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Regional transnationals and Triad strategy

Alan M. Rugman and Alain Verbeke*

This article addresses the geographical distribution of sales of
some of the world’s largest transnational corporations, with a
focus on the three legs of the “Triad” (North America, European
Union, Asia). A firm has achieved global corporate success only
if it is able to earn a balanced regional distribution of sales.
Only high sales across the globe, especially in the wealthy and
technologically advanced regions, demonstrate both strong
firm-level capabilities on the supply side to market products
and services worldwide, and a high willingness of sophisticated
consumers on the demand side, to pay for that firm’s output.
For the analysis of the supply side, the conceptual framework
of this article distinguishes among the global, regional and
national loci of decision-making and levels of product
standardization. The regional dimension is important for many
firms, because it is a location in which many important decisions
are made. This article identifies the 20 transnational
corporations with the highest foreign-to-total sales ratios from
UNCTAD’s list of the world’s largest TNCs that are also
Fortune Global 500 firms. For these firms, the distribution of
sales across Triad regions is measured. Only three of these firms
actually have a substantial part of their sales across the three
legs of the Triad. The others are bi-regional, host-region
oriented or home-Triad region oriented. This empirical finding
is further elaborated by investigating whether a regional
component can be identified in the specific cases of
transnational strategy, building upon the framework presented
in this article.

* Alan M. Rugman is L. Leslie Waters Chair in International
Business, Professor of Management, Professor of Business Economics and
Public Policy, Indiana University, Kelley School of Business, Bloomington,
IN. United States (contact: rugman@indiana.edu). Alain Verbeke is Professor
of International Business Strategy, McCaig Chair in Management, University
of Calgary, Haskayne School of Business, Calgary, AB, Canada (contact:
averbeke@ucalgary.ca) and Professor, Solvay Business School, Vrije
Universiteit Brussel (VUB), Brussels, Belgium.
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Introduction

The theme of this article is that, even today, many of the
most transnationalized corporations of the world have a limited
geographic scope of their sales – the ultimate proxy for global
competitive success – requiring both supply-side efficiency and
effective market penetration. Following the analysis of previous
studies by Alan M. Rugman (2000) and Rugman and Alain
Verbeke (2004), this article explores the extent to which the
sales of transnational corporations (TNCs) are “home-region”
based. The majority of even the most transnationalized
corporations in reality have a limited geographical distribution
of their sales. Of the world’s 20 largest TNCs ranked by foreign-
to-total sales ratios, selected from UNCTAD’s list of the world’s
top 100 TNCs (UNCTAD, 2003, pp. 187-188), only 3 could be
candidates for the status of a global firm. The remainder have a
more narrow scope of their sales, and are therefore uni-regional
or bi-regional, when measured by the regional distribution of
their sales.

A framework for Triad and regional business activity

A framework for analyzing “globalization”

A framework that distinguishes among the global,
regional and national components of TNC strategy should
consider the (ex ante) concentration or dispersion of strategic
decision-making across regions or countries (the horizontal axis
of figure 1), and the actual (ex post) characteristics of products
at these three levels (the vertical axis on figure 1).

The horizontal axis is more a reflection of “stated
preferences”, i.e. the extent to which TNC managers view
strategic decision making as a process concentrated in one home
base or dispersed across regions or countries. In contrast, the
extent to which products are standardized at the global, regional
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or national levels represents the “revealed preferences” of TNCs
to institutionalize a particular approach on a world scale or to
adapt to the requirements of national/regional markets.

Figure 1. A framework for analyzing “globalization”

    Locus of decision making power on
    corporate, business and functional
           strategy issues (ex ante)

    Corporate  Regional  National
headquarters    centres     units

 World product 1 Global 4 7
strategy

Actual product Region-based or 2 5 Regional 8
characteristics  -adapted product  strategy
(ex post)

 Nation-based or 3 6 9 National
-adapted product strategy

Source: the authors, adapted from Rugman and Verbeke, 1993.

More specifically, the horizontal axis represents the
location of decision-making power (ex ante) for corporate,
business or functional strategy issues. Here, the question to be
answered is whether all of the TNC’s key strategic decisions
(e.g. choice of product/market niches, choice of strategic
management tools to outperform rivals, key decisions made in
each functional area, including R&D, production, marketing,
distribution, human resources management), are taken in a single
location, or whether at least a substantial portion of these
decisions is taken in several “home bases” at the national or
regional levels.

This graphical presentation (figure 1) of the variety of
strategic options available to TNCs helps to identify the
foundations of corporate success. Few cases, if any, exist of
firms solely positioned in cell 1, where all decisions are taken
centrally, and products are not adapted to host countries and
regions. In practice, a substantial portion of decision-making
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may be concentrated in the left column of figure 1, as is the
case with most key financial decisions in TNCs, which are taken
by the chief executive officer and top management committee
at that level. However, even if most major corporate strategy
decisions are taken centrally, typically in the home country (left
column of figure 1), as is the case for many companies in, e.g.
the computer business (both hardware and software), cells 2
and 3 reflect the existence of substantial regional and national
responsiveness regarding the product offering (including its
service component) that actually is provided to the market.

In other words, TNCs that tailor their product offering
to regional and national circumstances do not pursue a simple
global strategy as suggested by cell 1. Considerable resources
must be allocated to allow for the required level of sub-global
responsiveness in terms of what is being delivered to the market.
In addition, even if a TNC’s product offerings were largely
global (top row of figure 1), this does not necessarily imply
that all important decisions on market penetration, distribution,
advertising etc. can be taken centrally. Bounded rationality
constraints are likely to force corporate management to delegate
important decisions to the regional and national levels, thereby
positioning the firm closer to cells 4 and 7.

This point is vitally important from a policy-perspective,
as many anti-globalization critics suffer from an important
misperception: they view TNCs as centrally directed, profit-
maximizing entities, eager to sell standardized products around
the globe. Anti-globalization critics state that TNCs are
insensitive to host-country and host-region demands, especially
those of host-country governments. In fact, the presence of
intense transnational rivalry and the unfortunate reality that
every TNC from one region does face an important liability of
foreignness in the other regions of the world, forces TNCs to be
particularly sensitive to the requirements of host-country
governments and other salient stakeholders (Rugman and
Verbeke, 1998).

This does not imply that TNCs can or should adopt an
approach in cell 9, and be fully polycentric, with products
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carefully tailored to each national market and most strategy
decisions left to host-country affiliate managers. Much
conceptual and empirical evidence suggests that a “multi-
national” approach leads to overlapping efforts and duplication
in innovation, inconsistent national strategies, opportunistic
behaviour by managers of affiliates and, more generally, a waste
of resources and lack of clear strategic direction (Bartlett and
Ghoshal, 2000).

The strength of TNCs is in their capability to overcome
market imperfections characterizing national markets, and to
develop systemic, network-related, rather than asset-based, firm-
specific advantages (Dunning and Rugman, 1985). Even for
TNCs with a polycentric administrative heritage, cells 6 and 8
are likely much more relevant than cell 9.

In cell 6, attempts are made to achieve decision-making
synergies across markets, e.g. by developing pan-European or
pan-American strategies in particular functional areas (Rugman
and Verbeke, 1992). In cell 8, economies of scale and scope are
pursued by the national managers of affiliates themselves,
through standardizing at the regional level their product offering
across those national markets that have strong similarities in
demand. In that case, the initiative of affiliates is critical
(Birkinshaw, 2000; Rugman and Verbeke, 2001).

This framework is an adaptation and further development
of Rugman’s and Verbeke’s (1993) analysis of “global”
strategies. They argued that the truly important decisions to be
taken by TNCs are related to two parameters. First, the number
of home bases with which they function, i.e. the number of
locations in which important strategic decisions are taken
(equivalent to the horizontal axis of figure 1, in which the
number of home bases determines strategic decision making).
Second, the use of non-location-bound versus location-bound
firm-specific advantages (equivalent to the vertical axis of figure
1, whereby the nature of a TNC’s firm-specific advantages
determines its product offer).
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The non-location bound firm-specific advantages allow
various approaches to standardize a TNC’s product offer across
borders and to earn benefits of integration (related to scale, scope
and benefits of exploiting national differences); this outcome is
represented by the top of the vertical axis. The location-bound
firm-specific advantages provide the potential to gain benefits
of national responsiveness; this outcome is represented by the
bottom of the vertical axis. In addition, the regional component,
in the middle of the vertical axis, represents either the limited
geographical deployability and exploitation potential of non-
location-bound firm-specific advantages, or the fine-tuning of
location bound firm-specific advantages, in order to achieve
benefits of more region-based, rather than merely nation-based
responsiveness.

The difference with Rugman’s and Verbeke’s (1993)
resource-based perspective on the integration-national
responsiveness model is thus that this article introduces
explicitly a regional dimension into the analysis. This is now
needed due to the emerging empirical work (Rugman, 2000;
Rugman and Verbeke, 2004) that suggests that normative
messages, advocating simple global strategies, are not
appropriate for most TNCs, which actually operate on a Triad/
regional basis.

More specifically, on the horizontal axis, this regional
dimension implies that a number of strategic decisions are left
to region-based headquarters, rather than nation-based ones
(Enright, 2004a, b). The vertical axis implies the development
of firm-specific advantages useful at the level of the set of
nations that form a region. These are region-bound company
strengths: they can contribute to survival, profitability and
growth beyond the geographic scope of a single nation, but such
strengths are still location bound, in the sense that they cannot
be deployed globally (Morrison, Ricks and Roth, 1991; Morrison
and Roth, 1992; Delios and Beamish, 2004; Grosse, 2004; Li,
2004; Yin and Choi, 2004).

In this context, George Yip’s view that a global company
“has the capability to go anywhere, deploy any assets, and access
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any resources, and it maximizes profits on a global basis” (Yip,
2003, p. 7) may be an appealing normative message, but one
that applies to very few, if any, TNCs in practice. Indeed, most
TNCs rely largely on sets of location-bound (in the sense of
nation-bound) and region-bound firm-specific advantages as the
basis for their competitiveness.

The strategy and international management literature has
done a good job of distinguishing between cells 1 and 9, but it
has usually not addressed explicitly most of the other cells. For
example, the stylized matrix of integration (cell 1) and national
responsiveness (cell 9) popularized by Christopher Bartlett and
Sumantra Ghoshal (1989), distinguished between a pure global
cell 1 strategy and the “act local” national responsiveness
strategy of cell 9. In addition, the key contribution of their
“transnational solution” framework was the prescription that
TNCs should usefully combine strategies in cells 1 and 9. They
should attempt to develop appropriate strategies for each
separate business, for each function within that business, and
for each task within that function, the capability to implement
either a national or a global approach.

The framework of Bartlett and Ghoshal (1989) thus can
usefully explain cell 3 (centralized, global strategic decision
making combined with local product offering), i.e. the think
global, act local approach. It also allows the analysis of less
common cases in cell 7, whereby rather powerful local affiliates
are responsible for delivering global products, but choose
themselves which products have the most potential in their
national markets and largely take responsibility for the delivery,
an approach found in many global professional services
companies. Yet, their framework cannot handle cell 5, Triad-
based strategies very well, or the intermediate cases of cells 2,
4, 6, and 8, i.e. all cases for which the regional level is important.

Regional business strategy

The present article reports data suggesting that an
increasing number of TNCs operate largely at the regional level.
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Therefore regional elements are becoming increasingly
important in many TNCs, either in terms of strategic decision-
making, or actual product offering. If, as the empirical evidence
provided in the next sections suggests, many TNCs are at least
partially operating in cell 5 on a Triad basis, then any strategy-
related analysis of the TNCs’ functioning first needs to take into
account the requirement to decompose its strategic decision-
making processes and product offering along global, regional
and national lines, building upon a more complex analytical tool
than a conventional integration-national responsiveness matrix.
Only then can a correct analysis be performed of the actual extent
of Triad-based decision-making power and the rationale for
region-based and/or adapted products and services from these
TNCs be properly investigated. If the theoretical construct of a
“regional solution” (cell 5 in figure 1) is neglected, little can be
expected from empirical research on strategy and structure in
TNCs to portray accurately the present importance and future
potential of the regional approach.

In the literature, such a regional approach has sometimes
been described as the mere outcome of a global strategy. Yip
articulates this perspective the following way: “Before deciding
whether and how to do business in a region of the world, a
company needs to have a clear global strategy [which includes]
the core business strategy, the competitive objectives for the
business, and the extent to which the business will be operated
as one integrated business or a looser collection of
geographically independent units. Next, a company needs to
decide on the overall role of the region within the global
strategy” (Yip, 2003, p. 222). This view assumes a particular
sequence and hierarchy in TNC strategic decision making. In
practice, however, the global-regional sequence is unlikely to
occur.

The regional solution of cell 5 should be viewed as an
efficient corporate response to several factors:

• Internal information processing requirements are critical. If the
“rules of engagement” are different in each region (different
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industry structure, different regulatory system, different
competitive position of the firm, different optimal expansion
pattern, different product scope, different strategy tools required
to outperform rivals etc.), intra-regional information processing
must be sufficiently dense so as to permit affiliates to cope
optimally with shared external circumstances and to develop
regionally consistent strategies.

• Customer requirements may vastly differ across regions
depending upon the level of economic development, culturally
determined preferences, etc.

• Region-based cluster requirements may impose specific types
of behaviour on firms in order for these firms to be perceived
as legitimate within the context of regional clusters, especially
suppliers, related and supporting industries, and the non-
business infrastructure. Here, region-based isomorphic
flexibility may be critical for firms to function effectively as
true insiders in the region.

• Political and related institutional requirements at the regional
level are increasingly important. Regional cooperation
agreements such as the North American Free Trade Agreement
(NAFTA) and the European Union (EU) single market mainly
represent the elimination of trade and investment barriers, and
therefore allow reduced attention devoted by TNCs to
government policy; in fact, regional agreements usually imply
not merely the elimination of national regulation, but a shift of
regulatory authority to the regional level, and thereby the need
to allocate firm resources to monitor and manage relationships
at that level.

The rigidity of the Triad (Rugman, 2000) is further
confirmed by the new trade regime of the World Trade
Organization, which has to devote enormous managerial
resources to arbitrate Triad-based trade disputes and trade-
remedy law type protectionism (as in the bananas, beef
hormones, export subsidies and steel cases). The new
protectionism of health, safety and environmental regulations
is preventing an open world market and reinforcing Triad
markets. The NAFTA is being expanded into the Free Trade
Agreement of the Americas and the EU has been enlarged by
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ten new members. These political developments reinforce the
Triad and the need for regional government policies and Triad-
based firm strategies.

Empirical evidence on Triad activity

Transnationalization of sales

As a test of the limits to globalization, this article
considers the most likely instance in which a globally balanced
distribution of sales, as a proxy for global corporate success,
can be expected. One could classify as “global” all TNCs with
a foreign-to-total sales ratio above, say, 50% and/or with some
significant activity in each part of the Triad. In an earlier study,
one such test, building upon data from the Fortune Global 500
companies, i.e. the largest corporations of the world in terms of
market size, was already performed (Rugman and Verbeke,
2004). In that article, it was found that 320 of the 380 firms for
which data were available were home-region oriented, with over
50% of their sales in their home region. Twenty-five firms were
found to be bi-regional, with less than 50% of sales intra-
regionally and over 20% of sales in two regions, including their
own home regions. Another 11 firms were uni-regional in a host
region, deriving over 50% of their sales in foreign regions. Only
9 firms in the set were global, with less than 50% of sales in
their home region and over 20% of sales in each region of the
Triad. There was insufficient information to classify 15 firms.

In this article, a different, but perhaps even more relevant
data set is used. The annual World Investment Reports of
UNCTAD report the foreign-to-total ratios for assets, sales and
employment for the world’s largest 100 TNCs, ranked by foreign
assets. In other words, these are the firms that are the most
transnationalized, in terms of foreign activities, and they are
also the ones most likely, from a supply-side perspective, to
have the necessary knowledge base and managerial capabilities
to penetrate successfully foreign markets. In this article, the
foreign-to-total sales ratios are calculated for those top 100 firms
reported in the World Investment Report 2003 (UNCTAD, 2003,
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pp. 187-188) that are also included in the Fortune Global 500.
This procedure has excluded from the further analysis those
corporations whose total sales remain under $10 billion. Foreign
sales, as calculated by UNCTAD, include both sales by affiliates
and exports by the parent TNC.

The 20 most transnationalized corporations, ranked by
foreign-to-total sales, are mostly from small, open economies
such as Canada, Australia and Switzerland, or are members of
the EU such as Finland, France, the United Kingdom, Germany
and Sweden (table 1). There are no United States TNCs in this
set of firms. This is not all that surprising given the huge size of
the United States home market.

Yet, a list of the most transnationalized corporations,
ranked by foreign-to-total sales, may disguise a very important
point. While these TNCs (table 1) have the majority of their
sales outside of their home country, many are very regional.
Most of their foreign sales are still in their home-Triad regional
market. If the same TNCs are ranked according to the share of
intra-regional sales (table 2), a different picture emerges. By
intra-regional is meant sales within Europe (and usually within
the 15 “old” EU members) for European TNCs, and within
NAFTA for Canadian and United States TNCs. In the case of
Asian-Pacific TNCs, intra-regional refers to Asia and the Pacific
including Australia.

Nine of the world’s 20 most “global” TNCs are, in fact,
operating mainly in their home-Triad region market (table 2).
For example the EU-based TNCs, such as Suez (74% intra-
regional sales); Vodafone (93.1%); and Stora Enso (69.2%) are
clearly “European” TNCs in their sales, as over two thirds of
their business is within their own continent. The same is true
for several other TNCs that are allegedly global; in fact these
TNCs are operating in their home-base Triad region for the
majority of their sales: ABB (53.9%); Nortel Networks (54.4%);
Volvo (51.6%); BHP Billiton (66.1%); TotalFinaElf (74.0%) and
Danone Groupe (60.3%). This leaves only 11 of the top 20 as
TNCs that might achieve global competitive success.
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Table 1. The world’s most transnationalized corporations,
ranked by foreign-to-total sales, 2001

(Percentage)
 

Foreign-to-total
Rank Corporation Home country sales

1 Nokia Finland 98.5
2 Roche Switzerland 98.2
3 ABB Switzerland 97.4
4 Philips Electronics The Netherlands 95.2
5 Nortel Networks Canada 94.6
6 Stora Enso Finland 94.3
7 AstraZeneca United Kingdom 94.1
8 Volvo Sweden 92.8
9 GlaxoSmithKline United Kingdom 92.0

10 News Corp. Australia 92.0
11 Diageo United Kingdom 85.8
12 Lafarge France 85.8
13 BHP Billiton Australia 83.4
14 LVMH France 81.2
15 BP United Kingdom 80.5
16 TotalFinaElf France 79.1
17 Suez France 78.8
18 Ericsson Sweden 77.8
19 Danone Groupe France 76.7
20 Vodafone United Kingdom 75.1

Source: Authors’ calculations based on UNCTAD, 2003, pp. 187-188.
Note: This table is constructed from the list of the world’s largest

100 TNCs, ranked by foreign assets in 2001. The foreign and
total sales of these 100 TNCs are also reported in that list. The
top 20 TNCs ranked by foreign-to-total sales are the ones that
are also listed as a top 500 firm by Fortune, the Fortune Global
500 (2002 edition). Five firms with high foreign-to-total sales
ratios on the UNCTAD list were not sufficiently large in terms
of revenues to be included in the Fortune Global 500: NTL
Inc., Thomson, WPP Group (whose revenues were confirmed
to be below 10 billion in its Annual Report).
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Table 2. Regional distribution of the sales of the world’s most
transnationalized corporations, 2001

(Percentage)

Intra-
Fortune 500 Home regional North  Asia-  Concen- 
Rank rank  Corporation country sales America Europe Pacific  tration

1 147 Nokia Finland 49.0  25.0 c  49.0  26.0 G
2 288 Roche Switzerland 36.8  38.6  36.8  11.7 B
3 194 ABB Switzerland 53.9  25.1  53.9  11.3 D
4 143 Philips The

Electronics Netherlands 43.0  28.7  a  43.0  21.5 G
5 263 Nortel

Networks Canada 54.4  54.4  a ... ... D
6 423 Stora Enso Finland 69.2  19.5  69.2  7.1 D
7 301 AstraZeneca United Kingdom 32.0  52.8  b  32.0  5.2  f S
8 267 Volvo Sweden 51.6  30.2  51.6  6.0 D
9 140 GlaxoSmith

Kline United Kingdom 28.6  49.2  b  28.6 … B
10 364 News Corp. Australia 9.0  75.0  b  16.0  d  9.0 S
11 262 Diageo United Kingdom 31.8  49.9  31.8  7.7 B
12 416 Lafarge France 40.0  32.0  40.0  8.0 B
13 281 BHP Billiton Australia 66.1  12.6  13.0  66.1 D
14 459 LVMH France 36.0  26.0  b  36.0  32.0 G
15 4 BP United Kingdom 36.3  48.1  36.3 ... B
16 15 TotalFinaElf France 55.6  8.4  55.6 ... D
17 99 Suez France 74.0  11.0  74.0  5.0 D
18 210 Ericsson Sweden 46.0  13.2  46.0 e  25.9 B
19 394 Danone Groupe France 60.3 …  60.3 … D
20 123 Vodafone United Kingdom 93.1  0.1  b  93.1  4.8 D

Source: Authors’ calculations, based on firm annual reports.
G: Global.
B: Bi-regional.
D: Home-region oriented.
S: Host-region oriented.
a Canada and the United States.
b United States only
c The Americas
d United Kingdom only.
e Europe, the Middle East and Africa
f Japan.

Of these, two are highly focused in one part of the Triad,
but not their home Triad region. These include non-United States
TNCs with high sales in the United States, such as:
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• News corp (9% sales in Australasia, 75.0% in the United States
and 16.0% in the United Kingdom); and

• AstraZeneca (32% in Europe; 52.8% in the United States and
5.2% in Japan and 10% in the rest of the world).

Six firms are bi-regional TNCs with a significant portion
(more than 20%) of their sales in two parts of the Triad, but less
than 50% in any one region. These are:

• Roche (38.6% in North America; 36.8% in Europe, only 11.7%
in Asia Pacific and 12.9% in other regions);

• GlaxoSmithKline (49.2% in the United States; 28.6% in Europe
and 22.2% in the rest of the world);

• Diageo (31.8% in Europe; 49.9% in North America, only 7.7%
in Asia-Pacific and 11.6% in the rest of the world);

• Lafarge (40% in Europe; 32% in North America, only 8% in
Asia-Pacific and the remaining 20% in other parts of the world);

• British Petroleum (BP) (48.1% in North America; 36.3% in
Europe and 15.6% in the rest of the world); and

• L.M. Ericsson (46.0% in Europe, the Middle East and Africa;
25.9% in Asia Pacific, only 13.2% in North America and 15.9%
in the rest of the world.

There are only 3 (out of 20) TNCs with a truly balanced
distribution of sales, i.e. across all three regions of the Triad (or
even wider):

• Nokia (25.0% in the Americas, 49.0% in Europe, 26.0% in Asia-
Pacific);

• Philips Electronics (28.7% in the United States and Canada,
43% in Europe, 21.5% in Asia-Pacific and 6.8% in the rest of
the world); and

• LVMH (26% in the United States, 36% in Europe, 32% in Asia-
Pacific and 6% in the rest of the world.

Yet, in spite of having achieved some demonstrated level
of global corporate success, it should be recognized that these
three companies are not in cell 1 of figure 1, as they exhibit
some regional features in corporate strategy and structure. The



15Transnational Corporations, Vol. 13, No. 3  (December  2004)

other companies in the top 20 are either strongly home region
based or are from small countries peripheral to the Triad and
focused on one of the other Triad markets. Most of the other 80
of the top 100 TNCs of the World Investment Report 2003
(UNCTAD, 2003, pp. 187-188) are even less global and are
either domestic or home-region based TNCs.

The message of these findings on the limits to
globalization is that, for most TNCs, the strategy may need to
be adjusted by strategic business units. Unfortunately, it is
difficult to find data on strategic-business-unit sales by Triad
region for the world’s 100 largest TNCs presented in the World
Investment Reports.

Services are regional

Large retail corporations tend to be even more home-
region based than the manufacturing TNCs. The large United
States retailers like Wal-Mart, Sears and K-Mart are all North
American based. The latter two have no stores outside the United
States, and Wal-Mart only has 10% of its stores and 6% of its
revenues outside of the NAFTA region. Wal-Mart has 4,414
stores of which 3,244 are in the United States, 196 are in Canada
and 551 are in Mexico. Only 423 are in international markets,
i.e. 9.6% of the total stores. Nonetheless, Wal-Mart is the most
transnational large-scale retailer from the United States. In 2001,
foreign sales as a percentage of total sales were 16.3% ($35
billion of a total of $218 billion). However, 94% of its 2001
sales were in NAFTA.

Carrefour of France has about 9,200 stores in 30
countries. Yet, only 19% of Carrefour’s revenues originate from
outside of Europe. Clearly Carrefour needs to be analyzed on a
European, regional level; it is not an organization that has
achieved global corporate success.

In financial services, the world’s largest TNC, Citigroup
is also very regional. Citigroup’s consumer banking group has
72.7% of total revenues in North America. Accounts are 77.1%
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in North America where credit cards are part of the Accounts in
Citigroup’s consumer banking group and over 76% of accounts
in the United States are credit card accounts. While over 70%
of Citigroup’s revenue and accounts are in the United States,
only 45% of average consumer deposits are there. This
regionalization is common across all the major business groups
of Citigroup, except in commercial loans, which is only 27%
United States based. While Citigroup has large commercial loans
to foreign companies it is not as active in foreign consumer loans,
as 65.6% of consumer loans are in the United States. Overall,
these data reveal a strongly home-based, North American
business. Indeed, Citibank became less global after the merger
with Travellers in 1999, as the latter’s insurance business was
very localized, and this offset much of Citibank’s banking
diversification in South America and Asia.

Examples of TNC positioning in the regional matrix

In this section, high-profile TNCs often described as
global firms by the media are positioned into the matrix of figure
1, on the basis of the prime locus of decision-making power
and the main geographic adaptation level of products. More
specifically, six sets of two firms are discussed sequentially,
with their main business in one particular industry
(pharmaceuticals, food, cosmetics, cigarettes, cars, retail). This
positioning, which is performed for illustrative purposes to
describe the heterogeneity in so-called global TNC strategies,
is based on surveying publicly available information, as well as
ongoing research on these companies by the authors of this
article. The positioning of complex institutions such as these
highly transnationalized corporations in a single cell of a 3X3
matrix obviously constitutes a dramatic simplification of
economic reality, but it does reflect “at the margin” the
differences among the firms discussed, and thereby the variety
in so-called global strategies.

In pharmaceuticals, AstraZeneca can be placed in cell 5,
as it has mainly regional corporate governance and distribution
systems (the United States market is so important that it is now
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run separately from Europe). On the other hand, Merck is in
cell 2 with strong corporate headquarters despite needing to
operate regionally in Europe as well as in the United States home
market as far as strategy implementation is concerned. Merck
is experiencing some tension in this structure and does not
perform as well in Europe as AstraZeneca does in the United
States.

In the food industry, Nestlé manufactures products that
are nationally regulated and supervised by country health and
safety codes. Thus, it needs to be aligned to local markets.
Nestlé’s decision-making is largely in the hands of national units
(cell 9), whereas Kraft functions mainly through regional centres
(cell 6). Kraft’s product delivery and marketing are operated
locally but “back office” functions such as human resources
management, accounting, auditing, legal and treasury services
are performed in a more centralized and co-coordinated fashion.
Some production is also co-coordinated globally. Kraft has key
decision making concentrated at regional centres in North
America and International (largely Europe) through co-chief
executive officers.

In the cosmetics industry, L’Oréal is in cell 5, as its
United States operations are administered by a regional office,
to match its home European one. It has adapted its product lines
for North America, e.g. Maybelline, which is controlled from
New York, and is more mass marketing oriented than a number
of its high-end French based cosmetics. L’Oreal’s products can
be assessed as culturally diverse, regional brands. Estée Lauder
is more centralized, and positioned in cell 1, with both dominant
corporate headquarters, and global products, which are not
adapted to local preferences.

In the cigarettes industry, Philip Morris is also positioned
in cell 1, with strong corporate headquarters, and building upon
global brands, Marlboro in particular, which are not adapted
locally. It does not need to be particularly concerned with
regulations in other countries as its main problem is class action
litigation in its United States home market. United Kingdom-
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owned BAT can be positioned in cell 5, as it runs its United
States operations with a large degree of autonomy through B&W,
as a regional centre. It also has regional brands rather than the
global ones of Philip Morris.

In the automobile industry, Toyota has a strongly
centralized, hierarchical organizational structure. This is based
on Kiichriro Toyoda’s “the Toyota way” of consensus decision-
making and discipline. Yet Toyota’s product characteristics are
much more region based, especially with adaptation in the vital
United States host market, thereby positioning the firm largely
in cell 2. In contrast, Hyundai, which has equally centralized
decision-making, does not to the same extent adapt products to
regional markets, i.e. it is closer to cell 1.

Finally, in the retail industry, Wal-Mart and Carrefour
can both be positioned in cell 3 of figure 1. Both have centralized
decision-making, and both sell mainly in their home markets.
Carrefour may be moving toward cell 2, but there is, as yet,
little evidence to support such regional adaptation of its
production and services.

The examples above are consistent with similar analyses
performed for many of the Fortune Global 500 companies
(Rugman, forthcoming). Of the 380 firms with data on
geographic sales, as many as 320 have an average of 80% of
their sales in their home region of the Triad. Here, the regional
level, as introduced by figure 1, both on the horizontal axis and
the vertical axis, appears important to many of them. The figure
can also be used to position the handful of truly “global” TNCs
and the “bi-regional” TNCs. The 12 examples discussed above
illustrate the alignment of the new analytical framework with
the basic data on regionalization of TNC activities.

Conclusions

There is abundant empirical support for the proposition
that many large, and highly transnationalized corporations have
regional components in their strategy formation, both as regards
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the locus of decision-making, and the geographic adaptation
level of their products. The world’s largest 100 TNCs are mainly
Triad-based regional players, not global ones. They operate on
a strongly segmented Triad/regional basis, and a relevant
framework to analyze TNC strategy needs to recognize this. In
short, management strategy as taught in business schools today
should focus increasingly on the empirical reality that many
firms lack a balanced distribution of sales around the globe, but
are often focused on their home region. In addition, even firms
with widely dispersed sales often have regional components in
their strategy. Public policy towards TNCs also needs to reflect
the reality of the Triad, rather than the myth of globalization.
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Introduction

Previous research into the transnational business
activities of East Asian companies, including “Third World”
transnational corporations (TNCs), State-owned enterprises, and
general trading companies, has generated a number of key
conclusions. Among these are the widely acknowledged
importance of the above-mentioned players in global business
and foreign-direct-investment (FDI) flows; the active role of
the State, through its support for “national champions”, in the
emergence and growth of East Asian TNCs; the observed
importance of inter-firm linkages (e.g. sogo shosha, chaebol),
personal, ethnic and network relationships (or social
organization) in influencing the international market
development patterns of East Asian enterprises; and the limited
relevance of incremental, stepwise approaches.1

Several accounts exist in the literature regarding East
Asian TNCs, notably general trading companies and State-
owned enterprises, financing significant acquisitions and joint
venture investments in developed-country markets as a way of
gaining instant access to strategically-relevant markets,2

1 See Johanson and Vahlne, 1977, 1990. For a summary on the
transnationalization of East Asian firms, see also Brecher and Pucik, 1980;
Monkiewicz, 1983; Krueger, 1985; Burton and Saelens, 1986; Chernotsky,
1987; Buckley and Mirza, 1988; Aggarwal and Agmon, 1990; Smart and
Smart, 1991; Lecraw, 1993; Leung, 1993; Tolentino, 1993; Ulgado, Yu and
Negandhi, 1994; Yeung, 1994, 1998, 1999; UNCTAD, 1996; Zhang and
Van Den Bulcke, 1996; Young, Huang and McDermott, 1996; Young, Hood
and Lu, 1998; Mirza, 1999.

2  Donald Lecraw has described this type of East Asian investments
as “export enhancing”, whilst applying the term “operations-extending” to
resource-seeking investments made in less developed country markets
(Lecraw, 1993).
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technology or process knowledge.3 It could be argued, however,
that the international market entry and development pattern
described above is more typical of the larger East Asian
enterprises4 than their smaller, non-State-owned counterparts,
which may lack the requisite resources (financial and political)
to support significant levels of FDI (Gynawaii and Fogel, 1994).

Unlike in other East Asian tiger economies, Taiwan
Province of China’s outward FDI has been led, not by its large,
vertically integrated enterprises, such as Chinese Petroleum,
Formosa Plastics Group, Tatung, and Acer, but by the country’s
preponderant small and medium-sized enterprises (SMEs).5

Whilst this SME dominance does not detract from Taiwan
Province of China’s importance as a source of FDI (ranked the
7th largest in the world, with around $2 billion annual FDI since
the early 1990s; Guiheux, 1998), it appears to have contributed
to a limited investigation of the FDI activities of smaller
Taiwanese firms (Guiheux, 1998). Fresh insights into these non-
dominant firms’ behaviour within foreign markets have become
particularly important in view of the recent relevant
developments in the global economy. Among these are the
increasing level of inter-firm collaborations in supply chain and
global logistics management (Bagchi and Virum, 1998;
Bowersox and Calantone, 1998) – partly fuelled by the
continuing advancement in information technology; greater
access to key global markets, occasioned by the World Trade
Organization (WTO) regime; the increasing tendency on the part
of TNCs to view their FDI configuration in regional, rather than
national, terms (Mirza, 1999); and the weakening
competitiveness of the more advanced economies as locations
for manufacturing-based FDI (Brown, 2002). These points, taken
together, raise major questions regarding the prospects for FDI
attraction and retention in the more advanced economies.

3  See Lall, 1983; Burton and Saelens, 1986; Tolentino, 1993; Young
et al., 1996, Young et al., 1998; Yeung, 1999; Mirza, 1999.

4  See Brecher and Pucik, 1980; Burton and Saelens, 1986; Lecraw,
1993.

5  See Chang and Grub, 1992;  Guiheux, 1998; Mirza, 1999; Britain
in Asia Pacific, 2002.
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The aim in this article, therefore, is to explore possible
changes in the nature of FDI in advanced economies, by
examining the entry and development mode decisions, future
intentions, key activities and motivations of non-dominant
Taiwanese information technology (IT) and electronics firms
operating in the United Kingdom. It is envisaged that this will
improve understanding regarding the effects of deepening
globalization and regionalization on TNCs’ development within
particular foreign markets, and provide further useful insights
into the impact of global logistics collaboration on the
transnationalization behaviour of smaller firms. The focus on
the United Kingdom is particularly germane because the country
has traditionally received a significant percentage of Taiwanese
Europe-bound investment: about half of all FDI from Taiwan
Province of China to Europe during the 1952-1998 period
(Ministry of Economic Affairs, 1998), and over 70% of all
Taiwanese manufacturing investment in Europe (Britain in Asia
Pacific, 2002).

The remainder of this article is organized as follows. The
next section discusses the key themes of the present study based
on relevant insights from the literature. It also outlines a number
of assessable propositions. This is followed by an explanation
of the study’s methodology. In the subsequent section, the results
of the analysis are presented, complete with appropriate
discussion of the findings and references to the study
propositions. The penultimate section discusses some managerial
and public policy issues, while the final part considers a number
of limitations and future research directions.

Conceptualizations and propositions

The transnationalization of the firm and emerging trends

Most of the work on the transnationalization of the firm
has concerned its evolution in manufacturing – arguably
reflecting the dominance of the transnationalization process
model. This model, which grew out of Nordic research,6 posits

6  Johanson and Widersheim-Paul, 1975; Johanson and Vahlne, 1977;
Luostarinen, 1980.
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that firms develop in an incremental, evolutionary manner in
specific foreign markets, gradually deepening their commitment
and investment (that is, no regular export activities; export via
agents; export via sales affiliates; production via foreign
affiliates) as they gain in market knowledge and experience
(Johanson and Vahlne, 1977). Firms are also said to target
initially neighbouring, psychically close countries, and
subsequently enter foreign markets with successively larger
psychic distance.

Probably owing to the intuitive appeal of the above
propositions (Sullivan and Bauerschmidt, 1990), attention has
also been paid to the pre-manufacturing stages in firm
transnationalization research. The classic pattern is thought to
mirror the historical evolution of Japanese enterprises in major
foreign markets, i.e. building up a finance and sales presence
through heavy investment to support exports initially, and later
evolving into manufacturing activity (Chernotsky, 1987; Mason,
1992; Park, 2003). Arguably, however, the evolution within
specific national markets may be less important in the future
(Clark and Mallory, 1995). A number of reasons may account
for this.

The first is that global markets have become more
accessible than they used to be (the evolution of Japanese
enterprises into manufacturing was at least in part due to tariff
and non-tariff barriers in European and American markets –
Chernotsky, 1987; Lecraw, 1993). For example, better access
to global markets occasioned by the WTO regime has
significantly neutralized the fears of a “Fortress Europe”, which
had accounted for much Japanese inward FDI into Europe during
the late 1980s and early 1990s (Mirza, 1999). Secondly, there
appears to be an increasing trend towards considering regional
(rather than national) market factors in making firms’ FDI
decisions. Hafiz Mirza, for example, observed that many TNCs
increasingly utilize “a regional division of labour for
international production” (Mirza, 1999, p. 206).  An example is
Matushita, which selectively appropriates the variable factor
endowments, competencies and markets of countries such as
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Indonesia, Malaysia, the Philippines, Singapore and Viet Nam
(Mirza, 1999, p. 210).

The third factor in the declining importance of
manufacturing-bound evolution within particular country
markets could be that hardware is becoming more commodity-
like (Fawcett and Clinton, 1997; Brown, 2002), and
manufacturing less significant in terms of marketing to the
customer. As was noted: “product technologies have advanced
to the point that everyone can imitate everyone else except in
the most complex products” (Bowersox and Calantone, 1998,
p. 85). This suggests that there will increasingly be greater value
added from sales and service, with more substantial investment
in the latter. There is, indeed, some evidence that companies
that emphasize these softer dimensions of value – that is, the
world class marketers, the excellent brand builders, the expert
aggregators and augmentators – are increasingly emerging as
the leading players in most industries; world class manufacturing
remains important, but apparently less so than achieving “world
class logistic practice” (Fawcett and Clinton, 1997, p. 20).

Developments in information technology (IT) and inter-
firm collaboration (Parker, 1994), particularly in global supply
chains and logistics management (or “globalisatics” according
to Tyndall Gopal, Partech, and Kamauff, 1998), appear to be
fuelling this trend. Increasingly, it has become a competitive
standard for larger, global companies to outsource, collaborate
with and depend on capable third party providers for several
aspects of their non-core, value-adding activities (Bagchi and
Virum, 1998) in order to assure logistical continuity (Bowersox
and Calantone, 1998).

Among the industries most affected by this trend is the
IT and electronics industry. The observation made earlier
regarding the increasingly commodity-like nature of hardware
applies particularly to this industry - see Fawcett and Clinton,
1997; Brown, 2002. In their pursuit of global competitiveness,
major players within this industry, and indeed many other
industries, have generally required their key value chain partners
– original equipment manufacturer and original design
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manufacturer (OEM/ODM) subcontractors, component
suppliers, logistics partners, service firms – to follow them into
new, foreign markets (Brown, 2002); this is to facilitate the
implementation of efficiency-seeking practices such as the build-
to-order (BTO) manufacturing mode, and related strategic
initiatives, including “just-in-time, just-in-time II, quick response,
continuous replenishment, and collaborative planning, forecasting
and replenishment” (Bowersox and Calantone, 1998, p. 84).

The literature is replete with evidence of firms that
commenced transnational operations mainly to maintain their
position in the supply chain of major customers that had
expanded to particular foreign markets. Though initial accounts
of customer-driven transnationalization came from service firms,
including financial services,7 other scholars, notably Jim Bell
(1995) and Nicole Coviello and Hugh Munro (1995, 1997), have
found similar evidence of client-followership among high-
technology, manufacturing (computer and electronics) firms. The
overall conclusion from this literature is that firms that are
“bounced” into transnational operations (that is, those that follow
their key customers into foreign markets) are less likely to exert
control over their entry mode choice or market selection pattern.
They are also less likely to prioritize market-specific knowledge/
experiential learning, take a long term view of, or evolve within
particular country markets in the manner suggested by the
conventional wisdom or the incremental transnationalization
model (Sullivan and Bauerschmidt, 1990).

Taiwanese manufacturing enterprises arguably provide
good case examples. Based on their well-earned reputation for
productive efficiency, resourcefulness and technological
adeptness, many firms from this East Asian economy became
OEM/ODM subcontractors and/or component suppliers to major
transnational players.8 The relationships, which initially focused
on labour-intensive industries (Levy, 1988), have in later years

7  E.g. Burton and Saelens, 1986; Hellman, 1996; O’Farrell, Wood
and Zheng, 1996.

8  See Buckley and Mirza, 1988; McDermott, 1991; Chang and Grub,
1992; Guiheux, 1998; Mirza, 1999.
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shifted to technology-intensive industries, particularly
electronics and information technology. It is likely that this long
established involvement of Taiwanese manufacturing enterprises
in global supply chains and logistics, and the recent trends in
these relationships, might affect the nature and pattern of their
transnational expansion. It is thus proposed that:

Proposition 1: Taiwanese IT and electronics firms operating in
the United Kingdom are likely to undertake activities associated
with the effective provision of their major customers’ logistics
needs.

Motivations for outward FDI

A number of major motivations have been identified in
the transnational business literature as underpinning firms’
transnational expansion. Among the most commonly mentioned
are resource-seeking factors; market-seeking factors; efficiency-
seeking factors; and strategic asset-seeking (including
knowledge- and relationship-seeking) factors (Dunning, 1993;
Bell and Young, 1998; Mirza, 1999).

A close examination of Taiwan Province of China’s FDI
history, dating back to the mid 1960s, suggests that these key
motivations have had varying levels of importance at different
stages of the country’s economic history. Resource-related
motivations (e.g. to take advantage of lower costs of labour and
land) largely accounted for the earlier waves of Taiwanese FDI
to South East Asia, Latin America and China.9  Indeed, between
1952 and 1998, the members of the Association of South-East
Asian Nations (ASEAN) and Latin American countries
respectively received 33% and 32% of Taiwanese FDI, which,
excluding that to China, totalled $18.6 billion (Taiwan Province
of China, Economic Affairs, 1998).

The next waves of Taiwanese outward FDI were
dominantly market and knowledge seeking. During the 1970s

9  See Chen, 1986; Chen, 1992; Guiheux, 1998; Park, 2003.
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and 1980s, they were largely driven by the need to circumvent
trade barriers, improve access to the lucrative United States and
Japanese markets (including the cutting edge technological and
process knowledge embedded therein) and acquire brand names
and sales networks (Guiheux, 1998). These drivers also
underpinned the significant increase in Europe-bound FDI
during the mid-1980s, to mitigate the potential impact of a
“Fortress Europe” (McDermott,  1991), reduce market
dependence on the United States and diversify technological
acquisition and transfer links beyond the United States and Japan
(Guiheux, 1998). Some of these investments resulted from the
concerted effort of East Asian and European Union governments,
under the Asia Europe Meeting (ASEM) initiative, to increase
FDI activity between the two regions (Mirza, 1999).

It would seem that the recent trends towards greater inter-
firm collaboration in global supply chains and logistics have
increased the importance of relationship-based (customer-
following) motivations in the outward investment activity of
Taiwanese IT and electronic companies. Indeed, a recent survey
of Taiwanese enterprises by the Taipei Representative Office
highlighted these drivers (in addition to market- and knowledge-
seeking factors) as having consistently risen in importance since
1987 (Taipei Representative Office, 1997). Resource-seeking
factors have, on the other hand, declined in importance. This
reflects the conclusion reached by Stephen Young et al. (1996)
on East Asian TNCs. It is thus proposed that:

Proposition 2: Relationship-based (customer-following)
motivations are likely to be of major importance in Taiwanese
IT and electronics direct investment in the United Kingdom.

Proposition 3: Market- and strategic asset seeking factors are
likely to be of major importance in Taiwanese IT and electronics
direct investment in the United Kingdom.

These propositions are assessed subsequently based on
empirical evidence from the sample firms.
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Methodology

The primary data for this article came from a wider
investigation into the international market development
behaviour of Taiwanese foreign affiliates operating in the United
Kingdom. The study population was defined as including IT
and electronics sales operations listed by the Taiwan Trade
Centre, London, and the development agency, Scottish
Enterprise. The focus on IT and electronics companies reflects
the industry’s particular susceptibility to the earlier discussed
global trends (including inter-firm global logistics collaboration
- Fawcett and Clinton, 1997; Brown 2002) and its preponderance
amongst the Taiwanese firm population in the United Kingdom
(Britain in Asia Pacific, 2002). The decision to focus on sales
operations is also important as it provides a good vantage point
for examining the issue of modal evolution from two ends, i.e.
(a) whether Taiwanese sales affiliates showed lesser
commitment, “toe-in-the-water”, approaches (e.g. export agents,
export distributors) before setting up sales operations in the
United Kingdom; and (b) whether they have progressed or are
planning to progress towards manufacturing operations in the
United Kingdom. It should be noted, in addition, that previous
studies (e.g. Wheeler, Jones and Young, 1996), successfully
employed comparable sales-based samples in researching
aspects of firm transnationalization and mode evolution.

Data collection was undertaken in three phases. At the
first stage, a semi-structured questionnaire was designed and
pilot-tested on some five Scottish-based Taiwanese sales
operations listed by the local development agency. Based on
the insights obtained from the pilot-test, the semi-structured
questionnaire was revised and structured. In the second phase,
all the 95 Taiwanese companies in the United Kingdom listed
in the earlier indicated sample frame were contacted by
telephone. These contacts had two main objectives: establishing
the eligibility of the companies for the study (they must be sales,
and not manufacturing, operations) and requesting the
cooperation of an appropriate “key informant” (Philip, 1981).
Some 51 Taiwanese sales operations in the United Kingdom were
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identified, through the above telephone-based screening process,
as meeting the criteria for the study, and were subsequently
mailed structured questionnaires. An effort was made to
minimize the shortcomings associated with the key informant
technique (Philips, 1981), by targeting only those officials who
were considered most likely to possess the appropriate level of
knowledge regarding the issues of interest in the present study;
these included the Chief Operating Officer, the General Manager,
the Branch Manager, and the Sales/Marketing Manager, in that
order.

Although the total number of questionnaires received by
the cut-off date was 31 (a 60% response rate), subsequent
screening reduced the number of useable questionnaires to 21;
this represents an effective response rate of 40%, which is
relatively good for studies amongst organizational populations
(Baruch, 1999; Ibeh, Brock and Zhou, 2004). Furthermore,
though the study’s sample size might seem low in absolute terms,
it is arguably quite representative, particularly when viewed in
relation to the relevant population as a whole.

The third phase of data collection involved follow-up
telephone interviews, of 45-60 minutes duration, with the key
informants of the responding sales affiliates. Telephone
interviews were considered more appropriate in this case because
of the disparate locations of Taiwanese sales operations in the
United Kingdom, and the target respondents’ preference for
telephone interviews over face-to-face interactions. The
background preparation for each follow-up interview consisted
of an examination of the completed questionnaire returned by a
particular company (Calder, 1977). The actual interview sessions
were made as unstructured as possible, with the topic guide
merely serving to prompt and/or steer discussions as deemed
necessary. Sufficient care was also taken to ensure that the
interview procedures reflect recommended best practice,
including the use of open-ended questions to stimulate free
ranging conversation, whilst steering the discussion in a semi-
structured fashion (Calder, 1977; Churchill, 1995). The fairly
high standard of spoken English among the interviewees
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obviated any real difficulties, either in terms of communication
or the quality of data obtained. In addition, the fact that the
interviewer was Taiwanese meant that any linguistic
misunderstandings were easily dealt with. Appropriate notes10

were taken during the interviews, and were expanded upon
immediately after each session.

Analysis and findings

Sample profile and modal behaviour

The analysis presented below is based on completed
questionnaires and follow-up interviews conducted with 21
Taiwanese IT and electronics sales operations in the United
Kingdom. All of these sales operations are privately owned, and
20 have manufacturing parent companies in Taiwan Province
of China. (Only one sales operation has a trading company
parent). The average number of employees is 15 (see table 1).

As table 1, below, shows, the study firms dominantly
commenced their United Kingdom operations with high-to-full
control entry modes, including wholly-owned affiliates (directly
established or acquired) and joint ventures (Young, Hamill,
Wheeler, and Davies, 1989; Driscoll and Paliwoda, 1997); two
sales affiliates were formed as joint ventures with local
companies, while the remaining Taiwanese operations are wholly
owned affiliates, directly established or acquired by the parent
companies in Taiwan Province of China. A majority of the
Taiwanese IT and electronics sales operations in the United
Kingdom were, indeed, not preceded by lesser commitment
modes of transnationalization such as agent/distributor
relationships.

Survey and depth interview data further suggest little
intention on the part of the sample firms to evolve or progress
towards manufacturing investment in the United Kingdom. On

10 These interviews were not tape-recorded because of the well
known reluctance of most developing country managers with regard to tape-
recorded interviews (see, for example, Crick and Chaudhry, 1995).
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the contrary, there was an observed case of a sales affiliate
reverting into a representative office (with the removal of
warehousing operations) (see also Rosson, 1987; Turnbull, 1987;
Wheeler et al., 1996). The only significant evolution that seemed
to have occurred pertains to the enlarged portfolio of functions
undertaken by the surveyed Taiwanese sales operations, i.e.
expanding from sales offices with conventional functions
(including exploring new local customers, marketing, providing
repair and after sales service, collecting market intelligence, and
warehousing/distribution facilities) to sales offices, which also
have responsibilities for simple/final processing or assembling.

The observed non-likelihood of manufacturing-bound
evolution seems to deviate from the historical pattern associated
with Japanese and East Asian TNCs in major foreign markets,
i.e. building up a sales presence through heavy investment to
support exports initially, and later evolving into manufacturing
activity (Krueger, 1985; Chernotsky, 1987; Mason, 1992; Park,
2003). It also suggests little support for the Uppsala-popularized
establishment chain model (Johanson and Widersheim-Paul,
1975; Johanson and Vahlne, 1977). This conclusion should be
taken with caution, however, in view of the present study’s
reliance on expressed intentions rather than actual behaviour,
and the limitation of its dataset to mainly customer-following
sales affiliates, to which market specific knowledge and long
term growth might be less relevant.

Key activities of the sample firms and impact of major global
trends

In order to generate relevant data on proposition 1, the
respondents were asked to indicate and rank-order (from a list
of variables developed from previous relevant literature) the
major activities they undertake in the United Kingdom market.
They were also asked to indicate the relative distribution of these
activities among the following customer groups: transnational
customers in the United Kingdom; Taiwanese customers in the
United Kingdom; local United Kingdom customers; and other
European customers. Based on an aggregate analysis and insights
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from the interviews, three generic forms of activities can be
associated with the study firms; these include OEM/ODM,
original brand manufacturing (OBM), and selling products/
brands of other companies (table 2 below).

OEM/ODM activities, involving the supply of
components (including motherboards, VGA/Power supply or
connectors) to transnational clients and other Taiwanese
customers operating in the United Kingdom, were found to be
particularly important among Taiwanese IT and electronics sales
operations. These Taiwanese operations generally provide their
transnational customers (including Compaq, IBM, HP) with
varying levels of processing, and flexible, quick product
adjustments to meet the specifications of various European
markets. Company U, for example, supports Compaq by altering
keyboards’ letters to meet the language requirements of the
different European markets served by the latter. As one
interviewed manager observed: “there is an increasing and
inevitable trend towards setting up sales branches or affiliates
with the function of simple/final processing or assembling work
for Europe”. This trend seems likely to continue, given its
consistency with the emphasis, among world class companies,
on achieving enhanced logistics effectiveness and efficiencies
– not merely by customizing products to better satisfy country-
specific demand and local customs, but also “postponing such
customization until orders are received and then finishing the
product in local distribution facilities” (Bowersox and
Calantone, 1998, pp. 86-87).

It further emerged from in-depth interview evidence that
these United Kingdom-based Taiwanese operations do not take
OEM/ODM orders directly from their major transnational
customers in the United Kingdom. Such orders are normally
forwarded to the headquarters in Taiwan Province of China, with
the United Kingdom operations merely functioning as contact
or service centres. On the other hand, they focus more on
exploring new local business, taking orders from smaller United
Kingdom and European customers. With time, however, these
sales operations generally diversify into marketing of own
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Table 2. Key activities, products and target markets of
Taiwanese sales operations in the United Kingdom

Key activities Key products Key target markets

OBM/ODM-related
Providing warehousing and storage Components Transnational
facilities, to maintain adequate including: customers in the
inventory of products, replacement United Kingdom
parts and maintenance supplies 

Serving as technical/customer Mother boards Existing Taiwanese
support and after-sales service centre customers in the

VGA Power supply
Handling orders and distribution  or Connector United Kingdom
for EU markets

Exploring new local customers Local customers
and taking orders from smaller
United Kingdom and European Other European
customers customers

Simple processing and assembling
(new trend)

OBM-related
Exploring new local customers Final Products  Local customers
and taking ordersPromotion and including:
marketing Other European

Monitoring market trend and Notebooks customers
gathering information Monitors

Scanner
Managing local agents and Mouse
distributors PC

Trading-related
Exploring new local customers Final Products Local customers
and taking orders including:

Notebooks
Promotion and marketing Monitors

Scanner
Mouse
PC

Source: Research data.
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brands (OBM activities, table 2 above). Taiwanese firms engaged
in OBM activities mainly market final products such as
notebooks, monitors, scanner, mouse, and personal computers
(PCs) to United Kingdom and European customers. Marketing
of own-brand products, with its capacity for higher profit
margins, grew in importance during the early 1990s, when IT
products enjoyed favourable market conditions. However,
following the stiff competition in global markets, including the
price war led by a key industry player, many Taiwanese IT and
electronics companies that could not match the major players
reverted to operating on complementary OEM/ODM basis in
order to secure sales and diversify risk.

Overall, it can be concluded that, whilst a majority of
the study firms operate on both an OEM/ODM and OBM basis,
the significant focus on OEM/ODM functions suggests support
for proposition 1, regarding the increased importance of
activities aimed at meeting major customers’ logistics
requirements. This highlights the heightened significance of
inter-firm collaboration in supply chain and logistics
management in driving the transnationalization of smaller
subcontractors and component suppliers, operating in highly
competitive and increasingly commoditized industries. The
rising prominence of these logistics-focused (OEM/ODM) forms
of transnationalization strengthens the case for the broadening
of the transnationalization process model to recognize more
explicitly critical network and relationship influences,11

alongside such other traditionally highlighted factors as firm
resources, market-specific learning/experiential knowledge, and
psychic distance (Johanson and Vahlne, 1977). Furthermore, the
observed tendency of the study firms to look beyond the United
Kingdom market, towards the wider European (regional) market,
particularly in their OBM activities reflects recent research
evidence that firms are increasingly taking a regional, rather
than national, view of their transnational operations (Mirza,
1999). The coordinating challenges raised by such a regional

11  See Johanson and Mattsson, 1988; Johanson and Vahlne, 1992;
Bell, 1995; Coviello and Munro, 1995, 1997.
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strategy might explain the reported continuing involvement of
the study firms’ parent organizations in the handling of their
transnational clients’ OEM/ODM orders.

Motivations for Taiwanese FDI in the United Kingdom

To obtain relevant data for assessing propositions 2 and
3 (relating to the importance of a range of motivations on the
study firms’ entry into the United Kingdom), the respondents
were asked to indicate, and rank order (from a list of variables
developed from previous relevant literature), the major
motivating factors for their entry into the United Kingdom.
Based on the analysis of questionnaire and interview data, three
dominant motivations would appear to be important (table 3
below).

Table 3. Major motivations for Taiwanese IT and electronics
sales operations in the United Kingdom

Relationship-based factors
To get closer and provide better support to customers
To provide repair and after-sales service and warehousing and storage facilities
To respond to the demand of existing transnational customers who have set up
operations in the United Kingdom
To meet the demand of existing Taiwanese customers who have set up operations
in the United Kingdom

Market-seeking factors
To exploit United Kingdom’s high market potential
To increase market share/penetration in the United Kingdom
To increase control over marketing and distribution
To explore new local customers 
To react more quickly to business opportunities 
To build direct relationships with local customers 

Knowledge-seeking factors 
To gain in-depth knowledge of United Kingdom market trends and obtain
information / feedback from customers 
To collect marketing intelligence on European markets and transfer back to the
parent company
To meet parent company’s strategic objectives

Source: Research data.
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Relationship-based motivations

“Customer-followership” seems to a major motivation
for several Taiwanese IT and electronics operations within the
study sample. This reflects the presence of major global players
in the IT and electronics industries in the United Kingdom and
the strategic need by the study firms to maintain their OEM/
ODM links with these key account customers (McDermott,
1991). It also highlights the increasing importance of physical
proximity to major customers as a driving force in firm
transnationalization (Bell, 1995; Coviello and Munro, 1997).
This is because proximate location is a sine qua non for tapping
into the efficiency gains accruable from such leading-edge
manufacturing practices as build to order (BTO) manufacturing
mode and just-in-time (JIT) inventory management system.

The BTO mode (that is, the activation of production
processes based on received orders) is increasingly becoming
standard practice among efficiency-seeking IT and electronics
companies, as it enables them to supply appropriately tailored
global market requirements, with little risk of high buffer stocks
or technological obsolescence. Given the importance of the JIT
inventory system to effective BTO manufacturing, many
Taiwanese OEM/ODM suppliers have had to set up operations
in the United Kingdom in order to assist their partners’ United
Kingdom-based plants to deliver European orders promptly and
accurately. These Taiwanese sales operations generally provide
warehousing functions, technical service and simple/final
processing and assembling to support the manufacturing
operations of their major customers, which supply European
markets. Their establishment generally reflects a strategic move
on the part of their Taiwanese-based parent firm to enhance
relationships with these key account customers and to establish
mutual dependence (Fawcett and Clinton, 1997). The operations
are positioned as intermediaries to deliver “value-adding”
services to their key account customers, by providing technical
support, after sales service, quick component replacements and
replenishment (Fawcett and Clinton, 1997; Bowersox and
Calantone, 1998).
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Overall, Taiwanese IT and electronics sales operations
have gradually positioned themselves at the heart of the supply
network for major industry players, thus supporting this article’s
second proposition, that relationship-based (customer following)
motivations are likely to be important in Taiwanese IT and
electronics direct investment in the United Kingdom.

Market- and knowledge-seeking motivations

Taiwanese IT and electronics investments in the United
Kingdom appear to be driven also by market- and knowledge-
seeking factors (table 3 above). Among the most important
market-seeking factors are to explore the United Kingdom’s high
market potential (the third largest domestic market in Europe,
with the highest per capita expenditure on electronics products);
to increase market share and achieve further penetration of the
United Kingdom market; to increase control over marketing and
distribution channels; to provide more expeditious response to
market opportunities; and to build relationships with local
customers through direct interactions.

Also highlighted in table 3 are knowledge-seeking
factors, including collecting and transferring marketing
intelligence on United Kingdom and European markets to the
parent companies. Given the relative recency of Taiwanese FDI
activity in Europe, and the likely difficulties of transplanting
experiences from their traditional American and ASEAN markets
into Europe, useful market intelligence seems particularly
necessary in assisting the parent companies of the study firms
to learn and develop strategies for European markets. Overall,
these major drivers reflect the long term, regionally focused,
strategic objective of the parent companies. Taken together, the
foregoing suggests some support for proposition 3, that market-
and knowledge-seeking factors are likely to be important
motivations for Taiwanese IT and electronics direct investment
in the United Kingdom.



41Transnational Corporations, Vol. 13, No. 3  (December  2004)

Conclusions and implications

This article has examined the entry and development
mode choices, future intentions, key activities and motivations
of non-dominant Taiwanese IT and electronics firms operating
in the United Kingdom, against the backdrop of recent relevant
trends in the global economy. Its main findings include the
limited prospects of the sample firms’ evolution into
manufacturing activity in the United Kingdom and the increasing
importance of inter-firm logistics collaboration (or customer-
followership), market- and knowledge-seeking factors in
motivating Taiwanese IT and electronics investments in the
United Kingdom. Further discussion of these findings is
undertaken below, including key managerial and public policy
implications.

The first point to be made concerns the observed
importance of relationship-based motivations in influencing the
nature and pattern of Taiwanese IT and electronics investments
in the United Kingdom. In addition to reinforcing the conclusions
reached in previous relevant research (e.g. Bell, 1995; Coviello
and Munro, 1995, 1997), this present study provides fresh
insights that suggest the rising importance of inter-firm logistical
collaboration in underpinning the transnationalization of smaller
OEM/ODM or component suppliers (Fawcett and Clinton,
1997). This observed trend has at least two key implications.
One is the need for smaller firms seeking to secure their positions
within strategically-important and increasingly competitive
supply chains to follow their key account customers into foreign
markets and, more importantly, to strive to augment their
partners’ business through efficiency-seeking, value-adding
practices such as speed of delivery, design quality, resource and
management support, and research and development (R&D) and
IT use (Chang and Grub, 1992). The second challenge raised by
the observed importance of inter-firm logistics collaboration in
the transnationalization process is the need for policy makers
and other relevant actors to strive continually to improve their
country’s attractiveness to major global players (Morgan, Kelly,
Sharpe and Whitley, 2003; Floyd, 2003), in view of the latter’s
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potential to attracting secondary inward investments from
logistics and other network partners.

Another important discussion point relates to the sample
firms’ apparent lack of interest in commencing manufacturing
operations in the United Kingdom. This seems to suggest an
emerging pattern, different from the previously observed
transnationalization behaviour of Japanese and East Asian TNCs
in major foreign markets (Krueger, 1985; Chernotsky, 1987;
Mason, 1992; Park, 2003). This lack of manufacturing prospects
could be explained, in part, by the limited relevance of intra-
market learning and growth to the mainly customer-following,
OEM/ODM-based, study firms (smaller, less resourced,
Taiwanese sales affiliates); and the greater suitability of sales-
based structures (with their customer skills and cost advantages)
for cross-border logistics collaboration. The present article views
the trend as reflecting a much wider issue of decreasing FDI
inflows into Europe;12 this, arguably, derives from the significant
reduction in the protectionist fears that had fuelled much of the
pre-1992 FDI flows into Europe, the general downturn in global
FDI flows, and the weakening attractiveness of the more
advanced economies (including the United Kingdom) for foreign
manufacturing/assembly investments (UNCTAD, 2004).

The increasing evidence that foreign direct investors are
taking advantage of the integrated European market by choosing
alternative, lower-cost regional locations (e.g. Central and
Eastern Europe – Brown, 2002; UNCTAD, 2003; Morgan et al.,
2003) for their manufacturing operations seems to reinforce the
last point, above. It also reflects Mirza’s (1999) previously noted
observation regarding the increasing tendency of TNCs to make
market commitment decisions on a regional rather than national
basis. Furthermore, it highlights the need for policy makers and
key managers of inward investment promotion agencies to
update continually their knowledge regarding their countries’
location-specific advantages, with a view to focusing their
promotional efforts in the most effective manner.

12  See The Economist, 2001; Brown, 2002; UNCTAD, 2003; OECD,
2004, The Wall Street Journal, 2004.
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Given that the loss of inward manufacturing investment
to lower cost countries, especially China but also Central and
Eastern Europe is a long-term process, policy makers and
investment promotion managers in high wage countries such as
the United Kingdom need to do more to identify, develop and
promote their more advanced, not-easily-replicated, country-
specific resources, e.g. internationally-reputable R&D clusters
and their associated knowledge spillovers.13 This will assist
advanced economies to remain attractive for certain kinds of
inward investment, particularly in the design and R&D areas
(Brown, 2002; Morgan et al., 2003). Indeed, the latter are now
a major focus for promotional targeting efforts.

Another kind of inward investment that could, perhaps,
be more actively sought by United Kingdom agencies is sales-
based FDI, including sales affiliates and branch offices. Given
the observed effect of the United Kingdom’s market size and
strategic position (for Europe-wide intelligence gathering) in
motivating Taiwanese IT and electronics investments, relevant
United Kingdom agencies should seek to position and promote
the country as a “must-be” location, which requires, at the very
least, an appropriate structure for facilitating sales and
intelligence gathering.

It is interesting that, in the past, targeting sales affiliates
was regarded as significant for inward investment agencies,
because of the influence such affiliates had on subsequent
manufacturing investment decisions made by the foreign parent
corporation. In today’s environment, sales affiliates may evolve
subsequently into design and R&D operations, and hence
targeting these operations through promotional programmes may
again be valuable, albeit for different reasons.

This, to be sure, raises the challenge of minimizing
possible hindrances to the United Kingdom being seen as a
gateway to other European Union (EU) markets, and as a
preferred location for effective intelligence gathering for the

13  See Keeble et al. 1998; Fahy, 2002; Cantwell and Piscetello,
2002; Morgan et al., 2003.
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European market. Among the key steps that could be taken
towards improving the quality and munificence of the United
Kingdom’s operating environment are making sustained
improvements/investments in United Kingdom transportation/
distribution infrastructure and holding the Euro referendum at
the earliest time feasible. These have become particularly urgent
for a number of reasons. One, anecdotal evidence suggests that
such concerns are contributing to the recent high profile closures/
re-locations by foreign manufacturing/assembling plants
operating in the United Kingdom (Brown, 2002; Morgan et al.,
2003; EIU ViewsWire, 2003),14 particularly within the IT and
electronics industries. Two, the continued “exodus” of major
global players from the United Kingdom will severely weaken
several of the country’s key industry clusters, and this, added to
the present study’s finding on the importance of “customer-
followership”, could lead to corresponding closure, re-location
or avoidance of the United Kingdom by smaller foreign
investors.

Overall, there is little doubt that the reduced inflow of
foreign manufacturing investment into the United Kingdom and
other advanced economies requires a policy agenda focusing
upon a twin-pronged, inward-outward, approach to FDI. This
coincides with the renewed debate in policy and research circles
over the economic justification and long term sustainability of
bidding in inward FDI auctions and reflects the mounting calls
for greater policy focus and support for more locally-grown
TNCs.15 The present article’s position is to support a
complementary, mutually-reinforcing, inward-outward
investment strategy, which would ensure the continuing viability
of the United Kingdom’s current key industry/regional clusters
(e.g. Silicon Glen; Oxford, Cambridgeshire – Keeble et al., 1998;
Brown, 2002), as well as stimulate the emergence of new
international clusters.

14  According to this source, the United Kingdom’s share of total
FDI inflows in the EU in 1998, just before the single currency’s launch,
stood at 29%. In 2002, three years after the euro’s launch, this share had
fallen to just 8%.

15  See Bellak, 2004; Hood et al, 2002; Ibeh et al, 2004.
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Limitations and future research directions

It remains to highlight a number of limitations in the
context of which the present study’s conclusions should be
viewed. The first is that the IT and electronics industries from
which the study sample was drawn has been experiencing a
serious global recession that might have influenced some of the
behaviour observed. On the other hand, however, the single
industry focus of the study is useful as it enables more solid
conclusions, by obviating the shortcomings of previous studies
with unknown industry effects (Zou and Stan, 1998).

The second limitation relates to the reliance on the study
firms’ expressed intentions, rather than observed behaviour, in
assessing the issue of manufacturing evolution within the United
Kingdom. Previous research, not only in social psychology and
consumer behaviour research (e.g. Ajzen and Fishbein, 1980),
but also in exporting (Eshghi, 1992), has noted that intentions
may not always be a good indicator of actual behaviour. This
consideration, coupled with the relatively low average age of
Taiwanese operations in the United Kingdom, suggests the need
for future longitudinal research, to capture the actual
development patterns of Taiwanese IT and electronics firms in
the United Kingdom. A related challenge facing future
researchers is that of mobilizing necessary resources to enable
the inclusion of the studied affiliates’ Taiwan Province of China-
based parent firms in the data collection effort. This is important
because these parent firms are often the most authoritative source
of reliable insights regarding the future intentions of their
foreign-based affiliates.

Another future research issue concerns the continued
wisdom of studying firms’ foreign market evolution in national
terms, in the face of the deepening regionalization of the markets
and investments (Mirza, 1999; Brown, 2002; Buckley, Clegg,
Forsans and Reilly, 2003). Given the potential usefulness of
adopting a regional perspective, researchers are urged to pay
greater attention to firms’ intra-regional evolution, whilst also
exploring the within-country dimension. They are also
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encouraged to go beyond the single country design of the present
study, and investigate the behaviour of non-dominant firms from
other developing countries/regions operating in more
economically advanced regions.
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Introduction

Various international organizations and foreign advisors
recommend developing countries to rely primarily on foreign
direct investment (FDI) as a source of external finance. They
argue that, for several reasons, FDI stimulates economic growth
more than other types of capital inflows. In particular, FDI is
supposed to be less volatile, and to offer not just capital but
also access to modern technology and know-how.

However, it is surprisingly hard to come by empirical
evidence supporting this policy advice. Some studies find a
positive relationship between FDI inflows and economic growth
in host economies. Yet, the link between FDI inflows and growth
is far from being firmly established once endogeneity problems
and the heterogeneity of host economies are taken into account.
Moreover, if FDI stocks are considered instead of FDI inflows,
previous studies typically fail to establish positive growth
effects. Accordingly, Richard Caves reckons that “the
relationship between a LDC’s stock of foreign investment and
its subsequent economic growth is a matter on which we totally
lack trustworthy conclusions” (Caves, 1996, p. 237).

This article focuses on the question whether results on
the growth impact of FDI are ambiguous because previous
studies did not differentiate between different types of FDI and
their suitability under different host-economy conditions.
Typically, the sectoral composition of FDI is ignored in the
empirical literature, even though the growth impact of FDI is
likely to depend on industry characteristics.

This article first surveys the relevant literature and
discusses why host-economy and industry characteristics may
matter for the growth impact of FDI. Subsequently, the empirical
approach adopted, and the data used, in this article are described.
The empirical analysis is based on FDI stocks in a large number
of developing host economies originating from the United States.
After discussing the relevance of host-economy and industry
characteristics, these two sets of characteristics are combined
in order to assess their interaction in shaping the growth impact
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of FDI. The last section summarizes the main findings and offers
some conclusions.

Where do we stand?

The standard procedure to test the impact of FDI on
economic growth in developing economies is to perform cross-
country analyses in which the lagged growth rate of gross
domestic product (GDP) per capita is related to the FDI-to-GDP
ratio. The results of such empirical studies are mixed and depend
on the explanatory FDI variable used. The estimated coefficients
for the impact of FDI on economic growth range from
significantly positive in the case of FDI flows (Ram and Zhang,
2002), over insignificant if only the exogenous component of
FDI flows is used (Carkovic and Levine, 2002), to significantly
negative in the case of FDI stocks (Dutt, 1997).

A growing strand of the literature attributes the lack of
robust results to the fact that the growth impact of FDI depends
on the characteristics of the developing economy in which FDI
takes place. It is argued that the host countries’ capacity to absorb
FDI productively is linked to their GDP per capita. Host
economies with a better endowment of human capital are
supposed to benefit more from FDI-induced technology
transfers, as spillovers from foreign affiliates to local enterprises
are more likely. Openness to trade is considered important as
transnational corporations (TNCs) are said to pursue
increasingly complex integration strategies that require the
unrestricted imports of intermediate goods at all stages of the
production process (UNCTAD, 1998, pp. 111–116). The extent
to which TNCs transfer modern technology and know-how to
their foreign affiliates may depend on host countries’
institutional development, which captures factors such as the
rule of law, the degree of corruption, the quality of public
management, the protection against property rights
infringements and discretionary government interference.

The empirical picture seems to become clearer once host-
economy characteristics are taken into account. Magnus
Blomstöm, Robert Lipsey and Mario Zejan (1994) found that
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the positive impact of FDI on economic growth is confined to
higher-income developing countries. According to Luiz De
Mello (1997), the larger the technological gap between the host
and the home country of FDI, the smaller the impact of FDI on
economic growth. Eduardo Borensztein, José De Gregorio and
Jong-Wha Lee (1998) have found that FDI enhances growth
only in economies with a sufficiently qualified labour force.1

V.N. Balasubramanyam, Mohammed Salisu and David Sapsford
(1996) stressed that openness to trade is essential for reaping
positive growth effects of FDI. Regression analysis by Laura
Alfaro et al. (2001) has suggested that FDI is associated with
faster growth only in host economies with comparatively well
developed financial markets.

In one way or another, these studies corroborate the
hypothesis that developing economies must offer a supportive
business environment and must have reached a minimum level
of economic development before they can capture the growth-
enhancing effects of FDI (OECD, 2002, p. 28). However, as
these results are based on FDI flows which are not corrected
for potential endogeneity biases (i.e. higher economic growth
causing higher FDI flows), the finding that host-economy
characteristics matter for the growth effects of FDI may also be
sensitive to the choice of the explanatory FDI variable. As a
matter of fact, Maria Carkovic and Ross Levine (2002) found
that the exogenous component of FDI flows does not exert a
significant independent influence on the growth rate of GDP
per capita even if non-linearities caused by host-economy
characteristics are considered. To our knowledge, comparable
empirical studies using FDI stocks as an explanatory variable
do not exist. Amitava Dutt (1997) has used FDI stocks, as this
article does in the following sections, and assesses their impact
on lagged GDP growth, but host-country conditions have not
been taken into account by that author.

Against this backdrop, it seems that the favourable
perception of FDI among policymakers in developing countries

1  This evidence is contested by a recent study by Ram and Zhang
(2002).
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and foreign advisors may easily be exaggerated. However, before
coming to such a verdict, one should address another important
shortcoming of almost all previous cross-country studies, namely
the use of overall inward FDI positions as an explanatory
variable. As it will be argued in the following, such highly
aggregated data cannot capture important aspects of the
relationship between FDI and economic growth. This is why a
differentiation is made between sectors as well as between
specific manufacturing industries in which FDI takes place.

Industry characteristics such as technology intensity,
factor requirements, linkages to local and foreign markets, and
the degree of vertical integration of foreign affiliates are likely
to shape the growth impact of FDI in various ways. Industry
characteristics may influence (a) the extent to which FDI
supplements (“crowds in”) or displaces (“crowds out”) local
investment, (b) the amount of technology and know-how
transferred from parent companies to foreign affiliates, (c) the
compatibility of technology transfers to the host countries’ factor
endowment and, hence, the degree to which local suppliers,
competitors and buyers can benefit through spillovers, (d) the
amount of foreign exchange earnings generated through FDI-
induced exports or lost through the repatriation of funds, (e) the
extent to which foreign affiliates foster competition in host
economies by breaking up oligopolistic market structures, or
stifle competition through their market power, and (f) the degree
to which the locational competition for FDI increases or
decreases distortions in host countries’ economic policies.

These factors are closely linked to the different motives
for FDI in developing economies. For instance, resource-seeking
FDI in the primary sector tends to involve a large up-front
transfer of capital, technology and know-how, and to generate
high foreign exchange earnings. On the other hand, resource-
seeking FDI is often concentrated in enclaves dominated by
foreign affiliates with few linkages to the local product and
labour markets. Furthermore, its macroeconomic benefits can
easily be embezzled or squandered by corrupt local elites. Rather
than enhancing economic growth, resource-seeking FDI in the
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primary sector might lead the country into some kind of “Dutch
Disease”.

By contrast, efficiency-seeking FDI in some parts of
manufacturing draws on the relative factor endowment and the
local assets of host economies (UNCTAD, 1998, chapter IV).
This type of FDI is more likely to bring in technology and know-
how that is compatible to the host countries’ level of
development, and to enable local suppliers and competitors to
benefit from spillovers through adaptation and imitation.
Additionally, the world market orientation of efficiency-seeking
FDI should generate foreign-exchange earnings for host
economies. As a result, one would expect a relatively strong
growth impact of FDI in industries that attract efficiency-seeking
FDI.

Market-seeking FDI in services and other parts of
manufacturing can benefit host countries’ consumers by
introducing new products and services, by modernizing local
production and marketing and by increasing the level of
competition in the host economies. However, fiercer competition
may also lead to the crowding out of local competitors, especially
if foreign affiliates command superior market power. Moreover,
in the long run, the host countries’ balance of payments is likely
to deteriorate through the repatriation of funds since market-
seeking FDI often does not generate export revenues, especially
if the protection of local markets discriminates against exports.
Hence, the growth impact of this type of FDI should be weaker
than the growth impact of efficiency-seeking FDI.

Finally, it has been argued that the growth effects of FDI
depend on the interaction between industry and host-economy
characteristics. Two opposing hypotheses are advanced in the
literature. Building upon a standard Heckscher-Ohlin model
structure and augmenting it by international technology flows,
Kiyoshi Kojima (1973) reckoned that FDI in developing
countries will be more growth-enhancing if it is undertaken in
more labour-intensive and less technology-intensive industries.
In these industries, the technological differences between foreign
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affiliates and local enterprises are considered relatively small.
Therefore, technological spillovers to local enterprises should
be more likely.2 By contrast, Dutt (1997) developed a Keynesian
model with international transfers of capital and technology (but
without local technological spillovers), from which he concluded
that the impact of FDI on economic growth in developing
countries should be greater if the inflow of FDI goes into
technologically advanced industries. The rationale behind this
proposition is that an increase in the capital stock in
technologically less advanced industries lowers the export prices
of developing host economies and, thus, leads to a deterioration
of their terms of trade.

A first attempt to discriminate empirically between the
two hypotheses was undertaken by Dutt (1997). In contrast to
the theoretical models, he found no difference in the growth
impact of FDI between high-technology and low-technology
industries. However, Dutt’s empirical analysis is flawed in three
respects. First, Dutt does not distinguish between resource-
seeking FDI in the primary sector and FDI in manufacturing. In
addition to six manufacturing industries, his high-technology
group includes “coal and petroleum products”. Second, Dutt’s
industry classification ignores that, irrespective of the
technology intensity, the growth impact of FDI in manufacturing
should differ depending on whether FDI is efficiency-seeking
or market-seeking. Third, the classification of “metals” as a high-
technology industry is in conflict with the industry
characteristics portrayed below.

Data and approach

A cross-country analysis of the role of industry
characteristics and their interaction with host-country
characteristics in shaping the growth impact of FDI requires
sectorally disaggregated FDI data for a large number of host
economies. For the foreign affiliates of United States TNCs,

2  This proposition is consistent with the above cited empirical
evidence by De Mello (1997).
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such data are provided in the online data base of the Bureau of
Economic Analysis (BEA, 2003). Comparable data are not
available for other home countries. Hence, the United States
outward FDI position in a host economy is used as a proxy for
its total inward FDI position.

It is for several reasons that this article follows Dutt
(1997) and prefers FDI stocks to FDI flows. First, stock data
are available for a large number of developing host economies.
Second, industry-specific flows are frequently not disclosed for
confidentiality reasons; this applies especially to relatively small
host economies in which FDI inflows in a particular industry
are often confined to one single project. Third, it is mainly FDI
flows that suffer from potential endogeneity biases.3 This is
evident from the literature on the determinants of FDI, which
typically considers economic growth of host countries to be a
major driving force of FDI inflows. Short lags for growth rates
do not help much to remove endogeneity biases, as TNCs tend
to base their decisions on anticipated growth in coming periods.4

While it cannot be ruled out that FDI stocks are affected in this
way, too, the problem of endogeneity is reduced considerably
since FDI stocks comprise engagements undertaken long before
the period for which economic growth rates are calculated here
(i.e. 1991–2000). Finally, growth enhancing spillovers should
not only emerge from recent FDI inflows but also from FDI
established much earlier.

FDI stocks are considered in relative terms in the
following, in order to control for the size of host economies.
Ceteris paribus, larger economies host typically higher FDI
stocks. However, the growth effects of FDI should depend on
its relative importance in the host economy, rather than its

3  Dutt stresses that “the likelihood that FDI flows and growth during
the relevant period are interdependent” (Dutt, 1997, p. 1932) as the major
reason to analyze the growth effects of FDI with stock data.

4  Note that econometric methods to detect endogeneity problems,
e.g. Granger causality tests, are not applicable to the type of analysis
described below. Furthermore, the time-series dimension of BEA (2003)
data is not sufficient for Granger causality tests.
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absolute size. The relative importance may be assessed by
relating FDI to either the host country’s GDP or its population.
This article follows the mainstream of the relevant literature in
that it applies the FDI-to-GDP ratio in the subsequent analysis.

By using FDI stock data for 1990, the initial year of the
observation period, this analysis does not capture the significant
increase of United States FDI during the 1990s.5 This is the
“price” paid for minimizing the afore-mentioned problem of
endogeneity. If FDI stocks in more recent years, or changes in
stocks during the 1990s were considered, the risk of reverse
causation, i.e. a favourable growth performance resulting in more
FDI, would increase substantially. At the same time, the loss of
relevant information seems to be less than one might suspect.
Part of the boom of United States FDI is reflected in the 1990
data already.6 Moreover, the structure of United States FDI
stocks in 2000 reveals fairly strong similarities to the structure
prevailing ten years before:

• United States FDI stocks in the services sector, as defined
above, increased by a factor of 2.6, but FDI stocks more
than doubled in the manufacturing sector, too. Likewise,
FDI growth varied somewhat within the manufacturing
sector, but the ranking of industries in the outward FDI
stocks of the United States was little affected.

• All developing regions participated in the boom of United
States FDI during the 1990s. The ranking of the sample
economies in this article with regard to the FDI-to-GDP
ratio in 1990 was highly correlated with the corresponding
ranking in 2000.7

5  As pointed out by an anonymous referee, worldwide United States
FDI stocks tripled from $431 billion in 1990 to $1,293 billion in 2000 (BEA
2003).

6  The rise of worldwide United States FDI stocks in 1985-1990 (by
a factor of 1.8) was even higher than in 1990-1995 (factor of 1.6), and only
slightly lower than in 1995-2000 (factor of 1.85).

7  The Spearman rank correlation coefficient is 0.73 and is significant
at the 1% level.
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Since this article focuses on the composition of FDI by
sectors and industries as well as the distribution across
developing host economies, rather than aggregated volumes, the
use of 1990-data does not appear to pose serious limits to the
analysis presented here.

The BEA (2003) online data base also offers information
on FDI-related economic activities of the foreign affiliates of
United States TNCs, which can be used to characterize the latter
according to their technology intensity, factor requirements,
linkages to local and foreign markets, and their degree of vertical
integration with the parent company. Additionally, World Bank
(2002) data on gross fixed capital formation, secondary school
enrolment and GDP per capita are used, as well as the index on
institutional development established by Daniel Kaufmann, Aart
Kraay and Pablo Zoido-Lobatón (2002) and the index on
openness to trade developed by Jeffrey Sachs and Andrew
Warner (1995).8

The empirical analysis is carried out in several steps. It
is started by evaluating the role of host-economy characteristics
in shaping the growth impact of FDI. To this end, the host
economies of United States outward FDI are classified into two
groups (with favourable and unfavourable characteristics9)
according to four alternative indicators: GDP per capita in 1990,
secondary school enrolment in 1990, the Kaufmann et al. (2002)
index on institutional development, and the Sachs and Warner
(1995) index on openness to trade in 1990. Within each group,
a further differentiation is made between host economies with
zero or low, and higher, FDI stocks originating from the United
States. Based on this classification, the median lagged growth
rates of GDP per capita for each subgroup are calculated, and
the links between the FDI-to-GDP ratio in 1990 and economic
growth in 1991–2000 are explored. In order to get first hints on
whether the results differ between resource-seeking, efficiency-

8  The definitions and data sources of the variables are given in the
annex.

9  The analysis is restricted to two subgroups to maintain a
sufficiently large number of observations in each subgroup.
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seeking and market-seeking FDI, the analysis for United States
FDI stocks in petroleum, manufacturing, and services is redone
separately.10

The article proceeds by disaggregating the manufacturing
sector into seven industries: food, chemicals, metals, machinery,
electrical equipment, transport equipment, and others, for which
the BEA (2003) online data base reports separate data. The
manufacturing industries are characterized according to six
indicators: (a) labour intensity, as given by the number of
employees of United States affiliates per million dollars of value
added, (b) human capital intensity, measured by the
compensation in 1,000 dollars per person employed by the
foreign affiliates of United States TNCs, (c) research-and-
development (R&D) intensity, which indicates the R&D
expenditures of United States foreign affiliates as a percentage
of value added, (d) amount of technology transfers, as given by
the royalties and license fees paid by United States foreign
affiliates to their parent companies as a percentage of value
added, (e) export orientation, measured by total exports of United
States affiliates as a percentage of total sales, and (f) the degree
of vertical integration, which reflects the sum of exports of
United States affiliates to, and imports of United States affiliates
from, their parent companies as a percentage of sales of the
affiliates. For each manufacturing industry, the observations are
classified into groups with zero or low, and higher, FDI-to-GDP
ratios. The group-specific median growth rates of GDP per capita
are then used to analyze whether the growth impact of FDI
differs between manufacturing industries and how these

10  Petroleum is used as a proxy for all primary-sector industries
that receive resource-seeking FDI. This is because other primary-sector
industries cannot be singled out from the BEA (2003) data base. Similar to
the primary sector, BEA (2003) data do not allow for full coverage of the
services sector. Some items (e.g. transportation and communication) are
included in “other industries”. Moreover, real estate and holding companies
are subsumed under “finance”. Hence, the sum of the following three items
is considered to represent the services sector: “wholesale trade”, “depository
institutions” and “services”. The latter include, inter alia, business services,
hotels, health services, motion pictures, and engineering, architectural and
surveying services.
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differences are related to the above mentioned industry
characteristics.

Finally, the interaction between industry and host-country
characteristics is assessed. To this end, the analysis of the role
of host-economy characteristics in shaping the growth impact
of FDI for food, chemicals, metals, machinery and electrical
equipment is repeated, and the results are linked to the
characteristics of these manufacturing industries.

Empirical evidence

The relevance of host-economy characteristics

The sample economies of this analysis differ
considerably with regard to all four host-country characteristics
mentioned above.11 For example, GDP per capita ranges from
less than $1,000 in various African host economies to more than
$15,000 in Hong Kong (China) and the United Arab Emirates.
Secondary school enrolment, which proxies educational
attainment, is below 10% in the United Republic of Tanzania
and Niger and above 80% in several Asian and Latin American
economies. Institutional development is rated extremely poor
in the Democratic Republic of Congo, Algeria and Haiti, and
exceptionally strong in Hong Kong (China) and Singapore.
Moreover, for all characteristics, the two subgroups, with
favourable and unfavourable characteristics, differ in two
respects (table 1): first, the subgroups with favourable
characteristics recorded substantially higher GDP per capita
growth in 1991–2000. Second, these subgroups hosted
substantially higher United States FDI stocks in 1990. The p-
values given in table 1 reveal that most of the differences
between the subgroups with favourable and unfavourable
characteristics are statistically significant at least at the 10%
level. Yet, the relevance of host-economy characteristics for
individual countries’ attractiveness for FDI varies considerably
between sectors:

11  See the annex for the list of sample economies.
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• The host-economy characteristics considered here are
irrelevant for FDI in the primary sector, which is proxied
by United States FDI in the petroleum industry.
Unsurprisingly, the availability of natural resources such
as oil appears to be the dominant motive for undertaking
resource-seeking FDI.

• Economies with unfavourable characteristics hardly
received market-seeking FDI in the services sector. The
difference in the FDI-to-GDP ratio to economies with
favourable characteristics is most significant when
locational attractiveness is measured by per-capita GDP.

• For FDI in the manufacturing sector, the difference in
locational attractiveness between host economies with
favourable and unfavourable characteristics ranges from
0.8% in the case of schooling to 1.2% in the case of

Table 1. Host economy characteristics, FDI stocks and
economic growth,a 1990-2000

Economic   FDI stock in 1990 (Per cent of GDP)
c

Host-economy growth
b

Petro- Manu-
characteristics 1991-2000 Total leum facturing Services

Per-capita GDP below median 0.8 0.97 0.41 0.19 0.04
(PPP) in 1990 above median 2.0 2.67 0.45 1.22 0.44

p-value 0.021 0.008 0.877 0.013 0.036

Schooling (1990) below median 0.5 1.20 0.24 0.34 0.07
above median 2.1 2.54 0.44 1.15 0.38
p-value 0.002 0.055 0.364 0.063 0.116

Institutional below median 0.6 1.28 0.53 0.32 0.04
development above median 2.1 2.67 0.39 1.30 0.41
(1997/1998) p-value 0.005 0.046 0.655 0.039 0.068

Openness (1990) closed 0.6 1.68 0.50 0.45 0.06
open 2.4 3.05 0.59 1.60 0.49
p-value 0.001 0.018 0.773 0.088 0.108

Sources: BEA (2003); World Bank (2002); Kaufmann et al. (2002);
Sachs and Warner (1995).

a For definitions and data sources of variables, see Appendix.
b Average of the annual growth rate of per-capita GDP for the

respective subgroup of host economies.
c Average for the respective subgroup of host economies.
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openness, with all differences being statistically
significant. The wide margin in the case of openness may
indicate that, as suggested by UNCTAD (1996, p. 97),
efficiency-seeking FDI plays an increasingly important
role in manufacturing, and openness is crucial for host
economies to attract this type of FDI.

The relevant question, of course, is whether higher FDI
stocks contributed to higher growth in developing host
economies. In contrast to table 1, the subsequent comparisons
between country subgroups refer to median economic growth
rates. In this way, the impact of outliers is reduced in the
calculations.12 It turns out that higher total FDI stocks tend to
be associated with lower subsequent growth in economies with
unfavourable characteristics (table 2). This negative relation may
be because FDI crowded out domestic investment, a
phenomenon that Manuel Agosín and Ricardo Mayer (2000)
observed in Latin America, in particular. Furthermore, FDI may
have deteriorated the terms of trade (Dutt, 1997) and the balance
of payments in host economies with unfavourable
characteristics,13 or the benefits of FDI may have been
embezzled or squandered by corrupt local elites.

The picture is brighter for host economies with
favourable characteristics. It is not surprising that the differences
in median growth rates between host economies with higher total
FDI stocks and those with lower total FDI stocks within the
subset of attractive host economies are small compared to the
differences in mean growth rates between attractive and less
attractive host economies reported in table 1. Nevertheless, table

12  Notable outliers include: China with an average annual growth
of 9% in 1991–2000, and the Democratic Republic of Congo with –8% (see
annex). The preference for median growth rates implies that p-values, as
reported in table 1, are not applicable to subsequent growth comparisons.

13  By drawing on the theoretical and empirical literature, Dutt argues
that “because of high levels of profit repatriation (especially if one takes
into account practices such as transfer pricing) new direct foreign
[investment] inflows is in most periods less than capital outflows due to
profit repatriation” (Dutt, 1998, pp. 165–166).
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2 reveals a pronounced growth difference between high-FDI
and low-FDI host economies if locational attractiveness is
measured by schooling. This is consistent with the findings of
Borensztein et al. (1998), suggesting that the availability of
complementary human capital in the host economies is important
for FDI to stimulate economic growth. Though smaller than in
the case of schooling, the growth difference of 0.7% within the
subgroup of host economies with a favourable institutional
development is still considerable. It would take on average 41
years to double per-capita income for low-FDI host economies,
but only 29 years for high-FDI host economies.

As concerns the relationship between economic growth
and FDI stocks in particular sectors, the results for the petroleum
industry support the previous finding that positive growth effects

Table 2. GDP growth rates for country subgroups (median),
according to host-economy characteristics and FDI stocks in

different sectors,a 1990-2000

   Total Petroleum Manufacturing       Services

FDI FDI FDI FDI
Host-economy FDI FDI FDI FDI low high low high
 characteristics low high low high (or 0) (or >0) (or 0) (or >0)

Per-capita Below median 1.8 –0.3 1.7 1.4 1.2 0.4 0.1 1.6
GDP (PPP) Above median 2.1 2.4 1.6 2.7 2.3 2.5 2.4 2.8

Schooling Below median 1.4 1.3 1.3 1.4 1.2 0.4 -0.1 1.4
Above median 0.5 2.3 2.4 2.4 2.4 2.2 2.5 2.5

Institutional Below median 1.4 –0.3 2.2 –0.2 -0.2 0.1 -0.2 1.4
development Above median 1.7 2.4 1.8 2.6 1.5 2.9 1.8 2.5

Openness Closed 0.9 0.4 1.3 –0.3 –0.2 0.6 –0.2 1.5
Open 2.4 2.7 2.1 3.1 2.7 2.4 2.4 2.6

Sources: BEA (2003); World Bank (2002); Kaufmann et al. (2002); Sachs
and Warner (1995).

a For definitions and sources of variables, see the annex. Each country
subgroup according to host-economy characteristics is further divided
into two FDI groups. Depending on the number of zero observations
with regard to FDI stocks, the separation is between FDI = 0 and
FDI > 0 (figures in italics) or between FDI = low and FDI = high. In
the latter case, FDI = low includes FDI = 0.
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of higher FDI stocks are restricted to the subgroup with
favourable host-economy characteristics. The problem of
resource-seeking FDI resulting in enclaves dominated by foreign
affiliates with few growth-enhancing spillovers seems to be
concentrated in closed host economies with a deficient
institutional environment.

By contrast,  host economies with unfavourable
characteristics appear to have benefited from higher FDI in the
services sector, and even more so than host economies with
favourable characteristics. This can be attributed to two factors.
In many host economies with unfavourable characteristics, FDI
stocks in the services sector are of a recent vintage since they
are the outcome of the move to privatize public enterprises.
While this type of FDI often takes place in the form of mergers
and acquisitions, which may crowd out local investment, it
typically leads to follow-up FDI, as well as transfers of
technology and know-how in order to modernize
undercapitalized operations. Negative balance-of-payments
effects are, thus, unlikely. Additionally, the potential of
intensifying competition and dismantling distortions in the
economic policy framework should be greater in host economies
with unfavourable characteristics.

Yet, the results for the services sector in table 2 have to
be qualified since they are not fully comparable between the
subgroups with favourable and unfavourable characteristics. For
the latter subgroup, the distinction had to be made between host
economies with FDI=0 and those with FDI>0; for the former
subgroup which included considerably fewer zero observations,
the distinction had to be made between host economies with
low and high FDI. If three FDI groups (FDI = 0, low, and high)
are considered instead of two, the link between FDI and
economic growth turns out to be highly ambiguous for
economies with favourable characteristics as well as those with
unfavourable characteristics.14 Independently of host-economy
characteristics, the evidence is in conflict with the proposition

14  The results for three FDI groups are not shown here for the sake
of brevity; for details, see Nunnenkamp and Spatz (2003).
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of a strictly positive relation between zero, low and high FDI
on the one hand and median growth rates on the other hand. The
latter finding largely applies to the manufacturing sector, too.

The results for the manufacturing sector in table 2 are
similar to the results for all sectors taken together in that the
growth impact of FDI tends to be more benign for host
economies with favourable characteristics. The contrast between
the two subgroups of host economies is greatest if locational
attractiveness is measured by institutional development. The
difference in the median growth rate of per-capita GDP between
economies with low and high FDI is 1.4% in the subgroup with
better institutional development, but only 0.3% in the subgroup
with poorer institutional development. For per-capita GDP and
schooling, negative growth effects in host economies with poor
characteristics are found, and basically no growth effects in host
economies with favourable characteristics. Most surprisingly,
however, the finding that the growth impact of FDI is more
benign in host economies with favourable characteristics does
not hold if locational attractiveness is measured by the Sachs
and Warner (1995) index on openness to trade. This result, which
is in conflict with the above reasoning on the virtues of
efficiency-seeking FDI, could be due to the fact that United
States FDI in manufacturing was still dominantly market seeking
in 1990.15  Neither can it be ruled out, however, that the growth
effects of efficiency-seeking FDI do not differ from the growth
effects of market-seeking FDI. In any case, it appears easier to
attract FDI by opening up to international trade (see table 1
above) than to derive positive growth effects of FDI in this way.

Another finding in table 2 casts doubts on the widely
perceived rise and superiority of efficiency-seeking FDI. The
relevance of openness is very much the same for the growth
effects of FDI in manufacturing and the growth effects of FDI
in services, in which, due to the prevalence of non-tradability,
FDI is market-seeking almost by definition. In order to shed

15  According to Dunning (2002), traditional market-seeking FDI,
together with resource-seeking FDI, still accounts for the majority of FDI
undertaken in developing countries.
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more light on the difference between market-seeking and
efficiency-seeking FDI with respect to their growth impact, the
manufacturing sector has been disaggregated into seven
industries in the subsequent section.

The relevance of industry characteristics

The seven manufacturing industries for which the Bureau
of Economic Analysis reports separate FDI stock data reveal
pronouncedly different characteristics in various respects (table
3). For instance, labour intensity differs by a factor of three
between electrical equipment and chemicals. Chemicals
represent the most human capital intensive industry with an
average compensation of about $20,000 per employee, compared
to about $8,000 in electrical equipment. Chemicals, together
with machinery, also rank high with respect to R&D expenditures
of United States affiliates in developing host economies and
technology transfers from parent companies.

Most interestingly, table 3 offers some hints on the type
of FDI undertaken in manufacturing industries. It can reasonably
be assumed that efficiency-seeking FDI should result in a closer
vertical integration between United States parent companies and
their affiliates in developing economies and a stronger export
orientation of the latter. Considering both indicators together,
United States FDI in machinery, electrical equipment, and
transport equipment tends to be efficiency-seeking, whereas
United States FDI in the food, chemicals, and metals industry
tends to be market-seeking.16 Taking into account that chemicals
and electrical equipment represent the most important industries
for United States TNCs in developing economies, in terms of

16  It may be surprising that FDI in transport equipment is classified
as efficiency seeking (mainly because vertical integration is clearly above
the average of total manufacturing). United States automobile companies
were engaged in countries such as Brazil predominantly to serve local
markets. However, the characteristics of transport equipment are shaped
significantly by United States FDI in Mexico, which accounted for more
than 40% of United States FDI stocks in this industry in all developing
economies in 1990. In Mexico, United States automobile companies pursued
integration strategies much earlier than in other host countries.
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FDI stocks in 1990, these two industries can be regarded as the
prototypes of market-seeking and efficiency-seeking FDI in the
rest of the analysis.17

Table 3. Characteristics of manufacturing industries: selected
indicators,a 1995

Human              Vertical
Labour capital R&D Technology Export       integration

g

Industry intensity
b

intensity
c
 intensity

d
transfers

e
orientation

f
 (1) (2)

Food 27.9 12.5 1.51 2.39 20.8 3.6 5.4
Chemicals 19.9 19.7 6.51 5.77 18.8 11.3 12.1
Metals 25.1 16.5 0.96 1.54 30.8 10.6 9.2
Machinery 28.2 12.8 5.56 12.43 75.7 43.3 59.1
Electr. equip. 61.0 8.1 2.70 2.91 53.0 64.9 120.2
Transp. equip. 22.2 15.1 6.35 1.13 40.6 65.1 76.4
Other manuf. 25.8 14.2 1.29 3.18 24.8 17.1 22.3
Total manuf. 30.1 12.8 3.70 4.64 40.5 35.0 43.9

Source: BEA (2003).
a Data refer to majority-owned non-bank United States affiliates, except

technology transfers (all affiliates). Data are for 1995, if not mentioned
otherwise, since many observations are missing for earlier years. Industry
characteristics are calculated for all developing host economies, by adding
up Africa, Asia (excluding Australia and Japan), Middle East and Latin
America, if not mentioned otherwise.

b Number of employees of United States affiliates per million $ of value
added.

c Compensation of employees ($1,000) per person employed by United States
affiliates.

d R&D expenditures of United States affiliates as a percentage of value added.
e Royalties and license fees paid by United States affiliates to their parent

companies as a percentage of value added. Data refer to 1999 because of
missing data for earlier years.

f Total exports of United States affiliates as a percentage of total sales. Data
refer to 1996. All developing host economies proxied by subtracting
Canada, Europe and Japan from all host economies (because of missing
observations for developing economies).

g Sum of exports of United States affiliates to, and imports of United States
affiliates from their parent companies as a percentage of total sales of
affiliates. Data refer to 1996. Column (1): all developing host economies
proxied by subtracting Australia, Canada and Europe from all host
economies (Japan not excluded because of missing observations); column
(2): only Latin American host economies (missing observations for other
developing country regions).

17  The chemical industry accounted for about 21% of United States
FDI stocks in the manufacturing sector of developing economies; the share
of electrical equipment was about 17%. Machinery ranked third, with 14%.
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The host-economy characteristics introduced in the
previous section matter for developing countries’ attractiveness
for both market-seeking FDI in chemicals and efficiency-seeking
FDI in electrical equipment. All p-values reported in table 4
point to significantly higher FDI stocks in these two industries
in the economy subgroup with favourable characteristics. Yet,
the relevance of host-economy characteristics for average FDI
stocks differs between chemicals and electrical equipment in
one remarkable respect. In chemicals, it is for all four
characteristics that the ratio of FDI stocks to GDP was 0.2%
higher in more attractive host economies than in less attractive
host economies. In electrical equipment, however, openness to
international trade turns out to be a more important stimulus to
FDI than the other three host-economy characteristics, as was
to be expected for an export-oriented industry.

Table 4. Host economy characteristicsa and FDI stocks in
manufacturing industries,b 1990

          FDI stocks in 1990 (Per cent of GDP) 

Host-economy Chemi- Machi- Electr. Transp.
characteristics Food cals Metals nery equip. equip. Other

Per-capita below median 0.02 0.02 0.01 0.00 0.00 0.00 0.02
GDP (PPP) above median 0.10 0.23 0.02 0.08 0.19 0.03 0.14

p-value 0.008 0.016 0.541 0.143 0.031 0.091 0.009

Schooling below median 0.03 0.04 0.01 0.01 0.02 0.01 0.06
above median 0.10 0.22 0.01 0.07 0.19 0.02 0.10
p-value 0.035 0.054 0.103 0.301 0.058 0.625 0.291

Institutional below median 0.05 0.05 0.01 0.00 0.01 0.01 0.04
development above median 0.08 0.23 0.01 0.09 0.21 0.03 0.13

p-value 0.276 0.065 0.869 0.138 0.033 0.223 0.040

Openness closed in 1990 0.04 0.07 0.02 0.02 0.01 0.02 0.07
open in 1990 0.11 0.27 0.01 0.10 0.28 0.03 0.14
p-value 0.092 0.101 0.792 0.306 0.039 0.611 0.215

Sources: BEA (2003); World Bank (2002); Kaufmann et al. (2002);
Sachs and Warner (1995).

a For definitions and data sources of variables, see the annex.
b Average for the respective subgroup of host economies.
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Turning to the relationship between median growth rates
and FDI stocks in individual manufacturing industries, one might
argue that industry-specific FDI-to-GDP ratios are too low to
have an impact. However, it appears to be premature to draw
such a conclusion from the ratios reported in table 4. Low
averages sometimes conceal considerable variation in FDI-to-
GDP ratios.18 More importantly, low FDI-to-GDP ratios do not
necessarily imply that the growth impact of FDI remains
insignificant. The example of China is telling in this regard. In
1993, i.e. 15 years after the process of opening up to FDI had
started, the ratio of total United States FDI stocks in China to
its GDP (0.21%) was still below the average ratio recorded in
table 4 for FDI in the chemical industry of host economies with
favourable characteristics. Nevertheless, FDI in China is widely
believed to have stimulated economic growth. More significant
growth effects than low FDI-to-GDP ratios tend to suggest may
be due to spillovers from FDI, at least where the conditions for
spillovers are favourable.

It seems that FDI may have an impact on growth even if
average FDI-to-GDP ratios are small (table 5). Moreover, the
growth effects of FDI appear to be related to industry
characteristics. Most interestingly, the difference in median
growth rates between economies with and without FDI stocks
is highest in electrical equipment (1.3%) and machinery
(1.1%).19 In all other industries, this difference is below one

18  For example, United States FDI stocks in electrical equipment
exceeded 1% of GDP in several Asian host economies. The same is true for
United States FDI in the chemical industry of several Latin American
countries.

19  In addition, the median growth rates for three FDI groups with
zero, low and high FDI stocks in 1990 have been calculated. The results
(not reported here) corroborate the absence of a strictly positive relationship
between FDI stocks and median growth rates. Varying industry characteristics
notwithstanding, metals, machinery and transport equipment have in common
that the median growth rate is even lower in the high FDI group than in the
group without any FDI stocks. This may be attributed to FDI-related capital
outflows in countries where the engagement of United States TNCs had
reached an optimal size through an earlier accumulation of FDI stocks.
However, the proposition of negative balance of payments effects when high
FDI stocks comprise a larger share of long-standing engagements cannot be
tested with the data at hand (Nunnenkamp and Spatz, 2003).
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percentage point (e.g. 0.7% in chemicals). A similar result is
observed when industry-specific FDI stocks in 1990 and average
annual growth rates in 1991-2000 are correlated across all
sample economies. It is only for electrical equipment and
machinery that the correlation is significantly positive.20

The growth effects of FDI appear to be particularly strong
in electrical equipment and machinery, even though these two
industries differ in several respects. The labour intensity is much
higher in electrical equipment; R&D expenditures and
technology transfers are clearly above the manufacturing
average in machinery, but below average in electrical equipment
(table 3). Yet, both industries share important characteristics.
First, FDI in machinery and electrical equipment is less
demanding in terms of complementary human capital in the host
economies than FDI in other industries. Second, the export
orientation of FDI is strongest in machinery and electrical
equipment. Third, the integration of United States affiliates into
corporate networks via intra-firm trade is fairly strong in both
industries. These factors seem to have helped positive growth
effects of FDI.

Table 5. GDP growth rates of sample economies (median),
according to FDI stocks in manufacturing industries,a

 1991-2000

Industry     FDI = 0     FDI >0

Food 1.4 (52) 2.3 (29)
Chemicals 1.2 (52) 1.9 (29)
Metals 1.4 (62) 2.1 (20)
Machinery 1.2 (72) 2.3 (16)
Electrical equipment 1.1 (64) 2.4 (20)
Transport equipment 1.4 (78) 2.0 (10)
Other 1.4 (57) 1.3 (23)

Sources: BEA (2003); World Bank (2002); Kaufmann et al. (2002);
Sachs and Warner (1995).

a Number of observations in parentheses.

20  The correlation coefficient of 0.24 for electrical equipment is
significant at the 3% level; the correlation coefficient of 0.18 for machinery
is significant at the 10% level.
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Furthermore, industry characteristics suggest that a
positive growth impact of FDI is less likely in Latin American
host countries than in Asian host economies.21 The industry
structure of United States FDI stocks in manufacturing is
strikingly different in these two regions. Market-seeking FDI
in the food, chemicals and metals industries accounted for 41%
of United States FDI in total manufacturing in Latin America,
but for only 26% in Asia. By contrast, the share of machinery
and electrical equipment in FDI in total manufacturing in Asia
(58%) was almost three times the corresponding share in Latin
America (20%). Hence, the industry structure of FDI offers an
explanation that is complementary to the reasoning on crowding
out by Agosín and Mayer (2000) for relatively weak growth
effects of FDI in Latin America.

Host economy characteristics and different types of FDI

In the final step of the analysis, it is checked whether,
and in which way, the growth impact of FDI is shaped by the
interaction of host-economy characteristics and industry
characteristics. From that analysis, a clear picture emerges for
the interaction between the institutional development of host
economies and the growth impact of FDI in manufacturing
industries (table 6).22  Institutional development has a similar
influence on the link between FDI and economic growth for all
manufacturing industries. On the one hand, sample economies
in which institutional development was above the median
reported a higher growth rate when they had attracted FDI by
1990; the difference in median growth rates is about one
percentage point in all industries. This indicates that a favourable
institutional environment helped positive growth effects of FDI,
independently of whether FDI was undertaken in technologically

21  Asia and Latin America together accounted for 95% of United
States FDI stocks in all developing economies in 1990 (BEA 2003).

22  The results for transport equipment and other manufacturing are
not reported in table 6. This is because United States FDI in transport
equipment is extremely concentrated in few developing host economies,
while other manufacturing comprises a too heterogeneous set of industries
to allow for a meaningful interpretation.
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advanced or less advanced industries, and for market-seeking
or efficiency-seeking reasons. On the other hand, poor
institutions have two effects: (a) few economies receive FDI in
manufacturing under such conditions, especially so in industries
in which FDI tends to be efficiency-seeking (machinery,
electrical equipment);23 (b) for all industries except chemicals,
FDI lacks positive growth effects under such conditions. In other
words, a threshold of institutional development is required to
attract FDI and to benefit from higher subsequent growth.

Yet, the findings presented here underscore that the link
between FDI and economic growth varies between different
types of FDI and that host-economy characteristics have an
important say in this respect. For all host-economy

Table 6. GDP growth rates for country subgroups (median),
according to host-economy characteristics and FDI stocks in

manufacturing industries,a 1991-2000

      Industry/FDI

       Electrical
          Food         Chemicals      Metals         Machinery    equipment

Host economy FDI FDI FDI FDI FDI FDI FDI FDI FDI FDI
characteristics =0 >0 =0 >0 =0 >0 =0 >0 =0 >0

Per-capita below median 1.2 1.4 0.6 1.4 1.1 0.4 0.4 1.6 0.6 2.4
 GDP (PPP) above median 2.3 2.3 2.4 2.3 2.3 2.4 2.2 2.4 2.2 2.5

Schooling below median 0.9 1.0 0.1 1.0 0.6 0.9 0.4 0.7 0.4 2.1
above median 1.9 2.4 2.3 2.6 2.2 2.5 1.4 2.9 1.6 2.5

Institutional below median 0.8 0.0 –0.0 0.6 0.2 0.2 –0.0 –0.5 –0.0 –0.1
development above median 1.4 2.4 1.7 2.5 1.7 2.7 1.7 2.6 1.4 2.5

Openness closed –0.2 1.3 –0.2 1.0 –0.1 0.2 –0.2 1.0 –0.2 2.3
open 1.6 2.5 1.7 2.7 1.6 2.8 1.6 3.1 1.4 2.6

Sources: BEA (2003); World Bank (2002); Kaufmann et al. (2002);
Sachs and Warner (1995).

a For definitions and data sources of variables, see the annex.

23  In machinery, only three economies out of 37 economies with
poor institutional development had received FDI in 1990; in electrical
equipment, it was five out of 35 economies.
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characteristics except institutional development, the difference
in median growth rates between economies with and without
FDI, typically, turns out to be smaller in industries in which
FDI is market-seeking (food, chemicals, metals) than in
industries where FDI is efficiency-seeking (machinery, electrical
equipment).24 This applies to economies with favourable
characteristics and those with unfavourable characteristics alike.

The results for the subgroup with unfavourable
characteristics must be interpreted with a considerable degree
of caution. In various instances, very few economies with
unfavourable characteristics hosted United States FDI,
especially when it comes to efficiency-seeking FDI in machinery
and electrical equipment. Nonetheless, two results for the
subgroup with unfavourable characteristics should be noted.
First, on average, the link between FDI and economic growth is
more pronounced in industries in which FDI is considered
efficiency seeking. Second, the difference in median growth rates
is considerably higher in electrical equipment than in machinery,
notably in the case of schooling as indicator for locational
attractiveness. The latter result suggests that it is more difficult
for host economies with relatively low secondary school
enrolment ratios to reap positive growth effects of FDI in
machinery, which, according to table 3, is more demanding than
electrical equipment in terms of requiring complementary human
capital in the host economies. At the same time, the higher labour
intensity and the lower technology intensity of electrical
equipment renders it easier for less advanced developing
economies to benefit from FDI in this industry.

In contrast to economies with unfavourable
characteristics, open host economies with relatively high
secondary school enrolment ratios reveal a particularly strong

24  On average, the growth rate of economies with FDI>0 exceeded
the growth rate of economies with FDI=0 by half a percentage point in the
food, chemicals and metals industries when per-capita GDP, schooling and
openness are used as indicators for locational attractiveness. The
corresponding difference in growth rates amounted to 1.2% in machinery
and electrical equipment.
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link between FDI and economic growth in the case of machinery.
The industry characteristics reported for machinery provided a
better fit with the host-economy characteristics in this subgroup
of economies. Taken together, these results for economies with
favourable and unfavourable characteristics support the
hypothesis that higher growth effects of FDI are more likely
when the gap between the operations of TNCs and host-economy
conditions in terms of technology and factor intensities is
relatively small. The opposite hypothesis, according to which a
larger gap fosters FDI-induced catching up processes, has to be
rejected.

Among the host-economy characteristics considered, it
is mainly with regard to schooling that efficiency-seeking FDI
turns out to be superior to market-seeking FDI in stimulating
higher growth in host economies with favourable characteristics.
In particular, schooling appears to be much more important than
the general level of economic development, measured by per-
capita GDP.25 More surprisingly, it is for essentially all
manufacturing industries that the difference in median growth
rates between host economies with and without FDI tends to be
particularly large when openness is taken as indicator for
locational attractiveness. Yet, open host economies benefit most
from FDI in machinery, which was to be expected given the
outstandingly high export orientation of FDI in this industry
reported in table 3.26

The observation that even market-seeking FDI in the
food, chemicals and metals industries is associated with an about
one percentage point higher growth rate in open host economies
may be because openness tends to contain the allocative
distortions arising from FDI in import-substituting industries.

25 The difference in median growth rates between higher-income
economies with and without FDI ranges only from 0.3% in electrical
equipment to –0.1% in chemicals.

26 Moreover, the difference in growth rates related to FDI in electrical
equipment, which ranks second with regard to export orientation, is still
larger than the difference in growth rates related to FDI in chemicals, which
represent the most important target of market-seeking FDI.
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Nevertheless, openness does not seem to be required for reaping
positive growth effects of market-seeking FDI. The difference
in median growth rates is roughly the same for closed economies,
notably for FDI in chemicals. This finding points to two
limitations of the classification of industry and host-economy
characteristics used in this article:

• The classification of FDI in food, chemicals and metals
as market-seeking in table 3 is based on the operations of
United States affiliates in all developing host economies.27

It cannot be ruled out that the export orientation of FDI in
chemicals, for example, is considerably higher in open host
economies than in closed host economies.

• For classifying host economies as open or closed, the
assessment of Sachs and Warner (1995) for the year 1990
has been used. However, several economies have opened
up to international trade in subsequent years. Possibly,
these liberalizers account for the considerable difference
in median growth rates between closed economies with
and without FDI in several industries, including chemicals.

These possibilities have been checked tentatively by referring
to United States FDI in the chemical industry. Eliminating 12
developing economies which opened up to international trade
in 1991–1994 (Sachs and Warner 1995) from the subgroup
considered closed in table 6 had little effect on the difference in
median growth rates between economies with and without FDI
(not shown). However, just 5 of the 25 sample economies that
remained closed in 1994 hosted United States FDI stocks in
chemicals, while United States FDI was absent in just 3 of the
12 economies that opened up in 1991–1994. What can safely be
concluded from this pattern is that opening up to international
trade matters for becoming attractive for FDI in chemicals. At
the same time, there are indications that the nature of FDI in
industries such as chemicals may change when host countries

27 This is because country-specific data on operational characteristics
of United States affiliates are extremely patchy. Note also that the data do
not allow for a finer disaggregation of FDI in fairly heterogeneous industries
such as chemicals.
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open up. For instance, the export orientation of United States
FDI in chemicals is extremely low in the Brazilian economy
(5%), which Sachs and Warner (1995) considered closed in 1990.
It is four times as high in Mexico, which opened up much earlier
than Brazil, and still considerably higher in Malaysia (32%), in
which openness has a longer history. The different nature of
FDI in particular industries and the relation to host-economy
characteristics should be an issue for further research. However,
serious data constraints render this task fairly difficult.

Summary and conclusions

Positive growth effects of FDI in developing economies
cannot be taken for granted. Our analysis based on United States
FDI stocks in a large number of developing economies clearly
suggests that the currently prevailing euphoria about FDI among
policymakers and external advisers rests on weak empirical
foundations. This is for several reasons:

• The link between FDI and subsequent growth varies
considerably when host economies are classified according
to locational characteristics such as GDP per capita,
schooling, institutional development and openness to trade.
In host economies with unfavourable characteristics,
higher total FDI stocks tend to be associated with lower
subsequent growth. Even though the picture is brighter
for economies with favourable characteristics, generally
it seems to be much easier to attract FDI than to derive
macroeconomic benefits from FDI.

• The comparison of median growth rates between
subgroups of host economies reveals that the link between
FDI and economic growth is stronger in the services sector
than in the manufacturing sector.

• The growth effects of FDI also differ between
manufacturing industries. These differences are related to
industry characteristics such as factor requirements, export
orientation and the integration of foreign affiliates into
corporate networks via intra-firm trade. Drawing on these
characteristics for separating efficiency-seeking FDI from
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market-seeking FDI in manufacturing, it is mainly for the
former type of FDI that positive growth effects are found.

• Finally the hypothesis that a large technological gap
between the host and home economy of FDI fosters FDI-
induced catching-up processes in developing economies
has been rejected. Rather, the interaction of host-economy
and industry characteristics suggests that positive growth
effects of FDI are more likely when the technological gap
is relatively small.

This analysis had to be based on FDI stocks in 1990, in
order to minimize the risk of reverse causation, i.e. higher growth
feeding back into more FDI. Future research will show whether
the presumption, according to which the recent boom of FDI in
developing economies is unlikely to have fundamentally
changed the links between FDI and growth, is still valid. The
evidence available so far invites the conclusion that
policymakers in developing countries and external advisors (see,
e.g., United Nations, 2002) are focusing on the wrong question:
the central challenge is not to attract FDI! Succeeding in this
respect would only solve the minor part of the problem, which
is to derive macroeconomic benefits from FDI. For developing
economies with unfavourable locational characteristics, in
particular, it makes little sense to offer fiscal incentives and
outright subsidies, in order to attract TNCs into technologically
advanced industries. Scarce public resources could be used more
productively.

Apart from improving the local availability of a
sufficiently qualified labour force, host economies are well
advised to focus on developing sound institutions, which appear
to be a prerequisite for attracting, and benefiting from both
market-seeking and efficiency-seeking FDI. Finally, openness
to trade is required to successfully participate in the widely
perceived trend towards efficiency-seeking FDI. As it seems,
opening up to international trade may even turn market-seeking
FDI into efficiency-seeking FDI in manufacturing industries
such as chemicals and, thus, improve the growth impact of FDI.
This issue deserves more attention in future research on the link
between FDI and economic growth in developing countries.
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Annex: Definition of variables and data sources

The following data have been derived from the BEA (2003)
online database:

· Total number of employees of majority-owned non-bank
United States affiliates, 1995.

· United States direct investment position abroad on a
historical-cost basis, 1990. 

· Royalties and license fees paid by United States affiliates
to parent company, 1999. 

· Total imports of majority-owned non-bank United States
affiliates from parent companies, 1996. 

· Expenditure for R&D of majority-owned non-bank United
States affiliates, 1995. 

· Total sales of majority-owned non-bank United States
affiliates, 1996. 

· Total value added of majority-owned non-bank United
States affiliates, 1995.

· Total employee compensation of majority-owned non-bank
United States affiliates, 1995. 

· Total exports of majority-owned non-bank United States
affiliates, 1996. 

· Total exports of majority-owned non-bank United States
affiliates to parent companies, 1996. 

The following data have been derived from other sources:
· Gross domestic product per capita in PPP terms, 1990:

World Bank (2002). 
· Annual average growth rate of gross domestic product per

capita, 1991–2000: World Bank (2002). 
· Index of institutional development, 1997/1998: Kaufmann

et al. (2002). 
· Index on openness to trade (0 = closed, 1 = open), 1990:

Sachs and Warner (1995). 
· Secondary school enrolment (as a percentage of population

of official school age), 1990: World Bank (2002). 
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Annex table 1. GDP growth and FDI stocks in 78 sample
economiesa, 1990-2000

United United United
Economic States FDI Economic States FDI Economic States FDI
growth,

b
stocks in growth,

b
stocks in growth,

b
stocks in

 1991- % of GDP,  1991- % of GDP,  1991- % of GDP,
Economy 2000  1990 Economy 2000  1990 Economy 2000  1990

South America Africa North Africa and West Asia
Argentina 3.4 1.8 Algeria -0.2 0.0 Bahrain 2.4 -3.3
Bolivia 1.4 4.0 Burkina Faso 2.6 0.1 Israel 2.2 1.4
Brazil 1.3 3.1 Congo -2.6 0.8 Jordan 0.7 0.2
Chile 5.1 6.3 Egypt 2.4 2.9 Oman 0.3 0.8
Colombia 0.8 4.2 Ethiopia 1.7 0.0 Saudi Arabia -0.5 1.8
Ecuador -0.3 2.6 Gabon -0.3 6.0 United Arab -2.7 1.2
Guyana 4.6 1.8 Ghana 1.8 2.0 Emirates
Paraguay -0.7 0.8 Côte d’Ivoire -0.4 0.5
Peru 2.3 2.3 Kenya -0.9 1.2 Asia
Suriname 2.0 42.3 Lesotho 2.0 0.2 Bangladesh 3.0 0.0
Uruguay 2.4 1.0 Malawi 1.8 0.2 Brunei -0.7 0.7
Venezuela -0.1 2.2 Mali 1.4 0.1 Darussalam

Mauritania 1.1 -0.3 China 9.0 0.1
Central America Mauritius 4.1 0.1 Fiji 0.3 0.1
Costa Rica 2.9 4.4 Morocco 0.6 0.2 Hong Kong 2.6 8.1
El Salvador 2.5 1.9 Niger -1.4 0.1 (China)
Guatemala 1.4 1.7 Nigeria -0.2 -1.4 India 3.6 0.1
Honduras 0.4 8.6 Rwanda -0.2 0.0 Indonesia 2.7 2.8
Mexico 1.9 3.9 Senegal 0.8 0.3 Korea, Rep. of 5.2 1.1
Panama 2.7 174.8 South Africa -0.3 0.7 Malaysia 4.6 3.3

Sudan 5.4 0.1 Pakistan 1.4 0.5
Caribbean Swaziland 0.1 0.5 Papua New 2.2 1.3
Antigua and 2.8 0.8 Togo -1.1 0.2 Guinea
Barbuda Tunisia 3.1 0.3 Philippines 0.7 3.1
Dominican 4.1 7.5 Uganda 3.3 0.1 Singapore 4.8 10.8
Republic Democratic -8.0 0.4 Sri Lanka 3.9 0.1
Grenada 3.2 0.5 Republic of Congo Thailand 3.6 2.1
Haiti -2.5 1.1 Zambia -1.8 0.9 Tonga 2.7 3.5
Jamaica 0.1 14.7 Zimbabwe -0.4 1.0 Vanuatu -0.4 0.7
St. Kitts and 4.2 0.6 Samoa 2.0 0.5
Nevis
St. Vincent 2.5 0.5
Trinidad and 2.3 9.6
Tobago

Sources: BEA (2003); World Bank (2002).
a

Note that the number of observations varies between the different steps of the
empirical analysis. This is because of missing data for some sample
economies, notably with regard to industry-specific FDI stocks.

b
Average annual growth rate of per-capita GDP in percent.
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Overview

Still declining in 2003, FDI flows show signs of
recovery,…

Global inflows of foreign direct investment (FDI) declined
in 2003 for the third year in a row, to $560 billion (table 1). This
was prompted again by a fall in FDI flows to developed countries:
at $367 billion, they were 25% lower than in 2002 (table 2).
Worldwide, 111 countries saw a rise in flows, and 82 a decline. The
fall in flows to the United States by 53%, to $30 billion – the lowest
level in the past 12 years – was particularly dramatic. FDI flows
to Central and Eastern Europe (CEE) also slumped, from $31 billion
to $21 billion. It was only developing countries as a group that
experienced a recovery, with FDI inflows rising by 9%, to $172
billion overall.  But in this group, the picture was mixed: Africa
and Asia and the Pacific saw an increase, while Latin America and
the Caribbean experienced a continuing decline. The group of 50
least developed countries (LDCs) continued to receive little FDI
($7 billion).

Prospects for 2004, however, are promising. Cross-border
mergers and acquisitions (M&As) – still low at $297 billion in 2003
– began to pick up. They rose by 3% in the first six months of 2004

RESEARCH NOTE

United Nations Conference on Trade and Development*

*  The World Investment Report 2004 (WIR04) was prepared – under
the overall direction of Karl P. Sauvant – by a team comprising Persephone
Economou, Kumi Endo, Torbjörn Fredriksson, Masataka Fujita, Kálmán
Kalotay, Michael Lim, Padma Mallampally, Anne Miroux, Abraham Negash,
Hilary Nwokeabia, Shin Ohinata, Jean François Outreville, Kee Hwee Wee,
James Xiaoning Zhan and Zbigniew Zimny. Specific inputs were prepared
by Diana Barrowclough, Sirn Byung Kim, Nicole Moussa, Ludger Odenthal,
Satwinder Singh, Elisabeth Tuerk and Katja Weigl. This is a reprint of pages
1-38 of the World Investment Report 2004:  The Shift Towards Services.
Overview (New York and Geneva:  United Nations), UNCTAD/WIR/
2003(Overview).
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 Table 3.  Changes in national regulations on FDI, 1995-2003

                                 Item 1995 1996 1997 1998 1999 2000 2001 2002 2003

Number of countries that introduced changes

   in their investment regimes 64 65 76 60 63 69 71 70 82

Number of regulatory changes 112 114 151 145 140 150 208 248 244

   of which:

   More favourable to FDI a 106 98 135 136 131 147 194 236 220

   Less favourable to FDI b 6 16 16 9 9 3 14 12 24

Source: UNCTAD, World Investment Report 2004:  The Shift Towards Services, table I.2.
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.

over the same period in 2003. This, combined with other factors
– higher economic growth in the main home and host countries,
improved corporate profitability, higher stock valuations – points
to a recovery of FDI flows in 2004. Reflecting higher profits,
reinvested earnings – one of the three components of FDI flows
– had already resumed growth in 2003, reaching a record high. Other
components of FDI (equity and intra-company loans) are also
expected to pick up in 2004.

The continuing liberalization of FDI regimes may help the
recovery. There were 244 changes in laws and regulations affecting
FDI in 2003, 220 of which were in the direction of more liberalization
(table 3). In that year, 86 bilateral investment treaties (BITs) and
60 double taxation treaties (DTTs) were concluded, bringing the
totals to 2,265 and 2,316, respectively. However, the annual number
of new treaties concluded has been declining, since 2002 in the case
of BITs and since 2000 in the case of DTTs.

Surveys, conducted by UNCTAD during the first quarter of
2004, of 335 of the world’s largest transnational corporations (TNCs)
(from developed, developing and transition economies) and 87
international site-selection experts corroborate the optimistic outlook
for FDI flows.  Flows are expected to pick up, particularly in Asia
and the Pacific and CEE. China and India in Asia and Poland in
CEE are considered to be especially well positioned for an upswing.
Prospects are particularly bright for some services and for electrical
and electronic equipment, motor vehicles and machinery, according
to these experts. The relocation of a wide range of corporate functions
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is set to continue.  Greenfield investment is predicted to dominate
FDI in developing countries, and cross-border M&As in the developed
world.  Investment promotion agencies (IPAs) (also surveyed by
UNCTAD in early 2004) anticipate sustained competition for FDI,
with incentives and targeting viewed as key tools for investment
promotion.

A recovery in FDI will further boost international production,
presently carried out by at least 61,000 TNCs with over 900,000
foreign affiliates, representing an FDI stock of about $7 trillion.
International production remains fairly concentrated: in 2002, the
world’s 100 largest TNCs, representing less than 0.2% of the global
universe of TNCs, accounted for 14% of sales by foreign affiliates
worldwide, 12% of their assets and 13% of their employment.
Following a period of stagnation, these TNCs resumed growth in
terms of their assets, sales and employment in 2002 (see table 4
for the top 25 of these firms).

A recovery does not mean that all countries will realize their
FDI potential.  Indeed, UNCTAD’s Inward FDI Performance Index,
a measure of the attractiveness of a country to FDI, shows that
economies such as the Czech Republic, Hong Kong (China) and
Ireland continued to attract significant investment even during the
FDI recession.  In contrast, countries such as Japan, South Africa
and Thailand have yet to realize their full potential to attract FDI,
according to their ranking on UNCTAD’s Inward FDI Potential Index
as compared with that on the Inward FDI Performance Index.

…driven by TNCs from developed countries, but with
increasing participation by developing-country firms.

As in the past, TNCs from developed countries will drive
the renewed growth of world FDI flows.

But, increasingly, TNCs from developing countries are
contributing too. Their share in the global FDI flows rose from less
than 6% in the mid-1980s to some 11% during the latter half of the
1990s, before falling to 7% during 2001-2003 (for an annual average
of $46 billion).  They now account for about one-tenth of global
outward FDI stock, which stood at $859 billion after rising by 8%
in 2003. Measured as a share of gross fixed capital formation, some
developing countries invest more abroad than some developed ones:
e.g. Singapore (36%, during 2001-2003), Chile (7%) and Malaysia
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Table 5.  FDI outflows as
a percentage of gross

fixed capital formation
in selected developing
economies, 2001-2003a

(Per cent)

Economy Value

Singapore 36.3
Hong Kong, China 28.2
Taiwan Province of China 10.5
Chile 7.4
Malaysia 5.3
India 1.0
China 0.8
Brazil 0.2

Memorandum:
Sweden 27.4
France 22.0
United Kingdom 19.0
United States 6.6
Germany 4.1
Japan 3.2
Greece 1.8

Source: UNCTAD, World Invest-
ment Report 2004:  The Shift
Towards Services, table I.10.

a Annual average.

(5%), compared to the United States (7%),
Germany (4%) and Japan (3%) (table 5).
As the economic recovery takes hold, FDI
from these and other developing countries
can be expected to resume growth. Is a
new geography of FDI flows in the
making, complementing the new
geography of trade?

It may well be: the top 50 developing-
country TNCs are becoming
transnationalized (as measured by
UNCTAD’s Transnationality Index) at a
faster rate than their developed-country
counterparts (see table 6 for the top 25
of these firms). They are led by firms from
developing Asia.  FDI outflows from that
region have averaged $37 billion per year
over the past three years (almost
comparable to average annual world FDI
flows in the first half of the 1980s), or
four-fifths of all outflows of developing
countries.  Latin America and the
Caribbean accounts for another $10
billion, while outflows from Africa are
much smaller and come mainly from
South Africa.  A good part of investment

flows from developing countries goes to other developing countries.
In developing Asia, for example, they account for some two-fifths
of total inflows.  And flows between developing countries are growing
faster than flows between developed and developing countries.

   Notwithstanding rising FDI from the developing world,
developed countries continue to account for over 90% of total outward
FDI. In fact, the ownership advantages of TNCs based in countries
with significant outward FDI, such as the Netherlands, Sweden,
Switzerland and the United Kingdom, appear to be getting stronger.
UNCTAD’s Outward FDI Performance Index, presented for the first
time in WIR04, reveals how countries vary in this regard. Ranked
according to this Index – measured as the ratio of a country’s share
in world outward FDI flows to its share in world GDP – the leaders
are Belgium and Luxembourg (because of transshipped FDI), Panama
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and Singapore. But the four countries mentioned earlier as well
as other developed countries also figure among those at the top
of the list (figure 1).

Trends and prospects vary by region, with turnarounds
in Africa and Asia and the Pacific,…

FDI inflows to Africa rose by 28%, to $15 billion, in 2003,
but fell short of their 2001 peak of $20 billion (table 2). Thirty-
six countries saw a rise in inflows, and 17 a decline. The recovery
was led by investment in natural resources and a revival of cross-
border M&As, including through privatizations. Morocco was the

Figure 1.  Outward FDI Performance Index of the top 20
economies, 2001-2003a

Source: UNCTAD, World Investment Report 2004: The Shift Towards Services, table I.9.

Note: Figures were calculated based on outward flows.
a  Three-year moving average.
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largest recipient of inflows. Overall, natural-resource-rich countries
(Angola, Chad, Equatorial Guinea, Nigeria, South Africa) continued
to be the principal destinations, but a large number of smaller
countries shared in the recovery. FDI in services is increasing,
particularly in telecommunications, electricity and retail trade. In
South Africa, for instance, FDI in telecommunications and information
technology has overtaken that in mining and extraction.

Africa’s outlook for FDI in 2004 and beyond is promising,
given the region’s natural-resource potential, buoyant global
commodity markets and improving investor perceptions of the region.
Leading TNCs surveyed by UNCTAD in 2004 viewed the region’s
prospects less favourably than those for other regions: only one out
of five respondents expected higher inflows over the next two years,
and two-thirds believed flows would remain unchanged.

Continuing improvements in regulatory frameworks should
facilitate FDI inflows into African countries. In 2003, a number of
them further liberalized their FDI regimes, and some resumed
privatization programmes. Several countries concluded or made
progress in negotiations on free trade agreements (FTAs). The
extension of the African Growth and Opportunity Act (AGOA) of the
United States to 2015, through the AGOA Acceleration Act of 2004,
should facilitate the expansion of international production in Africa.

The rebound of inflows to the Asia-Pacific region, up by
14%, to $107 billion in 2003 (table 2), was driven by strong domestic
economic growth in key economies, improvements in the investment
environment, and regional integration that encourages intraregional
investment and facilitates the expansion of production networks by
TNCs. The outbreak of the Severe Acute Respiratory Syndrome
(SARS) had only a marginal effect on FDI flows to the region.
Overall, 34 economies received higher inflows, and 21 lower ones.

Within the region, there was considerable unevenness of FDI
flows to different subregions and countries, as well as industries.
Overall, inflows were concentrated in North-East Asia ($72 billion
in 2003) and in services. Setting aside the special case of Luxembourg
(owing to transshipping), China became the world’s largest FDI
recipient in 2003, overtaking the United States, traditionally the
largest recipient (figure 2). Flows to South-East Asia rose by 27%
to $19 billion. South Asia received only $6 billion, in spite of a
34% increase. Flows to resource-rich Central Asia rose from $4.5
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Figure 2. World's top 20 FDI recipients, 2002, 2003
(Billions of dollars)

Source: UNCTAD, World Investment Report 2004: The Shift Towards Services, annex table
B.1.

billion in 2002 to $6.1 billion, and to West Asia from $3.6 billion
to $4.1 billion. Flows to the Pacific islands remained low (at $0.2
billion), despite a noticeable increase in FDI to Papua New Guinea.

The FDI stock in services climbed from 43% of the region’s
total inward stock in 1995 to 50% in 2002, while that of
manufacturing fell to 44%. In the primary sector, oil and gas, in
particular, were magnets. While manufacturing attracted the most
FDI in China, the share of services in FDI inflows to other economies
rose in absolute and relative terms. This is especially true for the
newly industrializing economies and the ASEAN subregion. Regional
cooperation agreements, such as the ASEAN Framework Agreement
on Services, helped.

On the national policy front, Asia-Pacific countries continued
to liberalize their FDI policies and improve their investment climate.
Most countries have already concluded BITs and DTTs with their
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principal investment partners.  They have also improved cooperation
amongst themselves, with the conclusion of several FTAs in 2003,
and other economic arrangements with investment components.

FDI prospects for the region continue to be strong: almost
three-fifths of the top TNCs surveyed by UNCTAD expected FDI
to increase

over the next two years. In particular, prospects for China, India
and Thailand were considered bright. There is less optimism for
West Asia, with 13% of the respondents predicting a deterioration.

… another decline in Latin America and the
Caribbean, a plunge in Central and Eastern Europe…

For the fourth year in a row, FDI flows into Latin America
and the Caribbean (LAC) fell, by 3% in 2003, to $50 billion (table
2). This is the lowest annual level of inward FDI since 1995. Of
40 economies, 19 saw declining inflows. In particular, declines were
registered in Brazil and Mexico, the region’s largest recipients. With
privatization running out of steam, weak economic recovery in the
European Union (EU) (the region’s principal source of FDI, apart
from the United States) and recession or slow growth in several
countries in the region in the aftermath of the Argentine crisis, LAC
has been hit hard by the FDI downturn. The apparent decline of
the maquila industry added to concerns that Mexico might be losing
attractiveness for FDI. Several smaller economies, such as Chile
and Venezuela, registered increases in 2003, the former recouping
its losses of the previous year. As a result, the region’s share in
developing-country inflows has returned to the levels preceding the
latest FDI boom. In 2003, FDI outflows from LAC rose to $11 billion.

With economic growth in LAC expected to pick up, there
is optimism that a recovery in FDI inflows will follow. Indeed, a
substantial share of corporate executives expect an increase, according
to UNCTAD’s TNCs survey.  Several countries are putting more
emphasis on further liberalizing their FDI regimes and streamlining
administrative procedures for investors.

The unexpected plunge in FDI flows into Central and Eastern
Europe, from $31 to $21 billion (table 2), was mainly due to the
Czech Republic and Slovakia, two of the largest recipients in the
region. Overall, inflows rose in ten countries and fell in nine. Inflows
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to the Russian Federation also declined, from $3.5 billion to $1
billion. By contrast, outflows from CEE rose from $5 billion to $7
billion, with the Russian Federation accounting for three-fifths of
that figure. Four out of the five top TNCs in 2002 among the region’s
25 largest TNCs were Russian (table 7). FDI by Russian firms is
motivated by a desire to gain a foothold in the enlarged EU, and
a desire to control their value chains globally. TNCs from other CEE
countries seek to improve their competitiveness by focusing their
investment on the lower income CEE countries or developing
countries.

Far from diverting FDI flows from the old members of the
EU, the accession eight from CEE (the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, Slovakia, Slovenia) actually
saw their FDI inflows shrink, from $23 billion in 2002 to $11 billion
in 2003. As part of their efforts to enhance their attractiveness to
investors (domestic and foreign), several new EU members have
lowered their corporate taxes to levels comparable to those in
locations such as Ireland.  The combination of relatively low wages,
low corporate tax rates and access to EU subsidies – enhanced by
a favourable investment climate, a highly skilled workforce and free
access to the rest of the EU market – makes the accession countries
attractive locations for FDI, both from other EU countries and from
third countries.

Not surprisingly, therefore, prospects for FDI into CEE are
promising: more than two-thirds of the top TNCs and location experts
surveyed by UNCTAD expected an upturn in FDI inflows during
2004-2005, the highest proportion of such responses among all
regions. IPAs will help, according to survey results, especially through
more targeting and further FDI policy liberalization.

…and uneven performances in the industrialized world.

The year 2003 saw a mixed FDI picture for the developed
countries: ten posted higher inflows and 16 lower ones. Overall,
inflows declined by 25%, to $367 billion (table 2). Intra-company
loans plunged and, to a lesser extent, equity flows (two of the three
components of FDI flows). However, reinvested earnings rose, thanks
to improved profitability. The slow pace of economic recovery did
not help.  Cross-border M&As fell in number and value for the third
year running. United States FDI inflows halved, from $63 to $30
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billion, which placed that country behind Luxembourg (because of
transshipped FDI), China and France. Flows into the EU as a whole
declined by 21%, to $295 billion.

At the same time, FDI outflows from developed countries
increased by 4% (to $570 billion), largely owing to higher outflows
from the United States – they rose by close to a third, to $152 billion.
The United States was again the largest source of FDI, followed
by Luxembourg (because of transshipped FDI), France and the United
Kingdom, in that order.  Higher FDI outflows and lower inflows
combined for a negative net balance of $122 billion for the United
States on these two items, the largest such deficit ever.

FDI prospects for developed countries for 2004 and beyond
are favourable.  The first six months of 2004 saw an upsurge in
announced M&As, suggesting a more positive scenario for the second
half of that year.  The findings of UNCTAD’s surveys of TNCs and
location experts were less optimistic regarding prospects for Western
Europe than for North America and Japan.

The composition of FDI has shifted towards services in
all regions, …

The structure of FDI has shifted towards services. In the
early 1970s, this sector accounted for only one-quarter of the world
FDI stock; in 1990 this share was less than one-half; and by 2002,
it had risen to about 60% or an estimated $4 trillion (figure 3). Over
the same period, the share of the primary sector in world FDI stock
declined, from 9% to 6%, and that of manufacturing fell even more,
from 42% to 34%.

On average, services accounted for two-thirds of total FDI
inflows during 2001-2002, valued at some $500 billion.  Moreover,
as the transnationalization of the services sector in home and host
countries lags behind that of manufacturing, there is scope for a
further shift towards services.

Outward FDI in services continues to be dominated by
developed countries, but has become more evenly distributed among
them (table 8). A few decades ago, almost the entire outward stock
of services FDI was held by firms from the United States. By 2002,
Japan and the EU had emerged as significant sources. Developing
countries’ outward FDI in services began to grow visibly from the
1990s. Their share in the global outward FDI services stock climbed
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Figure 3.   World FDI stock, by sector, 1990, 2002

Source: UNCTAD, World Investment Report 2004: The Shift Towards Services, figure I.18.

Note: In calculating the shares of the respective sectors, amounts recorded under
"Private buying and selling of property" and "Unspecified" are excluded from
the totals.

a Or latest year available.

from 1% in 1990 to 10% in 2002, faster than in other sectors. Trade
and trade-supporting services by manufacturing TNCs expanded
particularly rapidly, while business services, hotels and restaurants,
and financial services also grew.

On the inward side, the distribution of services FDI stock
has been relatively more balanced, though developed countries still
account for the largest share. The fastest growth has taken place
in Western Europe and the United States, reflecting the fact that
most service FDI is market-seeking. Today, developed countries
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account for an estimated 72% of the inward FDI stock in services,
developing economies for 25% and CEE for the balance. In 2002,
the United States was the largest host economy in terms of the size
of its inward FDI stock in services.  With a few exceptions (such
as China), countries that have participated in the FDI boom in services
also strengthened their position among home and host countries for
all FDI. There is, however, considerable variation in the share of
services in the FDI of individual countries.

The composition of services FDI is also changing (table 9).
Until recently, it was concentrated in trade and finance, which together
still accounted for 47% of the inward stock of services FDI and 35%
of flows in 2002 (compared to 65% and 59%, respectively, in 1990).
However, such industries as electricity, water, telecommunications
and business services (including IT-enabled corporate services) are
becoming more prominent. Between 1990 and 2002, for example,
the value of the FDI stock in electric power generation and
distribution rose 14-fold; in telecoms, storage and transport 16-fold;
and in business services 9-fold.

… driven by various factors, …

What explains the shift of FDI towards services? Partly it
reflects the ascendancy of services in economies more generally:
by 2001, this sector accounted, on average, for 72% of GDP in
developed countries, 52% in developing and 57% in CEE countries.
Moreover, most services are not tradable – they need to be produced
when and where they are consumed. Hence the principal way to
bring services to foreign markets is through FDI. In addition, countries
have liberalized their services FDI regimes, which has made larger
inflows possible, especially in industries previously closed to foreign
entry. Of particular importance has been the privatization of State-
owned utilities in Latin America and the Caribbean, and in CEE.

Firms have reacted by expanding their service production
abroad. Traditionally, FDI in such services as banking, insurance
and transportation had been undertaken by firms moving abroad
to support or complement trade or overseas manufacturing by their
manufacturing clients. This is still taking place, but the pattern has
been changing: service providers more and more invest abroad on
their own account, as they seek new clients and exploit their own
ownership advantages. Added to that are competitive pressures. In
non-tradable services, growth remains the principal location advantage
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for attracting FDI. In directly tradable services, the main location
advantages are access to good information and communication
technologies, an appropriate institutional infrastructure and the
availability of productive and well-trained personnel at competitive
costs.

… and with M&As and non-equity arrangements as the
most common entry modes.

The shift towards services is also discernible in cross-border
M&As.  In fact, most M&As during the second half of the 1990s
took place in services and then became a widely used mode of TNC
entry. While, in the late 1980s, services accounted for some 40%
of global cross-border M&As, their share rose to more than 60%
by the end of the 1990s. Up to the 1980s, cross-border M&As were
almost exclusively the domain of United States TNCs.  Since then,
EU TNCs have become the dominant actors: in 2001-2003, they
accounted for 61% of all M&A purchases worldwide. Cross-border
M&As have also played a prominent role in the overseas expansion
of services by TNCs based in developing countries.

Overall, the propensity of TNCs to enter new markets through
M&As, rather than greenfield FDI, is much greater in such service
industries as banking, telecommunications and water. Privatization
programmes open to FDI, which peaked in many countries during
the 1990s, have added to the number of M&As.

Across a number of service industries, the growth in TNC
activity and international production takes the form of non-equity
arrangements – e.g. franchising, management contracts, partnerships
– rather than FDI. The greater popularity of non-equity forms in
services as compared with goods can be explained partly by
differences in the nature of the proprietary assets of the firms
involved. Soft technologies and knowledge-based, intangible assets,
rather than tangible ones, provide service firms with competitive
advantages. Intangible assets, such as organizational and managerial
expertise, can be separated from tangible and capital-intensive ones
(such as real estate in the case of hotels or water distribution
networks). More importantly, because the critical knowledge
transferred by TNCs and the capabilities of the local firms are
frequently codifiable (e.g. in management contracts), these can be
equally well protected and enhanced by non-equity arrangements
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– and without putting capital at risk. For instance, quality control,
performance conditions and minimum transaction costs can often
be embodied in management contracts or franchising agreements.
Non-equity forms are common in hotels, restaurants, car rental,
retailing, accounting, legal and other professional services. However,
such activity is not captured in FDI stock and flow data, or in data
on the economic activities of foreign affiliates.

International production networks in services are in their
infancy, and service industries and TNCs are less
transnationalized than their manufacturing counterparts
– but they may be catching up.

FDI in services has traditionally been, and continues to be,
market-seeking, despite the increase in the cross-border tradability
of many information-intensive services. While some services (e.g.
financial and, especially, business services) can be rationalized
internationally, leading to efficiency-seeking FDI, the integrated
production of services on the whole remains in its infancy. In 2001,
for example, 84% of sales of services by foreign affiliates of United
States TNCs were local sales in host countries, while the
corresponding share for goods was 61%.

Nevertheless, there are signs that international services
production is evolving in a direction similar to that of international
goods production. In the United States, for instance, the share of
intra-firm imports in total imports of “other private services” rose
from 30% in 1986 to 47% in 2002.  To the extent that integrated
strategies of TNCs are being pursued, however, they take the form
of simple rather than complex strategies, although world product
mandates for foreign affiliates exist (e.g. accounting services for
a corporate system as a whole), as do simultaneous international
production networks (e.g. when affiliates in various countries work
on a common R&D database at the same time).

Despite the growth and dominance of services FDI, the
services sector is less transnationalized than the manufacturing sector.
Judging from data for selected, mainly developed countries, the degree
of transnationality of services production, as measured by the shares
of foreign affiliates in value-added, employment or sales of services
in host and home countries, is lower than that in manufacturing,
measured in a similar manner.  Although a less satisfactory measure,
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the size of FDI stock relative to GDP in the two sectors for selected
developed and developing countries indicates the same.  This is
because of: (i) the much larger size of the services sector; (ii) the
continued provision by domestic enterprises of many services such
as education, health, government services, media and transportation;
and (iii) the relatively recent growth of FDI in other services (such
as telecoms, electricity, gas and water and business services).
Moreover, service TNCs have a lower degree of transnationality
overall than their manufacturing counterparts (20% compared to
40%), according to United States data.  However, the service TNCs
on UNCTAD’s lists of the largest TNCs worldwide and those from
developing economies are catching up fast with the manufacturing
firms on the list.

FDI in services can have benefits – and costs – for
host countries,…

To start with, FDI in services, like FDI in other sectors, injects
financial resources into a host economy. To the extent that funds
are raised internationally, they are a net addition to resource flows
into a host country. If funds are raised locally, domestic interest
rates may rise, making capital more expensive for domestic
enterprises, although the difference between locally-raised and
foreign-sourced resources becomes less important as countries open
up to international capital markets. A large part of services FDI is
in market-seeking, non-tradable activities, which do not contribute
directly to foreign-exchange earnings. At the same time, they entail
external payments, for example, in the form of repatriated profits.
Hence, FDI could have a negative impact on the balance of payments.
And payments associated with FDI in services (e.g. repatriated profits)
can quickly outweigh the initial capital inflow and exacerbate balance-
of-payments crises.

Counterbalancing such possible negative impacts are the
potentially positive effects on consumers of final services, and on
producers using intermediate services in terms of better service
provision and spillover effects. FDI in services affects the provision
of services in terms of supply, cost, quality and variety of services
in host economies. In some industries, it can add significantly to
the volume of services available in a host country. The financial
strength of TNCs, together with their ability to implement and manage
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complex systems, enables them to expand supply capacities rapidly
in complex, capital-intensive services, such as telecommunications
and transportation. However, in the absence of appropriate
government policies and regulations, TNC involvement in utilities
and other basic services may lead to a rise in prices, an inequitable
distribution of services and limited access for the poorest segments
of society.

Concerns also arise about the impact of services FDI on
competition and the possible crowding out of domestic firms.  In

banking, for instance, foreign bank entry is sometimes found to be
associated with a deterioration of the loan portfolio of domestic banks,
a situation that potentially undermines their viability.  Domestic
banks face a challenge in competing with foreign banks due to their
lack of geographical diversification and experience, limited financing
capacity and higher costs of new product implementation. In industries
such as retailing, the presence of TNCs introduces new ways of doing
business, new pricing structures, improved information management
processes and new marketing and merchandising methods; all these
can squeeze out local producers – although, for the remaining ones,
especially when they are able to upgrade, the effect may be beneficial.
FDI can spur local service providers to become more competitive
through demonstration and skills diffusions, thus helping them
improve efficiency. All in all, the competitive impact of FDI entry
on service supply conditions, as well as the likelihood of its crowding
out domestic firms, depend considerably on initial conditions in a
host country, especially the level of economic and service-industry
development, market structure of service industries and the regulatory
framework.

One of the biggest contributions of FDI in services to
development is in the transfer of technology. Services TNCs can
bring both hard technology (plant, equipment, industrial processes)
and soft technology (knowledge, information, expertise, skills in
organization, management, marketing). Soft technology is captured
in skills – which is often reflected in wages. Evidence on employee
remuneration in foreign affiliates of United States-based service
TNCs in developing countries suggests that they are more skill-
intensive than their manufacturing counterparts. In addition,
compensation in service affiliates in developing countries is much
closer to that of affiliates in developed countries than in the case
of manufacturing. Both reflect the stand-alone nature of many service
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affiliates, which requires that the skills profile of parent firms be
largely replicated in their foreign affiliates.

What determines whether or not skills transfer actually
materializes are the intensity of competition, the quality of education
and training in host countries, the training and personnel policies
of TNCs, labour market structure and mobility, and linkages between
foreign affiliates and domestic service suppliers and buyers. Although
evidence exists that services FDI does provide some transfer of skills,
expertise and knowledge, data on the overall extent of such transfers
are scarce.

Direct exports by service TNCs have been relatively limited
until recently, but their indirect impact on export competitiveness
can be significant. FDI in intermediate services can directly and
indirectly improve the efficiency of industrial products. Such services
range from banking, insurance and business services to transport,
electricity and telecommunications. International hotel chains play
an important role in promoting competitiveness in tourism by helping
to attract a critical mass of international tourists. Tourism is an
important foreign-exchange earner for developing countries, through
both equity and non-equity involvement.

FDI in services generates employment in host countries,
although less so per dollar invested than in manufacturing. Moreover,
employees in foreign service affiliates are, on average, better trained
and better paid than those in manufacturing. These differences again
arise mainly because of the stand-alone nature of most foreign
affiliates in services and the (still) limited ability of TNCs to separate
labour-intensive activities and locate them in countries with lower
labour costs. However, the potential for job creation is growing with
the rise of FDI in export-oriented services. Indirect effects are also
important, with services FDI supporting production in upstream and
downstream industries, thus potentially adding to employment there.

… and managing services FDI  requires appropriate
regulatory structures.

Both direct and indirect benefits associated with services
FDI can boost national and export competitiveness. However, benefits
may not be realized if conditions in the host economy are not right.
Services FDI can entail three kinds of risk: (i) systemic risk, when
the absence of efficient regulation exposes a host economy to
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significant economic instability; (ii) structural risk, when the
institutions and instruments needed to manage, say, privatization
and utilities, are weak and there is the risk of turning State-owned
monopolies into private ones; and (iii) contingent risk, when FDI
in socially or culturally sensitive areas causes unintended harm.

These risks imply that, while services FDI is becoming an
important element of competitiveness, it has to be managed carefully.
Indeed, the special nature of some services, particularly in basic
utilities and socially or culturally sensitive areas, means that free-
market forces may not provide the desired outcomes. Strong,
independent and competent regulatory structures are vital if the
potential benefits of FDI are to be tapped. Considerable skills and
information, as well as the ability to draw upon the experiences of
regulators in other parts of the world, are required so that developing
countries can build the appropriate structures and reap the maximum
benefits from services FDI.

The offshoring of services, still a relatively new
phenomenon, is on the rise,…

Services typically need to be produced when and where they
are consumed.  In the past decade or so, advances in information
and communication technologies have made it possible for more
and more of these services to be produced in one location and
consumed elsewhere – they have become tradable.  The implication

Table 10. Offshoring and outsourcing – some definitions

          Internalized or externalized production

Location of         Internalized                   Externalized 
production               (“outsourcing”)

Home country Production kept in-house Production outsourced to third-party
at home service provider at home

Foreign country Production by foreign Production outsourced to third-
(“offshoring”) affiliate, e.g. party provider abroad,

- Infineon’s centre in Dublin To local company, e.g. 
- DHL’s IT centre in Prague - Bank of America’s outsourcing of
- British Telecom’s call centres software development to

in Bangalore and Hyderabad Infosys in India
To foreign affiliate of another TNC, e.g.

”intra-firm (captive) - A United States company
offshoring” outsourcing data processing

services to ACS in Ghana

Source: UNCTAD, World Investment Report 2004:  The Shift Towards Services, table IV.1.
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of this “tradability revolution” is that the production of entire service
products (or parts thereof) can be distributed internationally – in
locations offshore from firms’ home countries – in line with the
comparative advantages of individual locations and the
competitiveness-enhancing strategies of firms.  This is a process
well known in the manufacturing sector.

Offshoring of services can be done in two ways: internally,
through the establishment of foreign affiliates (sometimes called

“captive offshoring”); or by outsourcing a service to a third-party
service provider (“offshore outsourcing”) (table 10).  Indeed, an
integral part of the restructuring of corporate activities to enhance
their international competitiveness is to concentrate on “core
competencies”.  For many firms in all sectors, this means that the
production of various services (accounting, billing, software
development, architectural designs, testing, etc.) is outsourced, i.e.
turned over to other (specialist) companies. Typically, the lion’s

Box 1. Offshoring: captive or outsourced production?

Offshoring can be either captive or outsourced. Captive offshoring
is preferred when strict control of an activity is crucial (as in R&D),
information is sensitive, internal interaction is important, or when
a firm seeks to capture savings and other advantages. Back-office
and front-office work that can be easily standardized and separated
from other activities are more likely to be outsourced (and eventually
offshored). Smaller scale activities are more likely to be kept in-
house, because their outsourcing would not generate enough savings.
The availability of capable local firms also influences the choice
of captive versus outsourced offshoring.  If data for India are indicative,
perhaps as much as 60% of offshored IT-enabled services takes place
within TNCs.

Sometimes, offshoring takes place through a combination of
outsourcing and captive models. The expansion of international
offshoring has contributed to the emergence of a new breed of TNCs
that provides services to other companies,  imitating contract
manufacturers.  Most such "contract service providers" hail from
the United States. Some of them have become global players by setting
up their own international networks of foreign affiliates. While the
main operations of these companies remain in industrialized countries,
activities in developing countries are growing more rapidly, and
are also expanding abroad.

Source:  UNCTAD.
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share of such outsourcing takes place in the same country, but the
international share of outsourcing is likely to increase as services
become more tradable.  After all, once a decision has been taken
to outsource, it is, in principle, only a small step to move such
production abroad – to offshore it – if this enhances a firm’s
international competitiveness. (See box 1 for a discussion of business
models.)

While the offshoring of services is still in its infancy, the
tipping point may be approaching rapidly. Offshoring represents
the cutting edge of the global shift in production activity, giving
rise to a new international division of labour in the production of
services.

While the fragmentation and globalization processes in
services and manufacturing are similar, there are important
differences.  First, although the services sector is much larger than
the manufacturing sector, only some 10% of its output enters
international trade, compared with over 50% for manufacturing.
Second, the pace of globalization of services affected by the
tradability revolution is faster than in manufacturing. Third, whereas
the relocation of goods production has involved, overwhelmingly,
firms in manufacturing only, service functions are offshored by
companies in all sectors.  Fourth, the skill intensity is generally higher
for offshored tradable services than for manufacturing located abroad,
thus affecting white-collar jobs in particular. And fifth, services that
are offshored may be more footloose than relocated manufacturing
activities because of lower capital-intensity and sunk costs, especially
services that do not require high skills.

Obviously, not all corporate services and service functions
can or will relocate. For many services, proximity to markets,
interaction with customers, trust and confidence outweigh the possible
benefits of an international division of labour. Further, technological
limitations cannot be discounted. It is not possible for all service
functions to be digitized and/or separated from related activities.
Some businesses will continue to need localized services or person-
to-person contact for exchanging highly confidential information
or for adapting to rapidly changing customer needs. Regulations
and legal requirements (e.g. regarding privacy) may also raise
transactions costs and limit international trade in services. Certain
services, such as insurance and banking, are required by law in some
countries to be provided by companies established locally. The lack
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of international recognition of professional qualifications is another
obstacle, as is the lack of globally agreed privacy rules.  Some
international locations also lack the capacity to host offshored service
activities. These include the supply of reliable telecom infrastructure,
appropriately educated workers, rising wage costs and high levels
of attrition in the fastest growing destinations, all giving rise to
shortage risks, at least in the short run.  TNCs too have different
perceptions of the risks and benefits of offshoring services and some
are reluctant to do so.

…driven by the search for competitiveness …

Cost considerations often trigger offshoring. For example,
70-80% of companies interviewed in various studies mentioned lower
costs as the main reason for setting up a shared service centre abroad.
Cost savings of 20-40% are commonly reported by companies that
have experience in offshoring.  Savings relate both to the use of
cheaper labour and the consolidation of activities in fewer locations.
Hence, considerable savings can accrue from offshoring even among
developed countries – where, in fact, most of it takes place.

But cost is only the trigger.  In fact, many of the pioneers
offshored to access skills and to improve the quality of the services
provided.  And they are staying (and expanding) to take advantage
of the entire range of benefits resulting from the international division
of labour in the production of services. Once important firms have
started to reap the benefits of this new possibility, others are likely
to follow for fear of compromising their own competitive position.
Hence, many more companies – large and small, from developed
and developing countries – can be expected to establish their own
international production networks or otherwise offshore the
production of certain services.

As a result, a wide range of newly tradable services is now
entering the exports of countries, developed and developing alike.
These can be simple, low-value added activities (such as data entry),
or more sophisticated, high-value added activities (such as
architectural designs, financial analysis, software programming,
R&D). They span the full diversity of skills, and some cut across
all sectors.

The size of the phenomenon is, however, difficult to establish.
As noted above, most outsourcing at present takes place domestically
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in the home country; only 1-2% of all business-process outsourcing
to date is done internationally.  Second, about 90% of all FDI projects
during 2002-2003 in export-oriented services originated in developed
countries. Firms from the United States dominated, with two-thirds
of all export-oriented information and telecommunication service
projects, 60% of call-centre projects and 55% of shared-service
projects. Third, a significant share of offshoring went to developed
countries – for example, more than half of all export-oriented FDI
projects related to call centres in 2002-2003.  Ireland and Canada
are among the most attractive offshore locations.

No one knows how big offshoring will become. The total
market for all offshore service exports is estimated to have been
$32 billion in 2001, of which Ireland accounted for one quarter.
The fastest growth is expected in the offshoring of IT-enabled
services, which is forecast to expand from $1 billion in 2002 to $24
billion in 2007.  Even among the 1,000 largest firms in the world,
70% still have not offshored any services to low-cost locations, but
many have plans to do so. While United States companies have been
relatively active, European companies have shown less inclination
to offshore services. But there are signs that this is starting to change,
beginning with the United Kingdom. Research undertaken in 2004
by UNCTAD, in cooperation with Roland Berger Strategy
Consultants, found that 83% of large European companies with
offshoring were satisfied with the experience, only 3% were
dissatisfied, and 44% of the companies interviewed planned further
offshoring in the coming years. This is likely to compel more
companies to consider offshoring as a potential strategy to increase
their competitiveness.

Offshoring has a long way to go before it matures and settles
down in pattern and location. A World Bank assessment of the mid-
1990s concerning the number of jobs for which long-distance
provision is technically feasible and for which cost savings of up
to 30-40% would be plausible suggested that some 1-5% of the total
employment in the G-7 countries could be affected. More recent
estimates by business research groups of the likely impact concluded
that 3.4 million service jobs may shift from the United States to
low-income countries by 2015; another concluded that 2 million
offshored jobs could be created in the financial services industry
alone, and that the total number of jobs affected for all industries
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could be in the area of 4 million. However, this should be compared
with a turnover of 7-8 million jobs every quarter in the United States.

... and offering export opportunities for countries with
the right mix of costs, skills and infrastructure,…

While offshoring is creating new FDI opportunities, not all
countries are taking part in this process. As with FDI and trade in
general, developed countries attract a sizeable share.  Given that
services generally require higher skills than manufacturing activities,
the barriers to entry can be high for potential host countries.  For
those that do manage to become export bases for services, key benefits
include increased export earnings, job creation, higher wages and
the upgrading of skills. Export revenues are considerable, as
exemplified by India, where exports of software and IT-enabled
services grew from less than $0.5 billion a decade ago to some $12
billion in 2003-2004.  Jobs created in the services sector, including
through offshoring, are typically better paid than in the manufacturing
sector. But wage increases are also more rapid than in manufacturing,
which makes offshored services more vulnerable to relocation to
other sites. Given the short time needed to implement an offshore
FDI project, attracting offshored services can offer fast-track job
creation for successful host countries.

FDI related to the offshoring of services may also be desirable
because of spillover effects, especially if the services provided are
also sold in the domestic market. Positive spillovers in terms of raising
the competitiveness of human resources and improving the ICT
infrastructure benefit all sectors of an economy, with most of the
acquired skills being readily transferable to other parts of the
economy. Negative spillovers, such as environmental pollution and
over-exploitation of natural resources are likely to be limited.

At the same time, given that export-oriented services tend
to be relatively skill-intensive, they are mostly geographically
concentrated and require a well-developed infrastructure. Therefore,
the scope for broader development benefits outside the most advanced
regions of an economy may be constrained.  In the case of software
development, the potential for linkages between foreign affiliates
and local firms has also been found to be limited, particularly when
production is solely export-oriented and when services are provided
on an intra-firm basis. Moreover, an influx of export-oriented services
FDI may attract the best skills to certain types of service activities.
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Unless continuously upgraded, such activities may easily move on
to another location if the competitive situation changes.

Indeed, most offshored services are to date concentrated in
a relatively small number of countries. In 2001, Ireland, India, Canada
and Israel, in that order, accounted for over 70% of the total market
for offshored services, mostly in software development and other
IT-enabled services. However, the share of developing countries
and CEE in offshored projects is increasing. For example, between
2002 and 2003, their share in the total number of related FDI projects
rose from 39% to 52% and their share in the number of jobs created
by such projects reached 57%.

Among developing countries, South and South-East Asia
dominate as destinations for FDI projects related to service offshoring
in developing countries (table 11), particularly in the area of IT
services. India is the preferred destination for offshoring of virtually
the whole range of services.  Firms are attracted not just by its base
of low-cost and skilled labour, it also has first-mover and
agglomeration advantages.  There is, however, scope for more
countries to benefit from the offshoring trend, taking into account
specific needs in terms of language skills, time zones and cultural
affinity.

…but it creates concerns that need to be addressed.

The growth of services offshoring has given rise to concerns
mainly in developed countries.  In particular, the growth of white-
collar, export-oriented service jobs in some developing countries
is seen as leading to employment losses in developed countries. (The
benefits arising from this new international division of labour
typically receive less attention.)  Consequently, proposals have been
made – particularly in home countries – to constrain the trend towards
offshoring.

What is the likely impact of services offshoring on home
countries? Offshoring is essentially a manifestation of a shift in
comparative advantage, and offers all the advantages and costs of
such a shift. It is not a zero sum game in which one party (the country
receiving service work, be it developed or developing) gains at the
expense of another party (the country offshoring services). Rather,
it offers benefits to home countries as well. First, offshoring allows
firms to reduce costs and improve quality and delivery, thereby
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enhancing their competitiveness, with positive effects on the home
country economy.  Second, it allows home countries to shift to more
productive and higher value activities, depending on their ability
to adapt to changing comparative advantage.  The impact on jobs
is likely to be similar to, but smaller than, that of technical change,
which makes some jobs redundant and creates others, generally at
higher wage levels.  Finally, host countries that gain from offshoring
and earn more foreign exchange spend more on imports of the
advanced products that industrialized countries export.

Indeed, there are no signs that offshoring leads to significant
declines in similar service jobs in home countries. Recent estimates
undertaken on behalf of the Department of Trade and Industry of
the United Kingdom, for example, suggest that the number of call
centres in the country is likely to increase from 5,500 to 6,000 over
the next three years, and that associated employment will rise from
below 500,000 in 2003 to 650,000 by 2007. At the same time,
employment in industries that are expected to be the most affected
by offshoring is showing rapid growth. In many cases, offshoring
of services is a response to excess demand and the shortage of
adequately trained people at home. Thus, every job created abroad
as a result of offshoring does not necessarily equal a job lost in
developed economies.

Nevertheless, there are short-term challenges to consider.
All shifts in comparative advantage entail adjustment costs at the
micro level.  Some people will lose their jobs, and there is likely
to be a transition period in which they search for new ones. Many
may have to acquire new skills or move to new locations to become
employable. The challenge for home countries is to minimize such
adjustment costs and make the transition process as smooth and
efficient as possible for those directly affected.  This does not require
measures to force service jobs to stay at home, but rather policies
that encourage education, training and R&D.

Thus, instead of implementing protectionist measures, white-
collar workers in developed countries threatened with job losses
could be given assistance (say, through retraining and with finding
new jobs), similar to the trade adjustment assistance provided to
vulnerable workers in manufacturing. Workers moving to new careers
could perhaps be offered “wage insurance” to cover part of the
difference between their former wages and new wages. Public-private
partnerships could play a role in skills development, say through
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the use of fiscal incentives for employee training. Adjustment to
any change in employment patterns needs greater labour mobility
and changes in skills profiles. Preventing adjustment because of
its costs would be only a short-term palliative, and could well
handicap income and employment growth in the longer term. In the
final analysis, protectionist measures are likely to destroy rather
than save jobs in importing countries.

In principle, the challenge for developed countries is the
same as that facing developing countries as far as the cost side of
offshoring is concerned.  Given the risk of some services moving
to new locations, even the countries that attract offshored services
risk a relocation of those activities to even more competitive sites.

There is a need for an enabling international framework to
allow all countries to benefit from the advantages that the services
tradability revolution can bring.  Developing countries, in particular,
should continue to be able to use their comparative advantage to
benefit from the globalization of IT and IT-enabled services. Shifts
in comparative advantage rarely offer immediate and visible benefits
to all concerned. However, the economies from which services are
offshored have to ensure that their workers share in the gains enjoyed
by enterprises that become more competitive, and that customers
get better and cheaper services. Governments need to introduce
adjustment policies and consider the longer term benefits of
globalization. Holding back offshoring to avoid adjustment costs
would strengthen the critics of globalization, who argue that the
rich countries only support globalization when they reap immediate
gains. Hence the challenge is to maintain an environment in which
the benefits from FDI in services in general, and offshoring in
particular, can materialize. The WTO’s General Agreement on Trade
in Services may be of relevance in this respect.

In line with their development objectives, countries are
gradually opening up to FDI in services and actively
seeking to attract it,….

Returning to FDI in all services, there is a growing
recognition by governments that, on balance, they benefit from such
investment.  The result has been a broad-based opening up to services
FDI, although, the degree of openness varies across countries and
industries. In general, developed countries are more open than
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developing ones. But even countries that have liberalized most of
their service industries typically retain entry restrictions in specific
services, such as media and air transportation. The nature of
restrictions and the purpose for which these are introduced vary
by industry. Services FDI can bring economic benefits, but policy-
makers need to strike a balance between possible efficiency gains
and other broader development objectives.

Beyond that, more and more countries are seeking actively
to attract FDI in services through investor targeting. IPAs are
particularly interested in attracting foreign-exchange-generating
services, such as computer and related services, tourism and hotels
and restaurants. They are also targeting service functions of
manufacturing firms, especially call centres, shared-service centres
and regional headquarters functions. In this context, many export
processing zones shape their promotional packages to attract services-
related FDI beyond commercial services and simple data entry, to
include, for example, medical diagnosis, architectural, business,
engineering and financial services as well.  Countries are also setting
up technology parks specifically geared to FDI in IT services, offering
high-quality telecommunications, stable power supply, a highly
educated workforce and a technology-supporting infrastructure.

General promotion measures, incentives and export processing
zones are the most widely used tools for FDI promotion. Incentives,
used in the whole range of service industries, are most common in
tourism, transport and financial services. As in manufacturing, there
is the risk of a race in the use of incentives, especially to attract
export-oriented FDI in services. This risk is accentuated by the
footloose nature of many export-oriented service projects.

Investment promotion can be particularly successful if the
basic requirements are right.  For services, skills are vital, as is a
reliable, state-of-the-art international communications infrastructure,
especially if offshored services are targeted. Regulatory issues are
also receiving increasing attention, particularly in the area of data
security, an area that needs to be improved in a number of destination
countries.

The promotion of FDI in services should be complemented
by policies aimed at addressing possible concerns about such FDI,
as well as maximizing the benefits from the presence of foreign
companies in this sector. The main rewards of FDI accrue over the
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longer term, when TNCs strike local roots, expand operations,
improve local skills, link up with local institutions and upgrade
technologies. Governments need to induce market-seeking TNCs
to deepen and extend their operations, and export-oriented ones to
stay and upgrade as wages rise and cheaper competitors appear.
Policies in this area should seek to improve local capabilities, skills,
institutions and infrastructure in line with the changing technological
and market realities.

...including through privatization, which requires the
implementation of complementary policies.

The opening up of various infrastructure services to FDI in
the framework of privatization programmes has triggered
unprecedented increases in such investment. While involving foreign
companies in infrastructure services can bring new capital and more
and better services, it can also entail costs.  FDI in services through
privatization raises a special challenge in terms of regulation and
governance.

Governments need to establish clear objectives for involving
FDI in the privatization of services.  For privatization to succeed,
it is particularly important for a government to strike a balance
between budgetary and other considerations, such as the efficient
and competitive provision of services at affordable prices for the
poor and/or those living in sparsely populated areas. Large
privatizations require an appropriate institutional environment that
guarantees policy consistency, coherence and efficiency. TNCs are
sophisticated institutions, and transactions and related contracts tend
to be technical in nature and involve the monitoring of numerous
post-privatization obligations. Specialized privatization agencies
can help by undertaking a competitive selection process, providing
a one-stop shop for investors, as well as maintaining independence
from governments and vested interests in State-owned enterprises.

The regulation of service industries is another challenge.
While foreign investors are often attracted to assets that enjoy
monopolistic or oligopolistic rents, the interest of host countries
is to minimize those rents, including through well designed regulatory
regimes. Such regimes should address the ability of investors to
collect payment for the services they provide; they should also contain
clear principles for tariff-setting and procedures for dispute settlement.
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In addition, they need to address issues related to securing universal
access to essential services, taking into account the situation of poorer
and remote populations. Furthermore, regulatory regimes should
be complemented by an appropriate policy to encourage competition.
The restructuring of an industry prior to privatization may be helpful;
in low-income countries, this process can perhaps be facilitated
through related official development assistance.

Services IIAs are proliferating, creating a multilayered
and multifaceted network of rules that present
challenges for development.

Over the past decade, the number of international investment
agreements (IIAs) covering FDI in services has proliferated, resulting
in a multilayered and multifaceted network of international rules.
In many areas of services FDI, therefore, national policy-making
increasingly takes place within the framework of these agreements.
Agreements differ in their approach towards services FDI (investment-
based, services-based, mixed) and in their substantive provisions
(e.g. regulating entry as opposed to protecting investment, adopting
a positive- as opposed to a negative-list approach when making
commitments). Several services IIAs contain follow-up procedures
and separate chapters for specific service industries.

IIAs can provide a stable, predictable and transparent
framework for attracting FDI in services and benefiting from it. At
the same time, there is a complex process of interaction between
international and national policies for services FDI. The nature of
this interaction can be either autonomous-liberalization-led or IIA-
driven, or anywhere in-between. Ultimately, this interaction is
country- and context-specific, thereby creating additional challenges
for policy-makers seeking to regulate services.

Moreover, policy-makers need to ensure that international
rules are consistent with or complementary to each other in order
to avoid conflicts. They also need to address issues arising at the
interface of the liberalization and regulation of services.  Finally,
policy-makers need to strike a balance between using services IIAs
for attracting FDI in services and preserving the flexibility necessary
for the pursuit of national development objectives related to the
services sector. It is important for IIAs to allow such flexibility.
This is particularly important for developing countries, as they need
to accommodate their development-oriented policy objectives and



124    Transnational Corporations, Vol. 13, No. 3 (December  2004)

to undertake the sort of trial-and-error processes required to identify
the policy options best suited to their level of development.

*****

In conclusion, to benefit from an increasingly globalized
and interdependent world economy, countries need to strengthen
their capabilities for the supply of competitive services. If conditions
are right, FDI can help to achieve this. Its most important contribution
is in bringing the capital, skills and technology countries need to
set up competitive service industries. This applies not only to the
new IT-enabled services, but also to traditional services such as
infrastructure and tourism.  Moreover, as services become more
tradable, FDI can help link developing countries to global value
chains in services. Such chains comprise international service
production networks that are increasingly important to access
international markets.  At the same time, caution is necessary when
attracting FDI in services.  For instance, some services (especially
basic utilities and infrastructure) may be natural monopolies and
hence susceptible to abuses of market power (whether firms are
domestic or foreign).  Others are of considerable social and cultural
significance; the whole fabric of a society can be affected by FDI
in those industries.  Hence, countries need to strike a balance between
economic efficiency and broader developmental objectives.

This is why it matters to have the right mix of policies. In
light of the shift towards FDI in services, developing countries face
a double challenge: to create the necessary conditions – domestic
and international – to attract services FDI and, at the same time,
to minimize its potential negative effects. In each case, the key is
to pursue the right policies, within a broader development strategy.
Basic to them is the upgrading of the human resources and physical
infrastructure (especially in information and communication
technology) required by most modern services. An internationally
competitive services sector is, in today’s world economy, essential
for development.
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Making Globalization Good: The Moral Challenges
of Global Capitalism

John H. Dunning, editor
(Oxford and New York, Oxford University Press, 2003),

400 pages

The simple title, Making Globalization Good, belies the
complexities within. This volume addresses what John H.
Dunning refers to as “responsible global capitalism”, the mix
that is required of global markets and non-market institutions
in order to lead to an enhancement of life world-wide.

In addition to being highly respected and influential in
the field of international business, Dunning is a religious man
concerned with the beneficial functioning of the international
economy. It comes as no surprise, therefore, to find that he has
been mulling over foundational issues generally associated with
theologians. His approach to the interwoven issues of capitalism,
globalization, international trade, foreign direct investment,
morality, and religion is compelling. His book examines the
issues in detail from many perspectives. His arguments have
the sophistication of thoughts that have been examined for a
long time with considerable effort, honesty and great
thoroughness.

As a result, we are presented with a volume of
exceptional merit with contributions from experts worthy of his
attention. Authors present their personal, well-researched
perspectives, which take us beyond the more traditional objective
of international business research.

Inequality is directly associated with globalization.
Global markets today are dominated by a relatively few, very
large firms, which, because of their size and geographical scope,
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can exploit the imperfections of markets. Dunning discusses how
capitalism may be a better instrument for the creation of wealth
than it is for the equitable distribution of its benefits. He contends
that capitalist societies accept that it is the responsibility of
voluntarism and governments to put right any perceived
injustices of the market place. There is general agreement
reached in this volume that globalizing capitalism, in its present
state, is flawed, and that evolving capitalism will demand a more
holistic and integrated approach to its wealth creation. Upward
of four-fifths of the world’s population live under some form of
capitalism. Contemporary capitalism has evolved over time into
an economic system for creating and sustaining wealth,
economic freedom and liberty of choice. Even if one accepts
that globalizing capitalism is preferable to the known
alternatives, its workings are seen as sub-optimal. Global
capitalism as a unifying, integrated system of cross-border
economic governance does not exist today and may not exist in
the foreseeable future.

There has been a series of shocks – corporate governance
scandals, excessive greed, perceived failures of business-led
globalization – that has seriously eroded the confidence of the
public, employees and other stakeholders in the values of
business, business leaders, capitalism and globalization. There
is an awareness of the growing cynicism and real disenchantment
about the motives of Western business. The danger implied
throughout the volume is that, if we do not try to improve and
upgrade the moral component of globalizing capitalism, its
functioning will deteriorate.

In this book, leading thinkers in international business
and ethics, with rather different backgrounds and varying
perspectives, address the issue of a global economic architecture
that is efficient, morally acceptable, geographically inclusive,
and sustainable. The strength of this volume lies in the link made
between ethics and globalizing capitalism, with discussions on
alternative approaches for action to promote a more effective
and influential ecumenical dialogue. Each of the arguments
presented within the 16 chapters is very well-developed,
documented and spot-on target.
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Far-reaching technological advances, the liberalization
of markets and the emergence of dynamic, new players on the
world economic scene have brought about a  new era in the
capitalist system – which Dunning describes as more complex,
more uncertain and more volatile than those iterations that
preceded it. The moral conscience of society is very much alive.
As such, his investigation of globalizing capitalism is both timely
and necessary.

This volume discusses the moral challenges of 21st

century global capitalism and promotes responsible business
practices and partnerships. Most contributors agree that any
substantive upgrading of moral capital would require a change
in the mindsets and values of individuals and of the attitudes
and actions of the institutions with which they are involved.
But the success of this volume is that Dunning brings out how
these moral challenges interact with various components of
global capitalism: the market; national,  sub-national and
supranational governments; NGOs; and a civil society made up
of diverse cultures, religions and ethnicity.

The structural lay-out of this volume is excellent. Each
chapter, although regrettably with some redundancy, discusses
advantages and disadvantages of the present situation, points
out winners and losers, and groups the issues into categories
for ease of study with some suggesting recommendations for
improvement.

Dunning’s introductory chapter sets the background and
works to guide readers along, highlighting the main tenets of
the book. Following the introduction is an excellent essay by
Deepak Lal, professor of international development studies at
UCLA in California. Lal’s research concludes that, in order to
reap the gains from trade and to reduce the “policy” type of
transactions costs, morality is needed to reign in opportunistic
behaviour.

The chapter by Hans Küng, emeritus professor of
ecumenical theology at the University of Tübingen and president
of the Tübingen-based Global Ethics Foundation, presents well-
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founded research on an ethical framework for the global market
economy. As noted by Dunning, his chapter is especially important
for students interested in the study of global business.

As John Elliott, Dean of the Zicklin School of Business
at the City University of New York, commented at the book’s
launching in the United States, “each age of capitalism depends
on a moral culture which nurtures the virtues and values on
which its existence depends”. The thesis here is that neither
markets nor the non-market institutions of capitalism are value-
free. The ways in which they identify, organize and perform
their tasks reflect, for good or bad, their codes of behaviour and
belief systems just as much as their technical capabilities.
Religion comes into play through the promotion and upgrading
of moral behaviour – a morality based on religious belief that
there is a force beyond ourselves that influences actions.

There is growing support in the international community
for the view that a global economy needs a global ethic. After
all, if we have super-national entities to help reduce or iron out
some of the economic instabilities of cross-border commerce,
it is reasonable to ask if we should have super-national entities
to embrace a moral global ecology. Dunning introduces the
religious perspective to globalizing capitalism, because a great
majority of the world’s population adheres to some kind of
religious belief or at least indicates that they do. This book
addresses the role that the major religions of the world may
play in terms of what each teaches about appropriate behaviour.
In the words of Jonathan Sacks, Chief Rabbi of the United
Hebrew Congregations of the Commonwealth, “[t]he world’s
faiths are global phenomena whose reach is broader and in some
respects deeper than that of the nation state” (p. 212).

World religion and morality, for good or bad, are now at
the heart of much international public debate. Dunning’s volume
finds common ground among the major belief systems, not
perhaps in theology and dogma, but in the teachings on how
men and women might best behave in accordance with their
faith. Readers are presented with an understanding that there
exists a core set of values with an element of trust that have
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global appeal and global acceptability, which may lead to
increased stability and reduced risk in international transactions.

There is an inherent moral imperative to all faiths. All
religions teach that human beings do not live in a vacuum, and
actions have consequences. All religions teach ethical codes and
have a consensus of moral codes. These codes are reducible to
“do no harm” which is vague, open to interpretation, dependent
and culturally determined. Of the four major religions
investigated in this monograph (Christian, Jewish, Islamic, the
Eastern religions – primarily Buddhism), each has different vices
and virtues. None live up to the best that they can claim or could
be. Each would benefit from stricter adherence to their doctrines.

Some followers of different faiths are more rigid in their
adherence to such codes. These strict followers of faith may be
called fundamentalists and they exist in many religions. All the
authors of the religious chapters represent what we might call
“main stream” religion. Dunning did not invite any
fundamentalist contribution. His rational is based on his personal
perspective that there is great difficulty in having dialogue with
someone who thinks they are right about everything, and
everyone else is wrong. There is some truth in Dunning’s
position in that fundamentalism is more a psychological rather
than a religious manifestation. But the impact on our world of
unquestioning faith is too significant to discount and brush aside.
Fundamentalism may make some uncomfortable, and its
inclusion would require extreme care in order not to detract from
the overall tone and motivation of this volume. However,
fundamentalists do exist in many faiths. This reviewer believes
that the volume could have benefited from the inclusion of a
chapter dedicated to a fundamentalist perspective of globalizing
capitalism. The challenge for future research is, therefore, to
fill this gap – recognizing the strengths, weaknesses and
protested inequities of the strict adherence to doctrine despite
cultural evolution and global change.

Four authors present their specifically religious approach
to the subject matter. David Loy, professor of international
studies at Bunkyo University in Chigasaki, Japan, acknowledges
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that, although the various Asian traditions have not commented
on capitalism, their teachings include many statements about
poverty, wealth creation and other economic terms. He links
Buddhism, which does not separate economic issues from ethical
or spiritual ones, and conventional economic theory, which
assumes that material resources are limited while human desires
are infinite. Loy ties in some of the beliefs of Hinduism to give
evidence of an ethical context to globalizing capitalism.
However, a single chapter devoted to “Eastern Religions” is just
not enough. Loy maintains that Southern, Central and Eastern
Asia encompass a variety of different cultural traditions, many
of which are as much philosophical as religious. This reviewer
looks forward to future research with respect to each.

The essay by Sacks links the perspectives of the other
three religions addressed in this volume, with his view that,
within Judaism, Christianity and Islam, choice, agency and moral
responsibility are at the heart of humanity. As the market depends
on virtues not produced by the market, Sacks stresses the Jewish
emphasis on education as a key to improved understanding.
Brian Griffiths, vice chairperson of Goldman Sachs International
and member of the United Kingdom House of Lords,
distinguishes between the Christian viewpoint and that of liberal
economists, who tend to regard the market as an autonomous
entity, independent of any reference to morality. Khurshid
Ahmad, professor and chairperson of the Islamic Foundation at
Markfield, United Kingdom, discusses acceptance of each other
despite differences. He builds upon this cardinal principle of
the universal religion of Islam to advocate an open society with
a genuine plurality of systems, options and diversity – a world
in which all participants have the confidence to live according
to their own values and yet be partners in a global enterprise.

One of the purposes of this volume is to seek to identify
both the unique and common features of different faith
persuasions. This reviewer would, therefore, also have enjoyed
a chapter devoted to East/West comparisons – the West with a
linear concept of time (tomorrow can be a better day) vs. the
East based on tradition (a cyclical perspective of time). How
the concept of individuality, so central in the West, contrasts
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with Eastern religions, in which the concept of the individual is
submersed.

Joseph Stiglitz, Nobel Laureate and professor of
economics at Columbia University in New York, while walking
us through a critical feature of the history of economic theory,
addresses the inadequacy of traditional statistical modelling
techniques in incorporating the significance of the interface
between narrowly defined economic transactions and the broader
goals of society. He provides the reader with a framework for
thinking about long-term economic and social globalization
development strategies. Jack Behrman, emeritus professor of
international business and ethics at the University of North
Carolina, builds upon Stiglitz’s research by addressing quality-
of-life issues that challenge modern econometric analysis.
Although very lengthy and sometimes a bit off-track, Behrman’s
chapter properly introduces concepts that flow nicely with the
volume overall.

In chapter 11, Novak is critical of business schools that
have tended to over-emphasize the scientific and value-neutral
aspects of economics. Arguing that the success of global
capitalism depends upon a supportive moral ecology, Novak
encourages a greater emphasis on the spiritual and moral
dimensions of the business vocation. An earlier chapter by Alan
Hamlin, professor of economics at the University of
Southampton, while differentiating between motivation and
behaviour, supports Novak’s position, cautioning that just
because an agent includes moral arguments in motivational
structure, this does not imply that the agent will act as morality
requires – indeed, actions speak louder than words.

Richard Falk, emeritus professor of international law and
practice, and emeritus professor of politics and international
affairs at Princeton University, argues for a more transparent
and supportive form of global governance achieved with
continuous and robust pressure exerted by global civil society.
His essay introduces some global civil society initiatives that
promote awareness of the cumulative dangers associated with
unregulated economic growth. He argues that the various
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challenges arising from global capitalism, in its post-industrial
phase, have not as yet engendered a sufficient response.

In chapter 14, Gordon Brown, the Chancellor of the
Exchequer of the United Kingdom, proposes a new global
consensus to reduce this imbalance. The research of Baroness
Shirley Williams, member of the House of Lords of the United
Kingdom, follows Falk’s essay. She discusses how the distorted
workings of a global market for the benefit of the “haves” rather
than the “have-nots” is not the fault of globalization per se, but
of the power structures that direct it. It is these asymmetricies
of power among participants that distort competition.

More work clearly needs to be done to explain further
how the ideas brought out in this volume can be put into practice.
This reviewer looks forward to research into how politics effects
responsible global capitalism. While there are frequent
references to government by many contributors, the role of
government could be investigated further. Government can
function effectively (i.e. discouraging us from being “bad”).
Indeed, they are often responsible for reducing crime. Dunning
points out that governments are not, however, very effective at
making people good – moving from amoral to moral behaviour.
Large parts of the world remain largely untouched by globalizing
capitalism and the entrepreneurial capacity to create wealth.
Government and regulation will continue to have a major role
in the functioning of markets, in how societies relate to each
other and in our tolerance of globalizing capitalism.

Capitalism, in its process of globalization, may have lost
its moral compass. But, through the research presented in this
volume, Dunning finds a great deal of common ground about
the appropriate behaviour of all the institutions of globalizing
capitalism. We are enormously indebted to Dunning, not only
for his contributions to the study of international business, but
also for pulling together this timely series of essays by experts.
The results of the investigations suggest the difficulty in a single
“one-size-fits-all” solution. Dunning recognizes, respects and
addresses the distinct differences (as well as their sometimes
hybrid nature) inherent in individual religions, cultures, attitudes
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and governments. He also understands the power of many of
the stakeholders. Hamlin states that the world is still a
remarkably heterogeneous place. Novak says it well; “[t]he rule
of law means a law that looks upon all as equals and on none
with special favour” (p. 254).

This volume is successful, in part, because of its applied
research approach. It clearly shows a difficult process of the
enormous challenge of responsible globalizing capitalism. But,
rather than being left feeling discouraged, readers are presented
with optimistic approaches for consideration. As the chapter by
Robert Davies, chief executive of Prince of Wales International
Business Leaders’ Forum, shows, the leadership of a few
progressive companies, the rise in consciousness of corporate
responsibility as an essential feature to sustain global capitalism,
and emerging evidence of partnership initiatives, which hold
the key to equitable development, are all encouraging pointers
towards progress. It is through research, learning, dialogue and
project experiences that we create the ability to improve the
workings of globalizing capitalism. The significance of
Dunning’s volume lies in the future.

So, how does one “make globalization good”? How can
ideas presented in this volume be put into practice, and the
contribution of Dunning’s original insights be enhanced further
for the benefit of future generations? The strength in this book
lies in the research findings that there is greater similarity than
differences in the fundamental tenets of the four major religions
investigated. Their message is for all nations. Brown states
“whatever our concerns about the sheer scale of the challenge
of globalization, we must not retreat into the outdated
protectionism and isolationism, just as we must not recycle the
old laissez-faire doctrine that says there is nothing that can be
done” (p. 323). The chapters present frameworks, blueprints and
embraceable building blocks for improving globalizing
capitalism. Through this volume, Dunning reveals that there is
a global moral architecture in place – a basis from which to
build, improve and indeed work towards making globalization
good.
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This volume helps to advance our understanding of the
ways in which the structure of globalizing capitalism, its content
and effects may be strategically shaped to be, through consensus,
better. This is an important, interesting and compelling book by
a brilliant individual who has achieved much throughout his
career.

Lorna H. Wallace
The Milken Institute,

Santa Monica, CA, United States
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Foreign Direct Investment: Research Issues

Bijit Bora, editor
(London and New York, Routledge, 2002), 368 pages

This is a wide-ranging book of 19 chapters by 23 authors and
co-authors. It is essential reading for anyone with a serious
interest in theoretical, methodological or government policy
issues associated with foreign direct investment (FDI).

The editor states in the introductory chapter that the
purpose of the “book is to bring together representatives from
[management, trade theory and international macroeconomics]
to take stock of the literature in their particular area and identify
future research areas and impediments to fulfilling this research
agenda” (p. 2). It generally succeeds in these endeavours, except
that the research from the “management field” is much less
evident, compared with the literature on trade theory and other
aspects of macroeconomics.

In order to review the contributions in more detail, it is
useful to arrange them into four groups according to the issues
of their principal concern: theory, impact, policy, data. (Some
chapters are inevitably concerned with two or more of these
categories.)

Theory on the determinants of FDI

Seven of the chapters are principally concerned with
theoretical explanations for the occurrence of FDI. Chapter two
by Stephen Nicholas and Elizabeth Maitland and chapter three
by Ron Edwards offer wide-ranging and competent reviews of
the theoretical literature, including transaction costs in the
former and the internationalization process in the latter. In
chapter four, the editor provides an integrative review that
focuses on empirical studies, and concludes with a regret about
“the dominance of the United States and industrialized countries
as the unit of analysis” (p. 59) in the empirical literature.
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Several other chapters also focus on theoretical issues,
but from differing perspectives.  Roger Farrel addresses
theoretical and other issues about Japanese FDI in chapter six
and concludes that deficiencies with the data have constrained
theoretical progress. James Markusen observes in chapter seven
that the “integration of the theory of the multinational
corporation … into the theory of international trade” has been
“an exciting and important development” (p. 94). Edward M.
Graham focuses on the telecom industry in chapter eight, where
he analyses the behaviour of rivals in an oligopolistic industry
and extrapolates his findings more generally to other industries.
In chapter twelve, Keith Maskus considers theory and evidence
of how intellectual property rights (IPRs) affect FDI and
concludes that “while there are indications that strengthening
IPRs can be an effective incentive for inward FDI, it is only a
component of a broader set of factors” (p. 208). In chapter
fourteen, Susan Stone and Patrick Jomini consider FDI in the
context of a computable general equilibrium framework and find
that modelling along those lines offers many insights but that it
too is constrained by data problems.

Impact of FDI on development and other aspects

Gaston notes, in chapter nine, that, in Australia, one of
the consequences of the “increased importance of multinational
firms and the greater exposure to international competition” has
been “the demise of centralised wage bargaining” (p. 144). In
chapter ten, on the effects of FDI in home countries, especially
Sweden, Ari Kokko observes that “the quantitative effects [of
FDI on home country exports and employment] are not dramatic”
(p. 164). In chapter eleven, on the effects in host countries,
particularly in East Asia, Prema-chandra Athukorala and Hal
Hill suggest that the increasing knowledge of global markets
that TNCs possess will “further strengthen [their] bargaining
power and competitive advantages” and thus make it
“increasingly difficult for countries to achieve rapid, outward-
looking economic development via a policy regime which
actively discourages foreign ownership in many sectors” (p.
190).  Bijit Bora addresses a series of questions about the
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environmental practices of transnational corporations in chapter
thirteen, where he concludes “the evidence on the impact of
FDI on the ability of host countries to protect their environment
is mixed” and some TNCs are “clearly international leaders in
mitigating the environmental impact of their entire range of
activities. Others fail to utilise their full potential for
environmental protection by using a decentralised strategy” (p.
224). In chapter nineteen, Sanjaya Lall emphasizes the change
in attitudes towards the role of FDI in development over the
past several decades, and the role of technology in that change.
“However, the spread of technological benefits is highly uneven
[across countries], and the activities of TNCs do not reduce this
unevenness – they may exacerbate it” (p. 341).

Government policy issues

Although most of the chapters contain some explicit
discussions of government policy issues, two are principally
concerned with such issues. In particular, tax policies and
investment incentives are the focus of chapter sixteen by Jacques
Morisset and Nedia Pirnia, and multilateral investment rules are
the concern in chapter eighteen by David Robertson. The former
summarize the evidence as follows: “incentives will generally
neither make up for serious deficiencies in the investment
environment, nor generate the desired externalities” (p. 286).
The latter indicates that “the rising opposition to globalisation”
is a “major barrier to opening new negotiations on multilateral
investment rules”, but that “there remain effective avenues
within the Uruguay Round [WTO] agreements to pursue
liberalization using the mandated reviews of agreements [from
that] Round’s built-in agenda” (p. 322).

Data problems

Theoretical and policy research on FDI has often been
hampered by deficiencies in the data, and such deficiencies and
ways to overcome some of them are addressed in many of the
chapters. In chapter five, Raymond Mataloni assesses the
potential for improving the data on the United States TNCs’
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overseas activities by focusing on real rather than current dollar
indicators using purchasing power parity adjustments. In chapter
fifteen, Alexis Hardin and Leanne Holmes consider the
formidable difficulties in measuring the extent of barriers to
FDI in services as well as manufacturing, and model the effects
of reducing such barriers in Australia. In chapter seventeen,
Mark Lound and Geoff Robertson consider FDI data problems
in the larger context of generating measurements of globalization
from diverse sources.

Business strategy

Although this is not primarily a book about FDI as a
strategic alternative for firms, it would be difficult and
inappropriate to ignore this dimension of the topic since it is
closely related to issues about government policy and the
determinants and effects of FDI. In this regard, however, the
book is not entirely successful, and readers looking for more
explicit and extensive micro-level treatment of issues on
business strategy may want to consider other volumes.

Conclusion

In sum, this volume covers many of the standard concerns
of specialists on FDI. In addition, it breaks new ground in a few
areas. As is fitting for a book with the subtitle “Research Issues”,
it provides some new answers to old questions and poses some
new questions as well. One might wish that there were more
country studies and more industry studies, but it would have
been difficult to expand an already extensive collection.

Finally, to their and the editor’s credit, the authors avoid
two common and unfortunate tendencies in the treatment of FDI
that are still evident in some of the literature on FDI – namely,
to treat it as if it were either a special kind of trade or a special
kind of financial capital flow. Though FDI involves both trade
and financial capital flows, it is a fundamentally different
phenomenon from both. The theoretical, methodological and
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government policy implications of the differences are illustrated
throughout this collection of studies. This volume ought at least
to help disabuse some scholars and other observers who
sometimes still lapse into either of these two unfortunate
misconceptions of the nature of FDI.

Thomas L. Brewer
Georgetown University

Washington, DC, the United States
and

Centre for European Policy Studies
Brussels, Belgium
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China: Competing in the Global Economy

Edited by Wanda Tseng and Markus Rodlauer
(Washington, D.C., International Monetary Fund, 2003),

222 pages

China’s economic growth and development has been an issue
of much debate recently. There is a large body of research
acclaiming its great potential and bright prospect, while others
cast a serious doubt on its future (e.g. Chang, 2003; Studwell,
2003). This book is a collection of recent papers by the staff at
the International Monetary Fund working on China. It looks at
how China has met the challenges arising from its structural
weaknesses as well as governmental and environmental
problems. It focuses on four topics of interest with respect to
the reform and development in China: growth dynamics;
macroeconomic stability; State-owned enterprises (SOEs) and
banking sector reform; and global integration.

In the part of growth dynamics, chapter 1 provides an
overview of the whole book and an introduction of the key issues
involved in sustaining China’s economic growth. Chapter 2
explores the factors that have been enhancing and sustaining
the economic performance of China since the end of the 1970s.
It concludes that China’s rapid growth in the past two decades
is a result of the large scale movement of agricultural labour to
the manufacturing sector in the coastal areas. The decreasing
control of the Government in the daily operations of SOEs and
the slimming down of the government bureaucracy also
contributed to the current success of China’s continuous growth.
In future, whether China succeeds or not in sustaining its current
rate of growth will depend on further economic reform in
government as well SOEs.

Foreign direct investment (FDI) has been another source
of China’s economic growth. Since the end of the 1970s, FDI
has been strategically utilized by the Government of China as a
tool for spurring economic development. Second only to the
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United States in terms of FDI inflow since 1993, China has
emerged as one of the most important investment destinations
around the world. Along with the huge amount of capital inflow,
transnational corporations have transferred advanced
technologies and patents, offered managerial expertise and
introduced international practices to China through FDI. Thus,
FDI has played an essential role in continuously supporting
China’s economic development and strengthening its
competitiveness. Chapter 5 looks into the reasons for China’s
success in attracting FDI and chapter 6 examines the
contributions made by FDI on the Chinese economy. It is evident
that FDI has contributed to China’s growth by way of increased
capital formation and higher total factor productivity (chapter
6). The establishment of foreign affiliates and the positive
spillover effects arising from the interactions between foreign
affiliates and local industries worked hand in hand with China’s
deregulation of industries in its transition from a centrally
planned economy to a socialist market economy. Chapter 5 is
right in alerting its readers that China’s success in attracting
FDI may have been overstated due to misreporting and round-
tripping. In both cases, the ill-thought incentive system may be
to blame. The extent of the overstatement can be as high as 25%
in some years. On the other hand, China could attract even more
FDI if “China’s legal system became more effective in enforcing
contracts” (p. 85). These evidences suggest that the Government
of China has not been as productive as it could have been in
bringing FDI to the benefits of its economy. More reform is
needed to transform the Government of China into a well-
qualified “visible hand” in China’s economic growth.

Central to the argument of China’s economic growth is
whether China will continue its growth in the face of its serious
problems in the banking industry and SOEs. This book has
addressed this issue head-on by looking at the core issues of
financial stability and enterprise reform. Chapter 9 shows that
the Government of China has made significant progress in
reforming SOEs in a wide range of areas, such as improving
enterprise autonomy and strengthening enterprise management,
reducing the social welfare burden, and enhancing financial
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transparency, all of which are essential to the success of the
SOE reform. However, there is still a long way to go before the
SOE reform can overall be termed a success. As evidenced in
chapter 11, “SOEs are less efficient and display poor financial
profiles than do enterprises under other forms of ownership”
(p. 188). There are a number of key issues to be dealt with, e.g.
the establishment of a modern enterprise system, the creation
of internationally competitive large enterprises and groups, the
technological upgrading of the State-owned industries, the
closure of poorly performing enterprises, and the revitalization
of small SOEs. Chapter 9 is informative and comprehensive,
giving a detailed account of the historical development of
China’s SOE reform. Perhaps, it should go further to say that
the current problems associated with the SOE reform are a
reflection of the murky central government policy regarding the
ultimate goal of such a reform process. While pushing SOEs to
revitalize and transform themselves into modern enterprises, the
Chinese Communist Party does not appear to want to give up
the control of key SOEs. On the contrary, maintaining a high
degree of control of selected SOEs has been the key
characteristics of the so-called “socialist market economy”
designed by the Government of China. Being both the owner of
SOEs and the industry regulator can only complicate the
relationship between government and enterprises. Without a
rethink on the doctrine of “socialist market economy”, it seems
difficult to achieve the goal of the SOE reform set by the
Government.

The same can be said about the banking industry. Chapter
10 lists the crucial weaknesses of the Chinese financial system,
such as non-performing loans, State ownership and control,
lending restrictions to the private sector, and inadequate
competition in the banking industry. The interesting point is that
the Government intends to list the key State-owned banks on
stock exchanges in order to diversify their ownership. This is
an effective way of improving governance and operating
efficiency in these banks. The extent to which the Government
relinquishes its ownership is worth monitoring. Will its strategy
be to maintain its dominant position so that the listing becomes
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an opportunity of transferring current debt and potential risk to
investors? Or will Chinese banks transform into real commercial
operators free from direct government interference in business
decision making? There is no clear answer in the chapter. I guess
there is no clear view in the Government either. However, this
is the defining indicator regarding China’s financial reform. As
discussed with respect to the issue of further reform of SOEs,
the full withdrawal of the State from the ownership of financial
institutions in China is the best option for improving the
performance of this industry.

China’s comprehensive integration into the global
economy is consolidated by its accession into the World Trade
Organization (WTO). This has presented both opportunities and
challenges to China as well as to the rest of the world. Chapter
12 discusses the potential impact of the WTO accession on
China, both sectoral and macroeconomic. China’s adjustment
to the changes brought about by its WTO accession has long
been discussed. How its accession impacts on other countries,
however, is less researched. This chapter provides an interesting
estimate based on a simulation of a global general equilibrium
model developed by the Global Trade Analysis Project (Hertel,
1997; Dimaranan and McDougall, 2001). The results indicate
“an overall gain in welfare for the rest of the world from China’s
WTO accession” (p. 208), but it varies across regions. The
industrial countries will benefit most (with the gain of $10.4
billion in1998 dollars projected for 2006) and the Asian newly
industrializing economies second (with $1.4 billion as above),
while countries in other parts of the world will lose out (with a
loss of $5.5 billion as above). When measured as a percentage
of GDP, both positive and negative impacts are negligible to
these countries. This indicates that the impact of China’s WTO
accession is not going to be felt globally in the short term except
in regard to textile and clothing exports. In the longer term, it
depends on the relative change of industrial competitiveness of
trading partners.

Of the factors used in assessing the impact of China’s
WTO accession, the foreign exchange rate is the one that could
trigger changes in the whole picture. Chapter 13 looks at the
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foreign exchange regime in China and calls for more flexibility
to help China respond to structural changes and potential shocks.
Should this happen in the next few years, one can expect that
the impact of China’s WTO accession will be different from the
current projections.

While presenting many new insights in the main aspects
of China’s economic development, this book is limited by its
use of secondary data and being slightly outdated for a country
such as China, which is changing rapidly. Despite these minor
shortcomings, this book paints a positive picture of China,
though it is conditional on further effective reform in the SOEs
and the financial industry. The editors have produced a collection
that can rightly claim to be the most informative volume to date
on China’s economic growth and development. It will be of
considerable benefit to business researchers, students and to
businesses interested in engaging the Chinese market.

Hui Tan
Leeds University Business School

University of Leeds
Leeds, United Kingdom
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Japanese Direct Investment in China:
Locational Determinants and Characteristics

John F. Cassidy
(London and New York, Routledge, 2002), 253 pages

The large volume of foreign direct investment (FDI) inflows
into China has been the subject of a substantial amount of
research that investigates its determinants and impact. The book
under review analyzes the spatial characteristics and
determinants of Japanese FDI in China – the country’s second
largest source of inward FDI.  Japanese FDI is predominantly
located in the coastal regions of China. The author argues that,
through FDI in China, Japanese transnational corporations
(TNCs) have exploited the location specific advantage that China
possesses, such as an abundant supply of low cost labour, future
market potential, locational incentives, infrastructure, and
coastal location. Japanese FDI in China is characterized by the
relative importance of the affiliates’ exports back to Japan. Local
sourcing is found to exist among the affiliates of Japanese TNCs,
but the problem of quality is a major constraint on sourcing
materials and components from local suppliers.

The book comprises nine chapters. In chapter two, the
author reviews the literature on FDI in general, considering
Japanese outward FDI and the regional distribution of inward
FDI in China in particular. Chapter three supplies background
on the spatial patterns and the characteristics of FDI in China
(from all countries), while chapter four examines Japanese FDI
in China. It demonstrates that the Japanese FDI stock is even
more spatially concentrated in the Chinese coastal areas than
FDI from other countries. Shanghai has been particularly
successful in attracting Japanese FDI, whereas Guangdong has
been the main destination for FDI from other countries.

After setting out his research methodology and
hypotheses in chapter five, the author then proceeds, in three
chapters, to investigate questions regarding the choice of
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location, the destination of resulting exports and the local
sourcing of Japanese FDI in China. Chapter six tests a hypothesis
about the locational determinants of Japanese FDI in China. The
author uses regression analysis based on the cross-section of 23
provinces for the year 1996. His analysis confirms the
importance of market size, the cost and quality of labour, the
transportation network, exports and coastal location in the
location decision of Japanese FDI in China.

Chapter seven examines the characteristics of Japanese
FDI in Liaoning Province, with a particular emphasis on the
hypotheses regarding export destinations and local sourcing of
Japanese FDI. The investigation in this chapter is carried out
through a questionnaire-based analysis of the affiliates of
Japanese TNCs based in the city of Dalian. “Processing” is
reported to be the main type of industrial activity, and Japan to
be the dominant export market. Although local sourcing does
take place in Dalian, a considerable proportion of the affiliates
of Japanese TNCs source from Japan itself and other Japanese
affiliates based in China. The author notes that the problem of
quality is the major constraint that deters local sourcing.

Chapter eight is a case study of a Japanese healthcare
electronics manufacturing company, Omron Corporation, and
its wholly-owned affiliate, Omron Dalian. Here, in addition to
low factor costs, personal relationships emerged as an important
determinant in the firm’s choice of location. Given the
importance of “guanxi” (network) in the Chinese business
culture, this is a finding that econometric analysis would not
have revealed. Findings here reinforce those from chapter seven
regarding local sourcing. “Omron Dalian sources most of its
product from Japan…They have increased their sourcing locally
but there remain problems vis-à-vis quality” (p. 213). Most of
its products are exported to third country markets rather than to
Japan. Omron Dalian is a typical example of a firm that locates
and operates in export processing zones (EPZs) in China.
Valuable policy implications regarding the impact of EPZs on
domestic economy could have been drawn from this study.
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This book is the first analysis of the geographic
characteristics and determinants of Japanese FDI in China. A
special dataset, the Toyo Keizai dataset, has been created for
this research. Given that most prior studies focus on the
determinants and impact of aggregate FDI in China, this book
provides a pioneering analysis of Japanese FDI in China. It also
provides a base for future comparative studies in this field.

Another feature of the book is its utilization of various
research methods, including econometric analysis, survey-based
analysis and a case study, in an effort to provide a systematic
and in-depth study of locational determinants of Japanese FDI.
The survey and the fieldwork provide useful insights and
evidence regarding the location decision of Japanese FDI in
China and its characteristics.

This book also touches on the linkage effect of foreign
affiliates, which is an important issue in the research of the
impact of FDI. The survey and the case study provided valuable
evidence in this respect, suggesting that the affiliates of Japanese
TNCs in China are primarily engaged in export-processing
activities while sourcing most of their materials and components
from Japan and exporting their final products to either Japan or
third-country markets. There is some local sourcing, but its
extent is very limited. This evidence suggests that the backward
linkages generated from Japanese FDI to the local economy are
limited. Further investigation concerning the technology-
intensity of the linkages and the degree of technology transfer
that takes place in the local sourcing is needed for an in-depth
understanding of the linkage effects of FDI on the local economy.

The book is, on the whole, relatively light on economic
analysis and discussion of policy implications regarding regional
development, which the author might have addressed more fully.
The econometric analysis in chapter six leaves room for future
refinement; statistical analysis could be employed for a more
comprehensive analysis of the survey data in later chapters.
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Nevertheless, this book provides a multi-dimensional
description of Japanese FDI in China, with valuable information
concerning its spatial determinants and characteristics. Its
findings might, in future, provide an empirical basis for a more
analytical study of the determinants and impact of FDI in China.

Xiaolan Fu
Centre for Business Research

University of Cambridge
United Kingdom
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Explaining Offshoring

 Satwinder Singh*

Outsourcing in India

Mark Kobayashi-Hillary
(Berlin and Heidelberg, Springer-Verlag, 2004),

xviii+275 pages

What’s this India Business: Offshore Outsourcing and the
Global Services Revolution

Paul Davies
(London, Nicholas Brealey, 2004), 256 pages

A remarkable phenomenon in the field of international business
in recent times has been the growth of what has now come to be
known as “offshoring”, under which back-office work, such as
ticketing, accounting, human resource payments, and customer
interaction services, has been moved overseas, including
developing countries such as India, the Philippines, and Central
and Eastern Europe, by North American and European
companies. Literature on this aspect of servicing, which is akin
to certain vertical chain operations by manufacturing companies,
is mounting with rising estimates of job losses in home countries
and “undue” employment gains in host countries (see for
instance WIR04; Business Week, 3 February 2003; and the Capco
Institute issue of Journal of Financial Transformation). One
estimate by Forrester Research predicts that, by the year 2015,
the service jobs that would have moved abroad from the United
States alone will total 3.4 million. Such estimates have generated

* Author based at Witan College (Reading, United Kingdom). Contact e-
mail: singh0022@hotmail.com. The author is indebted to Karl P. Sauvant and Anne
Miroux for encouragement and support and to Torbjörn Fredriksson for very constructive
discussions on the subject. The author alone is responsible for any errors.
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xenophobic feelings, leading certain States in the United States
to either cancel contracts or start proceedings to pass bills to
stop jobs moving abroad. Similar reactions have been noted by
trade unions also in Europe and Australia (WIR04). Part of the
concern is that the “offshoring” process is not only affecting
the job situations of transnational corporations (TNCs), it is also
eating equally into the state and federal jobs.

The most obvious reason put forward to explain the
phenomenon of offshoring is that companies are taking
advantage of lower wages in overseas locations to cut costs and
become competitive vis-à-vis rivals, and that modern
telecommunication facilities are a vehicle through which this
aim is being achieved. This is the underlying current in the
largely descriptive literature on “offshoring” and the two books
under review are no exception.

The underlying theme in the two books under review is
that large-scale savings on labour costs are causing a global
revolution in services and that centres, such as India, are proving
pivotal, and around which the service operations are beginning
to revolve. Kobayashi-Hillary’s book is divided into three parts:
Part One provides a socio-political introduction and background
of India; Part Two is a profile of the existing outsourcing
industry; and Part Three advises on how to conduct an
outsourcing business successfully. There are a total of 23
chapters in the book. Some of the chapters are quite short – the
shortest being 2 pages. Part One is written for an audience
completely new to the Indian business environment. The chapter
emphasizes the vastness of the country in terms of its population,
low literacy rates and the rapidly emerging middle class, which
is expected to reach 50% of the population between 2020 and
2040 (p. 5). The socio-political complexities of India arise from
its caste system and religious spread (although only 12% of
population, Muslims, in absolute terms, account for around 100
million among a population of one billion or so), and its
chequered history of being ruled by the Muslim and the British;
the latter were largely responsible for introducing the existing
bureaucratic and the educational system in the country. The



153Transnational Corporations, Vol. 13, No. 3  (December  2004)

reader is then given a tour of contemporary Indian politics and
its leaders who are beginning to realize the need for reforms.
There are also briefs on culture, food, travel, and security
concerns arising out of the country’s relationship with
neighbouring Pakistan. These largely comprise Part One of the
book.

Part Two opens with a description of drivers of
offshoring. Government policy is cited first, but it is not clear
how a largely lukewarm (understandably, owing to political
reasons) host Government’s approach to offshoring overseas is
a driver to it. Globalization and the emergence of a knowledge
economy, technology and individual corporate strategies to
expand overseas are more plausible reasons. A profile of major
industrial players, largely in the information technology (IT)
sector, modes of entry (e.g. via direct investment or outsourcing),
a description of major locations (Bangalore, Chennai, Delhi,
Hyderabad, Kolkata, Mumbai, Pune), and a list of major industry
associations follow. Chapters 12 to 15 are “how-to-do”
offshoring chapters that exhort clear corporate objectives, an
understanding of the country’s culture, its strengths and
weaknesses as an outsourcing centre and a description of various
types of outsourcing, such as tactical, strategic, transformational,
business process outsourcing (BPO), or managed outsourcing.
The remaining chapters advise the reader on success criteria
and pitfalls to avoid that include careful vendor selection,
essentials of good contracts, effective cross-cultural
communications, and adapting to new organization and change.

Paul Davies’ book, which is largely an autobiographical
account of the author’s experience of doing business in India,
is also in three parts: Part One explains what the offshoring
business is all about; Part Two, titled “Welcome to India”,
essentially tells the readers how to survive in India and the right
etiquette and attitudes to adopt, largely in business dealings;
and Part Three contains advice on how to select the right partner
to do offshoring business in India. This is an interesting book,
not only for firms planning to offshore their services in India,
but also (perhaps more importantly) for Indian companies who
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would benefit from having an insight as to how they are
perceived by their prospective partners. The book contains a
large number of anecdotal instances, which, though often
amusing (particularly for Indians for whom such occurrences
would be second nature), also have an educational value for the
overseas visitor.

The book opens with a brief introductory chapter on the
Indian economy and highlights that, at any time, there are eight
million undergraduates studying for various degrees in India,
which is some indication as to why it is not difficult to pick up
some of the best to work in the ever-growing IT-related services,
which, according to one estimate, are expected to generate
revenues of $142 billion by 2008 (p. 16). Chapters two to four
explain the reasons behind and the factors to take into account
while undertaking to outsource any part of a business. Cost
factors and the strategy to stay focused on core business stand
out in this.

The IT industry has been the flag bearer of services
offshoring and has reached phenomenal heights in a short space
of time. It is not difficult to see why. With 2 million graduates
coming out of higher education each year, with a quarter of a
million of these in IT, it only needed a spark to light the fire of
imagination and entrepreneurship to start the industry rolling
and reaching its present heights. Some useful tips on how to
start offshoring business are laid out in chapter four. Although
some of the suggested criteria, e.g. management capability, size,
and alignment of strategic objectives are meaningful, the actual
selection criterion is very much company specific or even job-
on-hand specific. A caveat against asking too structured a set of
questions to one’s prospective partner is added. Part Two of the
book provides orientation tips to visitors and has an account of
some first-hand personal experiences of encounters with Indians
and their business practices. Here is a sampler (from chapters
seven and eight):

On time: “…time is not absolute in India: it’s a moving
target and once it’s gone, it’s always there. India s t r e t c h a b
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a l e Time, the usual version of what IST stands for, is a brilliant
encapsulation of so many attitudes and perspectives”; on the
use of air-conditioning to ward off heat: “it seems to be a mark
of respect of sophistication to run all air conditioning at the
level where cryogenic experiments can take place….I have been
colder in India than anywhere else in the world”. On food and
drinks—the further south of the country you go the hotter the
food becomes; “… the vast majority of Indians do drink, and
with the same range of excuses as we use in the West”; and tea
has to have sugar in India; the most basic taxis are three-wheeler
cockroaches; on crossing roads, “for a Mumbaiite: crossing road
is a supreme declaration of the value of human life. The logic
goes something like this: “I am a human being; all life is sacred;
no one will kill me, much less the driver of a car; I can therefore
walk without any form of care across any road, no matter how
busy it is. Look at the cows wandering the streets: no one hits
them, and I am a higher form of life than a cow”.

The light-hearted tips apart, the book contains some
sound advice on how to go about doing offshoring business:
e.g. there are tips on negotiations and on a feasible time span
for a project, i.e. 24 months for it to be working as effectively
as envisaged at the start of the process. The difficulty of
enforceability of a contract is another one – the implication of
it is to understand your business partner as well as possible,
and build the business strongly on personal bonds keeping the
contract in the background as an absolute last resort. This, in
turn, means that the exit strategy should be given some serious
thought. Perhaps the most important tip of all is to listen to your
Indian counterparts well, for, being on the front line and directly
in touch with the customer, they would come up with suggestions
and tips to improve the service, or even suggest the derivates of
the existing business line. The final chapter comments on the
corporate social responsibility of doing business in a host
country.

The books under review should appeal to readers and
investors who have no previous knowledge of India and its
economy. They may also find handy advice on how to undertake
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and succeed in the offshoring business in India. The authors,
particularly, the first one in Part One, has also put together
enough material to give the reader a flavour of what India is all
about. Clearly, the books are directed at the practioners in the
industry. Kobayashi-Hillary’s book also has a helpful checklist
at the end of each chapter. Although the books are on India, it
would have been useful to include a chapter on the global
offshoring industry to put India into perspective. It would also
have helped if there was summary data on key economic
variables broken down by States. As the books are aimed at a
different audience, an academic reader looking for theoretical
rigour on the subject of offshoring, or a framework within which
to put the material, or a critical review of existing literature on
the subject would not find them here. To give credit to the
authors, Kobayashi-Hillary admits that “…. I am not an
economist, I am a management consultant” (p. 251).

The single most important tip that companies engaged in the
offshoring business in India can pick up from this book is that:
“quality matters” – compromise on quality and you will fast
lose business. To this reviewer, Indian companies’ sustainability
of their (almost) first-mover advantage depends on staying alert
and moving along the higher value chain, while, at the same
time, maintaining a Japanese type obsession for quality control
at every step of the chain. It might not be long before labour
costs in India rise, and when they do, the decision to still stay in
India or to go elsewhere could largely depend on how good
Indians are in providing service with sustained quality.
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JUST PUBLISHED

World Investment Report 2004: The Shift Towards Services

(Sales No. E.04.II.D.36 [including CD-ROM])
($75 ($30 in developing countries))

http://www.unctad.org/wir

The World Investment Report 2004 (WIR04) presents the latest
trends in FDI and explores the shift towards services, with a
special analysis of offshoring service activities. Part One
discusses recent global and regional trends in FDI and
international production by TNCs. Global FDI flows bottomed
out in 2003, but there were some regional differences. The
sectoral pattern of FDI is shifting towards services. Outward
FDI from developing countries is becoming significant. There
is also optimism that inflows to these countries will increase in
2004 and beyond. Part Two deals with FDI in services - an
important but often neglected area of FDI in the context of
development. It examines the shift of FDI towards services with
a focus on the entry of TNCs into new service areas. Services
FDI, especially in intermediate and infrastructure services,
affects the economic performance of a host-country in all sectors.
The offshoring of corporate services is taking off rapidly, thanks
to advances in information and communications technologies.
However, the potential of such offshoring can only be harnessed
if countries adopt appropriate policies. Part Three analyses key
issues relating to national and international policies on FDI in
services. As many services are deeply embedded in the social,
cultural and political fabric of host societies, the impact of FDI
on those services could be far-reaching. Therefore, national
policies matter - not only to attract FDI in services, but also to
maximize its benefits and minimize its potential negative
impacts. The proliferation of international investment
agreements covering FDI in services has resulted in a
multifaceted and multilayered network of international rules that
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affect national policy-making. The WIR04 includes a substantial
statistical annex, which is also available on CD-ROM.

World Investment Report 2004: The Shift Towards Services.
Overview

(UNCTAD/WIR/2004/Overview)
http://www.unctad.org/wir

Available free of charge in Arabic, Chinese, English, French,
Russian and Spanish.

World Investment Directory 2004: Latin America
and The Caribbean (Volume IX)

(E.04.II.D.32) ($80)
http://www.unctad.org/Templates/

webflyer.asp?docid=4818&intItemID=2095&lang=1

FDI continues to gain in importance as a form of international
economic transactions and as an instrument of international
economic integration. However, despite its increasing
importance, published sources or readily accessible databases
that provide comparable and accurate data on this investment
and other activities of TNCs are scarce. The World Investment
Directory series of UNCTAD is an attempt to centralize in the
United Nations data-gathering efforts to measure systematically
FDI, the activities of TNCs and related variables. Accordingly,
the purpose of the World Investment Directory and its database
is to assemble comprehensive data and information on FDI,
operations of TNCs, basic financial data on the largest TNCs,
the legal framework in which such investment takes place and
selected bibliographic information about FDI and TNCs in
individual countries. This publication covers 36 economies of
Latin America and the Caribbean. Profiles on all these countries
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are contained in this volume, based on data available to the
Secretariat. All of these profiles were sent to respective
governments for further comments and verification. Data are
presented on both inward and outward flows and stocks of FDI,
operations of TNCs, and basic information on the largest TNCs
in and from these countries and information on the regulatory
framework affecting FDI, organized by country. The data on
inward and outward FDI flows and stocks are based on
information as of March 2004. It is UNCTAD’s intention to
update the World Investment Directory series regularly, and it
is hoped that as work progresses in this area increasing feedback
from Governments and researchers will make it possible to
enhance the data and information provided.

An Investment Guide to Uganda:
Opportunities and Conditions

Co-published with the International Chamber of Commerce

(UNCTAD/ITE/IIA/2004/3)
http://www.unctad.org/Templates/

webflyer.asp?docid=5208&intItemID=2095&lang=1

An Investment Guide to Uganda offers an objective overview
of investment opportunities and conditions in Uganda for
potential foreign investors. After an executive summary and a
brief introductory chapter, it has a chapter on the operating
environment (which deals with such matters as infrastructure,
labour and taxation), one on opportunities (which highlights
those related to agriculture and tourism) and one on the
regulatory framework for foreign direct investment. It also
includes a brief chapter summarizing the perceptions of
investors, both foreign and domestic, already in the country.
The appendices provide pointers to sources of further
information, including a list of 51 foreign investors in the
country. Wherever possible, the guide provides comparative
indicators for Uganda’s neighbours: income, education,
telecommunications, etc. No familiarity with Uganda is assumed.
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Guide de l’investissement en Mauritanie
Co-published with the International Chamber of Commerce

 (UNCTAD/ITE/IIA/2004/4)
http://www.unctad.org/fr/docs//iteiia20044_fr.pdf

The investment guide to Mauritania provides potential foreign
investors with an objective overview of investment opportunities
and conditions in Mauritania. The democratization process in
Mauritania, including the adoption of a new constitution in 1991,
has been accompanied by economic reforms. In 2002, all
legislation governing economic activity was rationalized to make
it more straightforward. This is reflected in a sustained economic
growth of around 5%. Mauritania also enjoys privileged access
to the international market. Its exports to the United States tripled
over 2001-2002. Mauritania’s geographic location between the
Maghreb and Sub-Saharan Africa, with a long coastline, makes
it a strategic place to invest. Investors are welcome in all sectors
of the economy. Opportunities are especially to be found in
fisheries and mining, which are the two leading sectors.
Mauritania’s exclusive economic zone is reputed to contain the
world’s richest fishery resources. In the mining sector, a plan
was implemented in 1999 to enhance the country’s
competitiveness. Opportunities are also to be found in tourism
and in agriculture, Mauritania having the advantage of being
the tropical country closest to Europe. In tourism, it is worth
noting that the number of tourists coming to the country doubled
from 1999 to 2000.With continuing political stability, growth
can be expected to be steady and the prospects of additional
investment promising. [Available in French only.]
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Guide de l’investissement au Mali
Co-published with the International Chamber of Commerce

 (UNCTAD/ITE/IIA/2004/1)
http://www.unctad.org/fr/docs//iteiia20041_fr.pdf

Mali is an example of a democratization success story on the
African continent. The economic development initiated in the
late 1990s through the implementation of a new economic policy
is a priority for the Government and has resulted in price
liberalization and freer trade. Bordering seven countries, Mali
is an ideal place from which to explore the regional market.
Mali also enjoys special access to the United States market
through the African Growth and Opportunity Act and to the EU
market through the “Everything but Arms” initiative. A number
of incentives are offered to attract foreign investment,
strengthened by the Government’s reforms on customs, labour,
public finances and corporate tax. Although foreign direct
investment remains low, the country has enjoyed a net increase
in the last five years, and the political stability reinforced by a
broadly secure environment is also contributing to a more
hospitable investment climate. Mali offers many opportunities,
especially in agriculture (Mali being the leading processor and
exporter of cotton in West Africa) and mining. Other
opportunities are to be found in telecommunications and tourism.
Overall there has been a successful transition to democracy, and
legal and economic reform efforts have laid the foundation for
attracting greater investment. [Available in French only.]



162    Transnational Corporations, Vol. 13, No. 3 (December  2004)

An Investment Guide to Ethiopia:
Opportunities and Conditions

Co-published with the International Chamber of Commerce

(UNCTAD/ITE/IIA/2004/2)
http://www.unctad.org/Templates/

webflyer.asp?docid=4826&intItemID=2095&lang=1

Just over 30 years ago, Ethiopia was most commonly described
as “feudal”. Since then it has changed very considerably. It was
described as the second most improved business environment
in the world by the Heritage Foundation in its 2004 Economic
Freedom Index. The liberalizing direction taken by the
Government over the past 10 years, beginning with the economic
reform programme launched in 1992, has resulted in
improvements in the areas of trade policy, foreign investment
and government intervention. Even those who complain that
progress has been slow and uneven concede willingly that the
recent trend is very positive. Today, Ethiopia offers a stable,
secure and, exceptionally for a developing country, mostly
corruption-free operating environment. The country has many
assets, beginning with one of the largest domestic markets in
Africa, with 70 million consumers. Its mostly temperate climate
also offers an excellent environment for various agricultural
activities and for tourism. Investment in agriculture and related
activities is strongly encouraged by the substantial incentives
offered by the Government and the very reasonable rates at
which land can be acquired. Opportunities are also to be found
in light manufacturing, and, while skills and qualifications
remain low, the honest and low-cost workforce is generally a
strong plus in the eyes of investors. Although Ethiopia suffers
from poor infrastructure, the Government has made serious
efforts to improve roads and airports. No doubt a lot remains to
be done, especially in telecommunications and power supply,
and privatization needs to start moving again, the strengths and
opportunities easily outweigh the difficulties, in particular given
the recent speeding up of reforms.
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From Bangkok to São Paulo:
DITE Activities Report 2000-2004

(UNCTAD/ITE/2004/2)
http://www.unctad.org/Templates/

webflyer.asp?docid=4852&intItemID=2095&lang=1

The Division on Investment, Technology and Enterprise
Development provided this summary of its work from 2000 to
2004 to mark the occasion of UNCTAD XI in June 2004 in São
Paulo, Brazil. The Conference also marks the fortieth
anniversary of the Organization and thirty years of work of the
United Nations in the area of foreign direct investment and
transnational corporations. This report is primarily an exercise
in transparency to enable the outside world to assess the breadth
and depth of the Division’s activities. The Division’s work has
three objectives: to increase the understanding of the role of
foreign direct investment, technology and enterprise activities
in development; to help devise adequate frameworks to attract
investment and benefit from it and to stimulate technology
transfer and technological innovation, with a view towards
strengthening the supply capacity of developing countries; and
to build consensus on matters related to foreign direct
investment, technology and enterprise development. It is for the
reader to judge whether UNCTAD’s work has made a
contribution in these respects. It remains for me to thank the
staff of the Division for their dedicated efforts to master the
growing workload in the face of diminishing budgetary
resources.
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List of Publications on Foreign Direct Investment and
Transnational Corporations (1973-2003)

(UNCTAD/ITE/2004/1)
http://www.unctad.org/Templates/

webflyer.asp?docid=4766&intItemID=2095&lang=1

In 1973, the United Nations Economic and Social Council gave
a Group of Eminent Persons the task of advising on matters
related to TNCs and their impact on the development process.
Taking into account the increasing importance of such companies
in the world economy, particularly in developing countries, as a
source of FDI, trade and technology transfer, the group
recommended that a permanent Programme and Centre be
established to study TNCs and related policy issues. The Group
also recommended the creation of a Commission on
Transnational Corporations, to which the Centre was to report,
so as to serve the needs of the United Nations in this area through
information gathering, research and policy analysis, technical
assistance and consensus-building. The United Nations Centre
on Transnational Corporations (UNCTC) began its work in 1974.
Established as the focal point within the United Nations
Secretariat for all matters related to FDI and TNCs, the
Programme was initially carried out by UNCTC (1975-1992)
and the Transnational Corporations and Management Division
of the United Nations Department of Economic and Social
Development (DESD/TCMD) (1992-1993). In 1993, the
Programme was transferred to the United Nations Conference
on Trade and Development (UNCTAD). In its work in this area,
UNCTAD seeks to further the understanding of the nature and
impact of TNCs, especially their potential contribution to
development, including through the creation of an appropriate
enabling environment for international investment and enterprise
development. This work is carried out through intergovernmental
deliberations, policy analysis and research, technical assistance
activities, seminars, workshops and conferences. This catalogue
reflects the sustained efforts made by the United Nations with a
view towards enhancing the understanding of developing
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countries and economies in transition with respect to the role of
FDI. It is also a tribute to the dedication of competent staff over
30 years of work. The usefulness of the publications listed has
been confirmed regularly through feedback from policy-makers,
scholars and journalists alike. The publications themselves can
be found at www.unctad.org/dite.

WAIPA Annual Report 2003

(UNCTAD/ITE/IPC/2004/1)
http://www.unctad.org/en/docs//iteipc20041_en.pdf

This 2003 Report provides information on the structure of the
World Association of Investment Promotion Agencies (WAIPA)
and outlines major activities in the area of investment promotion
undertaken by UNCTAD in cooperation with WAIPA in 2003.

Beyond Conventional Wisdom in Development Policy: An
Intellectual History of UNCTAD (1964-2004)

(E.04.II.D.39 [including CD-ROM])
($29 ($14 in developing countries))
http://www.unctad.org/Templates/

webflyer.asp?docid=5391&intItemID=1397&lang=1

This book commemorating the fortieth anniversary of the
establishment of UNCTAD shows how UNCTAD’s work has
evolved and identifies some of the major intellectual
contributions that the organization has made in terms of both
analytical views and policy proposals. Within that book, the
chapter on Foreign Direct Investment and Transnational
Corporations highlights a historical shift in the thinking and
development-oriented work of UNCTAD in this area from a
marginal attention to a key area of work in which the
Organization has earned a strong reputation for contributing to
mainstream thinking on the subject. UNCTAD’s approach to



166    Transnational Corporations, Vol. 13, No. 3 (December  2004)

FDI and development reflects changes in the outside world, in
particular evolving attitudes of countries towards FDI and TNCs
– from perceiving TNCs as being part of the problem to being
part of the solution. The changing attitudes took the form of
widespread opening up to FDI – since the mid-1980s in
developing countries and since the early 1990s in transition
economies – and further FDI liberalization in developed
countries. Liberalization has led to intense competition among
countries to attract FDI. TNCs, helped by technology and under
competitive pressure, responded to liberalization, resulting in
fast growing FDI flows. While the substantive elements of each
study in this book, including the one on FDI and TNCs, are
basically personal reflections, they are supported by the official
documents listed in the references. These documents represent
some of important research or policy contributions accomplished
by the organization. Many of these documents (together with
some additional ones) are also reproduced on a CD-ROM
attached to the inside back-cover of the book.
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Books on FDI and TNCs received since April 2004

Bhagwati, Jagdish, In Defense of Globalisation (New York: Oxford
University Press, 2004), 320 pages.

Davies, Paul, What’s this India Buisiness?: Offshore Outsourcing and the
Global Services Revolution (London: Nicholas Brealey, 2004), 256
pages.

Freeman, Nick J. and Frank L. Bartels, eds, The Future of Foreign Investment
in Southeast Asia (New York: RoutledgeCurzon, 2004), xiii+288 pages.

Ghauri, Pervez and Lars Oxelheim, European Union and the Race for
Foreign Direct Investment in Europe (Amsterdam: Elsevier, 2004), 256
pages.

Kleinert, Jörn, The Role of Multinational Enterprises in Globalization
(Heidelberg: Springer-Verlag, 2004), xv+211 pages.

Kobayashi-Hillary, Mark, Outsourcing to India: The Offshore Advantage
(Berlin and Heidelberg: Springer-Verlag,  2004), xviii+275 pages.

Yusuf, Shahid, M. Anjum Altaf and Kaoru Nabeshima, Global Production
Networking and Technological Change in East Asia (Washington, D.C.:
World Bank, 2004), vi+490 pages.

Weiler, Todd, ed., NAFTA Investment Law and Arbitration: Past Issues,
Current Practice, Future Prospects (New York: Transnational, 2004),
450 pages.

Wolf, Martin, Why Globalisation Works (New Haven, CT and London, United
Kingdom: Yale University Press, 2004), 400 pages.
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GUIDELINES FOR CONTRIBUTORS

I. Manuscript preparation

Authors are requested to submit three (3) copies of their
manuscript in English, with a signed statement that the text (or
parts thereof) has not been published or submitted for
publication elsewhere, to:

The Editor, Transnational Corporations
UNCTAD
Division on Investment, Technology
and Enterprise Development
Room E-10054
Palais des Nations
CH-1211 Geneva 10
Switzerland
Tel: (41) 22 907 5707
Fax: (41) 22 907 0498
E-mail:  Karl.Sauvant@UNCTAD.org

Articles should, normally, not exceed 30 double-spaced
pages (12,000 words).  All articles should have an abstract not
exceeding 150 words.  Research notes should be between 10
and 15 double-spaced pages.  Book reviews should be around
1,500 words, unless they are review essays, in which case they
may be the length of an article.  Footnotes should be placed at
the bottom of the page they refer to.  An alphabetical list of
references should appear at the end of the manuscript.
Appendices, tables and figures should be on separate sheets of
paper and placed at the end of the manuscript.

Manuscripts should be word-processed (or typewritten)
and double-spaced (including references) with wide margins.
Pages should be numbered consecutively.  The first page of the
manuscript should contain: (i) title;  (ii) name(s) and
institutional affiliation(s) of the author(s); and (iii) mailing
address, e-mail address, telephone and facsimile numbers of
the author (or primary author, if more than one).
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Authors should provide a diskette of manuscripts only
when accepted for publication.  The diskette should be labelled
with the title of the article, the name(s) of the author(s) and the
software used (e.g. WordPerfect, Microsoft Word, etc.).

Transnational Corporations has the copyright for all
published articles.  Authors may reuse published manuscripts
with due acknowledgement.  The editor does not accept
responsibility for damage or loss of manuscripts or diskettes
submitted.

II. Style guide

A.  Quotations should be double-spaced.  Long quotations
should also be indented.  A copy of the page(s) of the original
source of the quotation, as well as a copy of the cover page of
that source, should be provided.

B.  Footnotes should be numbered consecutively
throughout the text with Arabic-numeral superscripts.  Footnotes
should not be used for citing references;  these should be placed
in the text.  Important substantive comments should be
integrated in the text itself rather than placed in footnotes.

C.  Figures (charts, graphs, illustrations, etc.) should have
headers, subheaders, labels and full sources.  Footnotes to
figures should be preceded by lowercase letters and should
appear after the sources.  Figures should be numbered
consecutively.  The position of figures in the text should be
indicated as follows:

Put figure 1 here

D.  Tables should have headers, subheaders, column
headers and full sources.  Table headers should indicate the
year(s) of the data, if applicable.  The unavailability of data
should be indicated by two dots (..).  If data are zero or
negligible, this should be indicated by a dash (-).  Footnotes to
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tables should be preceded by lower case letters and should
appear after the sources.  Tables should be numbered
consecutively.  The position of tables in the text should be
indicated as follows:

Put table 1 here

E.  Abbreviations should be avoided whenever possible,
except for FDI (foreign direct investment) and TNCs
(transnational corporations).

F.  Bibliographical references in the text should appear
as: “John Dunning (1979) reported that ...”, or  “This finding
has been widely supported in the literature (Cantwell, 1991, p.
19)”.   The author(s) should ensure that there is a strict
correspondence between names and years appearing in the text
and those appearing in the list of references.

All citations in the list of references should be complete.
Names of journals should not be abbreviated.  The following
are examples for most citations:

Bhagwati, Jagdish (1988).  Protectionism (Cambridge, MA: MIT Press).

Cantwell, John (1991).  “A survey of theories of international production”,
in Christos N. Pitelis and Roger Sugden, eds., The Nature of the
Transnational Firm (London: Routledge), pp. 16-63.

Dunning, John H. (1979).  “Explaining changing patterns of international
production:  in defence  of the eclectic theory”,  Oxford Bulletin of
Economics and Statistics, 41 (November), pp. 269-295.

United Nations Centre on Transnational Corporations (1991).  World
Investment Report 1991: The Triad in Foreign Direct Investment.  Sales
No. E.91.II.A.12.

All manuscripts accepted for publication will be edited to
ensure conformity with United Nations practice.
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READERSHIP SURVEY

Dear Reader,

We believe that Transnational Corporations, already in
its thirteenth year of publication, has established itself as an
important channel for policy-oriented academic research on
issues relating to transnational corporations (TNCs) and foreign
direct investment (FDI).  But we would like to know what you
think of the journal.  To this end, we are carrying out a readership
survey.  And, as a special incentive, every respondent will
receive an UNCTAD publication on TNCs!  Please fill in the
attached questionnaire and send it to:

Readership Survey: Transnational Corporations
Karl P.  Sauvant
Editor
UNCTAD, Room E-10054
Palais des Nations
CH-1211 Geneva 10
Switzerland
Fax: (41) 22 907 0498
(E-mail:  Karl.Sauvant@UNCTAD.org)

Please do take the time to complete the questionnaire and
return it to the above-mentioned address.  Your comments are
important to us and will help us to improve the quality of
Transnational Corporations.  We look forward to hearing from
you.

                Sincerely yours,

      Karl P. Sauvant
              Editor

                    Transnational Corporations
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TRANSNATIONAL CORPORATIONS

Questionnaire

1. Name and address of respondent (optional):

2. In which country are you based?

3. Which of the following best describes your area of work?

Government Public enterprise

Private enterprise Academic or research

Non-profit organization Library

Media Other (specify)

4. What is your overall assessment of the contents of Transnational Corporations?

Excellent Adequate

Good Poor

5. How useful is Transnational Corporations to your work?

Very useful                  Of some use           Irrelevant

6. Please indicate the three things you liked most about Transnational Corporations:
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7. Please indicate the three things you liked least about Transnational
Corporations:

8. Please suggest areas for improvement:

9. Are you a subscriber?          Yes           No

If not, would you like to become one ($45 per year)?  Yes          No
Please use the subscription form on p. 179).



Transnational Corporations, Vol. 13, No. 3  (December  2004) 179

I wish to subscribe to Transnational Corporations

Name
Title
Organization
Address

Country

Subscription rates for Transnational Corporations (3 issues per year)
1 year US$45 (single issue:  US$20)
Payment enclosed

Charge my              Visa                 Master Card              American Express

Account  No. Expiry Date

 United Nations Publications

Sales Section Sales Section
Room DC2-853 United Nation Office
2 UN Plaza Palais des Nations
New York, N.Y. 10017 CH-1211 Geneva 10
United States Switzerland
Tel: +1 212 963 8302 Tel: +41 22 917 2615
Fax: +1 212 963 3484 Fax: +41 22 917 0027
E-mail:  publications@un.org E-mail: unpubli@unog.ch

Is our mailing information correct?

Let us know of any changes that might affect your receipt of Transnational
Corporations.  Please fill in the new information.

Name
Title
Organization
Address

Country
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For further information on UNCTAD’s work on investment,
technology and enterprise development, please visit:

Division on Investment, Technology and Enterprise Development,
DITE

http://www.unctad.org/en/subsites/dite

Transnational Corporations Journal
http://www.unctad.org/tnc

FDI Statistics online
http://www.unctad.org/en/subsites/dite/FDIstats_files/FDIstats.htm

World Investment Report
http://www.unctad.org/wir

Advisory Services on Investment and Training
http://www.unctad.org/asit

International Investment Agreements
 http://www.unctad.org/iia

Investment Policy Reviews
http://www.unctad.org/en/investpolicy.en.htm

LDCs Investment Guides
http://www.unctad.org/en/investguide.en.htm

World Association of Investment Promotion Agencies (WAIPA)
http://www.waipa.org

United Nations Conference on Trade and Development, UNCTAD
http://www.unctad.org
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