .. .. .. .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (continued)ued)ued)ued)ued)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Saudi Arabia
inward 2.9 -0.3 5.2 1.6 -8.2 -4.9
outward 1.2  - -0.2 0.4 0.1 0.8

Syrian Arab Republic
inward 1.5 0.9 1.8 1.9 0.7 0.6
outward .. .. .. .. .. ..

Turkey
inward 1.8 2.3 1.4 1.4 2.0 1.6
outward  - 0.2  - 0.1 0.3 0.2

United Arab Emirates
inward 0.8 1.6 1.8 1.1 1.0 1.2
outward 0.1  - 0.1  -  -  -

Yemen
inward 8.6 32.8 35.9 0.4 -8.7 4.0
outward .. .. .. .. .. ..

Central AsiaCentral AsiaCentral AsiaCentral AsiaCentral Asia
inwarinwarinwarinwarinwarddddd .......... .......... .......... .......... .......... ..........
outwaroutwaroutwaroutwaroutwarddddd .......... .......... .......... .......... .......... ..........

Armenia
inward .. .. 1.3 1.4 3.4 6.0
outward .. .. .. .. .. ..

Azerbaijan
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Georgia
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Kazakhstan
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Kyrgyzstan
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Tajikistan
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Turkmenistan
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Uzbekistan
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

South, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East Asia
inwarinwarinwarinwarinwarddddd 3.63.63.63.63.6 4.54.54.54.54.5 6.56.56.56.56.5 7.97.97.97.97.9 7.57.57.57.57.5 8.38.38.38.38.3
outwaroutwaroutwaroutwaroutwarddddd 2.02.02.02.02.0 2.92.92.92.92.9 4.24.24.24.24.2 4.84.84.84.84.8 4.74.74.74.74.7 5.05.05.05.05.0

Afghanistan
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Bangladesh
inward 0.3 0.6 0.3 0.2  - 0.3
outward  -  -  -  -  -  -

Brunei Darussalam
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (continued)ued)ued)ued)ued)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Cambodia
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

China
inward 2.9 7.4 12.2 17.3 15.0 17.0
outward 0.7 2.7 2.0 1.0 0.8 0.9

Hong Kong, China
inward 10.7 7.4 5.3 5.1 4.9 5.2
outward 14.9 29.9 55.9 55.0 58.6 54.6

India
inward 0.3 0.4 1.0 1.4 2.4 2.9
outward  -  -  - 0.1 0.1 0.3

Indonesia
inward 2.3 3.9 4.3 3.8 6.7 8.5
outward  - 0.1 0.8 1.1 0.9 0.7

Korea, Democratic People’s Republic of
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Korea, Republic of
inward 1.3 0.6 0.5 0.6 1.1 1.3
outward 1.4 1.1 1.1 1.8 2.1 2.6

Lao People’s Democratic Republic
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Macau
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Malaysia
inward 14.7 26.0 20.3 14.9 11.0 11.1
outward 2.9 2.6 5.4 6.2 6.9 8.8

Maldives
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Mongolia
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Myanmar
inward 3.0 3.3 2.4 1.0 0.8 0.5
outward .. .. .. .. .. ..

Nepal
inward 0.3 145.9 0.5 0.6 0.5 2.1
outward .. .. .. .. .. ..

Pakistan
inward 2.6 3.7 3.8 4.6 7.1 7.1
outward 0.2 -0.1  -  -  -  -

Philippines
inward 6.6 2.1 9.6 10.5 8.9 7.8
outward  -  - 2.9 2.0 0.6 0.9

Singapore
inward 37.6 12.4 23.0 35.0 28.9 27.5
outward 6.9 7.4 9.9 15.7 14.0 14.0

Sri Lanka
inward 2.5 5.4 7.5 5.3 1.7 3.6
outward 0.1  - 0.3 0.3 0.2 0.2

Taiwan Province of China
inward 3.6 1.8 1.8 2.5 2.7 3.2
outward 11.1 4.0 5.0 4.7 5.2 6.6

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (continued)ued)ued)ued)ued)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Thailand
inward 5.5 4.8 3.6 2.3 2.9 3.0
outward 0.4 0.3 0.5 0.9 1.3 1.2

Viet Nam
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

     The PThe PThe PThe PThe Pacificacificacificacificacific
 inwar inwar inwar inwar inwarddddd 20.220.220.220.220.2 38.238.238.238.238.2 12.612.612.612.612.6 9.99.99.99.99.9 47.947.947.947.947.9 15.615.615.615.615.6
outwaroutwaroutwaroutwaroutwarddddd 1.01.01.01.01.0 2.12.12.12.12.1 2.42.42.42.42.4 -0.0-0.0-0.0-0.0-0.0 -0.2-0.2-0.2-0.2-0.2 0.80.80.80.80.8

Fiji
inward 13.7 50.1 38.0 30.6 27.3 4.3
outward 7.2 12.5 12.0 -0.1 -1.1 4.3

Kiribati
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

New Caledonia
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Papua New Guinea
inward 19.5 31.0 -0.2 -0.5 49.8 12.2
outward -0.3 .. .. .. .. ..

Solomon Islands
inward 41.5 .. .. .. .. ..
outward .. .. .. .. .. ..

Tonga
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Vanuatu
inward 30.2 53.1 51.9 52.4 42.8 38.6
outward .. .. .. .. .. ..

Western Samoa
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope
inwarinwarinwarinwarinwarddddd 0.10.10.10.10.1 1.11.11.11.11.1 7.47.47.47.47.4 4.74.74.74.74.7 10.210.210.210.210.2 7.57.57.57.57.5
outwaroutwaroutwaroutwaroutwarddddd  - - - - -  - - - - - 0.20.20.20.20.2 0.20.20.20.20.2 0.30.30.30.30.3 0.40.40.40.40.4

Albania
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Belarus
inward .. 0.4 1.9 3.1 0.3 0.7
outward .. .. .. .. .. ..

Bulgaria
inward  - 3.0 2.9 7.9 4.5 8.0
outward .. .. .. .. 0.4 2.1

Czech Republic
inward .. .. 6.8 8.0 17.5 7.7
outward .. .. 1.2 1.1 0.3 0.2

Czechoslovakia (former)
inward  - .. .. .. .. ..
outward 0.1 .. .. .. .. ..

Estonia
inward .. .. 40.6 35.6 22.3 16.6
outward .. .. 1.6 0.4 0.3 4.4

/...



396396396396396

WWWWWorld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Torld Investment Report 1998:  Trrrrrends and Determinantsends and Determinantsends and Determinantsends and Determinantsends and Determinants

AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (contin 1986-1996 (continued)ued)ued)ued)ued)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Hungary
inward 6.8 20.1 32.5 13.9 52.8 23.5
outward  - 0.4 0.2 0.6 0.5  -

Latvia
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Lithuania
inward .. .. .. .. .. ..
outward .. .. .. .. .. ..

Moldova, Republic of
inward .. 23.2 18.3 8.8 38.6 27.1
outward .. .. .. .. .. ..

Poland
inward 0.6 4.8 12.6 12.5 18.1 22.2
outward  - 0.1 0.1 0.2 0.2 0.3

Romania
inward 0.1 2.1 2.0 5.8 7.1 4.5
outward  - 0.2 0.1  -  -  -

Russian Federation
inward .. 0.2 2.0 0.9 2.8 2.7
outward .. .. .. 0.1 0.4 0.4

Slovakia
inward .. .. 4.3 6.0 3.8 3.6
outward .. .. 0.4 0.3 0.2 0.7

Ukraine
inward .. 9.3 2.5 1.8 3.1 5.7
outward .. .. ..  - 0.1 -0.1

Memorandum:Memorandum:Memorandum:Memorandum:Memorandum:

Least deLeast deLeast deLeast deLeast developed countriesveloped countriesveloped countriesveloped countriesveloped countries a a a a a

Total
inward 1.3 1.9 2.0 1.3 1.3 2.2
outward 0.1 0.1 0.1 0.1  -  -

Africa
inward 5.1 4.2 5.4 5.6 8.2 10.9
outward 0.7 1.0 0.8 0.9 -0.2 -3.4

Latin America and the Caribbean
inward 1.4 -0.9 -1.4 .. 3.8 2.3
outward -1.1 .. .. .. .. ..

Asia
inward 0.3 1.5 1.5 0.5 0.2 0.9
outward .. .. .. .. .. ..

West Asia
inward 8.6 32.8 35.9 0.4 -8.7 4.0
outward .. .. .. .. .. ..

South, East and South-East Asia
inwrad 0.2 0.4 0.3 0.5 0.5 0.8
outward .. .. .. .. .. ..

The Pacific
inward 37.2 89.5 80.4 77.7 70.8 74.1
outward .. .. ..  - .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.5.le B.5.le B.5.le B.5.le B.5.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI flod FDI flod FDI flod FDI flod FDI flows as a perws as a perws as a perws as a perws as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross fixoss fixoss fixoss fixoss fixed capital fed capital fed capital fed capital fed capital formation,ormation,ormation,ormation,ormation,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1986-1996 (conc 1986-1996 (conc 1986-1996 (conc 1986-1996 (conc 1986-1996 (concluded)luded)luded)luded)luded)

 (Percentage)

1986-19911986-19911986-19911986-19911986-1991
Region/economRegion/economRegion/economRegion/economRegion/economyyyyy (Ann(Ann(Ann(Ann(Annual aual aual aual aual averaveraveraveraveraggggge)e)e)e)e) 19921992199219921992 19931993199319931993 19941994199419941994 19951995199519951995 19961996199619961996

Oil-eOil-eOil-eOil-eOil-exporxporxporxporxporting countries ting countries ting countries ting countries ting countries  b b b b b

Total
inward 3.3 3.3 6.6 8.7 8.0 8.2
outward 0.8 0.6 1.8 2.4 1.6 1.2

Africa
inward 4.0 7.1 7.8 10.8 8.9 7.3
outward 1.8 0.7 1.8 1.2 1.3 1.2

North Africa
inward 2.5 4.0 3.8 6.3 3.2 3.2
outward 0.2  - .. 0.2 0.3  -

Other Africa
inward 11.6 20.1 25.3 29.9 34.3 26.2
outward 9.9 3.5 9.3 5.7 5.6 6.7

 Latin America and the Caribbean
inward 7.5 6.4 6.3 13.4 18.2 15.3
outward 0.7 1.0 1.7 2.8 -0.3 -0.1

South America
inward 4.9 5.8 6.3 10.3 10.9 18.5
outward 1.7 1.0 5.8 4.7 1.8 1.6

Other Latin America and the Caribbean
inward 8.3 6.6 6.3 14.0 20.8 14.5
outward 0.4 0.9 0.8 2.4 -1.0 -0.5

Asia
inward 1.8 2.1 6.6 4.9 4.0 5.5
outward 0.6 0.5 1.9 2.4 2.3 1.8

West Asia
inward 0.5  - 2.7 1.0 -2.5 -1.2
outward 0.5 0.5 1.4 1.8 1.1 -1.4

South, East and South-East Asia
inwrad 5.5 10.6 9.9 7.7 8.3 9.5
outward 0.7 0.9 2.4 2.9 3.1 3.7

All deAll deAll deAll deAll developing countries minveloping countries minveloping countries minveloping countries minveloping countries minus Chinaus Chinaus Chinaus Chinaus China
inwarinwarinwarinwarinwarddddd 3.5 3.7 4.7 5.9 5.9 7.1
outwaroutwaroutwaroutwaroutwarddddd 1.4 1.6 3.2 3.8 3.7 3.8

Source:  UNCTAD, FDI/TNC database.

a Least developed countries include: Afghanistan, Angola, Bangladesh, Benin, Burkina Faso, Burundi, Cambodia, Cape Verde, Central African Republic,
Chad, Comoros, Democratic Repunlic of Congo, Djibouti, Equator ial Guinea, Ethiopia, The Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao
People’s Democratic Republic, Lesotho, Liberia, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Western Samoa,
Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Uganda, United Republic of Tanzania, Vanuatu, Yemen and Zambia.  Not included are
Bhutan, Eritrea, Sao Tome and Pr incipe and Tuvalu due to unavailability of data.

b Oil-exporting countr ies include: Alger ia, Angola, Bahrain, 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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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.6.le B.6.le B.6.le B.6.le B.6.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990 and 1996 1990 and 1996 1990 and 1996 1990 and 1996 1990 and 1996

 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

TTTTTotalotalotalotalotal
inwarinwarinwarinwarinwarddddd 4.64.64.64.64.6 6.56.56.56.56.5 8.08.08.08.08.0 10.610.610.610.610.6
outwaroutwaroutwaroutwaroutwarddddd 5.05.05.05.05.0 5.95.95.95.95.9 7.87.87.87.87.8 10.810.810.810.810.8

DeDeDeDeDeveloped countriesveloped countriesveloped countriesveloped countriesveloped countries
inwarinwarinwarinwarinwarddddd 3.83.83.83.83.8 4.94.94.94.94.9 6.66.66.66.66.6 7.67.67.67.67.6
outwaroutwaroutwaroutwaroutwarddddd 5.25.25.25.25.2 5.95.95.95.95.9 7.87.87.87.87.8 10.110.110.110.110.1

     WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope
inwarinwarinwarinwarinwarddddd 5.65.65.65.65.6 8.78.78.78.78.7 11.011.011.011.011.0 13.113.113.113.113.1
outwaroutwaroutwaroutwaroutwarddddd 6.76.76.76.76.7 10.510.510.510.510.5 12.512.512.512.512.5 17.917.917.917.917.9

EurEurEurEurEuropean Unionopean Unionopean Unionopean Unionopean Union
inwarinwarinwarinwarinwarddddd 5.45.45.45.45.4 8.68.68.68.68.6 10.910.910.910.910.9 13.013.013.013.013.0
outwaroutwaroutwaroutwaroutwarddddd 6.36.36.36.36.3 10.210.210.210.210.2 12.012.012.012.012.0 16.816.816.816.816.8

Austria
inward 4.1 9.4 6.8 8.5
outward 0.7 2.9 2.9 5.8

Belgium and Luxembourg
inward 6.0 22.1 28.5 45.8
outward 4.9 11.5 19.8 31.4

Denmark
inward 6.3 6.2 7.1 13.4
outward 3.1 3.1 5.7 12.9

Finland
inward 1.1 2.5 3.8 7.1
outward 1.4 3.4 8.3 14.3

France
inward 3.4 6.4 7.3 10.1
outward 3.6 6.0 9.2 13.1

Germany
inward 4.5 6.0 7.4 5.9
outward 5.3 9.5 10.1 12.4

Greece
inward 11.3 24.9 16.9 16.6
outward .. .. 1.0 0.7

Ireland
inward 19.5 24.5 12.2 21.0
outward .. 1.1 4.8 7.1

Italy
inward 2.0 4.5 5.3 7.4
outward 1.6 3.4 5.1 10.6

Netherlands
inward 11.3 19.6 26.1 30.4
outward 24.9 35.0 38.4 49.1

Por tugal
inward 4.4 6.5 7.6 6.4
outward 0.5 0.9 0.7 3.3

Spain
inward 2.4 5.4 13.3 18.1
outward 0.6 1.3 3.3 6.7

Sweden
inward 2.9 5.0 5.4 13.7
outward 4.5 12.3 21.5 28.3

United Kingdom
inward 11.7 14.0 20.8 20.5
outward 14.9 21.9 23.4 30.7

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.6.le B.6.le B.6.le B.6.le B.6.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (continued)ued)ued)ued)ued)

 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Other Other Other Other Other WWWWWestern Eurestern Eurestern Eurestern Eurestern Europeopeopeopeope
 inwar inwar inwar inwar inwarddddd 9.39.39.39.39.3 11.411.411.411.411.4 13.313.313.313.313.3 16.116.116.116.116.1
outwaroutwaroutwaroutwaroutwarddddd 14.414.414.414.414.4 16.916.916.916.916.9 21.921.921.921.921.9 37.737.737.737.737.7

Gibraltar
inward .. .. .. ..
outward .. .. .. ..

Iceland
inward .. 2.4 2.4 2.7
outward 1.8 2.0 1.2 3.3

Norway
inward 11.4 12.7 10.7 13.0
outward 3.2 7.9 9.4 18.0

Switzerland
inward 8.4 10.8 14.8 18.0
outward 21.1 23.0 28.8 49.2

NorNorNorNorNorth Americath Americath Americath Americath America
inwarinwarinwarinwarinwarddddd 4.64.64.64.64.6 5.75.75.75.75.7 8.08.08.08.08.0 9.29.29.29.29.2
outwaroutwaroutwaroutwaroutwarddddd 8.28.28.28.28.2 6.76.76.76.76.7 8.28.28.28.28.2 11.211.211.211.211.2

Canada
inward 20.4 18.5 19.7 22.0
outward 9.0 12.3 14.8 21.3

United States
inward 3.1 4.6 6.9 8.3
outward 8.1 6.2 7.6 10.4

Other deOther deOther deOther deOther developed countriesveloped countriesveloped countriesveloped countriesveloped countries
 inwar inwar inwar inwar inwarddddd 2.72.72.72.72.7 2.72.72.72.72.7 3.03.03.03.03.0 3.83.83.83.83.8
outwaroutwaroutwaroutwaroutwarddddd 2.22.22.22.22.2 3.73.73.73.73.7 7.07.07.07.07.0 6.26.26.26.26.2

Australia
inward 8.7 15.6 25.2 29.7
outward 1.5 4.1 10.3 11.7

Israel
inward 1.5 2.1 1.6 3.9
outward 0.1 0.9 0.8 2.3

Japan
inward 0.3 0.4 0.3 0.7
outward 1.9 3.3 6.8 5.6

New Zealand
inward 10.5 9.0 18.7 51.8
outward 5.8 8.1 7.7 14.6

South Africa
inward 21.3 19.1 8.6 9.9
outward 7.4 11.8 7.3 7.6

DeDeDeDeDeveloping countriesveloping countriesveloping countriesveloping countriesveloping countries
inwarinwarinwarinwarinwarddddd 4.34.34.34.34.3 8.28.28.28.28.2 8.58.58.58.58.5 15.615.615.615.615.6
outwaroutwaroutwaroutwaroutwarddddd 0.60.60.60.60.6 1.21.21.21.21.2 1.81.81.81.81.8 4.94.94.94.94.9

AfricaAfricaAfricaAfricaAfrica
inwarinwarinwarinwarinwarddddd 3.73.73.73.73.7 6.96.96.96.96.9 10.010.010.010.010.0 16.616.616.616.616.6
outwaroutwaroutwaroutwaroutwarddddd 0.10.10.10.10.1 1.91.91.91.91.9 3.13.13.13.13.1 4.14.14.14.14.1

NorNorNorNorNorth Africath Africath Africath Africath Africa
inwarinwarinwarinwarinwarddddd 3.33.33.33.33.3 5.95.95.95.95.9 7.27.27.27.27.2 12.112.112.112.112.1
outwaroutwaroutwaroutwaroutwarddddd 0.20.20.20.20.2 0.30.30.30.30.3 0.40.40.40.40.4 0.70.70.70.70.7

/...



Annex BAnnex BAnnex BAnnex BAnnex B

401401401401401

AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.6.le B.6.le B.6.le B.6.le B.6.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (continued)ued)ued)ued)ued)

 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Algeria
inward 3.1 2.2 2.1 3.4
outward 0.2 0.3 0.3 0.6

Egypt
inward 9.6 12.0 23.0 24.4
outward 0.2 0.2 0.3 0.6

Libyan Arab Jamahiriya
inward .. .. .. ..
outward 0.5 0.8 1.3 1.9

Morocco
inward 1.0 3.4 3.6 9.0
outward .. .. .. 0.4

Sudan
inward .. 0.4  - 0.1
outward .. .. .. ..

Tunisia
inward 9.0 22.0 17.8 21.8
outward ..  -  - 0.1

Other AfricaOther AfricaOther AfricaOther AfricaOther Africa
 inwar inwar inwar inwar inwarddddd 4.04.04.04.04.0 7.87.87.87.87.8 13.513.513.513.513.5 21.821.821.821.821.8
outwaroutwaroutwaroutwaroutwarddddd 0.10.10.10.10.1 3.33.33.33.33.3 6.66.66.66.66.6 8.28.28.28.28.2

Angola
inward 1.7 11.1 13.2 59.8
outward .. ..  -  -

Benin
inward 2.7 3.1 2.0 2.3
outward  - 0.2 0.1 0.1

Botswana
inward 15.5 35.1 21.7 32.8
outward 0.3 0.2 0.3 4.9

Burkina Faso
inward 1.4 2.4 1.5 2.1
outward 0.2 0.3 0.1 0.1

Burundi
inward 0.7 2.0 2.5 3.3
outward .. ..  - 0.1

Cameroon
inward 4.4 13.8 8.5 13.3
outward 0.3 0.6 1.2 2.8

Cape Verde
inward .. .. 0.9 9.0
outward .. .. 0.4 0.6

Central Afr ican Republic
inward 6.2 11.0 6.6 7.3
outward 0.3 0.6 1.4 5.0

Chad
inward 13.0 27.9 20.9 33.9
outward 0.1 0.2 2.9 9.3

Comoros
inward .. .. 6.2 9.2
outward .. .. 0.5 0.5

Congo
inward 18.1 22.1 20.1 36.9
outward .. .. .. ..
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 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Congo, Democratic Republic
inward 7.1 11.8 9.9 14.6
outward .. .. .. ..

Côte d’Ivoire
inward 5.2 10.0 9.9 8.6
outward .. .. .. ..

Djibouti
inward 0.9 0.9 1.4 3.9
outward .. .. .. ..

Equatorial Guinea
inward .. 6.3 17.4 386.7
outward .. .. 0.2 0.2

Ethiopia
inward 2.7 2.4 1.5 2.3
outward .. .. .. ..

Gabon
inward 11.9 22.7 22.3 20.0
outward 1.8 2.8 3.0 4.0

Gambia, The
inward 8.7 9.4 11.1 24.2
outward .. .. .. ..

Ghana
inward 1.5 4.3 5.1 15.3
outward .. .. .. ..

Guinea
inward 0.1 0.1 2.5 4.4
outward .. .. .. ..

Guinea-Bissau
inward  - 0.8 3.4 6.0
outward .. .. .. ..

Kenya
inward 4.8 7.1 7.3 7.7
outward 0.2 1.0 1.2 1.1

Lesotho
inward 1.2 9.8 13.4 22.9
outward .. ..  -  -

Liberia
inward .. 9.7 105.2 97.8
outward 5.2 33.8 36.7 26.7

Madagascar
inward 1.1 1.7 3.3 4.4
outward .. .. .. ..

Malawi
inward 8.1 12.6 11.6 19.4

outward .. .. .. ..
Mali

inward 0.9 2.8 1.2 3.6
outward 1.5 1.8 0.9 0.9

Mauritania
inward .. 4.8 4.9 9.0
outward .. .. 0.2 0.2

Mauritius
inward 1.8 3.5 6.4 6.6
outward .. .. 0.1 2.2

Mozambique
inward 0.6 0.7 2.9 15.4
outward .. .. .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.6.le B.6.le B.6.le B.6.le B.6.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (continued)ued)ued)ued)ued)

 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Namibia
inward 101.5 152.3 90.2 48.0
outward .. .. 3.5 0.4

Niger
inward 7.4 14.1 11.7 17.2
outward 0.1 0.6 2.2 5.9

Nigeria
inward 2.6 5.5 24.9 39.9
outward  - 6.4 29.3 28.6

Rwanda
inward 4.6 7.8 9.1 18.5
outward .. .. .. ..

Senegal
inward 5.1 7.6 4.9 8.4
outward  - 1.5 0.8 1.8

Seychelles
inward 24.9 51.7 50.6 71.4
outward 9.4 25.9 16.6 22.8

Sierra Leone
inward 7.0 5.0 .. ..
outward .. .. .. ..

Somalia
inward 1.1 0.2 -0.6 -0.5
outward .. .. .. ..

Swaziland
inward 44.8 31.1 39.1 35.5
outward 1.7 2.7 4.7 8.7

Togo
inward 15.6 27.9 16.1 19.8
outward 0.2 0.3 0.1 0.1

Uganda
inward  - 0.2 0.1 6.2
outward .. .. .. ..

United Republic of Tanzania
inward 0.9 1.4 2.1 6.8
outward .. .. .. ..

Zambia
inward 0.6 5.4 18.3 29.4
outward .. .. .. ..

Zimbabwe
inward  - 0.5 0.9 7.7
outward .. .. .. ..

Latin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the CaribbeanLatin America and the Caribbean
inwarinwarinwarinwarinwarddddd 6.46.46.46.46.4 10.810.810.810.810.8 11.511.511.511.511.5 17.417.417.417.417.4
outwaroutwaroutwaroutwaroutwarddddd 0.40.40.40.40.4 1.01.01.01.01.0 1.21.21.21.21.2 1.51.51.51.51.5

South AmericaSouth AmericaSouth AmericaSouth AmericaSouth America
inwarinwarinwarinwarinwarddddd 5.85.85.85.85.8 8.98.98.98.98.9 8.68.68.68.68.6 13.813.813.813.813.8
outwaroutwaroutwaroutwaroutwarddddd 0.20.20.20.20.2 0.50.50.50.50.5 0.60.60.60.60.6 1.21.21.21.21.2

Argentina
inward 6.9 7.4 5.3 10.2
outward 0.1 0.3 0.3 0.3

Bolivia
inward 13.7 14.7 14.6 28.6
outward  -  - 0.1 0.3

/...
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 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Brazil
inward 6.9 11.3 8.5 14.2
outward 0.3 0.6 0.5 0.9

Chile
inward 3.2 14.1 33.1 27.3
outward 0.2 0.6 0.6 5.4

Colombia
inward 3.2 6.4 8.7 10.8
outward 0.4 0.9 1.0 1.4

Ecuador
inward 6.1 6.2 12.8 19.0
outward .. .. .. ..

Guyana
inward .. .. .. 82.8
outward .. .. .. 0.4

Paraguay
inward 4.9 6.5 7.6 13.8
outward 0.7 0.7 0.6 0.3

Peru
inward 4.3 6.7 3.8 14.9
outward  - 0.2 0.2 0.2

Suriname
inward .. .. .. ..
outward .. .. .. ..

Uruguay
inward 6.9 16.2 11.7 9.1
outward  -  - 0.1  -

Venezuela
inward 2.7 2.6 8.0 13.1
outward  - 0.3 2.5 5.1

 Other Latin America and the Caribbean Other Latin America and the Caribbean Other Latin America and the Caribbean Other Latin America and the Caribbean Other Latin America and the Caribbean
inwarinwarinwarinwarinwarddddd 7.77.77.77.77.7 14.514.514.514.514.5 18.418.418.418.418.4 29.729.729.729.729.7
outwaroutwaroutwaroutwaroutwarddddd 0.80.80.80.80.8 2.12.12.12.12.1 2.52.52.52.52.5 2.52.52.52.52.5

Antigua and Barbuda
inward 24.6 54.2 87.3 117.8
outward .. .. .. ..

Aruba
inward .. .. .. ..
outward .. .. .. ..

Bahamas
inward 25.5 12.7 10.7 18.6
outward 24.4 6.6 49.0 38.1

Barbados
inward 11.8 10.3 9.9 12.7
outward 0.6 1.0 1.3 1.9

Belize
inward 6.4 5.0 17.7 27.7
outward .. .. .. 2.0

Bermuda
inward .. .. .. ..
outward .. .. .. ..

Cayman Islands
inward .. .. .. ..
outward .. .. .. ..

/...
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 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Costa Rica
inward 13.9 24.4 25.3 35.5
outward 0.1 0.7 0.8 0.8

Cuba
inward .. .. .. ..
outward .. .. .. ..

Dominica
inward .. 5.7 40.0 94.8
outward .. .. .. ..

Dominican Republic
inward 3.6 5.2 8.1 17.3
outward .. .. .. 0.4

El Salvador
inward 4.3 3.2 4.0 3.0
outward .. .. .. ..

Grenada
inward 1.7 11.0 31.7 71.3
outward .. .. .. ..

Guatemala
inward 8.9 9.4 22.5 14.4
outward .. .. .. ..

Haiti
inward 5.7 5.6 5.6 5.0
outward .. .. .. ..

Honduras
inward 3.6 4.7 12.6 16.4
outward .. .. .. ..

Jamaica
inward 18.7 22.7 16.2 35.4
outward 0.2 0.2 0.1 0.1

Mexico
inward 4.2 10.2 13.2 22.3
outward 0.1 0.3 0.2 0.7

Netherlands Antilles
inward 57.6 4.6 13.2 18.4
outward 1.0 1.0 1.5 1.4

Nicaragua
inward 5.1 4.1 0.9 17.4
outward .. .. .. ..

Panama
inward 10.8 10.8 11.7 21.9
outward 22.6 44.5 78.8 69.8

Saint Kitts and Nevis
inward 2.1 40.5 105.4 125.6
outward .. .. .. ..

Saint Lucia
inward 95.4 105.5 79.0 104.6
outward .. .. .. ..

Saint Vincent and the Grenadines
inward 2.0 7.5 24.9 76.7
outward .. .. .. ..

Trinidad and Tobago
inward 15.7 23.3 41.3 76.5
outward .. 0.2 0.3 0.6

Virgin Islands
inward .. .. .. ..
outward .. .. .. ..

/...
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 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

DeDeDeDeDeveloping Eurveloping Eurveloping Eurveloping Eurveloping Europeopeopeopeope
inwarinwarinwarinwarinwarddddd 0.30.30.30.30.3 1.11.11.11.11.1 3.53.53.53.53.5 8.18.18.18.18.1
outwaroutwaroutwaroutwaroutwarddddd .......... .......... 0.60.60.60.60.6 1.81.81.81.81.8

Bosnia and Herzegovina
inward .. .. .. ..
outward .. .. .. ..

Croatia
inward .. .. .. 5.0
outward .. .. .. 2.3

Malta
inward 13.8 28.2 20.1 39.3
outward .. .. .. 3.6

Slovenia
inward .. .. .. 10.8
outward .. .. .. 1.9

TFYR Macedonia
inward .. .. .. 1.1
outward .. .. .. ..

Yugoslavia (former)
inward 0.2 0.4 1.0 ..
outward .. .. .. ..

 Asia Asia Asia Asia Asia
inwarinwarinwarinwarinwarddddd 3.53.53.53.53.5 7.47.47.47.47.4 7.17.17.17.17.1 14.614.614.614.614.6
outwaroutwaroutwaroutwaroutwarddddd 0.90.90.90.90.9 1.11.11.11.11.1 1.81.81.81.81.8 6.96.96.96.96.9

WWWWWest Asiaest Asiaest Asiaest Asiaest Asia
inwarinwarinwarinwarinwarddddd 2.92.92.92.92.9 9.19.19.19.19.1 5.05.05.05.05.0 9.49.49.49.49.4
outwaroutwaroutwaroutwaroutwarddddd 0.30.30.30.30.3 0.40.40.40.40.4 0.60.60.60.60.6 1.51.51.51.51.5

Bahrain
inward .. 8.4 15.9 12.0
outward .. 0.3 1.1 -0.4

Cyprus
inward 21.4 32.6 20.6 20.1
outward .. .. 0.2 0.8

Iran, Islamic Republic of
inward 1.2 0.5  -  -
outward .. .. ..  -

Iraq
inward .. .. .. ..
outward .. .. .. ..

Jordan
inward 4.0 9.6 15.3 8.8
outward 0.6 0.5 0.4 -1.7

Kuwait
inward 0.1 0.2 0.1 0.4
outward 3.3 6.1 21.9 21.2

Lebanon
inward 0.5 2.2 1.9 2.0
outward  - 2.6 -0.6 -0.4

Oman
inward 8.0 12.0 16.3 15.0
outward  - 0.4 0.1  -

Qatar
inward 1.1 1.2 0.7 3.6
outward .. .. .. ..

/...
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 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Saudi Arabia
inward 6.6 44.1 39.4 32.0
outward 0.1 0.5 1.7 1.5

Syrian Arab Republic
inward .. 0.2 1.6 2.3
outward .. .. .. ..

Turkey
inward 0.2 0.7 0.9 3.4
outward .. .. .. 0.2

United Arab Emirates
inward 1.4 1.8 2.2 3.2
outward  - 0.1 0.3 0.1

Yemen
inward 2.4 3.7 0.8 46.0
outward .. 0.1 0.1 0.1

Central AsiaCentral AsiaCentral AsiaCentral AsiaCentral Asia
inwarinwarinwarinwarinwarddddd .......... .......... .......... 10.510.510.510.510.5
outwaroutwaroutwaroutwaroutwarddddd .......... .......... .......... ..........

Armenia
inward .. .. 0.1 2.1
outward .. .. .. ..

Azerbaijan
inward .. .. .. 57.3
outward .. .. .. ..

Georgia
inward .. .. .. 5.4
outward .. .. .. ..

Kazakhstan
inward .. .. .. 19.8
outward .. .. .. ..

Kyrgyzstan
inward .. .. .. 80.7
outward .. .. .. ..

Tajikistan
inward .. .. .. 2.0
outward .. .. .. ..

 Turkmenistan
inward .. .. .. 5.7
outward .. .. .. ..

Uzbekistan
inward .. .. .. 1.5
outward .. .. .. ..

South, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East AsiaSouth, East and South-East Asia
inwarinwarinwarinwarinwarddddd 3.83.83.83.83.8 6.66.66.66.66.6 8.88.88.88.88.8 15.815.815.815.815.8
outwaroutwaroutwaroutwaroutwarddddd 1.31.31.31.31.3 1.41.41.41.41.4 2.72.72.72.72.7 8.18.18.18.18.1

Afghanistan
inward 0.3 0.3 0.1 0.1
outward .. .. .. ..

Bangladesh
inward 0.4 0.7 0.7 0.7
outward .. ..  -  -

Brunei Darussalam
inward 0.4 0.9 0.8 1.8
outward .. .. .. ..

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.6.le B.6.le B.6.le B.6.le B.6.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (continued)ued)ued)ued)ued)

 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Cambodia
inward .. .. .. 36.3
outward .. .. .. ..

China
inward  - 1.5 4.8 24.7
outward ..  - 0.6 2.6

Hong Kong, China
inward 6.3 10.5 17.9 15.7
outward 0.5 7.0 17.7 71.9

India
inward 0.7 0.5 0.5 2.6
outward  -  -  -  -

Indonesia
inward 14.2 28.6 36.6 25.0
outward .. 0.1  - 0.8

Korea, Democratic People’s Republic of
inward .. .. 2.6 3.0
outward .. .. .. ..

Korea, Republic of
inward 1.8 1.9 2.3 2.6
outward 0.2 0.6 0.9 2.8

Lao People’s Democratic Republic
inward .. 0.1 1.6 20.1
outward .. .. .. ..

Macau
inward .. .. .. ..
outward .. .. .. ..

Malaysia
inward 24.8 27.2 33.0 48.6
outward 1.7 2.4 5.3 14.8

Maldives
inward 11.4 3.8 20.3 18.6
outward .. .. .. ..

Mongolia
inward .. .. .. 3.2
outward .. .. .. ..

Myanmar
inward 0.1 0.1 0.7 0.9
outward .. .. .. ..

Nepal
inward 0.1 0.1 0.3 1.1
outward .. .. .. ..

Pakistan
inward 2.4 3.3 4.8 8.9
outward 0.1 0.4 0.6 0.5

Philippines
inward 3.8 4.2 4.7 10.4
outward 0.5 0.6 0.4 1.3

Singapore
inward 52.9 73.6 76.3 72.4
outward 82.6 54.7 25.8 39.9

Sri Lanka
inward 5.7 8.6 8.5 10.8
outward .. .. 0.1 0.3

Taiwan, Province of China
inward 5.8 4.7 6.1 7.3
outward 0.2 0.3 8.1 12.0

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.6.le B.6.le B.6.le B.6.le B.6.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (continued)ued)ued)ued)ued)

 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Thailand
inward 3.0 5.1 9.3 11.6
outward  -  - 0.5 1.9

Viet Nam
inward .. 0.2 3.3 40.2
outward .. .. .. ..

The PThe PThe PThe PThe Pacificacificacificacificacific
inwarinwarinwarinwarinwarddddd 26.426.426.426.426.4 31.231.231.231.231.2 28.628.628.628.628.6 40.340.340.340.340.3
outwaroutwaroutwaroutwaroutwarddddd 0.50.50.50.50.5 1.21.21.21.21.2 1.41.41.41.41.4 1.81.81.81.81.8

Fiji
inward 29.8 34.4 28.2 39.4
outward 0.8 2.0 6.9 8.7

Kiribati
inward .. .. 4.0 8.1
outward .. .. .. 0.1

New Caledonia
inward .. .. 1.8 5.4
outward .. .. .. ..

Papua New Guinea
inward 27.1 31.1 46.8 54.3
outward 0.4 1.0 0.2 0.1

Solomon Islands
inward 19.2 19.9 32.8 63.5
outward .. .. .. ..

Tonga
inward .. 0.2 0.7 5.0
outward .. .. ..  -

Vanuatu
inward 29.0 60.0 71.8 116.2
outward .. .. .. ..

Western Samoa
inward 0.4 0.8 5.4 16.8
outward .. .. .. ..

Central and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern EurCentral and Eastern Europeopeopeopeope
inwarinwarinwarinwarinwarddddd .......... .......... 0.10.10.10.10.1 5.95.95.95.95.9
outwaroutwaroutwaroutwaroutwarddddd .......... .......... .......... 0.40.40.40.40.4

Albania
inward .. .. .. 10.8
outward .. .. .. 2.2

Belarus
inward .. .. .. 0.5
outward .. .. .. ..

Bulgaria
inward .. ..  - 4.5
outward .. .. .. 0.4

Czech Republic
inward .. .. .. 13.6
outward .. .. .. 0.7

Czechoslovakia (former)
inward .. .. .. ..
outward .. .. .. ..

Estonia
inward .. .. .. 20.4
outward .. .. .. 2.0

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.6.le B.6.le B.6.le B.6.le B.6.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (contin 1990 and 1996 (continued)ued)ued)ued)ued)

 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Hungary
inward .. .. 2.0 33.2
outward .. .. 0.5 1.1

Latvia
inward .. .. .. 13.5
outward .. .. .. 2.3

Lithuania
inward .. .. .. 8.3
outward .. .. .. 0.0

Moldova, Republic of
inward .. .. .. 8.4
outward .. .. .. 1.2

Poland
inward .. .. 0.2 9.7
outward ..  - 0.2 0.6

Romania
inward .. .. .. 4.1
outward .. ..  - 0.1

Russian Federation
inward .. .. .. 1.5
outward .. .. .. 0.2

Slovakia
inward .. .. .. 5.8
outward .. .. .. 0.5

Ukraine
inward .. .. .. 3.3
outward .. .. .. 0.2

Memorandum:Memorandum:Memorandum:Memorandum:Memorandum:

Least deLeast deLeast deLeast deLeast developed countries veloped countries veloped countries veloped countries veloped countries aaaaa

Total
inward 1.8 3.4 3.9 6.1
outward 0.1 0.4 0.4 0.3

Africa
inward 2.1 4.7 6.2 13.9
outward 0.1 0.7 0.7 0.9

Latin America and the Caribbean
inward 5.7 5.6 5.6 5.0
outward .. .. .. ..

Asia
inward 0.5 0.8 0.7 2.7
outward ..  -  -  -

West Asia
inward 2.4 3.7 0.8 46.0
outward .. 0.1 0.1 0.1

South, East and South-East Asia
inward 0.3 0.4 0.7 1.5
outward ..  -  -  -

The Pacific
inward 15.4 27.0 34.7 68.7
outward .. .. ..  -

/...
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AnneAnneAnneAnneAnnex tabx tabx tabx tabx table B.6.le B.6.le B.6.le B.6.le B.6.  Inwar  Inwar  Inwar  Inwar  Inward and outward and outward and outward and outward and outward FDI stocd FDI stocd FDI stocd FDI stocd FDI stock as a perk as a perk as a perk as a perk as a percentacentacentacentacentaggggge of gre of gre of gre of gre of gross domestic pross domestic pross domestic pross domestic pross domestic product,oduct,oduct,oduct,oduct,
bbbbby region and economy region and economy region and economy region and economy region and economyyyyy,,,,, 1980, 1980, 1980, 1980, 1980, 1985, 1985, 1985, 1985, 1985, 1990 and 1996 (conc 1990 and 1996 (conc 1990 and 1996 (conc 1990 and 1996 (conc 1990 and 1996 (concluded)luded)luded)luded)luded)

 (Percentage)

Region/economRegion/economRegion/economRegion/economRegion/economyyyyy 19801980198019801980 19851985198519851985 19901990199019901990 19961996199619961996

Oil-eOil-eOil-eOil-eOil-exporxporxporxporxporting countries  ting countries  ting countries  ting countries  ting countries  bbbbb

Total
inward 5.0 11.7 11.7 22.1
outward 0.2 0.8 1.2 2.6

Africa
inward 3.6 6.8 11.8 20.3
outward 0.2 2.4 4.8 6.4

North Afr ica
inward 4.0 6.4 8.9 13.7
outward 0.3 0.3 0.5 0.8

Other Africa
inward 3.3 7.5 19.6 36.2
outward 0.1 5.3 16.2 19.9

Latin America and the Caribbean
inward 4.5 10.7 13.7 23.1
outward 0.1 0.3 0.2 0.7

South America
inward 3.7 3.9 9.3 15.5
outward  - 0.2 1.9 3.7

Other Latin America and the Caribbean
inward 4.5 10.7 13.7 23.1
outward 0.1 0.3 0.2 0.7

Asia
inward 6.0 14.7 10.6 21.5
outward 0.3 0.5 0.9 3.5

West Asia
inward 3.3 10.7 5.8 12.9
outward 0.3 0.5 0.8 2.5

South, East and South-East Asia
inwrad 16.1 27.5 34.8 31.0
outward 0.4 0.7 1.5 4.5

All deAll deAll deAll deAll developing countries minveloping countries minveloping countries minveloping countries minveloping countries minus Chinaus Chinaus Chinaus Chinaus China
inwarinwarinwarinwarinwarddddd 4.94.94.94.94.9 9.19.19.19.19.1 8.98.98.98.98.9 14.414.414.414.414.4

outwaroutwaroutwaroutwaroutwarddddd 0.70.70.70.70.7 1.31.31.31.31.3 1.91.91.91.91.9 5.25.25.25.25.2

Source: UNCTAD, FDI/TNC database.

a Least developed countries include: Afghanistan, Angola, Bangladesh, Benin, Burkina Faso, Burundi, Cambodia, Cape Verde, Central African Republic,
Chad,  Comoros, Democratic Repunlic of Congo, Djibouti, Equatorial Guinea, Ethiopia, The Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao
People’s Democratic Republic, Lesotho, Liberia, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Western Samoa,
Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Uganda, United Republic of Tanzania, Vanuatu, Yemen and Zambia.  Not included are
Bhutan, Eritrea, Sao Tome and Pr incipe and Tuvalu due to unavailability of data.

b Oil-exporting countr ies include: Alger ia, Angola, Bahrain, 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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