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Foreign direct investment as a catalyst
for domestic firm development: the
case of Sri Lanka
Palitha Konara and Yingqi Wei*
Foreign direct investment (FDI) carried out by multinational enterprises
(MNEs) is recognized as a mechanism through which domestic firms
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investigate the role of FDI for domestic firm development at the firm
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Introduction

/Ŷ ƌĞĐĞŶƚ ĚĞĐĂĚĞƐ͕ ĐŽƵŶƚƌŝĞƐ ĂƌŽƵŶĚ ƚŚĞ ŐůŽďĞ ŚĂǀĞ ďĞĞŶ ĐŽŵƉĞƚŝŶŐ
to attract foreign direct investment (FDI) with the view that FDI is an
ĞŶŐŝŶĞŽĨĞĐŽŶŽŵŝĐŐƌŽǁƚŚĂŶĚ&/ĂŶĚŝƚƐĂŐĞŶƚ͕ŵƵůƚŝŶĂƚŝŽŶĂůĞŶƚĞƌƉƌŝƐĞƐ
;DEƐͿ͕ ĞǆĞƌƚ ƉŽƐŝƚŝǀĞ ĞĨĨĞĐƚƐ ŽŶ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ ŝŶ Ă ŚŽƐƚ ĐŽƵŶƚƌǇ ;tĞŝ Θ
ĂůĂƐƵďƌĂŵĂŶǇĂŵ͕ϮϬϬϰͿ͘DEƐƉŽƐƐĞƐƐĨŝƌŵͲƐƉĞĐŝĨŝĐĂƐƐĞƚƐƐƵĐŚĂƐĂĚǀĂŶĐĞĚ
ƚĞĐŚŶŽůŽŐŝĞƐ͕ŬŶŽǁůĞĚŐĞĂŶĚŬŶŽǁͲŚŽǁǁŚŝĐŚĂƌĞŵƵĐŚĚĞƐŝƌĞĚďǇĚŽŵĞƐƚŝĐ
ĨŝƌŵƐ͕ƉĂƌƚŝĐƵůĂƌůǇƚŚŽƐĞŝŶĚĞǀĞůŽƉŝŶŐĐŽƵŶƚƌŝĞƐ͘&/ŝƐƐĞĞŶĂƐƚŚĞĨĂƐƚĞƐƚĂŶĚ
most efficient way to access these assets because domestic firms can be in
ĚŝƌĞĐƚĐŽŶƚĂĐƚǁŝƚŚDEƐŝŶƚŚĞŚŽƐƚĐŽƵŶƚƌǇ͕ǁŚŝĐŚŵĂŬĞƐůĞĂƌŶŝŶŐĞĂƐŝĞƌ͘
Ύ WĂůŝƚŚĂ <ŽŶĂƌĂ ;ĐŽƌƌĞƐƉŽŶĚŝŶŐ ĂƵƚŚŽƌͿ ŝƐ ^ĞŶŝŽƌ >ĞĐƚƵƌĞƌ ŝŶ /ŶƚĞƌŶĂƟŽŶĂů ƵƐŝŶĞƐƐ Ăƚ
ƚŚĞhŶŝǀĞƌƐŝƚǇŽĨ,ƵĚĚĞƌƐĮĞůĚ͘ŽŶƚĂĐƚ͗ƉĂůŝƚŚĂ͘ŬŽŶĂƌĂΛŚƵĚ͘ĂĐ͘ƵŬzŝŶŐƋŝtĞŝŝƐWƌŽĨĞƐƐŽƌŽĨ
/ŶƚĞƌŶĂƟŽŶĂůƵƐŝŶĞƐƐĂƚ>ĞĞĚƐhŶŝǀĞƌƐŝƚǇƵƐŝŶĞƐƐ^ĐŚŽŽů͘ŽŶƚĂĐƚ͗z͘tĞŝΛůĞĞĚƐ͘ĂĐ͘ƵŬ͘

FDI can potentially improve the productivity of domestic firms through
direct effects on MNE’s local affiliates and through indirect or spillover
ĞĨĨĞĐƚƐŽŶŽƚŚĞƌĚŽŵĞƐƚŝĐĨŝƌŵƐ͘,ŽǁĞǀĞƌ͕ƚŚŝƐŝŶƚĞƌĞƐƚŝƐŶŽƚǁŝƚŚŽƵƚ
concern that MNEs and FDI may negatively impact on domestic firms
;EĂŵĂŶĚzŽƵŶŐ͕ϮϬϬϰͿ͘ŶƵŵďĞƌŽĨƌĞĂƐŽŶƐŚĂǀĞďĞĞŶƉƵƚĨŽƌǁĂƌĚ͕
ŝŶĐůƵĚŝŶŐƚŚĂƚDEƐĞǆƚŽƌƚŚŝŐŚƌĞŶƚƐ͖ŐĞŶĞƌĂƚĞŶĞŐĂƚŝǀĞĐŽŵƉĞƚŝƚŝŽŶ
ĂŶĚ ŵŽŶŽƉŽůǇ ĞĨĨĞĐƚƐ͖ĂŶĚ ďƌŝŶŐ ƌĞƐŽƵƌĐĞƐ͕ĂƐƐĞƚƐ ĂŶĚ ƉƌĂĐƚŝĐĞƐ ŝŶƚŽ
ƚŚĞŚŽƐƚĐŽƵŶƚƌǇƚŚĂƚĂƌĞŝŶĂƉƉƌŽƉƌŝĂƚĞŝŶƚŚĞĐŽƵŶƚƌǇĐŽŶƚĞǆƚ;DŽŽƐĂ͕
ϮϬϬϮͿ͘
dŚĞƌĞŚĂƐďĞĞŶǀŝďƌĂŶƚĞŵƉŝƌŝĐĂůŝŶǀĞƐƚŝŐĂƚŝŽŶŽĨƚŚĞĞĨĨĞĐƚƐŽĨ
&/ŽŶĚŽŵĞƐƚŝĐĨŝƌŵƐ;ƐĞĞƐƵƌǀĞǇĂƌƚŝĐůĞƐƐƵĐŚĂƐ/ƌƓŽǀĄĂŶĚ,ĂǀƌĄŶĞŬ
;ϮϬϭϯͿ͕ DĞǇĞƌ ĂŶĚ ^ŝŶĂŶŝ ;ϮϬϬϵͿ ĂŶĚ tŽŽƐƚĞƌ ĂŶĚ ŝĞďĞů ;ϮϬϭϬͿͿ͘
dŚĞ ƐƚƵĚŝĞƐ ŚĂǀĞ ƉƌŽĚƵĐĞĚ Ă ŵŝǆĞĚ ďĂŐ ŽĨ ƌĞƐƵůƚƐ͘ dŚŝƐ ŚĂƐ ďĞĞŶ
ƉĂƌƚŝĂůůǇĂƚƚƌŝďƵƚĞĚƚŽĚŝĨĨĞƌĞŶƚĐŽƵŶƚƌǇĐŽŶƚĞǆƚƐ͘,ŽƐƚͲĐŽƵŶƚƌǇͲƐƉĞĐŝĨŝĐ
ĐŚĂƌĂĐƚĞƌŝƐƚŝĐƐŝŶĐůƵĚŝŶŐƚŚĞƐŝǌĞŽĨƚŚĞĐŽƵŶƚƌǇ͕ŝƚƐŚŝƐƚŽƌǇ͕ŝƚƐƐƚĂŐĞŽĨ
ĚĞǀĞůŽƉŵĞŶƚ͕ ƚŚĞ ƋƵĂůŝƚǇ ŽĨ ŝŶƐƚŝƚƵƚŝŽŶƐ ĂŶĚ ŽƌŐĂŶŝǌĂƚŝŽŶƐ͕ ĂŶĚ ƚŚĞ
ƐƚƌƵĐƚƵƌĞĂŶĚƋƵĂůŝƚǇŽĨƌĞƐŽƵƌĐĞƐĂŶĚĐĂƉĂďŝůŝƚŝĞƐĞŵďƌĂĐĞƚŚĞŐĂŵƵƚ
ŽĨĐŚĂƌĂĐƚĞƌŝƐƚŝĐƐĂĨĨĞĐƚŝŶŐƚŚĞƌŽůĞŽĨ&/ŝŶĚŽŵĞƐƚŝĐĨŝƌŵĚĞǀĞůŽƉŵĞŶƚ͘
It is therefore essential to place the study of FDI in a specific country
ĐŽŶƚĞǆƚ͘ŐĂŝŶƐƚƚŚŝƐďĂĐŬŐƌŽƵŶĚ͕ǁĞŝŶǀĞƐƚŝŐĂƚĞ&/ŝŶ^ƌŝ>ĂŶŬĂƵƐŝŶŐ
ĨŝƌŵͲůĞǀĞů ĚĂƚĂ͘ dŚĞ ƉĂƉĞƌ ĂŝŵƐ ƚŽ ĂŶƐǁĞƌ ƚŚĞ ĨŽůůŽǁŝŶŐ ƋƵĞƐƚŝŽŶ͗ ƚŽ
ǁŚĂƚĞǆƚĞŶƚĚŽĚŽŵĞƐƚŝĐĨŝƌŵƐĚŝĨĨĞƌĨƌŽŵDEƐ͛ůŽĐĂůƐƵďƐŝĚŝĂƌŝĞƐĂŶĚ
ďĞŶĞĨŝƚĨƌŽŵ&/ĐŽŶĚƵĐƚĞĚďǇDEƐŝŶ^ƌŝ>ĂŶŬĂ͍dŚŽƵŐŚĂŚĂŶĚĨƵůŽĨ
ƐƚƵĚŝĞƐŚĂǀĞůŽŽŬĞĚĂƚ&/ŝŶƚŚĞĐŽŶƚĞǆƚŽĨ^ƌŝ>ĂŶŬĂ͕ƚŚĞƌĞŝƐŶŽƐƚƵĚǇ
ƚŚĂƚĐŽŵƉĂƌĞƐĨŽƌĞŝŐŶĂŶĚĚŽŵĞƐƚŝĐĨŝƌŵƐĂŶĚĞǆĂŵŝŶĞƐƚŚĞŝŵƉĂĐƚŽĨ
&/ŽŶĚŽŵĞƐƚŝĐĨŝƌŵƐŝŶ^ƌŝ>ĂŶŬĂƵƐŝŶŐĨŝƌŵͲůĞǀĞůĚĂƚĂ͘dŚŝƐƉĂƉĞƌĂŝŵƐ
ƚŽĨŝůůƚŚĂƚƌĞƐĞĂƌĐŚŐĂƉ͘
^ƌŝ >ĂŶŬĂ ŚĂƐ ůŽŶŐ ďĞĞŶ ĐŽŶƐŝĚĞƌĞĚ͕ Ă ĐŽƵŶƚƌǇ ǁŝƚŚ ĞǆĐĞůůĞŶƚ
ƉƌŽƐƉĞĐƚƐ ĨŽƌ ĞĐŽŶŽŵŝĐ ĚĞǀĞůŽƉŵĞŶƚ͘ WŽƐƚͲŝŶĚĞƉĞŶĚĞŶĐĞ͕ ^ƌŝ >ĂŶŬĂ
ǁĂƐ ŽŶĞ ŽĨ ƐŝĂ͛Ɛ ŵŽƐƚ ƉƌŽŵŝƐŝŶŐ ŶĞǁ ŶĂƚŝŽŶƐ ;hEd͕ ϮϬϬϰͿ͘ /ƚ
ǁĂƐ ŽŶĞ ŽĨ ƚŚĞ ĞĂƌůǇ ůŝďĞƌĂůŝǌĞƌƐ ŝŶ ƚŚĞ ĚĞǀĞůŽƉŝŶŐ ǁŽƌůĚ͕ ĞŵďĂƌŬŝŶŐ
ŽŶ ĂŶ ĞĐŽŶŽŵŝĐ ůŝďĞƌĂůŝǌĂƚŝŽŶ ƉƌŽĐĞƐƐ ŝŶ ϭϵϳϳ ĂĨƚĞƌ Ă ƉĞƌŝŽĚ ŽĨ
ŝŵƉůĞŵĞŶƚŝŶŐ ŝŶǁĂƌĚͲŽƌŝĞŶƚĞĚ ƉŽůŝĐŝĞƐ ;ƚŚƵŬŽƌĂůĂ͕ ϮϬϭϮ͖ ƚŚƵŬŽƌĂůĂ
ĂŶĚZĂũĂƉĂƚŝƌĂŶĂ͕ϮϬϬϬͿ͘dŚĞƌĞĨŽƌŵƐĂƌĞĨĂŝƌůǇĐŽŵƉƌĞŚĞŶƐŝǀĞ͕ƌĂŶŐŝŶŐ
ĨƌŽŵ ƚŚĞ ĚŝƐŵĂŶƚůŝŶŐ ŽĨ ƚƌĂĚĞ ĂŶĚ ĨŽƌĞŝŐŶ ŝŶǀĞƐƚŵĞŶƚ ďĂƌƌŝĞƌƐ͕ ƚŚĞ
ƵŶŝĨŝĐĂƚŝŽŶŽĨƚŚĞĞǆĐŚĂŶŐĞƌĂƚĞ͕ƚŚĞůŝďĞƌĂůŝǌĂƚŝŽŶŽĨŝŶƚĞƌĞƐƚƌĂƚĞƐĂŶĚ
ƚŚĞƌĞŵŽǀĂůŽĨƉƌŝĐĞĂŶĚŝŶǀĞƐƚŵĞŶƚĐŽŶƚƌŽůƐ͕ƚŽƚŚĞƌĞƐƚƌƵĐƚƵƌŝŶŐŽĨ
ƚŚĞƚĂƌŝĨĨƐǇƐƚĞŵĂŶĚƚŚĞƚĂǆƐǇƐƚĞŵ;hEd͕ϮϬϬϰͿ͘dŚĂŶŬƐƚŽƚŚĞƐĞ
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ŽƵƚǁĂƌĚͲŽƌŝĞŶƚĞĚƉŽůŝĐŝĞƐ͕ƚŚĞƐŝƚƵĂƚŝŽŶŽĨ&/ǁĂƐƚƵƌŶĞĚĂƌŽƵŶĚĨƌŽŵ
ĂƉĞƌŝŽĚŽĨƐůŽǁŐƌŽǁƚŚŽƌĞǀĞŶĚŝǀĞƐƚŵĞŶƚĚƵƌŝŶŐϭϵϲϲͲϭϵϳϲ͕ĂĐĐŽƌĚŝŶŐ
ƚŽĚĂƚĂƉƵďůŝƐŚĞĚďǇhEd;ĨŝŐƵƌĞϭͿ͘/ŶƚŚĞϭϵϴϬƐ͕&/ũƵŵƉĞĚƚŽ
ĂŶĂǀĞƌĂŐĞŽĨĂďŽƵƚh^ΨϰϬŵŝůůŝŽŶƉĞƌǇĞĂƌ͘dŚŝƐĨƵƌƚŚĞƌŝŶĐƌĞĂƐĞĚƚŽ
h^ΨϭϱϴŵŝůůŝŽŶŝŶƚŚĞϭϵϵϬƐ͘hŶĨŽƌƚƵŶĂƚĞůǇ͕ƚŚĞůŝďĞƌĂůŝǌĂƚŝŽŶƉƌŽĐĞƐƐ
ƐƵĨĨĞƌĞĚĂƐŝŐŶŝĨŝĐĂŶƚƐĞƚďĂĐŬǁŚĞŶƚŚĞ^ƌŝ>ĂŶŬĂ&ƌĞĞĚŽŵWĂƌƚǇ;^>&WͿ
ĐĂŵĞƚŽƉŽǁĞƌŝŶϮϬϬϰĂŶĚƐƚĂƌƚĞĚƚŽĨŽůůŽǁƐƚĂƚŝƐƚĞĐŽŶŽŵŝĐƉŽůŝĐŝĞƐ
ĂĚǀŽĐĂƚŝŶŐŵŽƌĞƐƚĂƚĞŝŶǀŽůǀĞŵĞŶƚŝŶĞĐŽŶŽŵŝĐĂĐƚŝǀŝƚŝĞƐ;ƚŚƵŬŽƌĂůĂ͕
ϮϬϭϮͿ͘/ŶϮϬϭϭ͕ƚŚĞ^ƌŝ>ĂŶŬĂŶ'ŽǀĞƌŶŵĞŶƚƉĂƐƐĞĚĂĐŽŶƚƌŽǀĞƌƐŝĂůůĂǁŝŶ
the parliament – the Revival of Under Performing Enterprises or Under
hƚŝůŝǌĞĚƐƐĞƚƐĐƚŽĨ^ƌŝ>ĂŶŬĂʹĂŶĚĂĨĞǁDEƐǁĞƌĞĞǆƉƌŽƉƌŝĂƚĞĚ
;dŚĞ ĐŽŶŽŵŝƐƚ͕ ϮϬϭϭͿ͘ dŚŝƐ ŚĂƐ ĐůĞĂƌůǇ ƵŶĚĞƌŵŝŶĞĚ ^ƌŝ >ĂŶŬĂ ĂƐ ĂŶ
attractive location of FDI and may suggest that discomfort with and
ƐƵƐƉŝĐŝŽŶ ŽĨ DEƐ ĂŶĚ &/ ĂƌĞ ƌĞŐĂŝŶŝŶŐ ƉůĂĐĞ ŝŶ ƉŽůŝĐǇ ĐŝƌĐůĞƐ͘ /ƚ ŝƐ
therefore paramount to evaluate the role of MNEs and FDI in domestic
ĨŝƌŵĚĞǀĞůŽƉŵĞŶƚŝŶ^ƌŝ>ĂŶŬĂĂŶĚƚŽĚƌĂǁƉŽůŝĐǇŝŵƉůŝĐĂƚŝŽŶƐďĂƐĞĚŽŶ
ĞŵƉŝƌŝĐĂůŝŶǀĞƐƚŝŐĂƚŝŽŶ͘
Figure 1: FDI in Sri Lanka, US$ million
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2.

FDI in Sri Lanka – an overview

ƚ ƚŚĞ ƚŝŵĞ ŽĨ ŝŶĚĞƉĞŶĚĞŶĐĞ ŝŶ ϭϵϰϴ͕ ^ƌŝ >ĂŶŬĂ ĐŽŵƉĂƌĞĚ
ĨĂǀŽƵƌĂďůǇǁŝƚŚŵĂŶǇŽĨƚŽĚĂǇ͛ƐĂƐƚƐŝĂŶŚŝŐŚƉĞƌĨŽƌŵĞƌƐ;,ŽƐƐĂŝŶ͕Ğƚ
Ăů͕͘ϭϵϵϵͿ͘/ƚŚĂĚĂŶĚƐƚŝůůŚĂƐƌŝĐŚŶĂƚƵƌĂůƌĞƐŽƵƌĐĞƐǁŚŝĐŚĂƌĞĨĂǀŽƵƌĞĚ
ďǇŵĂŶƵĨĂĐƚƵƌŝŶŐŝŶĚƵƐƚƌǇ͕ƚŽƵƌŝƐŵĂŶĚƌĞůĂƚĞĚƐĞƌǀŝĐĞƐ͘/ƚŚĂĚĂǀŝďƌĂŶƚ
ĞǆƉŽƌƚ ƐĞĐƚŽƌ͕ ŐŽŽĚ ƉŚǇƐŝĐĂů ŝŶĨƌĂƐƚƌƵĐƚƵƌĞ ĂŶĚ Ă ďƌŽĂĚͲďĂƐĞĚ ĂŶĚ
ĞĨĨŝĐŝĞŶƚĂĚŵŝŶŝƐƚƌĂƚŝǀĞĂƉƉĂƌĂƚƵƐ͘dŽƚŚŝƐĚĂǇ͕^ƌŝ>ĂŶŬĂŚĂƐŵĂŝŶƚĂŝŶĞĚ
ŝƚƐ ŚŝŐŚ ůĞǀĞů ŽĨ ĞĚƵĐĂƚŝŽŶ ǁŝƚŚ ĂŶ ĂĚƵůƚ ůŝƚĞƌĂĐǇ ƌĂƚĞ ŽĨ ŽǀĞƌ ϵϬ ƉĞƌ
ĐĞŶƚ͕ŝŶĚŝĐĂƚŝŶŐĂƉŽƚĞŶƚŝĂůƐƵƉƉůǇŽĨŚŝŐŚůǇƚƌĂŝŶĂďůĞǁŽƌŬĞƌƐ͘,ŽǁĞǀĞƌ͕
ĨŽůůŽǁŝŶŐĂƉĞƌŝŽĚƵŶĚĞƌĂŶŝŶǁĂƌĚͲůŽŽŬŝŶŐƌĞŐŝŵĞĂŶĚǁŝƚŚƉĞƌǀĂƐŝǀĞ
'ŽǀĞƌŶŵĞŶƚ ŝŶƚĞƌǀĞŶƚŝŽŶ ŝŶ ďƵƐŝŶĞƐƐ ĂĐƚŝǀŝƚŝĞƐ͕ ^ƌŝ >ĂŶŬĂ ĨĂĐĞĚ ƐůŽǁ
ĞĐŽŶŽŵŝĐŐƌŽǁƚŚĂŶĚŶĞŐůŝŐŝďůĞ&/ŝŶĨůŽǁƐ͘ƚƚŝŵĞƐ͕ƚŚĞƌĞǁĂƐĞǀĞŶ
ĚŝǀĞƐƚŵĞŶƚ ďǇ DEƐ͘ /Ŷ ƌĞƐƉŽŶƐĞ ƚŽ ƚŚŝƐ ĚŝƐŵĂů ĞĐŽŶŽŵŝĐ ŽƵƚĐŽŵĞ͕
ŝŶϭϵϳϳƚŚĞĂĚŵŝŶŝƐƚƌĂƚŝŽŶŽĨ:ĂŶŝƵƐ:ĂǇĂǁĂƌĚĞŶĂĞǆƉůŝĐŝƚůǇĐŽŵŵŝƚƚĞĚ
ƚŽ ƌĞŝŶƚĞŐƌĂƚŝŶŐ ^ƌŝ >ĂŶŬĂ ŝŶƚŽ ƚŚĞ ǁŽƌůĚ ĞĐŽŶŽŵǇ͘ KǀĞƌĂůů ^ƌŝ >ĂŶŬĂ
ŚĂƐ ƐŝŶĐĞ ƚĂŬĞŶ Ă ĨĂŝƌůǇ ůŝďĞƌĂů ĂƉƉƌŽĂĐŚ ƚŽǁĂƌĚƐ &/͕ ƉĂƌƚŝĐƵůĂƌůǇ ŝŶ
ĐŽŵƉĂƌŝƐŽŶǁŝƚŚŝƚƐ^ŽƵƚŚƐŝĂŶŶĞŝŐŚďŽƵƌƐ;WƌĂǀĂŬĂƌ͕ϮϬϬϲͿ͘,ŽǁĞǀĞƌ͕
this economic liberalization process has not been smooth and has been
ĞǆƉĞƌŝĞŶĐŝŶŐƐĞƚďĂĐŬƐŝŶƌĞĐĞŶƚǇĞĂƌƐ͘
ƵƌŝŶŐ ƚŚĞ ĨŝƌƐƚ ǁĂǀĞ ŽĨ ůŝďĞƌĂůŝǌĂƚŝŽŶ ďĞƚǁĞĞŶ ϭϵϳϳ ĂŶĚ ƚŚĞ
ĞĂƌůǇ ϭϵϴϬƐ͕ ĂŶ ŝŵƉƌĞƐƐŝǀĞ ůŝƐƚ ŽĨ ŵĞĂƐƵƌĞƐ ǁĂƐ ĂĚŽƉƚĞĚ͕ ŝŶĐůƵĚŝŶŐ
ƌĞƐƚƌƵĐƚƵƌŝŶŐ ƚŚĞ ĨŝŶĂŶĐŝĂů ƐǇƐƚĞŵ͕ ƌĞŵŽǀŝŶŐ ƚƌĂĚĞ ĂŶĚ ŝŶǀĞƐƚŵĞŶƚ
ďĂƌƌŝĞƌƐ͕ ůŝĨƚŝŶŐ ƉƌŝĐĞ ĐŽŶƚƌŽůƐ͕ ŽƉĞŶŝŶŐ ƵƉ ƚŚĞ ĞĐŽŶŽŵǇ ƚŽ &/ ĂŶĚ
ƐĞƚƚŝŶŐƵƉĞǆƉŽƌƚƉƌŽĐĞƐƐŝŶŐǌŽŶĞƐ;WƐͿ;ƚŚƵŬŽƌĂůĂ͕ϮϬϭϮ͖ƚŚƵŬŽƌĂůĂ
ĂŶĚ ZĂũĂƉĂƚŝƌĂŶĂ͕ ϮϬϬϬͿ͘ tŚĂƚ ŝƐ ƉĂƌƚŝĐƵůĂƌůǇ ŝŵƉŽƌƚĂŶƚ ƚŽ DEƐ
and FDI was the constitutional guarantee given to foreign investors
ĂŐĂŝŶƐƚ ĞǆƉƌŽƉƌŝĂƚŝŽŶ ŽĨ ĨŽƌĞŝŐŶͲŽǁŶĞĚ ĂƐƐĞƚƐ ǁŝƚŚŽƵƚ ĐŽŵƉĞŶƐĂƚŝŽŶ
;ƚŚƵŬŽƌĂůĂ͕ϭϵϵϱͿ͕ĂƉƌŝǀŝůĞŐĞǁŚŝĐŚĨŽƌĞŝŐŶŝŶǀĞƐƚŽƌƐĞŶũŽǇĞĚƵŶƚŝůƚŚĞ
'ŽǀĞƌŶŵĞŶƚ ĞǆƉƌŽƉƌŝĂƚĞĚ ϯϳ ƉƌŝǀĂƚĞ ĞŶƚĞƌƉƌŝƐĞƐ ;ƐŽŵĞ ŽĨ ǁŚŝĐŚ ĂƌĞ
ĨŽƌĞŝŐŶ ŽǁŶĞĚ ĨŝƌŵƐͿ ŝŶ ϮϬϭϭ ƵŶĚĞƌ ƚŚĞ ZĞǀŝǀĂů ŽĨ hŶĚĞƌƉĞƌĨŽƌŵŝŶŐ
ŶƚĞƌƉƌŝƐĞƐ ĂŶĚ hŶĚĞƌƵƚŝůŝǌĞĚ ƐƐĞƚƐ Đƚ͘ dŚĞƐĞ ŽƵƚǁĂƌĚͲŽƌŝĞŶƚĞĚ
ƉŽůŝĐǇŝŶŝƚŝĂƚŝǀĞƐƉůĂǇĞĚĂĐƌƵĐŝĂůƌŽůĞŝŶĂƚƚƌĂĐƚŝŶŐĞǆƉŽƌƚͲŽƌŝĞŶƚĞĚ&/͕
ŚĞůƉŝŶŐ ^ƌŝ >ĂŶŬĂ ďƌŽĂĚĞŶ ŝƚƐ ĞǆƉŽƌƚ ƉƌŽĨŝůĞ ŝŶ ůŝŐŚƚ ĐŽŶƐƵŵĞƌ ŐŽŽĚƐ
ƐƵĐŚĂƐŐĂƌŵĞŶƚƐ͕ĨŽŽƚǁĞĂƌĂŶĚƐƉŽƌƚƐŐŽŽĚƐ͕ĂŶĚĐƵƚƚŝŶŐĂŶĚƉŽůŝƐŚŝŶŐ
ŝŵƉŽƌƚĞĚĚŝĂŵŽŶĚƐ͘,ŽǁĞǀĞƌ͕ƚŚĞƉƌŽĐĞƐƐůŽƐƚŵŽŵĞŶƚƵŵŝŶƚŚĞĞĂƌůǇ
ϭϵϴϬƐ;ƚŚƵŬŽƌĂůĂ͕ϭϵϵϱͿ͘
dŚĞƐĞĐŽŶĚǁĂǀĞŽĨƚŚĞůŝďĞƌĂůŝǌĂƚŝŽŶƉĂĐŬĂŐĞ͕ŝŵƉůĞŵĞŶƚĞĚŝŶ
ƚŚĞϭϵϵϬƐ͕ĨŽĐƵƐĞĚŵŽƌĞŽŶĞǆƉŽƌƚĞǆƉĂŶƐŝŽŶĂŶĚŝŶĐůƵĚĞĚĨƵƌƚŚĞƌƚĂƌŝĨĨ
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ĐƵƚƐ͕ ƐŝŵƉůŝĨŝĐĂƚŝŽŶ ŽĨ ƚŚĞ ƚĂƌŝĨĨ ƐƚƌƵĐƚƵƌĞ͕ ŽƉĞŶŝŶŐ ƵƉ ŽĨ ƚŚĞ ĐƵƌƌĞŶƚ
ĂĐĐŽƵŶƚĂŶĚƉƌŝǀĂƚŝǌĂƚŝŽŶŽĨůĂƌŐĞ^ƚĂƚĞͲŽǁŶĞĚĞŶƚĞƌƉƌŝƐĞƐ;ƚŚƵŬŽƌĂůĂ͕
ϭϵϵϱ͖ ƚŚƵŬŽƌĂůĂ ĂŶĚ ZĂũĂƉĂƚŝƌĂŶĂ͕ ϮϬϬϬ͖ tŽƌůĚ ĂŶŬ͕ ϮϬϬϳͿ͘
dŚĞƐĞ ƌĞĨŽƌŵƐ͕ ĨŽƌ ĞǆĂŵƉůĞ͕ ǁŚŝĐŚ ĂďŽůŝƐŚĞĚ ƚĂƌŝĨĨƐ ŽŶ ƚĞǆƚŝůĞƐ ĂŶĚ
ƐƵďƐƚĂŶƚŝĂůůǇƌĞĚƵĐĞĚƚŚĞƚĂƌŝĨĨƐŽŶĐůŽƚŚŝŶŐŝŶϭϵϵϳ͕ǁĞƌĞŝŶƐƚƌƵŵĞŶƚĂů
ĨŽƌƚŚĞĞǆƉĂŶƐŝŽŶŽĨƚŚĞĞǆƉŽƌƚͲŽƌŝĞŶƚĞĚŐĂƌŵĞŶƚŝŶĚƵƐƚƌǇ͕ĂƐĞĐƚŽƌƚŚĂƚ
ƐƵďƐĞƋƵĞŶƚůǇĞǆƉĂŶĚĞĚƚŽĂĐĐŽƵŶƚĨŽƌŵŽƌĞƚŚĂŶϱϬƉĞƌĐĞŶƚŽĨĞǆƉŽƌƚƐ
ďǇƚŚĞϮϬϬϬƐ;ĞŶƚƌĂůĂŶŬŽĨ^ƌŝ>ĂŶŬĂ͕ϮϬϬϭͿ͘ŶĞǁ/ŶǀĞƐƚŵĞŶƚWŽůŝĐǇ
^ƚĂƚĞŵĞŶƚǁĂƐĂŶŶŽƵŶĐĞĚǁŚŝĐŚŝŶĐůƵĚĞĚƚŚĞƐĞƚͲƵƉŽĨĂŶĞǁŽĂƌĚŽĨ
/ŶǀĞƐƚŵĞŶƚ ;K/Ϳ͕ ƚŚĞ ƉƌŝŶĐŝƉĂů ŐŽǀĞƌŶŵĞŶƚ ĂƵƚŚŽƌŝƚǇ ƌĞƐƉŽŶƐŝďůĞ ĨŽƌ
ĨŽƌĞŝŐŶŝŶǀĞƐƚŵĞŶƚ͘dŚĞK/ĂƉƉƌŽǀĞƐ&/ƉƌŽũĞĐƚƐ͕ǁŝƚŚƚŚĞĞǆĐĞƉƚŝŽŶ
ŽĨŵĂũŽƌŝŶǀĞƐƚŵĞŶƚƐƐƵĐŚĂƐŝŶĨƌĂƐƚƌƵĐƚƵƌĞƉƌŽũĞĐƚƐ͕ǁŚŝĐŚƐƚŝůůƌĞƋƵŝƌĞ
ƉĞƌŵŝƐƐŝŽŶĨƌŽŵƚŚĞĂďŝŶĞƚ͘dŚĞK/ŚĂƐĞǆƚĞŶƐŝǀĞĂƵƚŚŽƌŝƚǇĨŽƌƚĂǆ
relief and administrative discretion in all matters related to FDI and can
grant these concessions to firms that fulfil stipulated eligibility criteria
ŽŶŵŝŶŝŵƵŵŝŶǀĞƐƚŵĞŶƚ͕ĞǆƉŽƌƚƐĂŶĚĞŵƉůŽǇŵĞŶƚ͘dŚĞĞƐƚĂďůŝƐŚŵĞŶƚ
ŽĨƚŚĞK/ŚĞůƉĞĚƚŽĨĂĐŝůŝƚĂƚĞĂŶĚƐƉĞĞĚƵƉŝŶǀĞƐƚŵĞŶƚĂƉƉƌŽǀĂůǁŝƚŚŝŶ
ĂƵŶŝĨŝĞĚƉŽůŝĐǇĨƌĂŵĞǁŽƌŬ͘
dŚĞ ůŝďĞƌĂůŝǌĂƚŝŽŶ ƉƌŽĐĞƐƐ ƐƵĨĨĞƌĞĚ ĂŶŽƚŚĞƌ ƐĞƚďĂĐŬ ǁŝƚŚ ƚŚĞ
ĐŚĂŶŐĞŝŶŐŽǀĞƌŶŵĞŶƚƚŽ^ƌŝ>ĂŶŬĂ&ƌĞĞĚŽŵWĂƌƚǇůĞĂĚĞƌƐŚŝƉŝŶϮϬϬϰ͘
dŚĞƌĞǁĂƐĂƚĞŶĚĞŶĐǇƚŽƌĞǀĞƌƚďĂĐŬƚŽĂĚŝƌŝŐŝƐƚĞƌĞŐŝŵĞ;ƚŚƵŬŽƌĂůĂ͕
ϮϬϭϮͿ͘ dŚĞ ŐŽǀĞƌŶŵĞŶƚ ĞƐƉŽƵƐĞĚ Ă ƐŚŝĨƚ ƚŽ Ă ŵŝǆĞĚ ĞĐŽŶŽŵǇ ĂŶĚ
ĐĂůůĞĚ ĨŽƌ ƌĞͲĞŵƉŚĂƐŝǌŝŶŐ ƚŚĞ ƌŽůĞ ŽĨ ƚŚĞ ^ƚĂƚĞ ĂŶĚ ƚŚĞ ƉƌŽƚĞĐƚŝŽŶ ŽĨ
ĂŐƌŝĐƵůƚƵƌĞ ĂŶĚ ƐŵĂůů ĂŶĚ ŵĞĚŝƵŵͲƐŝǌĞĚ ĞŶƚĞƌƉƌŝƐĞƐ ;^DƐͿ͘ ^ƚĂƚĞ
ĐŽŶƚƌŽůŽĨƐƚƌĂƚĞŐŝĐĞŶƚĞƌƉƌŝƐĞƐǁĂƐĂĚǀŽĐĂƚĞĚ͕ĂŶĚƚŚĞƌŽůĞŽĨƚŚĞ^ƚĂƚĞ
ǁĂƐĞǆƉĂŶĚĞĚďǇƌĞǀŝƚĂůŝǌŝŶŐƉƌĞǀŝŽƵƐůǇĐůŽƐĞĚ^ƚĂƚĞͲŽǁŶĞĚĞŶƚĞƌƉƌŝƐĞƐ
;^KƐͿ͕ŝŵƉŽƐŝŶŐĨƌĞƐŚŶĂƚŝŽŶĂůŝǌĂƚŝŽŶĂŶĚƐĞƚƚŝŶŐƵƉŶĞǁǀĞŶƚƵƌĞƐďǇ
ƚŚĞ'ŽǀĞƌŶŵĞŶƚ;ƚŚƵŬŽƌĂůĂ͕ϮϬϭϮ͖h͘^͘ ĞƉĂƌƚŵĞŶƚŽĨ ^ƚĂƚĞ͕ϮϬϭϱͿ͘
dŚĞ ŐŽǀĞƌŶŵĞŶƚ ĂůƐŽ ŚĂůƚĞĚ ƐŽŵĞ ŽĨ ƚŚĞ ƉƌŝǀĂƚŝǌĂƚŝŽŶƐ ƚŚĂƚ ǁĞƌĞ
in process and reversed several previous privatization projects by
ƌĞŶĂƚŝŽŶĂůŝǌŝŶŐƚŚĞŵ;ƵƌĞĂƵŽĨĐŽŶŽŵŝĐŶĞƌŐǇĂŶĚƵƐŝŶĞƐƐĨĨĂŝƌƐ͕
ϮϬϭϭͿ͘WƌŝǀĂƚŝǌĂƚŝŽŶǁĂƐƌƵůĞĚŽƵƚŝŶƐƵĐŚŝŶĚƵƐƚƌŝĞƐĂƐďĂŶŬŝŶŐ͕ƉŽǁĞƌ͕
ĞŶĞƌŐǇĂŶĚƚƌĂŶƐƉŽƌƚĂƚŝŽŶ͘&ŝŶĂůůǇ͕ŝƚŝƐĂůƐŽǁŽƌƚŚŵĞŶƚŝŽŶŝŶŐƚŚĞŶĞǁ
ƌĞŐƵůĂƚŝŽŶƐ ƉƌŽŚŝďŝƚŝŶŐ ƚŚĞ ƐĂůĞ ŽĨ ^ƚĂƚĞͲŽǁŶĞĚ ĂŶĚ ƉƌŝǀĂƚĞͲŽǁŶĞĚ
ůĂŶĚƚŽĨŽƌĞŝŐŶĞƌƐƉĂƐƐĞĚŝŶ&ĞďƌƵĂƌǇϮϬϭϯ;ZĞƵƚĞƌƐ͕ϮϬϭϯͿ͘hŶƚŝůƚŚĞŶ͕
foreign investors could purchase land from private sellers subject to a
ϭϬϬƉĞƌĐĞŶƚƚĂǆ͕ϭĂůƚŚŽƵŐŚƚŚĞ'ŽǀĞƌŶŵĞŶƚ͕ǁŚŝĐŚŽǁŶƐĂďŽƵƚϴϬƉĞƌ
ϭ

dŚŝƐƚĂǆŝƐĂƉƉůŝĐĂďůĞŝĨƚŚĞĨŽƌĞŝŐŶƐƚĂŬĞŽĨĂǀĞŶƚƵƌĞŝƐŶŽƚůĞƐƐƚŚĂŶϮϱƉĞƌĐĞŶƚ͘
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ĐĞŶƚŽĨƚŚĞůĂŶĚŝŶ^ƌŝ>ĂŶŬĂ͕ƵƐƵĂůůǇůĞĂƐĞĚůĂŶĚŽŶϱϬͲǇĞĂƌƚĞƌŵƐŽƌŽŶ
ϵϵͲǇĞĂƌƚĞƌŵƐŽŶĂĐĂƐĞͲďǇͲĐĂƐĞďĂƐŝƐ;ƵƌĞĂƵŽĨĐŽŶŽŵŝĐŶĞƌŐǇĂŶĚ
ƵƐŝŶĞƐƐĨĨĂŝƌƐ͕ϮϬϭϮͿ͘dŚĞƐĞĂƌĞŽďǀŝŽƵƐůǇǀĞƌǇĐŽŶĐĞƌŶŝŶŐƚŽĨŽƌĞŝŐŶ
ŝŶǀĞƐƚŽƌƐǁŚĞŶŵĂŬŝŶŐ&/ĚĞĐŝƐŝŽŶƐ͘
ŐĂŝŶƐƚ ƚŚŝƐ ƉŽůŝĐǇ ĨƌĂŵĞǁŽƌŬ ĨŽƌ &/͕ ǁĞ ĐĂŶ ĞǆĂŵŝŶĞ ƚŚĞ
ƉĂƚƚĞƌŶ ŽĨ &/ ŝŶ ^ƌŝ >ĂŶŬĂ͘ ĐĐŽƌĚŝŶŐ ƚŽ ĚĂƚĂ ƉƵďůŝƐŚĞĚ ďǇ hEd͕
&/ŝŶĨůŽǁƐďĞƚǁĞĞŶϭϵϳϬĂŶĚϭϵϳϲǁĞƌĞŶĞŐůŝŐŝďůĞŽƌĞǀĞŶŶĞŐĂƚŝǀĞ͘
WĞƌĨŽƌŵĂŶĐĞŚĂƐŝŵƉƌŽǀĞĚƐƚĞĂĚŝůǇƐŝŶĐĞϭϵϳϳ͕ĂŶĚƚŚĞŐƌŽǁƚŚŝŶ&/
ŝƐ ĐŽŶƐŝĚĞƌĂďůĞ ƌĞůĂƚŝǀĞ ƚŽ ƚŚĞ ƉƌĞͲůŝďĞƌĂůŝǌĂƚŝŽŶ ĞƌĂ ;ĨŝŐƵƌĞ ϭͿ͘ /Ŷ ƚŚĞ
ďƌŽĂĚĞƌĐŽŶƚĞǆƚ͕ŚŽǁĞǀĞƌ͕^ƌŝ>ĂŶŬĂ͛ƐƉĞƌĨŽƌŵĂŶĐĞŝŶĂƚƚƌĂĐƚŝŶŐ&/ŚĂƐ
ďĞĞŶůŽǁďǇƚŚĞƐƚĂŶĚĂƌĚƐŽĨƚŚĞďĞƐƚƉĞƌĨŽƌŵĞƌƐŝŶƐŝĂ;ƚĂďůĞϭͿĂŶĚ
ƚŚĞĐŽƵŶƚƌǇŚĂƐǇĞƚƚŽƌĞŐĂŝŶƚŚĞ͞ŝŶǀĞƐƚŵĞŶƚĐĞŶƚƌĞŝŶƐŝĂ͟ŝŵĂŐĞƚŚĂƚ
ƉƌĞǀĂŝůĞĚŝŶƚŚĞĂĨƚĞƌŵĂƚŚŽĨƚŚĞϭϵϳϳƌĞĨŽƌŵ;ƚŚƵŬŽƌĂůĂ͕ϭϵϵϱͿ͘&Žƌ
ĞǆĂŵƉůĞ͕DĂůĂǇƐŝĂ͕ĂĐŽƵŶƚƌǇǁŝƚŚĂƉŽƉƵůĂƚŝŽŶĐŽŵƉĂƌĂďůĞƚŽƚŚĂƚŽĨ
^ƌŝ>ĂŶŬĂ͕ĂƚƚƌĂĐƚĞĚϭϮƚŝŵĞƐĂƐŵƵĐŚ&/ŝŶĨůŽǁƐĂƐ^ƌŝ>ĂŶŬĂŝŶϮϬϭϭ͘
/ƚƐ&/ƐƚŽĐŬŝŶƚŚĂƚǇĞĂƌǁĂƐŵŽƌĞƚŚĂŶϭϵƚŝŵĞƐƚŚĂƚŽĨ^ƌŝ>ĂŶŬĂ͘
Table 1. Comparative FDI Performance by Asian Country, 2011
Country
^ŽƵƚŚƐŝĂ
^ƌŝ>ĂŶŬĂ
India
WĂŬŝƐƚĂŶ
ĂŶŐůĂĚĞƐŚ
Nepal
ĂƐƚƐŝĂ
ŚŝŶĂ
Hong Kong
<ŽƌĞĂ͕ZĞƉ͘
Southeast
ƐŝĂ
Malaysia
Singapore
dŚĂŝůĂŶĚ
Viet Nam
Philippines
Indonesia

FDI Inflow
(US$
million)

FDI Inflow
per capita
(US$)

FDI
Inflow as
% of GCF

ϵϴϭ͘ϭϬ
ϯϲϭϵϬ͘ϰϬ
ϭϯϮϳ͘ϬϬ
ϭϭϯϲ͘ϯϴ
ϵϱ͘ϰϵ

ϰϲ͘ϲϮ
Ϯϵ͘ϭϱ
ϳ͘ϱϭ
ϳ͘ϱϱ
ϯ͘ϭϯ

ϲ͘ϭϮ
ϱ͘ϵϬ
ϱ͘ϱϰ
ϰ͘ϯϯ
Ϯ͘ϰϯ

ϭϮϯϵϴϱ͘ϬϬ
ϵϲϭϮϱ͘ϯϵ
ϭϬϮϰϲ͘ϱϬ

ϵϮ͘Ϭϭ
ϭϯϰϵϲ͘ϲϭ
Ϯϭϭ͘ϳϰ

ϭϮϭϵϳ͘ϱϴ
ϱϱϵϮϮ͘ϲϲ
ϳϳϳϴ͘ϲϴ
ϳϰϯϬ͘ϬϬ
ϭϴϭϲ͘ϬϬ
ϭϵϮϰϭ͘Ϯϱ

ϰϮϮ͘ϲϲ
ϭϬϳϳϵ͘ϯϳ
ϭϭϭ͘ϴϵ
ϴϯ͘ϲϴ
ϭϵ͘ϭϱ
ϳϵ͘ϰϬ

FDI Stock
(US$
million)

FDI Stock
per capita
(US$)

FDI Stock
as % of
GDP

ϱϵϴϵ͘ϱϬ
ϮϬϲϰϯϰ͘ϲϬ
ϮϬϵϭϲ͘ϬϬ
ϲϭϲϱ͘ϴϭ
ϯϰϴ͘ϭϬ

Ϯϴϰ͘ϲϬ
ϭϲϲ͘Ϯϴ
ϭϭϴ͘ϯϰ
ϰϬ͘ϵϳ
ϭϭ͘ϰϮ

ϭϬ͘ϭϮ
ϭϬ͘ϴϴ
ϭϬ͘Ϭϭ
ϱ͘ϴϭ
ϭ͘ϴϴ

ϯ͘ϳϮ
ϭϴϬ͘ϱϭ
ϯ͘ϯϱ

ϳϭϭϴϬϮ͘ϬϬ
ϭϭϴϰϱϭϭ͘ϯϲ
ϭϯϯϲϲϬ͘ϬϬ

ϱϮϴ͘Ϯϭ
ϭϲϲϯϭϮ͘ϴϳ
ϮϳϲϮ͘Ϭϲ

ϵ͘ϴϴ
ϰϴϲ͘ϴϱ
ϭϭ͘ϵϳ

ϭϵ͘ϭϰ
ϵϭ͘ϴϵ
ϴ͘ϯϵ
ϮϬ͘ϰϰ
ϰ͘ϭϴ
ϳ͘ϭϬ

ϭϭϱϬϲϯ͘ϵϴ
ϲϮϱϳϰϰ͘ϳϱ
ϭϱϬϱϭϳ͘ϭϳ
ϲϰϭϲϮ͘ϯϬ
ϮϴϮϯϬ͘ϬϬ
ϭϴϱϴϬϯ͘ϳϯ

ϯϵϴϳ͘Ϭϵ
ϭϮϬϲϭϱ͘ϰϯ
Ϯϭϲϱ͘ϭϰ
ϳϮϮ͘ϲϭ
Ϯϵϳ͘ϲϮ
ϳϲϲ͘ϳϱ

ϯϵ͘ϵϲ
ϮϰϬ͘ϴϭ
ϰϬ͘ϳϭ
ϱϭ͘ϵϭ
ϭϮ͘ϱϲ
Ϯϭ͘ϵϰ

Sources: World Development Indicators, 2013 and UNCTAD, 2013.
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/ŶƚŚĞĐĂƐĞŽĨƐĞĐƚŽƌĂůĚŝƐƚƌŝďƵƚŝŽŶ͕ĂŵĂũŽƌŝƚǇŽĨƐĞĐƚŽƌƐĂƌĞŶŽǁ
ŽƉĞŶƚŽ&/͘,ŽǁĞǀĞƌ͕^ƌŝ>ĂŶŬĂĂůƐŽŵĂŝŶƚĂŝŶƐĂůŝƐƚŽĨƐĞĐƚŽƌƐŝŶǁŚŝĐŚ
FDI is completely restrictedϮ Žƌ ŝƐ ĂůůŽǁĞĚ ŽŶůǇ ǁŝƚŚ ŵŝŶŽƌŝƚǇ ƐƚĂŬĞƐϯ
;ƵƌĞĂƵŽĨĐŽŶŽŵŝĐŶĞƌŐǇĂŶĚƵƐŝŶĞƐƐĨĨĂŝƌƐ͕ϮϬϭϮͿ͘&ƵƌƚŚĞƌŵŽƌĞ͕
FDI in several strategic sectorsϰ is regulated and subject to approval by
ƚŚĞK/ĂŶĚŽƚŚĞƌ'ŽǀĞƌŶŵĞŶƚĂŐĞŶĐŝĞƐ;ƵƌĞĂƵŽĨĐŽŶŽŵŝĐŶĞƌŐǇ
ĂŶĚƵƐŝŶĞƐƐĨĨĂŝƌƐ͕ϮϬϭϮͿ͘dĂďůĞϮƐŚŽǁƐƚŚĞƐĞĐƚŽƌĂůĚŝƐƚƌŝďƵƚŝŽŶŽĨ
&/ ŝŶ ƐĞůĞĐƚĞĚ ǇĞĂƌƐ ƉƵďůŝƐŚĞĚ ďǇ ƚŚĞ ĞŶƚƌĂů ĂŶŬ͘ϱ FDI dominated
ŵĂŶƵĨĂĐƚƵƌŝŶŐŝŶƚŚĞŝŶŝƚŝĂůƉŚĂƐĞŽĨƚŚĞƉŽƐƚͲůŝďĞƌĂůŝǌĂƚŝŽŶĞƌĂ͘Ǉϭϵϴϯ͕
ŵŽƌĞƚŚĂŶϵϬƉĞƌĐĞŶƚŽĨƌĞĂůŝǌĞĚĨŽƌĞŝŐŶŝŶǀĞƐƚŵĞŶƚŝŶK/ͲƌĞŐŝƐƚĞƌĞĚ
ĞŶƚĞƌƉƌŝƐĞƐǁĂƐĐŽŶĐĞŶƚƌĂƚĞĚŝŶŵĂŶƵĨĂĐƚƵƌŝŶŐ͘&/ŝŶƐĞƌǀŝĐĞƐƐƚĂƌƚĞĚ
ƉŝĐŬŝŶŐƵƉŝŶϭϵϵϬƐ͕ůĂƌŐĞůǇĚƵĞƚŽƉƌŝǀĂƚŝǌĂƚŝŽŶ;hEd͕ϮϬϬϰͿ͕ĂŶĚ
ƐĞƌǀŝĐĞƐŚĂƐŶŽǁďĞĐŽŵĞƚŚĞŵŽƐƚƉƌŽŵŝŶĞŶƚƐĞĐƚŽƌ͘ǇϮϬϭϭ͕ƐĞƌǀŝĐĞƐ
ĂĐĐŽƵŶƚĞĚĨŽƌŵŽƌĞƚŚĂŶϳϬƉĞƌĐĞŶƚŽĨƚŽƚĂů&/ƐƚŽĐŬ͘ŐƌŝĐƵůƚƵƌĞ͕ďǇ
ĐŽŶƚƌĂƐƚ͕ƌĞŵĂŝŶƐůĂƌŐĞůǇƵŶĞǆƉůŽƌĞĚďǇĨŽƌĞŝŐŶŝŶǀĞƐƚŽƌƐ͘
tŝƚŚŝŶ ŵĂŶƵĨĂĐƚƵƌŝŶŐ͕ &/ ŝƐ ŶĂƌƌŽǁůǇ ĐŽŶĐĞŶƚƌĂƚĞĚ ŝŶ Ă ĨĞǁ
ƐĞĐƚŽƌƐ͘ƐƉĞƌƚŚĞ/^/ZĞǀ͘ϯƚĞĐŚŶŽůŽŐǇŝŶƚĞŶƐŝƚǇĚĞĨŝŶŝƚŝŽŶ;ĐŽŶŽŵŝĐ
ŶĂůǇƐŝƐĂŶĚ^ƚĂƚŝƐƚŝĐŝǀŝƐŝŽŶ͕ϮϬϭϭͿ͕ĂůĂƌŐĞƐŚĂƌĞŽĨ&/ϲƚŽŽŬƉůĂĐĞ
ŝŶ ĞŝƚŚĞƌ ŵĞĚŝƵŵͲůŽǁͲƚĞĐŚ Žƌ ůŽǁͲƚĞĐŚ ŝŶĚƵƐƚƌŝĞƐ͘ &ƵƌƚŚĞƌŵŽƌĞ͕
Ϯ
ƌĞĂƐŽĨŶŽŶͲďĂŶŬŵŽŶĞǇůĞŶĚŝŶŐ͕ƉĂǁŶͲďƌŽŬĞƌŝŶŐ͕ƌĞƚĂŝůƚƌĂĚĞǁŝƚŚĂĐĂƉŝƚĂů
ŝŶǀĞƐƚŵĞŶƚ ŽĨ ůĞƐƐ ƚŚĂŶ Ψϭ ŵŝůůŝŽŶ ĂŶĚ ĐŽĂƐƚĂů ĮƐŚŝŶŐ ĂƌĞ ĐŽŵƉůĞƚĞůǇ ƌĞƐƚƌŝĐƚĞĚ ĨŽƌ
ĨŽƌĞŝŐŶŝŶǀĞƐƚŵĞŶƚƐ͘
ϯ
  &ŽƌĞŝŐŶ ŝŶǀĞƐƚŵĞŶƚƐ ŝŶ ŐƌŽǁŝŶŐ ĂŶĚ ƉƌŽĐĞƐƐŝŶŐ ŽĨ ƉƌŝŵĂƌǇ ĐŽŵŵŽĚŝƟĞƐ͕
ƉƌŽĚƵĐƟŽŶ ĨŽƌ ĞǆƉŽƌƚ ŽĨ ŐŽŽĚƐ ĂƌĞ ƐƵďũĞĐƚ ƚŽ ŝŶƚĞƌŶĂƟŽŶĂů ƋƵŽƚĂƐ͘ dŝŵďĞƌͲďĂƐĞĚ
ŝŶĚƵƐƚƌŝĞƐƵƐŝŶŐůŽĐĂůƟŵďĞƌ͕ĚĞĞƉƐĞĂĮƐŚŝŶŐ͕ŵĂƐƐĐŽŵŵƵŶŝĐĂƟŽŶƐ͕ĞĚƵĐĂƟŽŶ͕ĨƌĞŝŐŚƚ
ĨŽƌǁĂƌĚŝŶŐ͕ĂŶĚƚƌĂǀĞůĂŐĞŶĐǇĂŶĚƐŚŝƉƉŝŶŐĂŐĞŶĐǇďƵƐŝŶĞƐƐĞƐĂƌĞƉĂƌƟĂůůǇƌĞƐƚƌŝĐƚĞĚ͕
ŝ͘Ğ͘ĨŽƌĞŝŐŶŝŶǀĞƐƚŽƌƐĂƌĞĂůůŽǁĞĚƚŽŝŶǀĞƐƚƵƉƚŽϰϬƉĞƌĐĞŶƚŽƌĂŚŝŐŚĞƌƉĞƌĐĞŶƚĂŐĞŝĨ
ĂƉƉƌŽǀĂůŽĨƚŚĞK/ŝƐŐƌĂŶƚĞĚ͘
ϰ
dŚĞƐĞƐĞĐƚŽƌƐĂƌĞĂŝƌƚƌĂŶƐƉŽƌƚĂƟŽŶ͕ĐŽĂƐƚĂůƐŚŝƉƉŝŶŐ͕ůĂƌŐĞͲƐĐĂůĞŵĞĐŚĂŶŝǌĞĚ
ŵŝŶŝŶŐ ŽĨ ŐĞŵƐ ĂŶĚ ůŽƩĞƌŝĞƐ͕ ĂƐ ǁĞůů ĂƐ ŵĂŶƵĨĂĐƚƵƌĞ ŽĨ ŵŝůŝƚĂƌǇ ŚĂƌĚǁĂƌĞ͕ ŵŝůŝƚĂƌǇ
ǀĞŚŝĐůĞƐ ĂŶĚ ĂŝƌĐƌĂŌ͖ ĚĂŶŐĞƌŽƵƐ ĚƌƵŐƐ͖ ĂůĐŽŚŽů͕ ƚŽǆŝĐ͕ ŚĂǌĂƌĚŽƵƐ Žƌ ĐĂƌĐŝŶŽŐĞŶŝĐ
ŵĂƚĞƌŝĂůƐ͖ĐƵƌƌĞŶĐǇ͖ĂŶĚƐĞĐƵƌŝƚǇĚŽĐƵŵĞŶƚƐ͘
ϱ
  tĞ ƚŚĂŶŬ Ă ƌĞǀŝĞǁĞƌ ĨŽƌ ƉŽŝŶƟŶŐ ŽƵƚ ƚŽ ƵƐ ĂŶ ŝƐƐƵĞ ƌĞůĂƚĞĚ ƚŽ &/ ƐƚĂƟƐƟĐƐ
ƌĞƉŽƌƚĞĚ ďǇ ƚŚĞ ĞŶƚƌĂů ĂŶŬ ŽĨ ^ƌŝ >ĂŶŬĂ͘ &ƌŽŵ ĂďŽƵƚ ϮϬϬϱ͕ ƚŚĞ ĞŶƚƌĂů ĂŶŬ
ŚĂƐ ŝŶĐůƵĚĞĚ ďĂŶŬ ůŽĂŶƐ ďǇ ĨŽƌĞŝŐŶ ĮƌŵƐ ĂƐ ƉĂƌƚ ŽĨ ƌĞƉŽƌƚĞĚ &/͘ /Ŷ ŽƚŚĞƌ ǁŽƌĚƐ͕
ƚŚŽƵŐŚ hEd͛Ɛ &/ ƐƚĂƟƐƟĐƐ ŝŶĐůƵĚĞ ŽŶůǇ ĞƋƵŝƚǇ ĐĂƉŝƚĂů͕ ƌĞŝŶǀĞƐƚĞĚ ĞĂƌŶŝŶŐƐ ĂŶĚ
ŝŶƚƌĂĐŽŵƉĂŶǇůŽĂŶƐ͕ƚŚŽƐĞƉƵďůŝƐŚĞĚďǇƚŚĞĞŶƚƌĂůĂŶŬĂůƐŽŝŶĐůƵĚĞďĂŶŬůŽĂŶƐ͘&Žƌ
ĞǆĂŵƉůĞ͕hEdƌĞƉŽƌƚĞĚƚŚĂƚ^ƌŝ>ĂŶŬĂ͛Ɛ&/ŝŶŇŽǁƐŝŶϮϬϭϰǁĞƌĞh^ΨϵϰϰŵŝůůŝŽŶ͕
ďƵƚƚŚĞĞŶƚƌĂůĂŶŬƌĞƉŽƌƚĞĚh^Ψϭ͕ϲϴϱŵŝůůŝŽŶ͕ŽĨǁŚŝĐŚh^ΨϳϰϬŵŝůůŝŽŶǁĞƌĞďĂŶŬ
ůŽĂŶƐ͘dŚĞƌĞĨŽƌĞ͕ǁĞŝŶƚĞƌƉƌĞƚƚŚĞĞŶƚƌĂůĂŶŬ͛Ɛ&/ĚĂƚĂǁŝƚŚĐĂƵƟŽŶ͘
ϲ
dŚĞŽŶůǇĞǆĐĞƉƟŽŶŝƐƚŚĞĐŚĞŵŝĐĂůƐĞĐƚŽƌ͕ǁŚŝĐŚŝƐĐĂƚĞŐŽƌŝǌĞĚĂƐĂŵĞĚŝƵŵͲ
ŚŝŐŚͲƚĞĐŚŝŶĚƵƐƚƌǇ͘,ŽǁĞǀĞƌ͕&/ŝŶƚŚĞĐŚĞŵŝĐĂůƐĞĐƚŽƌŝƐŶŽƚƌĞƉŽƌƚĞĚƐĞƉĂƌĂƚĞůǇ͕ďƵƚ
ĂƐƉĂƌƚŽĨƉĞƚƌŽůĞƵŵ͕ĐŽĂů͕ƌƵďďĞƌĂŶĚƉůĂƐƟĐƉƌŽĚƵĐƚƐ͘
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ĞǆƉŽƌƚͲŽƌŝĞŶƚĞĚŵĂŶƵĨĂĐƚƵƌŝŶŐ&/ŝƐůĂƌŐĞůǇĐŽŶĐĞŶƚƌĂƚĞĚŝŶůŽǁͲƚĞĐŚ͕
ůĂďŽƵƌͲŝŶƚĞŶƐŝǀĞŝŶĚƵƐƚƌŝĞƐ͘ŵĂũŽƌŝƚǇǁĂƐŝŶƚŚĞƚĞǆƚŝůĞ͕ŐĂƌŵĞŶƚƐĂŶĚ
ůĞĂƚŚĞƌŝŶĚƵƐƚƌǇ͕ǁŚŝĐŚĂĐĐŽƵŶƚĞĚĨŽƌĂďŽƵƚŽŶĞƚŚŝƌĚŽĨƚŽƚĂůƌĞĂůŝǌĞĚ
ŵĂŶƵĨĂĐƚƵƌŝŶŐ &/ ŝŶ ϮϬϭϭ͕ ĨŽůůŽǁĞĚ ďǇ ƚŚĞ ĨŽŽĚ͕ ďĞǀĞƌĂŐĞƐ ĂŶĚ
ƚŽďĂĐĐŽŝŶĚƵƐƚƌǇ;ϭϱƉĞƌĐĞŶƚͿ͘,ŽǁĞǀĞƌ͕ŝƚŝƐǁŽƌƚŚŶŽƚŝŶŐŚĞƌĞƚŚĂƚ
the UN factor intensity classification is based on product nomenclature
ĂŶĚĚŽĞƐŶŽƚƚĂŬĞŝŶƚŽĂĐĐŽƵŶƚƚŚĞƉƌŽĚƵĐƚŝŽŶƉƌŽĐĞƐƐŝŶǀŽůǀĞĚ͘ϳ Some
ŝŶĚƵƐƚƌŝĞƐƚŚĂƚĂƌĞƚƌĂĚŝƚŝŽŶĂůůǇĐŽŶƐŝĚĞƌĞĚƚŽďĞůŽǁͲƚĞĐŚŝŶĐƌĞĂƐŝŶŐůǇ
ŶĞĞĚ ĂĚǀĂŶĐĞĚ ƚĞĐŚŶŽůŽŐŝĞƐ ĨŽƌ ƉƌŽĚƵĐƚŝŽŶ͘  ĐĂƐĞ ŝŶ ƉŽŝŶƚ ŝƐ ƚŚĞ
ŐĂƌŵĞŶƚŝŶĚƵƐƚƌǇ͘dŚĞ^ƌŝ>ĂŶŬĂŶŐĂƌŵĞŶƚŝŶĚƵƐƚƌǇŚĂƐŵĂĚĞĂƐŚŝĨƚĨƌŽŵ
ƉƌŽĚƵĐŝŶŐ ůŽǁ ǀĂůƵĞ ĂĚĚĞĚ ŐĂƌŵĞŶƚƐ ƚŽ ƉƌŽĚƵĐŝŶŐ ƐƉĞĐŝĂůŝǌĞĚ͕ ŚŝŐŚͲ
ƋƵĂůŝƚǇ͕ƵƉͲŵĂƌŬĞƚŐĂƌŵĞŶƚƐďǇŝŶǀĞƐƚŝŶŐŝŶŵĂĐŚŝŶĞƌǇĂŶĚĞƋƵŝƉŵĞŶƚ
ĂŶĚ ĂĚŽƉƚŝŶŐ ŶĞǁ ĂŶĚ ĞĨĨŝĐŝĞŶƚ ƚĞĐŚŶŽůŽŐŝĞƐ ;ŚĞĞƌĂƐŝŶŐŚĞ͕ ϮϬϬϯ͖
<ĂƉƵŐĞĂŶĚ^ŵŝƚŚ͕ϮϬϬϳͿ͘
Table 2. Sectoral Distribution of Realized FDI in BOI-registered
Enterprises in Sri Lanka
Sector
Manufacturing
&ŽŽĚ͕ďĞǀĞƌĂŐĞƐ͕ĂŶĚ
tobacco products
dĞǆƚŝůĞ͕ǁĞĂƌŝŶŐĂƉƉĂƌĞů͕
and leather products
tŽŽĚĂŶĚǁŽŽĚ
products
WĂƉĞƌƉƌŽĚƵĐƚƐ͕
publishing and printing
ŚĞŵŝĐĂů͕ƉĞƚƌŽůĞƵŵ͕
ĐŽĂů͕ƌƵďďĞƌ͕ĂŶĚƉůĂƐƚŝĐ
products
EŽŶͲŵĞƚĂůůŝĐĂŶĚŵŝŶĞƌĂů
products
Fabricated metal
ƉƌŽĚƵĐƚƐ͕ŵĂĐŚŝŶĞƌǇĂŶĚ
ƚƌĂŶƐƉŽƌƚĞƋƵŝƉŵĞŶƚ
Manufactured products
(nec)
Services
Total

ϭϵϴϯ
ϭϵϵϭ
ϮϬϬϭ
ϮϬϭϭ
US$
% of
US$
% of
US$
% of
US$
% of
million total million total million total million total
54.3
92.4 210.3
77.3 581.1
36.8 1760.9
29.6
Ϭ͘ϯ

Ϭ͘ϲ

Ϯ͘ϯ

Ϭ͘ϴ

ϱϲ͘ϲ

ϯ͘ϲ

ϮϲϮ͘ϱ

ϰ͘ϰ

Ϯϳ͘Ϯ

ϰϲ͘ϯ

ϳϲ͘ϱ

Ϯϴ͘ϭ

Ϯϰϲ͘ϯ

ϭϱ͘ϲ

ϱϲϴ͘ϳ

ϵ͘ϲ

Ϭ͘ϰ

Ϭ͘ϳ

Ϭ͘ϭ

Ϭ͘Ϭ

ϭϰ͘ϱ

Ϭ͘ϵ

ϳϲ͘Ϭ

ϭ͘ϯ

Ϭ͘Ϭ

Ϭ͘Ϭ

ϭ͘ϵ

Ϭ͘ϳ

ϱ͘ϴ

Ϭ͘ϰ

ϯϴ͘ϵ

Ϭ͘ϳ

ϭϬ͘ϴ

ϭϴ͘ϯ

ϲϳ͘ϱ

Ϯϰ͘ϴ

ϭϭϯ͘ϵ

ϳ͘Ϯ

ϯϱϱ͘ϴ

ϲ͘Ϭ

Ϯ͘Ϭ

ϯ͘ϰ

ϭϭ͘ϳ

ϰ͘ϯ

ϯϰ͘ϵ

Ϯ͘Ϯ

ϭϭϱ͘Ϭ

ϭ͘ϵ

Ϯ͘ϲ

ϰ͘ϱ

Ϯϵ͘Ϯ

ϭϬ͘ϳ

ϰϮ͘ϴ

Ϯ͘ϳ

ϭϰϮ͘ϱ

Ϯ͘ϰ

ϭϭ͘Ϭ

ϭϴ͘ϳ

Ϯϭ͘Ϯ

ϳ͘ϴ

ϲϲ͘ϯ

ϰ͘Ϯ

ϮϬϭ͘ϲ

ϯ͘ϰ

4.5
58.7

7.6
100

61.6
271.9

63.2 4187.5
100 5948.4

70.4
100

22.7 999.6
100 1580.7

Source: Central Bank annual reports, various years.
ϳ
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/Ŷ ƚĞƌŵƐ ŽĨ ĞŶƚƌǇ ŵŽĚĞ͕ ǁŚŽůůǇ ŽǁŶĞĚ ƐƵďƐŝĚŝĂƌŝĞƐ ŚĂǀĞ ďĞĞŶ
ƉƌĞĨĞƌƌĞĚ ƚŽ ŽƚŚĞƌ ĨŽƌŵƐ͘ ĐĐŽƌĚŝŶŐ ƚŽ /ŶǀĞƐƚŵĞŶƚ WŽůŝĐǇ ZĞǀŝĞǁ ŽĨ
^ƌŝ>ĂŶŬĂďǇhEd;ϮϬϬϰͿ͕ďĞƚǁĞĞŶϭϵϳϵĂŶĚϮϬϬϬ͕ǁŚŽůůǇŽǁŶĞĚ
ƐƵďƐŝĚŝĂƌŝĞƐĂĐĐŽƵŶƚĞĚĨŽƌĂďŽƵƚϲϬƉĞƌĐĞŶƚŽĨĞƐƚŝŵĂƚĞĚ&/ďǇǀĂůƵĞ
ĂŶĚϰϱƉĞƌĐĞŶƚďǇŶƵŵďĞƌŽĨƉƌŽũĞĐƚƐ͘dŚŝƐƉĂƚƚĞƌŶŵĂǇŝŶĨůƵĞŶĐĞƚŚĞ
ďĞŶĞĨŝƚƐƚŚĂƚĚŽŵĞƐƚŝĐĨŝƌŵƐĐĂŶĚĞƌŝǀĞĨƌŽŵ&/͘/ƚŝƐŐĞŶĞƌĂůůǇďĞůŝĞǀĞĚ
ƚŚĂƚ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ ďĞŶĞĨŝƚ ŵŽƌĞ ĨƌŽŵ ũŽŝŶƚ ǀĞŶƚƵƌĞƐ ;:sƐͿ ƚŚĂŶ
ĨƌŽŵ ǁŚŽůůǇ ŽǁŶĞĚ ƐƵďƐŝĚŝĂƌŝĞƐ͘ :sƐ ĂƌĞ ĐŽŶƐŝĚĞƌĞĚ Ă ŵŽƌĞ ĞĨĨŝĐŝĞŶƚ
ŵĞĐŚĂŶŝƐŵĨŽƌƚŚĞƚƌĂŶƐĨĞƌĂŶĚůĞĂƌŶŝŶŐŽĨƚĞĐŚŶŽůŽŐǇĂŶĚŬŶŽǁůĞĚŐĞ͕
ƉĂƌƚŝĐƵůĂƌůǇ ĨŽƌ ŬŶŽǁůĞĚŐĞ ƚŚĂƚ ŝƐ ŽƌŐĂŶŝǌĂƚŝŽŶĂůůǇ ĞŵďĞĚĚĞĚ ĂŶĚ
ƚĂĐŝƚ;tĞŝĂŶĚĂůĂƐƵďƌĂŵĂŶǇĂŵ͕ϮϬϬϰͿ͘:sƐĞŶĂďůĞůŽĐĂůĂŶĚĨŽƌĞŝŐŶ
ƉĂƌƚŶĞƌƐƚŽǁŽƌŬƚŽŐĞƚŚĞƌĂŶĚĞǆƉůŽŝƚĞĂĐŚŽƚŚĞƌ͛ƐƐƚƌĞŶŐƚŚƐ͕ǁŝƚŚůŽĐĂů
ƉĂƌƚŶĞƌƐ ƵƐƵĂůůǇ ĐŽŶƚƌŝďƵƚŝŶŐ ůŽĐĂů ŬŶŽǁůĞĚŐĞ ĂŶĚ ĨŽƌĞŝŐŶ ƉĂƌƚŶĞƌƐ
ƉƌŽǀŝĚŝŶŐ ĂĚǀĂŶĐĞĚ ŬŶŽǁůĞĚŐĞͲďĂƐĞĚ ĂƐƐĞƚƐ͘ dŚĞ ĐůŽƐĞ ŝŶƚĞƌĂĐƚŝŽŶƐ
ďĞƚǁĞĞŶƚŚĞƚǁŽƉĂƌƚŝĞƐĂŶĚƚŚĞƚƌĂŶƐĨĞƌŽĨŬŶŽǁůĞĚŐĞͲďĂƐĞĚĂƐƐĞƚƐ
from MNEs give rise to mutual learning between foreign and domestic
ĨŝƌŵƐ͘

3.

A preliminary investigation of foreign versus Sri
Lankan firms

ĂƚĂƵƐĞĚŝŶƚŚŝƐĞŵƉŝƌŝĐĂůƐƚƵĚǇĐĂŵĞĨƌŽŵƚŚĞ^ƌŝ>ĂŶŬĂϮϬϭϭ
ŶƚĞƌƉƌŝƐĞ^ƵƌǀĞǇĚĂƚĂƐĞƚƉƵďůŝƐŚĞĚ ďǇƚŚĞtŽƌůĚĂŶŬ͘ϴdŚĞƐĂŵƉůĞ
frame used is the database of firms obtained from the Department
ŽĨ ĞŶƐƵƐ ĂŶĚ ^ƚĂƚŝƐƚŝĐƐ ŽĨ ^ƌŝ >ĂŶŬĂ͕ ĐŽǀĞƌŝŶŐ ƚŚĞ ŶŽŶͲĂŐƌŝĐƵůƚƵƌĂů
ĞĐŽŶŽŵǇĂŶĚĐŽŵƉƌŝƐŝŶŐŵĂŶƵĨĂĐƚƵƌŝŶŐ;ŐƌŽƵƉͿ͖ĐŽŶƐƚƌƵĐƚŝŽŶ;ŐƌŽƵƉ
&Ϳ͖ƐĞƌǀŝĐĞƐ;ŐƌŽƵƉƐ'ĂŶĚ,Ϳ͖ƚƌĂŶƐƉŽƌƚ͕ƐƚŽƌĂŐĞ͕ĂŶĚĐŽŵŵƵŶŝĐĂƚŝŽŶƐ
;ŐƌŽƵƉ /Ϳ͖ ĂŶĚ ŝŶĨŽƌŵĂƚŝŽŶ ƚĞĐŚŶŽůŽŐǇ͕ Žƌ /d ;ƐƵďƐĞĐƚŽƌ ϳϮ ŽĨ ŐƌŽƵƉ
<Ϳ͘ϵ&ŽƌƚŚĞƐƵƌǀĞǇ͕ĨŝƌŵƐǁĞƌĞƌĂŶĚŽŵůǇƐĞůĞĐƚĞĚĨƌŽŵƚŚĞƉŽƉƵůĂƚŝŽŶ
of registered businesses on the basis of a stratified random sampling
ĂƉƉƌŽĂĐŚĂƚƚŚƌĞĞůĞǀĞůƐ͗ŝŶĚƵƐƚƌǇ͕ƐŝǌĞĂŶĚƌĞŐŝŽŶ͘dŚĞƌĞĂĨƚĞƌ͕ƉƌŝǀĂƚĞ
contractors visited the chosen sample firms and collected a range of
ƋƵĂŶƚŝƚĂƚŝǀĞ ĂŶĚ ƋƵĂůŝƚĂƚŝǀĞ ŝŶĨŽƌŵĂƚŝŽŶ ƚŚƌŽƵŐŚ ƚŚĞ ĂĚŵŝŶŝƐƚƌĂƚŝŽŶ
ŽĨ ƋƵĞƐƚŝŽŶŶĂŝƌĞƐ͘ dŚŝƐ ĚĂƚĂƐĞƚ ƚŚĞƌĞĨŽƌĞ ŝƐ ĞǆƉĞĐƚĞĚ ƚŽ ŚĂǀĞ ƚŚĞ
ĐŚĂƌĂĐƚĞƌŝƐƚŝĐƐŽĨƌĞƉƌĞƐĞŶƚĂƚŝǀĞŶĞƐƐĂŶĚƌĞůŝĂďŝůŝƚǇ͘ϭϬ,ŽǁĞǀĞƌ͕ƚŚĞƌĞŝƐ
criticism that some local private contractors simply covered only the
ϴ

ŚƩƉ͗ͬͬǁǁǁ͘ĞŶƚĞƌƉƌŝƐĞƐƵƌǀĞǇƐ͘ŽƌŐͬĚĂƚĂ
'ƌŽƵƉĐůĂƐƐŝĮĐĂƟŽŶŝƐďĂƐĞĚŽŶ/^/ZĞǀŝƐŝŽŶϯ͘ϭ͘
ϭϬ
ŚƩƉƐ͗ͬͬǁǁǁ͘ĞŶƚĞƌƉƌŝƐĞƐƵƌǀĞǇƐ͘ŽƌŐͬŵĞƚŚŽĚŽůŽŐǇ
ϵ
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͞ĞĂƐǇƚŽĂƉƉƌŽĂĐŚ͟ĨŽƌĞŝŐŶĨŝƌŵƐǁŚŽƐĞŚĞĂĚŽĨĨŝĐĞƐĂƌĞŝŶĂŶĚĂƌŽƵŶĚ
ƚŚĞ ĐĞŶƚƌĂů ďƵƐŝŶĞƐƐ ĚŝƐƚƌŝĐƚ ŽĨ ŽůŽŵďŽ͘ϭϭ dŚŝƐ ǁĞĂŬĞŶƐ ƚŚĞ tŽƌůĚ
ĂŶŬ͛Ɛ ĐůĂŝŵ ƌĞŐĂƌĚŝŶŐ ƐĂŵƉůĞ ƌĞƉƌĞƐĞŶƚĂƚŝǀĞŶĞƐƐ͘ tĞ ĚŽ ŶŽƚ ŚĂǀĞ
evidence about whether the sample biases systematically affect the
ƌĞƐƵůƚƐ͘ƵĞĐĂƵƚŝŽŶŝƐŶĞĞĚĞĚŝŶƚŚŝƐƌĞŐĂƌĚ͘
dŚŝƐ ĚĂƚĂƐĞƚ ĐŽŶƚĂŝŶƐ ŝŶĨŽƌŵĂƚŝŽŶ ŽŶ ϲϭϬ ĨŝƌŵƐ ŝŶ ďŽƚŚ ƚŚĞ
ŵĂŶƵĨĂĐƚƵƌŝŶŐĂŶĚƚŚĞƐĞƌǀŝĐĞƐƐĞĐƚŽƌƐ͘/ŶƚŚĞƋƵĞƐƚŝŽŶŶĂŝƌĞ͕ƚŚĞĨŝƌŵƐ
ĂƌĞĂƐŬĞĚƚŽƐĞůĨͲŝĚĞŶƚŝĨǇǁŚĞƚŚĞƌƚŚĞǇĂƌĞĚŽŵĞƐƚŝĐŽƌĨŽƌĞŝŐŶĨŝƌŵƐ͘
&ŽƌĐĞƌƚĂŝŶŽďũĞĐƚŝǀĞƋƵĞƐƚŝŽŶƐ͕ƐƵĐŚĂƐƐĂůĞƐĂŶĚĞŵƉůŽǇŵĞŶƚ͕ĨŝƌŵƐ
ĂƌĞ ĂƐŬĞĚ ĨŽƌ ŝŶĨŽƌŵĂƚŝŽŶ ĨŽƌ ϮϬϬϳͬϮϬϬϴ ;ƚŚƌĞĞ ĨŝƐĐĂů ǇĞĂƌƐ ďĞĨŽƌĞ
ƚŚĞ ƐĂŵƉůŝŶŐ ƉĞƌŝŽĚͿ͘ ůƚŚŽƵŐŚ ƚŚĞ ƚŝŵĞ ĚŝŵĞŶƐŝŽŶ ŝƐ ƐŚŽƌƚ͕ ƚŚĞƌĞ ŝƐ
ĂďƵŶĚĂŶƚŝŶĨŽƌŵĂƚŝŽŶĂƚƚŚĞĨŝƌŵůĞǀĞů͕ǁŚŝĐŚŐŝǀĞƐƵƐĂŶŽƉƉŽƌƚƵŶŝƚǇ
to compare and contrast the characteristics of foreign and domestic
ĨŝƌŵƐ͘dĂďůĞϯƉƌĞƐĞŶƚƐƚŚĞďƌĞĂŬĚŽǁŶŽĨĨŽƌĞŝŐŶĂŶĚ^ƌŝ>ĂŶŬĂĨŝƌŵƐ
ŝŶĞĂĐŚƐĞĐƚŽƌ͘KŶĞƐĂůŝĞŶƚůŝŵŝƚĂƚŝŽŶŽĨƚŚŝƐƐĂŵƉůĞŝƐƚŚĂƚŽŶůǇĂĨĞǁ
ĨŽƌĞŝŐŶ ĨŝƌŵƐ ĂƌĞŝŶĐůƵĚĞĚ ŝŶ ƐŽŵĞƐĞĐƚŽƌƐ͕ƉĂƌƚŝĐƵůĂƌůǇ ŝŶ ƚŚĞ ƚĞǆƚŝůĞ͕
ŐĂƌŵĞŶƚƐ ĂŶĚ ůĞĂƚŚĞƌ ƉƌŽĚƵĐƚƐ ŝŶĚƵƐƚƌǇ͘ ǀĂŝůĂďůĞ ĞǀŝĚĞŶĐĞ ƐŚŽǁƐ
ƚŚĂƚĂůƚŚŽƵŐŚƚŚĞŶƵŵďĞƌŽĨĨŽƌĞŝŐŶĨŝƌŵƐŝƐůŽǁŝŶƚŚŝƐŝŶĚƵƐƚƌǇ͕ƚŚĞǇ
ĂĐĐŽƵŶƚĨŽƌĂůĂƌŐĞƐŚĂƌĞŽĨŽƵƚƉƵƚ;<ĞůĞŐĂŵĂĂŶĚ&ŽůĞǇ͕ϭϵϵϵͿ͘
Table 3. Distribution of Foreign and Domestic Firms by Sector
Number of Firms
Sector

dŽƚĂůĨŝƌŵƐ Domestic firms Foreign affiliates

Manufacturing
&ŽŽĚ͕ďĞǀĞƌĂŐĞƐ͕ĂŶĚƚŽďĂĐĐŽƉƌŽĚƵĐƚƐ
dĞǆƚŝůĞ͕ǁĞĂƌŝŶŐĂƉƉĂƌĞů͕ĂŶĚůĞĂƚŚĞƌƉƌŽĚƵĐƚƐ
tŽŽĚĂŶĚǁŽŽĚƉƌŽĚƵĐƚƐ
WĂƉĞƌƉƌŽĚƵĐƚƐ͕ƉƵďůŝƐŚŝŶŐĂŶĚƉƌŝŶƚŝŶŐ
ŚĞŵŝĐĂů͕ƉĞƚƌŽůĞƵŵ͕ĐŽĂů͕ƌƵďďĞƌ͕ĂŶĚƉůĂƐƚŝĐ
products
EŽŶͲŵĞƚĂůůŝĐŵŝŶĞƌĂůƉƌŽĚƵĐƚƐ
&ĂďƌŝĐĂƚĞĚŵĞƚĂůƉƌŽĚƵĐƚƐ͕ŵĂĐŚŝŶĞƌǇĂŶĚ
ƚƌĂŶƐƉŽƌƚĞƋƵŝƉŵĞŶƚ
Manufactured products (nec)
Services
Total

ϭϯϬ
ϭϯϬ
ϯϰ
ϲ

ϭϮϰ
ϭϮϵ
ϯϰ
ϱ

ϲ
ϭ
Ϭ
ϭ

ϮϬ

ϭϳ

ϯ

ϯϬ

Ϯϴ

Ϯ

ϰ

ϰ

Ϭ

Ϯ
Ϯϰϲ
ϲϬϮ

Ϯ
ϮϮϵ
ϱϳϮ

Ϭ
ϭϳ
ϯϬ

Source͗tŽƌůĚĂŶŬŶƚĞƌƉƌŝƐĞ^ƵƌǀĞǇ͕^ƌŝ>ĂŶŬĂ͕ϮϬϭϭ͘

ϭϭ

tĞƚŚĂŶŬĂƌĞǀŝĞǁĞƌĨŽƌĚƌĂǁŝŶŐŽƵƌĂƩĞŶƟŽŶƚŽƚŚŝƐƉŽŝŶƚ͘
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dĂďůĞ ϰ ůŝƐƚƐ Ĩŝƌŵ ĐŚĂƌĂĐƚĞƌŝƐƚŝĐƐ ĚŝĨĨĞƌĞŶƚŝĂƚĞĚ ďǇ ĨŽƌĞŝŐŶ ĂŶĚ
ĚŽŵĞƐƚŝĐ ŽǁŶĞƌƐŚŝƉ͘ /Ŷ ŽƌĚĞƌ ƚŽ ŽďƐĞƌǀĞ ƚŚĞ ĚŝĨĨĞƌĞŶĐĞƐ ďĞƚǁĞĞŶ
ĨŽƌĞŝŐŶ ĂŶĚ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ͕ ǁĞ ƌĞŐƌĞƐƐĞĚ ĞĂĐŚ ĐŚĂƌĂĐƚĞƌŝƐƚŝĐ ŽŶ Ă
ĚƵŵŵǇǀĂƌŝĂďůĞ;&KZͿƚŚĂƚŝĚĞŶƚŝĨŝĞƐǁŚĞƚŚĞƌĂĨŝƌŵŝƐĂŶDEĂĨĨŝůŝĂƚĞ
ŽƌĂĚŽŵĞƐƚŝĐĨŝƌŵĂŶĚƐĞĐƚŽƌͲƐƉĞĐŝĨŝĐĚƵŵŵǇǀĂƌŝĂďůĞƐƚŚĂƚĂĐĐŽƵŶƚĨŽƌ
ƐĞĐƚŽƌͲƐƉĞĐŝĨŝĐĚŝĨĨĞƌĞŶĐĞƐ͘tŚĞŶƚŚĞĚĞƉĞŶĚĞŶƚǀĂƌŝĂďůĞǁĂƐĂďŝŶĂƌǇ
ǀĂƌŝĂďůĞ͕ WƌŽďŝƚ ĞƐƚŝŵĂƚŝŽŶ ǁĂƐ ƵƐĞĚ͘ tŚĞŶ ƚŚĞ ĚĞƉĞŶĚĞŶƚ ǀĂƌŝĂďůĞ
ǁĂƐĂĐŽŶƚŝŶƵŽƵƐǀĂƌŝĂďůĞ͕ŽƌĚŝŶĂƌǇůĞĂƐƚƐƋƵĂƌĞƐ;K>^ͿĞƐƚŝŵĂƚŝŽŶǁĂƐ
ƵƐĞĚ͘  ƐƚĂƚŝƐƚŝĐĂůůǇ ƐŝŐŶŝĨŝĐĂŶƚ &KZ ǀĂƌŝĂďůĞ ŝŶĚŝĐĂƚĞƐ ƚŚĞ ĚŝĨĨĞƌĞŶĐĞƐ
ďĞƚǁĞĞŶĨŽƌĞŝŐŶĂŶĚĚŽŵĞƐƚŝĐĨŝƌŵƐ͘dŚĞƚĞƐƚƌĞƐƵůƚƐĂƌĞƌĞƉŽƌƚĞĚŝŶ
ƚŚĞůĂƐƚĐŽůƵŵŶŽĨƚĂďůĞϰ͘
&ŽƌĞŝŐŶ ĨŝƌŵƐ ǁĞƌĞ ĐŽŶƐŝĚĞƌĂďůǇ ůĂƌŐĞƌ ƚŚĂŶ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ͕
ǁŚĞƚŚĞƌ ŵĞĂƐƵƌĞĚ ďǇ ƐĂůĞƐ Žƌ ĞŵƉůŽǇŵĞŶƚ͘ dŚĞǇ ĂůƐŽ ĞŶũŽǇĞĚ
ƐƵďƐƚĂŶƚŝĂůůǇ ŚŝŐŚĞƌ ůĂďŽƵƌ ƉƌŽĚƵĐƚŝǀŝƚǇ ĂŶĚ ƉƌŽĨŝƚĂďŝůŝƚǇ͘ /Ŷ ƚĞƌŵƐ ŽĨ
ĨĂĐƚŽƌ ŝŶƉƵƚƐ͕ ĐĂƉŝƚĂů ŝŶƚĞŶƐŝƚǇ͕ ŵĞĂƐƵƌĞĚ ĂƐ ĞŶĞƌŐǇ ĐŽŶƐƵŵƉƚŝŽŶ ƉĞƌ
ĞŵƉůŽǇĞĞ͕ϭϮǁĂƐŚŝŐŚĞƌŝŶĨŽƌĞŝŐŶĨŝƌŵƐƚŚĂŶŝŶĚŽŵĞƐƚŝĐĨŝƌŵƐ͕ƚŚŽƵŐŚ
ƚŚĞĚŝĨĨĞƌĞŶĐĞǁĂƐŶŽƚƐƚĂƚŝƐƚŝĐĂůůǇƐŝŐŶŝĨŝĐĂŶƚ͘tŚĞƌĞĂƐŽŶůǇĂƋƵĂƌƚĞƌ
ŽĨ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ ƵŶĚĞƌƚŽŽŬ ĨŽƌŵĂů ƚƌĂŝŶŝŶŐ ƉƌŽŐƌĂŵƐ͕ ŵŽƌĞ ƚŚĂŶ
ϴϯ ƉĞƌ ĐĞŶƚ ŽĨ ĨŽƌĞŝŐŶ ĨŝƌŵƐ ĚŝĚ ƐŽ͘ &Žƌ ƚŚĞ ĂƐƉĞĐƚ ŽĨ ƐƚĂĨĨ ƚƵƌŶŽǀĞƌ͕
ŚŽǁĞǀĞƌ͕ĨŽƌĞŝŐŶĨŝƌŵƐŚĂǀĞĂůŽǁĞƌŵĞĂŶǀĂůƵĞƚŚĂŶĚŽŵĞƐƚŝĐĨŝƌŵƐ͕
ďƵƚƚŚĞĚŝĨĨĞƌĞŶĐĞŝƐŶŽƚƐƚĂƚŝƐƚŝĐĂůůǇƐŝŐŶŝĨŝĐĂŶƚ͘/ŶƚĞƌŵƐŽĨǁĂŐĞƌĂƚĞ
ĂŶĚŚƵŵĂŶĐĂƉŝƚĂů͕ĨŽƌĞŝŐŶĨŝƌŵƐƉĂŝĚĂŚŝŐŚĞƌŶŽŵŝŶĂůǁĂŐĞƌĂƚĞĂŶĚ
employed a higher percentage of educated employees than domestic
ĨŝƌŵƐ͘,ŽǁĞǀĞƌ͕ƚŚĞĞĨĨĞĐƚŝǀĞǁĂŐĞƌĂƚĞĂƐŵĞĂƐƵƌĞĚďǇƐŬŝůůͲĂĚũƵƐƚĞĚ
ǁĂŐĞƌĂƚĞǁĂƐůŽǁĞƌĨŽƌĨŽƌĞŝŐŶĨŝƌŵƐ͕ƚŚŽƵŐŚƚŚĞĚŝĨĨĞƌĞŶĐĞďĞƚǁĞĞŶ
ƚŚĞ ƚǁŽ ŐƌŽƵƉƐ ŽĨ ĨŝƌŵƐ ǁĂƐ ŶŽƚ ƐƚĂƚŝƐƚŝĐĂůůǇ ƐŝŐŶŝĨŝĐĂŶƚ͕ ƐƵŐŐĞƐƚŝŶŐ
foreign and domestic firms pay a similar level of wage for a given level
ŽĨŚƵŵĂŶĐĂƉŝƚĂů͘
KĨƚŚĞĨŽƌĞŝŐŶĨŝƌŵƐ͕ϯϬƉĞƌĐĞŶƚĞŶŐĂŐĞĚŝŶĞǆƉŽƌƚŝŶŐĂŶĚϮϲ͘ϳ
ƉĞƌĐĞŶƚŝŶŝŵƉŽƌƚŝŶŐ͕ƌĞƐƉĞĐƚŝǀĞůǇ͕ŝŶĐŽŵƉĂƌŝƐŽŶǁŝƚŚĂďŽƵƚϴƉĞƌĐĞŶƚ
ϭϮ
EĞƚĂƐƐĞƚƐƉĞƌǁŽƌŬĞƌʹĂƉŽƉƵůĂƌŵĞĂƐƵƌĞŽĨĐĂƉŝƚĂůŝŶƚĞŶƐŝƚǇŝŶƉƌĞǀŝŽƵƐƐƚƵĚŝĞƐ
ʹĐĂŶŶŽƚďĞĐŽŵƉƵƚĞĚ͕ĂƐĂŵĂũŽƌŝƚǇŽĨĮƌŵƐŚĂǀĞŶŽƚƌĞƉŽƌƚĞĚƚŚĞǀĂůƵĞŽĨƚŚĞŝƌŶĞƚ
ĂƐƐĞƚƐ͘ ŶĞƌŐǇ ĐŽŶƐƵŵƉƟŽŶ ƉĞƌ ǁŽƌŬĞƌ ŝƐ ĐŚŽƐĞŶ ĂƐ ĂŶ ĂůƚĞƌŶĂƟǀĞ ŵĞĂƐƵƌĞ͘ dŚŝƐ ŝƐ
ďĞĐĂƵƐĞĐĂƉŝƚĂůĂŶĚĞŶĞƌŐǇĂƌĞĐŽŵƉůĞŵĞŶƚĂƌǇŝŶƉƵƚƐŝŶŵĂŶƵĨĂĐƚƵƌŝŶŐ;'ůŽďĞƌŵĂŶ͕
ĞƚĂů͕͘ϭϵϵϰͿĂŶĚĞŶĞƌŐǇĐŽŶƐƵŵƉƟŽŶƉĞƌǁŽƌŬĞƌŚĂƐďĞĞŶƵƐĞĚŝŶƐĞǀĞƌĂůƐƚƵĚŝĞƐĂƐ
Ă ŵĞĂƐƵƌĞ ŽĨ ĐĂƉŝƚĂů ŝŶƚĞŶƐŝƚǇ ;'ůŽďĞƌŵĂŶ͕ Ğƚ Ăů͕͘ ϭϵϵϰ͖ >ŝƉƐĞǇ ĂŶĚ ^ũƂŚŽůŵ͕ ϮϬϬϰĂ͕
ϮϬϬϰď͕ϮϬϬϰĐͿ͘ŶĞƌŐǇĐŽŶƐƵŵƉƟŽŶŝƐƚĂŬĞŶĂƐƚŚĞƚŽƚĂůĐŽƐƚŽĨĨƵĞůĂŶĚĞůĞĐƚƌŝĐŝƚǇĨŽƌ
ƚŚĞŵĂŶƵĨĂĐƚƵƌŝŶŐƐĞĐƚŽƌĂŶĚƚŚĞĐŽƐƚŽĨĞůĞĐƚƌŝĐŝƚǇĨŽƌƚŚĞƐĞƌǀŝĐĞƐƐĞĐƚŽƌ͘
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ĂŶĚ ϭϬ ƉĞƌ ĐĞŶƚ ŽĨ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ͘ KŶ ĂǀĞƌĂŐĞ͕ĨŽƌĞŝŐŶ ĨŝƌŵƐ͛ ĞǆƉŽƌƚ
ŝŶƚĞŶƐŝƚǇ ĂŶĚ ŝŵƉŽƌƚ ŝŶƚĞŶƐŝƚǇ ǁĞƌĞ ŶŽƚŝĐĞĂďůǇ ŚŝŐŚĞƌ͕ ŝŶĚŝĐĂƚŝŶŐ ƚŚĂƚ
ĨŽƌĞŝŐŶĨŝƌŵƐǁĞƌĞŵŽƌĞĞǆƉŽƌƚͲŽƌŝĞŶƚĞĚĂŶĚƌĞůŝĞĚŵŽƌĞŽŶŝŵƉŽƌƚƐŽĨ
ĨŽƌĞŝŐŶŝŶƉƵƚƐĨŽƌůŽĐĂůƉƌŽĚƵĐƚŝŽŶ͘ŽŶƐŝĚĞƌŝŶŐďŽƚŚĚŝƌĞĐƚĂŶĚŝŶĚŝƌĞĐƚ
ĞǆƉŽƌƚŝŶŐ͕ĨŽƌĞŝŐŶĨŝƌŵƐƐŝŐŶŝĨŝĐĂŶƚůǇŽƵƚƉĞƌĨŽƌŵĞĚůŽĐĂůĨŝƌŵƐ͕ǁŝƚŚϰϳ
ƉĞƌĐĞŶƚŽĨĨŽƌĞŝŐŶĨŝƌŵƐ͕ŝŶĐŽŶƚƌĂƐƚƚŽϭϲ͘ϲƉĞƌĐĞŶƚŽĨĚŽŵĞƐƚŝĐĨŝƌŵƐ͕
ĞŶŐĂŐĞĚŝŶĞǆƉŽƌƚŝŶŐĚŝƌĞĐƚůǇŽƌŝŶĚŝƌĞĐƚůǇ͘ƐĨŽƌĞŝŐŶĨŝƌŵƐǁĞƌĞĂĐƚŝǀĞ
ŝŶďŽƚŚĚŝƌĞĐƚĂŶĚŝŶĚŝƌĞĐƚĞǆƉŽƌƚŝŶŐ͕ŝƚŵŝŐŚƚďĞƚŚĞĐĂƐĞƚŚĂƚĨŽƌĞŝŐŶ
ĨŝƌŵƐĞǆƉŽƌƚĞĚƚŚƌŽƵŐŚŽƚŚĞƌĨŽƌĞŝŐŶĨŝƌŵƐ͘dŚŝƐƐƉĞĐƵůĂƚŝŽŶ͕ĐŽƵƉůĞĚ
ǁŝƚŚƚŚĞŚŝŐŚĞƌŝŵƉŽƌƚƉƌŽƉĞŶƐŝƚǇŽĨĨŽƌĞŝŐŶĨŝƌŵƐ͕ŵŝŐŚƚƐƵŐŐĞƐƚƚŚĂƚ
foreign firms sourced a large proportion of their inputs either abroad or
ĨƌŽŵŽƚŚĞƌĨŽƌĞŝŐŶĨŝƌŵƐŝŶƚŚĞŚŽƐƚĐŽƵŶƚƌǇ͘,ŽǁĞǀĞƌ͕ƚŚŝƐƐƉĞĐƵůĂƚŝŽŶ
cannot be confidently ascertained without observing the dyadic
ƐŽƵƌĐŝŶŐƌĞůĂƚŝŽŶƐŚŝƉƐďĞƚǁĞĞŶƐŽƵƌĐŝŶŐĂŶĚƐƵƉƉůǇŝŶŐĨŝƌŵƐ͘
Foreign firms tend to engage in R&D activities much more than
ĚŽŵĞƐƚŝĐ ĐŽƵŶƚĞƌƉĂƌƚƐ͘ ^ŽŵĞ ϰϭ͘ϰ ƉĞƌ ĐĞŶƚ ŽĨ ĨŽƌĞŝŐŶ ĨŝƌŵƐ ŝŶĐƵƌƌĞĚ
ZΘ ĞǆƉĞŶĚŝƚƵƌĞƐ ĐŽŵƉĂƌĞĚ ǁŝƚŚ ϭϭ͘Ϯ ƉĞƌ ĐĞŶƚ ŽĨ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ͘
Foreign firms also displayed a higher propensity to introduce new
ƉƌŽĚƵĐƚƐŽƌƐĞƌǀŝĐĞƐ͕ŶĞǁŽƌƐŝŐŶŝĨŝĐĂŶƚůǇŝŵƉƌŽǀĞĚŵĞƚŚŽĚƐ͕ŶĞǁŽƌ
ƐŝŐŶŝĨŝĐĂŶƚůǇ ŝŵƉƌŽǀĞĚ ůŽŐŝƐƚŝĐĂů Žƌ ďƵƐŝŶĞƐƐ ƐƵƉƉŽƌƚ ƉƌŽĐĞƐƐĞƐ͕ ŶĞǁ
or significantly improved organizational structures or management
ƉƌĂĐƚŝĐĞƐ͕ĂŶĚŶĞǁŽƌƐŝŐŶŝĨŝĐĂŶƚůǇŝŵƉƌŽǀĞĚŵĂƌŬĞƚŝŶŐŵĞƚŚŽĚƐ͘
KƵƌ ƌĞƐƵůƚƐ ĂƌĞ ůĂƌŐĞůǇ ĐŽŶƐŝƐƚĞŶƚ ǁŝƚŚ ĞŵƉŝƌŝĐĂů ƐƚƵĚŝĞƐ
ĐŽŶĚƵĐƚĞĚ ŽĨ ŽƚŚĞƌ ĐŽƵŶƚƌŝĞƐ ;ŚƵĚŶŽǀƐŬǇ͕ Ğƚ Ăů͕͘ ϮϬϬϴ͖ ŽŵĞƐ ĂŶĚ
:ĞŶƐĞŶ͕ϭϵϵϴ͖zĂƐĂƌĂŶĚWĂƵů͕ϮϬϬϳͿ͘,ŽǁĞǀĞƌ͕ŝƚŝƐŝŵƉŽƌƚĂŶƚƚŽŚŝŐŚůŝŐŚƚ
ŽŶĞůŝŵŝƚĂƚŝŽŶŽĨƚŚĞƐĞĐŽŵƉĂƌŝƐŽŶƐ͘ǆĐĞƉƚĨŽƌƐĞĐƚŽƌͲƐƉĞĐŝĨŝĐĞĨĨĞĐƚƐ͕
we do not separately account for other factors that might be relevant
ƚŽ ĞǆƉůĂŝŶŝŶŐ ĞĂĐŚ ƚǇƉĞ ŽĨ ĐŚĂƌĂĐƚĞƌŝƐƚŝĐ ŽďƐĞƌǀĞĚ͘ &Žƌ ĞǆĂŵƉůĞ͕
ĚŝĨĨĞƌĞŶĐĞƐŝŶůĂďŽƌƉƌŽĚƵĐƚŝǀŝƚǇŵĂǇďĞĚƵĞƚŽŽƚŚĞƌĨĂĐƚŽƌƐ͕ƐƵĐŚĂƐ
ĐĂƉŝƚĂů ŝŶƚĞŶƐŝƚǇ ĂŶĚ ƚŚĞ ƐŬŝůů ŝŶƚĞŶƐŝƚǇ ŽĨ ƚŚĞ ǁŽƌŬĨŽƌĐĞ͘ ĞĂƌŝŶŐ ƚŚŝƐ
ĐĂǀĞĂƚŝŶŵŝŶĚ͕ǁĞƐŚĂůůŝŶǀĞƐƚŝŐĂƚĞǁŚĞƚŚĞƌŐĂƉƐďĞƚǁĞĞŶĨŽƌĞŝŐŶĂŶĚ
domestic firms translate to direct and spillover effects that benefit the
ƉƌŽĚƵĐƚŝǀŝƚǇŽĨĨŝƌŵƐŝŶ^ƌŝ>ĂŶŬĂ͘
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Table 4. Comparison of Characteristics of Foreign and Domestic Firms
ŚĂƌĂĐƚĞƌŝƐƚŝĐ
^ĂůĞƐ;ƌƵƉĞĞƐ͕ŵŝůůŝŽŶͿ

Foreign Domestic
Estimated
ĨĨŝůŝĂƚĞƐ Firms
ŽĞĨĨŝĐŝĞŶƚŽĨ&KZa
ϭϬϬϲ͘ϭ

ϭϵϵ͘Ϯ

ϮϰϬ

ϴϴ

ϯϭϯ͘ϲϲ

ϲϮ͘ϲϴ

ϳ͘Ϭϯ

Ϯ͘ϯϰ

ĂƉŝƚĂůŝŶƚĞŶƐŝƚǇ;ĞŶĞƌŐǇĐŽŶƐƵŵƉƚŝŽŶƉĞƌ
employee)

ϭϴϴ͘ϬϮ

ϭϬϲ͘ϵϵ

tĂŐĞƌĂƚĞ;ƌƵƉĞĞƐ͕ƚŚŽƵƐĂŶĚƉĞƌĞŵƉůŽǇĞĞͿ

ϲϵϮ͘ϴ

ϭϵϳ͘Ϯ

dƌĂŝŶŝŶŐĨŝƌŵ;йŽĨĨŝƌŵƐǁŝƚŚĨŽƌŵĂůƚƌĂŝŶŝŶŐ
ƉƌŽŐƌĂŵƐĨŽƌĨƵůůͲƚŝŵĞƉĞƌŵĂŶĞŶƚĞŵƉůŽǇĞĞƐͿ

ϴϯ͘ϯ

Ϯϱ͘ϰ

Staff turnover (%)

ϭϰ͘ϰ

ϮϮ͘ϯ

ϲϳ͘ϯ

ϱϮ͘ϯ

ϵ͘ϲ

ϭϰ͘ϱ

ϯϬ

ϳ͘ϵ

Direct or indirectbĞǆƉŽƌƚŝŶŐ;йŽĨĨŝƌŵƐĞǆƉŽƌƚŝŶŐ
directly or indirectly)

ϰϲ͘ϳ

ϭϲ͘ϲ

Importing (% of firms importing)

Ϯϲ͘ϳ

ϭϬ͘Ϯ

Import intensity (% of inputs of foreign origin)

ϯϱ͘ϲ

ϭϬ͘Ϯ

ϰϭ͘ϰ

ϭϭ͘Ϯ

ϲϯ͘ϯ

Ϯϵ͘ϰ

ϲϵ

ϰϮ͘Ϯ

ϲϱ͘ϱ

ϯϳ͘ϳ

Employment
WƌŽĨŝƚ;ƌƵƉĞĞƐ͕ŵŝůůŝŽŶͿ
>ĂďŽƌƉƌŽĚƵĐƚŝǀŝƚǇ;ƌƵƉĞĞƐ͕ŵŝůůŝŽŶƉĞƌĞŵƉůŽǇĞĞͿ

^ĞĐŽŶĚĂƌǇĞĚƵĐĂƚŝŽŶůĞǀĞů;йŽĨĨƵůůͲƚŝŵĞƉĞƌŵĂŶĞŶƚ
employees who completed secondary school)
^ŬŝůůƐͲĂĚũƵƐƚĞĚǁĂŐĞƌĂƚĞ;ǁĂŐĞƐƉĞƌǁŽƌŬĞƌͬйŽĨ
ĨƵůůͲƚŝŵĞƉĞƌŵĂŶĞŶƚĞŵƉůŽǇĞĞƐǁŚŽĐŽŵƉůĞƚĞĚ
secondary school)
ŝƌĞĐƚĞǆƉŽƌƚŝŶŐ;йŽĨĨŝƌŵƐĞǆƉŽƌƚŝŶŐĚŝƌĞĐƚůǇͿ

ZΘ;йŽĨĨŝƌŵƐŝŶĐƵƌƌŝŶŐZΘĞǆƉĞŶĚŝƚƵƌĞĚƵƌŝŶŐ
past three years)
New product (% of firms introducing new products
or services during past three years)
New methods (% of firms introducing new or
significantly improved methods during past three years)
New logistical or business support process (% of firms
introducing new or significantly improved logistical or
business support processes past three years)
New management (% of firms introducing new or
significantly improved organizational structures or
management practices during past three years)
EĞǁŵĂƌŬĞƚŝŶŐ;йŽĨĨŝƌŵƐŝŶƚƌŽĚƵĐŝŶŐŶĞǁŽƌ
ƐŝŐŶŝĨŝĐĂŶƚůǇŝŵƉƌŽǀĞĚŵĂƌŬĞƚŝŶŐŵĞƚŚŽĚƐĚƵƌŝŶŐ
past three years)

ϳϲϮ͘ϱΎΎΎ
;Ϯϭϳ͘ϭͿ
ϭϰϰ͘ϵΎΎ
;ϲϬ͘ϳϵͿ
ϭϴϳ͘ϴΎ
;ϭϬϭ͘ϴͿ
ϰ͘ϯϰϱΎΎΎ
;ϭ͘ϯϲϭͿ
ϴϳ͘ϳϵ
;ϭϲϴ͘ϮͿ
ϰϳϭ͘ϴΎΎΎ
;ϳϳ͘ϳϵͿ
ϭ͘ϲϯΎΎΎ
;Ϭ͘ϮϵͿ
Ͳϰ͘ϵϳϲ
;ϲ͘ϰϭϬͿ
ϭϮ͘ϱϲΎ
;ϲ͘ϰϯϮͿ
Ͳϳϵϵ͘ϰ
;ϭϭ͕ϵϲϰͿ
Ϭ͘ϴϲΎΎΎ
;Ϭ͘ϮϱͿ
Ϭ͘ϵϵϲΎΎΎ
;Ϭ͘ϮϰϵͿ
ϭ͘ϮϯΎΎΎ
;Ϭ͘ϯϴͿ
Ϯϰ͘ϮϭΎΎΎ
;ϳ͘ϯϲϰͿ
Ϭ͘ϵϬϵΎΎΎ
;Ϭ͘ϮϰϵͿ
Ϭ͘ϴϯϭΎΎΎ
;Ϭ͘ϮϰϰͿ
Ϭ͘ϱϵΎΎ
;Ϭ͘ϮϱͿ
Ϭ͘ϱϴΎΎ
;Ϭ͘ϮϱͿ
Ϭ͘ϳϵΎΎΎ

ϳϬ

ϯϰ͘ϰ

ϳϱ͘ϵ

ϯϴ͘ϳ

;Ϭ͘ϮϱͿ
Ϭ͘ϵϯΎΎΎ
;Ϭ͘ϮϲͿ

Notes:  &KZŝƐĂĚƵŵŵǇǀĂƌŝĂďůĞƌĞĨůĞĐƚŝŶŐǁŚĞƚŚĞƌĂĨŝƌŵŝƐĂŶDEĂĨĨŝůŝĂƚĞŽƌĂĚŽŵĞƐƚŝĐĨŝƌŵ͘^ƚĂŶĚĂƌĚ
ĞƌƌŽƌƐŝŶƉĂƌĞŶƚŚĞƐĞƐŝŶƚŚĞůĂƐƚĐŽůƵŵŶ͘ΎΎΎƉсфϬ͘Ϭϭ͕ΎΎƉсфϬ͘Ϭϱ͕ΎƉсфϬ͘ϭ͘
a

b

Regressions with sector-specific dummies included as control variables.
Indirect exporting is about selling the products domestically to a third party that then exports these products to foreign
countries.
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4.

Direct and spillover effects of FDI on labour
productivity

How FDI affects the productivity of firms in a host country has
ďĞĞŶǁŝĚĞůǇƐƚƵĚŝĞĚ;ƐĞĞƐƵƌǀĞǇĂƌƚŝĐůĞƐƐƵĐŚĂƐ/ƌƓŽǀĄĂŶĚ,ĂǀƌĄŶĞŬ
;ϮϬϭϯͿ͕ DĞǇĞƌ ĂŶĚ ^ŝŶĂŶŝ ;ϮϬϬϵͿ͕ tŽŽƐƚĞƌ ĂŶĚ ŝĞďĞů ;ϮϬϭϬͿ ĂŶĚ
ůŽŵƐƚƌƂŵĂŶĚ<ŽŬŬŽ;ϭϵϵϴͿͿ͘dŚĞĞĨĨĞĐƚƐŽĨ&/ĐĂŶŵĂƚĞƌŝĂůŝǌĞĂƐĚŝƌĞĐƚ
ĞĨĨĞĐƚƐ;ŽƌŽǁŶͲĨŝƌŵĞĨĨĞĐƚƐͿŽƌŝŶĚŝƌĞĐƚ;ŽƌƐƉŝůůŽǀĞƌͿĞĨĨĞĐƚƐ;ĞĨĨĞĐƚƐŽŶ
ŽƚŚĞƌ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ ŝŶ ƚŚĞ ŚŽƐƚ ĐŽƵŶƚƌǇͿ͘ ŝƌĞĐƚ ĞĨĨĞĐƚƐ ĐĂƉƚƵƌĞ ƚŚĞ
direct results arising from the MNE’s ownership of its affiliates in the
ŚŽƐƚ ĐŽƵŶƚƌǇ͘ DEƐ͕ ƚŚƌŽƵŐŚ ƚŚĞŝƌ ĂĐƚŝǀĞ ƌŽůĞ ŝŶ ZΘ͕ ƉƌŽĚƵĐĞ͕ ŽǁŶ
ĂŶĚĐŽŶƚƌŽůĂŵĂũŽƌŝƚǇŽĨƚŚĞǁŽƌůĚ͛ƐĂĚǀĂŶĐĞƚĞĐŚŶŽůŽŐŝĞƐ͕ŬŶŽǁůĞĚŐĞ
ĂŶĚŬŶŽǁͲŚŽǁ͘dŚĞƌĞĨŽƌĞ͕&/ĐĂŶďĞĂŵĂũŽƌĐŚĂŶŶĞůƚŚƌŽƵŐŚǁŚŝĐŚ
technology transfer from advanced countries to developing countries
ƚĂŬĞƐƉůĂĐĞ͘>ŽĐĂůDEĂĨĨŝůŝĂƚĞƐĐĂŶĞŶũŽǇŚŝŐŚĞƌƉƌŽĚƵĐƚŝǀŝƚǇƚŚĂŶŬƐ
ƚŽƚŚĞƌĞƐŽƵƌĐĞƐ͕ƚĞĐŚŶŽůŽŐǇ͕ĂŶĚŵĂŶĂŐĞŵĞŶƚŬŶŽǁͲŚŽǁƚƌĂŶƐĨĞƌƌĞĚ
ĨƌŽŵƚŚĞDEŚĞĂĚƋƵĂƌƚĞƌƐĂŶĚŽƚŚĞƌƐƵďƐŝĚŝĂƌŝĞƐ͘>ŽĐĂůĂĨĨŝůŝĂƚĞƐĐĂŶ
also benefit from employee training provided by MNEs and the support
ƚŚĞǇƌĞĐĞŝǀĞŝŶƵŶĚĞƌƚĂŬŝŶŐůŽĐĂůZΘ͘
dŚĞ ƉƌĞƐĞŶĐĞ ŽĨ DEƐ ĂŶĚ &/ ŝŶ ƚŚĞ ŚŽƐƚ ĐŽƵŶƚƌǇ ĐĂŶ ĂůƐŽ
ŚĂǀĞ ĂŶ ŝŵƉĂĐƚ ŽŶ ŽƚŚĞƌ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ͘ WŽƐŝƚŝǀĞ ŝŶĚŝƌĞĐƚ ĂŶĚͬŽƌ
ƐƉŝůůŽǀĞƌĞĨĨĞĐƚƐŽŶƉƌŽĚƵĐƚŝǀŝƚǇĐĂŶƚĂŬĞƉůĂĐĞƚŚƌŽƵŐŚĐŚĂŶŶĞůƐƐƵĐŚ
as demonstration and imitation effects (foreign firms demonstrating
ƚŚĞ ƵƐĞ ŽĨ ŶĞǁ ƉƌŽĚƵĐƚƐ Žƌ ƉƌŽĐĞƐƐĞƐ͕ ŽƌŐĂŶŝǌĂƚŝŽŶĂů ŝŶŶŽǀĂƚŝŽŶ ĂŶĚ
superior management practices to other domestic firms and other
ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ ƌĞǀĞƌƐĞͲĞŶŐŝŶĞĞƌŝŶŐ ĨƌŽŵ ĨŽƌĞŝŐŶ ĨŝƌŵƐ͛ ZΘ ƌĞƐƵůƚƐͿ͕
ĐŽŵƉĞƚŝƚŝŽŶ ĞĨĨĞĐƚƐ ;ĨŽƌĞŝŐŶ ĨŝƌŵƐ ĐŽŵƉĞƚŝŶŐ ĂŐĂŝŶƐƚ ŽƚŚĞƌ ĨŝƌŵƐ͕
ǁŚŝĐŚůĞĂĚƐƚŽĂƌĞĚƵĐƚŝŽŶŝŶyͲŝŶĞĨĨŝĐŝĞŶĐǇĂŶĚĨĂƐƚĞƌĂĚŽƉƚŝŽŶŽĨŶĞǁ
ƚĞĐŚŶŽůŽŐǇ͕ ŬŶŽǁůĞĚŐĞ ĂŶĚ ŬŶŽǁͲŚŽǁͿ͕ ĂŶĚ ůĂďŽƵƌ ƚƵƌŶŽǀĞƌ ĞĨĨĞĐƚƐ
;ŽƚŚĞƌ ĨŝƌŵƐ ƌĞĐƌƵŝƚŝŶŐ ĨŽƌŵĞƌ ĞŵƉůŽǇĞĞƐ ŽĨ ĨŽƌĞŝŐŶ ĨŝƌŵƐ͕ ĂŶĚ ƚŚĞ
former employees of foreign firms setting up their own domestic firms)
;ůŽŵƐƚƌƂŵĂŶĚ<ŽŬŬŽ͕ϭϵϵϴͿ͘
,ŽǁĞǀĞƌ͕ƚŚĞƌĞĂƌĞĐŽŶĐĞƌŶƐĂďŽƵƚƚŚĞŶĞŐĂƚŝǀĞĞĨĨĞĐƚƐŽĨ&/ĂŶĚ
DEƐŽŶĚŽŵĞƐƚŝĐĨŝƌŵƐ;EĂŵĂŶĚzŽƵŶŐ͕ϮϬϬϰͿ͘hŶůŝŬĞĚĞŵŽŶƐƚƌĂƚŝŽŶ
ĂŶĚ ůĂďŽƵƌ ƚƵƌŶŽǀĞƌ ĞĨĨĞĐƚƐ͕ ǁŚŝĐŚ ĂƌĞ ƉƌĞƐƵŵĂďůǇ ƉŽƐŝƚŝǀĞ͕ DEƐ͛
ƉƌĞƐĞŶĐĞŝŶĂŚŽƐƚĐŽƵŶƚƌǇŵĂǇĂĨĨĞĐƚĐŽŵƉĞƚŝƚŝŽŶŶĞŐĂƚŝǀĞůǇ͘/ŶĐƌĞĂƐĞĚ
competition from foreign firms may compel domestic firms to operate
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ŽŶ ůĞƐƐͲĞĨĨŝĐŝĞŶƚ ƐĐĂůĞƐ ŽĨ ƉƌŽĚƵĐƚŝŽŶ͕ ǁŚŝĐŚ ŚĂƐ ŝŵƉůŝĐĂƚŝŽŶƐ ĨŽƌ
ƉƌŽĚƵĐƚŝǀŝƚǇĨŽƌĂƚůĞĂƐƚƚǁŽƌĞĂƐŽŶƐ͘&ŝƌƐƚ͕ǁŚĞŶĚŽŵĞƐƚŝĐĨŝƌŵƐůŽƐĞ
ŵĂƌŬĞƚƐŚĂƌĞ͕ůŽǁĞƌƉƌŽĚƵĐƚŝǀŝƚǇĐĂŶƌĞƐƵůƚĨƌŽŵƐƉƌĞĂĚŝŶŐĨŝǆĞĚĐŽƐƚƐ
ŽǀĞƌ ƐŵĂůůĞƌ ŽƵƚƉƵƚ Žƌ ĚŝƐĞĐŽŶŽŵŝĞƐ ŽĨ ƐĐĂůĞ ;ŝƚŬĞŶ ĂŶĚ ,ĂƌƌŝƐŽŶ͕
ϭϵϵϵ͖>ŝƉƐĞǇ͕ϮϬϬϰͿ͘^ĞĐŽŶĚ͕ůĂƌŐĞƌĂŶĚƉƌŽĨŝƚĂďůĞĨŝƌŵƐĂƌĞŝŶĂďĞƚƚĞƌ
ƉŽƐŝƚŝŽŶƚŽƵŶĚĞƌƚĂŬĞZΘ;ůŽŵƐƚƌƂŵĂŶĚ<ŽŬŬŽ͕ϭϵϵϴͿ͕ƐŽƐŚƌŝŶŬŝŶŐ
ƉƌŽĨŝƚƐǁŽƵůĚŝŶŚŝďŝƚĨŝƌŵƐĨƌŽŵƵŶĚĞƌƚĂŬŝŶŐZΘƚŽŐĂŝŶĐŽŵƉĞƚŝƚŝǀĞ
ĂĚǀĂŶƚĂŐĞƐ͘DEƐƚŚĂƚƵŶĚĞƌƚĂŬĞŝŵƉŽƌƚͲƐƵďƐƚŝƚƵƚŝŶŐ&/͕ǁŚŝĐŚŽĐĐƵƌƐ
ďĞĐĂƵƐĞ ŽĨ ƚĂƌŝĨĨ ĂŶĚ ŶŽŶͲƚĂƌŝĨĨ ďĂƌƌŝĞƌƐ͕ ŵĂǇ ŝŶĐƌĞĂƐĞ ƚŚĞŝƌ ůŽďďǇŝŶŐ
efforts to maintain such barriers for their own advantages and survival
;>ŽƵŶŐĂŶŝĂŶĚZĂǌŝŶ͕ϮϬϬϭͿ͖ĂƐĂƌĞƐƵůƚ͕ĚŽŵĞƐƚŝĐĨŝƌŵƐŵĂǇƐĞĞƚŚĞŝƌ
ƉƌŽĚƵĐƚŝǀŝƚǇĚĞĐƌĞĂƐĞ͘KǀĞƌĂůů͕ǁŚĞƚŚĞƌƐƉŝůůŽǀĞƌĞĨĨĞĐƚƐĂƌĞƉŽƐŝƚŝǀĞŽƌ
ŶĞŐĂƚŝǀĞŝƐĂŶĞŵƉŝƌŝĐĂůƋƵĞƐƚŝŽŶ͘
Direct and spillover effects of FDI on firm level productivity are
ƵƐƵĂůůǇ ĞƐƚŝŵĂƚĞĚ ďĂƐĞĚ ŽŶ ƚŚĞ ƉƌŽĚƵĐƚŝŽŶ ĨƵŶĐƚŝŽŶ͘ /Ŷ ůŝŶĞ ǁŝƚŚ ƚŚĞ
ƉƌĞǀŝŽƵƐůŝƚĞƌĂƚƵƌĞ;Ğ͘Ő͘ŝƚŬĞŶĂŶĚ,ĂƌƌŝƐŽŶ;ϭϵϵϵͿĂŶĚsĂŚƚĞƌ;ϮϬϬϰͿͿ͕
we estimate the effects of FDI on labour productivityϭϯ͕ϭϰ using the
ĨŽůůŽǁŝŶŐŵŽĚĞů͗
LPijсɴϬнɴϭ&KZijнɴϮ&KZΎ&WjнɴϯKDΎ&Wjнɴϰ^/ijнɴϱ^/ijϮ +
ɴϲt'ijнɴϳdZij + ɴϴ^ddh^ijнɴϵijнɴϭϬRDijнםij

;ϭͿ

where LPijŝƐƚŚĞůĂďŽƵƌƉƌŽĚƵĐƚŝǀŝƚǇŽĨĨŝƌŵŝƚŚĂƚďĞůŽŶŐƐƚŽŝŶĚƵƐƚƌǇũ͕
&KZijŝƐĂĚƵŵŵǇǀĂƌŝĂďůĞŝĚĞŶƚŝĨǇŝŶŐǁŚĞƚŚĞƌĨŝƌŵŝŝƐĂĨŽƌĞŝŐŶĂĨĨŝůŝĂƚĞ͕
KDijŝƐĂĚƵŵŵǇǀĂƌŝĂďůĞŝĚĞŶƚŝĨǇŝŶŐǁŚĞƚŚĞƌĨŝƌŵŝŝƐĂĚŽŵĞƐƚŝĐĨŝƌŵ͕
&WŝƐĨŽƌĞŝŐŶƉƌĞƐĞŶĐĞŝŶŝŶĚƵƐƚƌǇũ͕&KZĂƐƐĞƐƐĞƐĚŝƌĞĐƚĞĨĨĞĐƚƐĂŶĚ&W
ƐƉŝůůŽǀĞƌĞĨĨĞĐƚƐŽĨDEƐ͘
ϭϯ

 KǁŝŶŐ ƚŽ ĚĂƚĂ ůŝŵŝƚĂƟŽŶƐ ĨŽƌ ŝŶƉƵƚ ĐŽƐƚƐ ĂŶĚ ĐĂƉŝƚĂů ĞŵƉůŽǇĞĚ͕ ƚŽƚĂů ĨĂĐƚŽƌ
ƉƌŽĚƵĐƟǀŝƚǇĐĂŶŶŽƚďĞĂĐĐƵƌĂƚĞůǇŵĞĂƐƵƌĞĚ͖ƚŚĞƌĞĨŽƌĞ͕ůĂďŽƵƌƉƌŽĚƵĐƟǀŝƚǇǁĂƐĐŚŽƐĞŶ
ĂƐƚŚĞŵĞĂƐƵƌĞŽĨƉƌŽĚƵĐƟǀŝƚǇ͘
ϭϰ 
dŚĞ ůŝŶŬĂŐĞ ĞīĞĐƚ ŽĨ &/ ƚŽ ĚŽǁŶƐƚƌĞĂŵ ĂŶĚ ƵƉƐƚƌĞĂŵ ƐĞĐƚŽƌƐ ĐŽƵůĚ ŶŽƚ ďĞ
ŝŶǀĞƐƟŐĂƚĞĚ ŽǁŝŶŐ ƚŽ ƚŚĞ ƵŶĂǀĂŝůĂďŝůŝƚǇ ŽĨ ŝŶƉƵƚͲŽƵƚƉƵƚ ĚĂƚĂ͘ ,ŽǁĞǀĞƌ͕ ƚŚŝƐ ƐƚƵĚǇ
ƵƐĞƐ Ă ďƌŽĂĚ ƐĞĐƚŽƌĂů ĐůĂƐƐŝĮĐĂƟŽŶ͕ ŝ͘Ğ͘ Ă ĐůĂƐƐŝĮĐĂƟŽŶ ƚŚĂƚ ŝƐ ůĂƌŐĞůǇ ďĂƐĞĚ ŽŶ ƚǁŽͲ
ĚŝŐŝƚ ƐĞĐƚŽƌĂů ĐůĂƐƐŝĮĐĂƟŽŶ͕ ĂŶĚ ƐŽŵĞ ŽĨ ƚŚĞ ƚǁŽͲĚŝŐŝƚ ƐĞĐƚŽƌƐ ĂƌĞ ŐƌŽƵƉĞĚ ŝŶƚŽ
ďƌŽĂĚĞƌĐĂƚĞŐŽƌŝĞƐ͖ƚŚĞƌĞĨŽƌĞƐŽŵĞǀĞƌƟĐĂůƌĞůĂƟŽŶƐŚŝƉƐďĞƚǁĞĞŶƚŚƌĞĞͲĚŝŐŝƚŽƌŵŽƌĞ
ĚŝƐĂŐŐƌĞŐĂƚĞĚ ƐĞĐƚŽƌƐ ĂƌĞ ŝŶĐůƵĚĞĚ ǁŝƚŚŝŶ ĞĂĐŚ ŽĨ ƚŚĞ ƚǁŽͲĚŝŐŝƚ ƐĞĐƚŽƌƐ ;sĂŚƚĞƌ ĂŶĚ
DĂƐƐŽ͕ϮϬϬϲͿ͘&ŽƌĞǆĂŵƉůĞƚǁŽͲĚŝŐŝƚƐĞĐƚŽƌƐϭϳƚŽϭϵʹŝ͘Ğ͘ƚĞǆƟůĞƐ;ϭϳͿ͕ŐĂƌŵĞŶƚƐ;ϭϴͿ
ĂŶĚůĞĂƚŚĞƌ;ϭϵͿʹĂƌĞĐŽŶƐŝĚĞƌĞĚĂƐŽŶĞĐĂƚĞŐŽƌǇ͕ĂŶĚƚŚĞƌĞĨŽƌĞ͕ǀĞƌƟĐĂůƌĞůĂƟŽŶƐŚŝƉƐ
ĂŵŽŶŐ ƚŚĞƐĞ ƚŚƌĞĞ ĂƌĞ ŝŶĐůƵĚĞĚ ǁŝƚŚŝŶ ƚŚĞ ĐŽŶƐŝĚĞƌĞĚ ĐĂƚĞŐŽƌǇ͘ dŚƵƐ͕ ĂůƚŚŽƵŐŚ ƚŚĞ
ŵĞĂƐƵƌĞĚƐƉŝůůŽǀĞƌĞīĞĐƚƐůĂƌŐĞůǇƌĞƉƌĞƐĞŶƚŚŽƌŝǌŽŶƚĂůĞīĞĐƚƐ͕ƚŚĞǇŵĂǇĐĂƉƚƵƌĞƐŽŵĞ
ǀĞƌƟĐĂůĞīĞĐƚƐ͘
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&WŝƐŝŶƚĞƌĂĐƚĞĚǁŝƚŚďŽƚŚ&KZĂŶĚKDŝŶŽƌĚĞƌƚŽĚŝĨĨĞƌĞŶƚŝĂƚĞ
the spillover effects of MNEs on other foreign firms and other domestic
ĨŝƌŵƐ͕ƌĞƐƉĞĐƚŝǀĞůǇ͘dŚŝƐĂƉƉƌŽĂĐŚǁĂƐƵƐĞĚŝŶƐĞǀĞƌĂůƉƌĞǀŝŽƵƐƐƚƵĚŝĞƐ͖
ƐĞĞĨŽƌĞǆĂŵƉůĞ^ŵĂƌǌǇŶƐŬĂ;ϮϬϬϮͿĂŶĚŚƵĚŶŽǀƐŬǇ͕ĞƚĂů͘;ϮϬϬϴͿ͘dŽ
ĞŶƐƵƌĞ ƚŚĞ ĂƉƉƌŽƉƌŝĂƚĞ ĂƐƐĞƐƐŵĞŶƚ ŽĨ &/ ĞĨĨĞĐƚƐ͕ ǁĞ ĂůƐŽ ŝŶĐůƵĚĞ Ă
ĨĞǁĨŝƌŵͲĂŶĚŝŶĚƵƐƚƌǇͲůĞǀĞůĐŽŶƚƌŽůǀĂƌŝĂďůĞƐ͘ƉƉĞŶĚŝǆƉƌĞƐĞŶƚƐƚŚĞ
ƌĂƚŝŽŶĂůĞĨŽƌŝŶĐůƵĚŝŶŐĐŽŶƚƌŽůǀĂƌŝĂďůĞƐ͘
^/ĂŶĚ^/ϮĂƌĞĨŝƌŵƐŝǌĞĂŶĚŝƚƐƐƋƵĂƌĞĚƚĞƌŵ͘t'ŝƐƚŚĞ
ĂǀĞƌĂŐĞ ǁĂŐĞ ƌĂƚĞ͘ dZ ŝƐ Ă ĚƵŵŵǇ ǀĂƌŝĂďůĞ ŝŶĚŝĐĂƚŝŶŐ ǁŚĞƚŚĞƌ
ĨŝƌŵŝĐĂƌƌŝĞƐŽƵƚŝŶƚĞƌŶĂƚŝŽŶĂůƚƌĂĚĞ;ďŽƚŚĞǆƉŽƌƚĂŶĚŝŵƉŽƌƚͿ͘^ddh^
ĚŝĨĨĞƌĞŶƚŝĂƚĞƐĨŝƌŵƐďǇǁŚĞƚŚĞƌƚŚĞǇĂƌĞϭͿĂƐŚĂƌĞŚŽůĚŝŶŐĐŽŵƉĂŶǇŽƌ
ĂƐŽůĞƉƌŽƉƌŝĞƚŽƌƐŚŝƉŽƌϮͿĂƉĂƌƚŶĞƌƐŚŝƉĐŽŵƉĂŶǇ͘ĂŶĚZĂƌĞĐĂƉŝƚĂů
ŝŶƚĞŶƐŝƚǇĂŶĚZΘƌĞƐƉĞĐƚŝǀĞůǇ͘ůƐŽŝŶĐůƵĚĞĚĂƐĐŽŶƚƌŽůǀĂƌŝĂďůĞƐĂƌĞ
ŝŶĚƵƐƚƌǇĚƵŵŵŝĞƐĨŽƌƚŚĞĨŽůůŽǁŝŶŐϮϭƐĞĐƚŽƌƐ͗ĨŽŽĚ;ϭϱͿ͕ƚŽďĂĐĐŽ;ϭϲͿ͕
ƚĞǆƚŝůĞƐ;ϭϳͿ͕ŐĂƌŵĞŶƚƐ;ϭϴͿ͕ůĞĂƚŚĞƌ;ϭϵͿ͕ǁŽŽĚ;ϮϬͿ͕ƉĂƉĞƌ;ϮϭͿ͕ƌĞĐŽƌĚĞĚ
ŵĞĚŝĂ ;ϮϮͿ͕ ĐŚĞŵŝĐĂůƐ ;ϮϰͿ͕ ƉůĂƐƚŝĐƐ ĂŶĚ ƌƵďďĞƌ ;ϮϱͿ͕ ŶŽŶͲŵĞƚĂůůŝĐ
ŵŝŶĞƌĂůƉƌŽĚƵĐƚƐ;ϮϲͿ͕ŵĞĚŝĐĂůĂŶĚŽƉƚŝĐĂůƉƌĞĐŝƐŝŽŶŝŶƐƚƌƵŵĞŶƚƐ;ϯϯͿ͕
ƚƌĂŶƐƉŽƌƚ ŵĂĐŚŝŶĞƐ ;ϯϰͿ͕ ĨƵƌŶŝƚƵƌĞ ;ϯϲͿ͕ ƌĞĐǇĐůŝŶŐ ;ϯϳͿ͕ ĐŽŶƐƚƌƵĐƚŝŽŶ
;ϰϱͿ͕ƐĂůĞƐ͕ƌĞƉĂŝƌƐ͕ĂŶĚƐĞƌǀŝĐĞŽĨŵŽƚŽƌǀĞŚŝĐůĞƐ;ϱϬͿ͕ǁŚŽůĞƐĂůĞ;ϱϭͿ͕
ƌĞƚĂŝů;ϱϮͿ͕ŚŽƚĞůĂŶĚƌĞƐƚĂƵƌĂŶƚƐƐĞĐƚŝŽŶ,;ϱϱͿ͕ƚƌĂŶƐƉŽƌƚ;ϲϬͿĂŶĚ/d
;ϳϮͿ͘ĞƚĂŝůĞĚŝŶĨŽƌŵĂƚŝŽŶŽŶǀĂƌŝĂďůĞŵĞĂƐƵƌĞŵĞŶƚƐĂŶĚĚĂƚĂƐŽƵƌĐĞƐ
ŝƐƉƌŽǀŝĚĞĚŝŶƚĂďůĞϱ͘
EŽŶͲƌĂŶĚŽŵ ƐĞůĞĐƚŝŽŶ ŽĨ &/ ƌĞĐŝƉŝĞŶƚƐ ŝƐ Ă ŵĂũŽƌ ĐŽŶĐĞƌŶ ŝŶ
ĞƐƚŝŵĂƚŝŶŐĞƋƵĂƚŝŽŶϭ;sĂŚƚĞƌ͕ϮϬϬϰͿ͘/ƚŝƐŽĨƚĞŶŶŽƚĞĚƚŚĂƚDEƐƚĞŶĚ
ƚŽĂĐƋƵŝƌĞƐƚĂŬĞƐŝŶĚŽŵĞƐƚŝĐĨŝƌŵƐƚŚĂƚŚĂǀĞďĞƚƚĞƌƉĞƌĨŽƌŵĂŶĐĞŽƌ
ďĞƚƚĞƌĂƐƐĞƚƐŽƌĐĂƉĂďŝůŝƚŝĞƐ͕ϭϱ or to be drawn towards more productive
ŝŶĚƵƐƚƌŝĞƐ;^ŵĂƌǌǇŶƐŬĂ͕ϮϬϬϮͿ͘ůƐŽ͕ŝƚŝƐŐĞŶĞƌĂůůǇƌĞĐŽŐŶŝǌĞĚƚŚĂƚŽŶůǇ
ƚŚĞŵŽƐƚƉƌŽĚƵĐƚŝǀĞĨŝƌŵƐĐĂŶĞŶŐĂŐĞŝŶ&/;,ĞůƉŵĂŶ͕ĞƚĂů͕͘ϮϬϬϰͿ͘
DĂŶǇ ƐƚƵĚŝĞƐ ŚĂǀĞ ŝŶĚŝĐĂƚĞĚ ƚŚĞ ĞǆŝƐƚĞŶĐĞ ŽĨ ƚŚŝƐ ƐĞůĨͲƐĞůĞĐƚŝŽŶ ďŝĂƐ
;sĂŚƚĞƌĂŶĚDĂƐƐŽ͕ϮϬϬϲͿ͘ƐƐƵŵŝŶŐĂŶDE͛ƐĚĞĐŝƐŝŽŶƚŽĞŶƚĞƌŝŶƚŽ
&/ ŝƐ ĚĞƉĞŶĚĞŶƚ ŽŶ ĐĞƌƚĂŝŶ ĐŚĂƌĂĐƚĞƌŝƐƚŝĐƐ ŽĨ ƚŚĞ Ĩŝƌŵ͕ ƚŚĞ ĨŽůůŽǁŝŶŐ
ĚŝĐŚŽƚŽŵŽƵƐͲĐŚŽŝĐĞŵŽĚĞůĐĂŶďĞĨŽƌŵƵůĂƚĞĚ͗

ϭϱ
dŚŝƐĂƉƉůŝĞƐŽŶůǇĨŽƌĂĐƋƵŝƐŝƟŽŶƐ͖ŚŽǁĞǀĞƌ͕ĨŽƌĞŝŐŶĮƌŵƐĂůƐŽĞŶŐĂŐĞŝŶŐƌĞĞŶĮĞůĚ
ŝŶǀĞƐƚŵĞŶƚƐǁŚĞŶƚŚĞǇƐĞƚƵƉŶĞǁĮƌŵƐĨƌŽŵƐĐƌĂƚĐŚ͘
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&KZijсϭŝĨ&KZΎijхϬ
&KZijсϬŽƚŚĞƌǁŝƐĞ
ǁŚĞƌĞ&KZΎijсɲϬнɲϭ>ϯ͘>WijнɲϮ>ϯ͘^/ijнɲϯEXP_FIRMijнɲϰSKILLij + eij

;ϮͿ

>ŝƐƚŚĞůĂŐŽƉĞƌĂƚŽƌ͘dŚĞƉƌĞĨŝǆ>ϯŝŶĚŝĐĂƚĞƐƚŚĂƚƚŚĞǀĂƌŝĂďůĞŝƐůĂŐŐĞĚ
ďǇƚŚƌĞĞǇĞĂƌƐ͘hƐŝŶŐůĂŐŐĞĚǀĂƌŝĂďůĞƐŚĞůƉƐŵŝƚŝŐĂƚĞƚŚĞĞŶĚŽŐĞŶĞŝƚǇ
ƉƌŽďůĞŵ;ƐĞĞĂƉƉĞŶĚŝǆͿ͘yWͺ&/ZDŝĚĞŶƚŝĨŝĞƐǁŚĞƚŚĞƌĨŝƌŵŝĞǆƉŽƌƚƐ
ŽƌŶŽƚ͘^</>>ĐĂƉƚƵƌĞƐƚŚĞƐŬŝůůŝŶƚĞŶƐŝƚǇŽĨǁŽƌŬĨŽƌĐĞ͘
Table 5. Variable Measurement and Data Sources
Variable

Measurement

LP (Labor
KƵƚƉƵƚƉĞƌĞŵƉůŽǇĞĞŝŶŵŝůůŝŽŶƐŽĨƌƵƉĞĞƐ
productivity)
&KZ;&ŽƌĞŝŐŶĨŝƌŵƐͿ tŚĞƚŚĞƌŽƌŶŽƚĂĨŝƌŵŚĂƐĨŽƌĞŝŐŶŽǁŶĞƌƐŚŝƉ͗ϭŝĨƚŚĞĨŝƌŵ͛ƐĨŽƌĞŝŐŶĞƋƵŝƚǇ
ŝƐŵŽƌĞƚŚĂŶϭϬƉĞƌĐĞŶƚ͕ϬŽƚŚĞƌǁŝƐĞ͘
KD;ŽŵĞƐƚŝĐ
tŚĞƚŚĞƌŽƌŶŽƚĂĨŝƌŵŝƐĚŽŵĞƐƚŝĐĂůůǇŽǁŶĞĚ͗ϭŝĨƚŚĞĨŝƌŵ͛ƐĨŽƌĞŝŐŶĞƋƵŝƚǇ
firms)
ŝƐůĞƐƐƚŚĂŶϭϬƉĞƌĐĞŶƚ͕ϬŽƚŚĞƌǁŝƐĞ͘
^/;&ŝƌŵƐŝǌĞͿ
ĂƚĞŐŽƌŝĐĂůǀĂƌŝĂďůĞƌĞƉƌĞƐĞŶƚŝŶŐŚŽǁůĂƌŐĞƚŚĞĨŝƌŵŝƐ͗
ϭŝĨĂĨŝƌŵŝƐĂŵŝĐƌŽͲĨŝƌŵ͕ĞŵƉůŽǇŝŶŐĨĞǁĞƌƚŚĂŶϱĞŵƉůŽǇĞĞƐ
ϮŝĨĂĨŝƌŵŝƐĂƐŵĂůůĨŝƌŵ͕ĞŵƉůŽǇŝŶŐďĞƚǁĞĞŶϱĂŶĚϭϵĞŵƉůŽǇĞĞƐ
ϯŝĨĂĨŝƌŵŝƐĂŵĞĚŝƵŵĨŝƌŵ͕ĞŵƉůŽǇŝŶŐďĞƚǁĞĞŶϮϬĂŶĚϵϵĞŵƉůŽǇĞĞƐ
ϰŝĨĂĨŝƌŵŝƐĂůĂƌŐĞĨŝƌŵ͕ĞŵƉůŽǇŝŶŐŵŽƌĞƚŚĂŶϵϵĞŵƉůŽǇĞĞƐ
t';tĂŐĞƌĂƚĞͿ ǀĞƌĂŐĞǁĂŐĞƌĂƚĞŝŶƚŚŽƵƐĂŶĚƐŽĨƌƵƉĞĞƐ
^</>>;^Ŭŝůů
WĞƌĐĞŶƚĂŐĞŽĨĨƵůůͲƚŝŵĞƉĞƌŵĂŶĞŶƚǁŽƌŬĞƌƐǁŚŽĐŽŵƉůĞƚĞĚƐĞĐŽŶĚĂƌǇ
intensity)
school education
dZ
tŚĞƚŚĞƌĂĨŝƌŵĞŶŐĂŐĞƐŝŶŝŶƚĞƌŶĂƚŝŽŶĂůƚƌĂĚĞ͗ϭŝĨƚŚĞĨŝƌŵĞŝƚŚĞƌĞǆƉŽƌƚƐ
ŽƌŝŵƉŽƌƚƐ͕ϬŽƚŚĞƌǁŝƐĞ
^ddh^
&ŝƌŵ͛ƐƐƚĂƚƵƐ͗ϬŝĨĂĨŝƌŵŝƐĂƐŽůĞƉƌŽƉƌŝĞƚŽƌƐŚŝƉŽƌĂƉĂƌƚŶĞƌƐŚŝƉ͕ϭŝĨĂĨŝƌŵ
is a shareholding company
;ĂƉŝƚĂů
Energy consumption per employee in millions of rupees
intensity)
EXP_FIRM
tŚĞƚŚĞƌĂĨŝƌŵĞǆƉŽƌƚƐŽƌŶŽƚ͗ϭŝĨƚŚĞĨŝƌŵĞǆƉŽƌƚƐ͕ϬŽƚŚĞƌǁŝƐĞ
RD (R&D)
tŚĞƚŚĞƌĂĨŝƌŵƵŶĚĞƌƚĂŬĞƐZΘŽƌŶŽƚ͗ϭŝĨƚŚĞĨŝƌŵŚĂƐƐƉĞŶƚŽŶĨŽƌŵĂů
ZΘĂĐƚŝǀŝƚŝĞƐĚƵƌŝŶŐƚŚĞůĂƐƚƚŚƌĞĞǇĞĂƌƐ͕ϬŽƚŚĞƌǁŝƐĞ
ƵŵƵůĂƚŝǀĞƌĞĂůŝǌĞĚ&/ƐƚŽĐŬŝŶĞĂĐŚƐĞĐƚŽƌĂƐŽĨƚŚĞĞŶĚŽĨϮϬϭϬŝŶh^Ψ
FP (Foreign
presence in the
ŵŝůůŝŽŶ͘ŝĨĨĞƌĞŶƚŵĞĂƐƵƌĞŵĞŶƚƐŽĨĨŽƌĞŝŐŶƉƌĞƐĞŶĐĞŚĂǀĞďĞĞŶƵƐĞĚŝŶƚŚĞ
industry)
ůŝƚĞƌĂƚƵƌĞŝŶĐůƵĚŝŶŐƚŚĞƐŚĂƌĞŽĨƚŚĞĐĂƉŝƚĂů͕ĞŵƉůŽǇŵĞŶƚ͕ĂŶĚŽƵƚƉƵƚĂŶĚ
ƐĂůĞƐŽĨĨŽƌĞŝŐŶĨŝƌŵƐŝŶƚŚĞƐĞĐƚŽƌ͘DĂŶǇƐƚƵĚŝĞƐƵƐĞƚŚĞƐĂŵƉůĞƚŽ
ĐĂůĐƵůĂƚĞ&W;,ĂǀƌĂŶĞŬΘ/ƌƐŽǀĂ͕ϮϬϭϮͿ͘tĞĐŚŽŽƐĞƚŽƵƐĞƚŚĞĐƵŵƵůĂƚŝǀĞ
ƌĞĂůŝǌĞĚ&/ƐƚŽĐŬ͕ǁŚŝĐŚƐŚŽƵůĚĐĂƉƚƵƌĞĂůůĨŽƌĞŝŐŶĨŝƌŵƐ͕ŶŽƚĂƐĂŵƉůĞŽĨ
ĨŽƌĞŝŐŶĨŝƌŵƐŝŶĂƐĞĐƚŽƌ͘
Sources͗tŽƌůĚĂŶŬŶƚĞƌƉƌŝƐĞ^ƵƌǀĞǇĂƚĂƐĞƚ͕ϮϬϭϭĂŶĚĞŶƚƌĂůĂŶŬŽĨ^ƌŝ>ĂŶŬĂ͕ϮϬϭϬ͘
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&KZΎij is a latent variable that measures MNEs’ underlying
ƉƌŽƉĞŶƐŝƚǇ ƚŽ ŝŶǀĞƐƚ ŝŶ Ĩŝƌŵ ŝ ƚŚĂƚ ďĞůŽŶŐƐ ƚŽ ŝŶĚƵƐƚƌǇ ũ͘ &KZij is a
dichotomous variable indicating whether the firm received FDI or
ŶŽƚ͕ ƚĂŬŝŶŐ ƚŚĞ ǀĂůƵĞ ŽĨ ϭ ŝĨ ƚŚĞ ůĂƚĞŶƚ ǀĂƌŝĂďůĞ &KZΎij is positive and
ƚĂŬŝŶŐϬŽƚŚĞƌǁŝƐĞ͘ůƚŚŽƵŐŚƚŚĞůĂƚĞŶƚǀĂƌŝĂďůĞ&KZΎij is not directly
ŵĞĂƐƵƌĂďůĞ͕ ƚŚĞ ŝŶĚŝĐĂƚŽƌ ǀĂƌŝĂďůĞ &KZij ĐĂŶ ďĞ ĚŝƌĞĐƚůǇ ŵĞĂƐƵƌĞĚ͘
ŝƐƌĞŐĂƌĚŝŶŐ ƚŚĞ ƐĞůĞĐƚŝŽŶ ŵŽĚĞů ;ĞƋƵĂƚŝŽŶ ϮͿ ǁŚĞŶ ƚŚĞ ŽƵƚĐŽŵĞ
ŵŽĚĞů;ĞƋƵĂƚŝŽŶϭͿŝƐĞƐƚŝŵĂƚĞĚĐĂŶůĞĂĚƚŽďŝĂƐĞĚĞƐƚŝŵĂƚĞƐŽĨĚŝƌĞĐƚ
ĞĨĨĞĐƚƐĂŶĚƐƉŝůůŽǀĞƌĞĨĨĞĐƚƐ͘dŽĂĐĐŽƵŶƚĨŽƌƚŚĞƐĞůĞĐƚŝŽŶŝƐƐƵĞ͕ĂƚǁŽͲ
ƐƚĂŐĞ,ĞĐŬŵĂŶƐĞůĞĐƚŝŽŶŵŽĚĞůŝƐƵƐĞĚ͘
dŚŝƐƉƌŽĐĞĚƵƌĞŝŶǀŽůǀĞƐƚǁŽƐƚĞƉƐ͘&ŝƌƐƚ͕ĞƋƵĂƚŝŽŶϮŝƐĞƐƚŝŵĂƚĞĚ
ƵƐŝŶŐ Ă WƌŽďŝƚ ĞƐƚŝŵĂƚŝŽŶ ƚŽ ŽďƚĂŝŶ ĂŶ ĞƐƚŝŵĂƚĞ ŽĨ ɲƐ ĂŶĚ ĐŽŵƉƵƚĞ
ƚŚĞ ŝŶǀĞƌƐĞDŝůůƐ ƌĂƚŝŽ ;/EsD/>>^Ϳ͕ ǁŚŝĐŚ ŝƐ ƚŚĞƌĞĂĨƚĞƌŝŶĐůƵĚĞĚ ĂƐ ĂŶ
ĂĚĚŝƚŝŽŶĂůƌĞŐƌĞƐƐŽƌŝŶĞƋƵĂƚŝŽŶϭƚŽĐŽŶƚƌŽůĨŽƌƐĞůĞĐƚŝŽŶďŝĂƐĂŶĚŽďƚĂŝŶ
ĂŶĞƐƚŝŵĂƚĞĨŽƌɴƐ͘ƋƵĂƚŝŽŶϭŝƐĞƐƚŝŵĂƚĞĚƵƐŝŶŐK>^͘ϭϲdŚĞƌĞƐŝĚƵĂůƐ
ŽĨĞƋƵĂƚŝŽŶϭǁĞƌĞƚĞƐƚĞĚĨŽƌŚĞƚĞƌŽƐŬĞĚĂƐƚŝĐŝƚǇ͘ƐƚŚĞƌĞƐƵůƚƐŝŶĚŝĐĂƚĞ
ŚĞƚĞƌŽƐŬĞĚĂƐƚŝĐŝƚǇ͕ƌŽďƵƐƚƐƚĂŶĚĂƌĚĞƌƌŽƌƐĂƌĞĞŵƉůŽǇĞĚ͘
dĂďůĞ ϲ ƉƌĞƐĞŶƚƐ ƚŚĞ ĚĞƐĐƌŝƉƚŝǀĞ ƐƚĂƚŝƐƚŝĐƐ ĂŶĚ ĐŽƌƌĞůĂƚŝŽŶ
ĐŽĞĨĨŝĐŝĞŶƚƐĨŽƌƚŚĞǀĂƌŝĂďůĞƐƵƐĞĚŝŶƚŚĞĞƐƚŝŵĂƚŝŽŶƐ͘dŚĞĐŽƌƌĞůĂƚŝŽŶ
ĐŽĞĨĨŝĐŝĞŶƚƐ ĂƌĞ ůŽǁ ĂŵŽŶŐ ƚŚĞ ǀĂƌŝĂďůĞƐ ŝŶ ĞƋƵĂƚŝŽŶ ϭ ĂŶĚ ƚŚŽƐĞ ŝŶ
ĞƋƵĂƚŝŽŶ Ϯ͖ ƚŚĞƌĞĨŽƌĞ͕ ŵƵůƚŝĐŽůůŝŶĞĂƌŝƚǇ ŝƐ ƵŶůŝŬĞůǇ ƚŽ ďĞ ĂŶ ŝƐƐƵĞ
ŽĨ ĐŽŶĐĞƌŶ͘ dĂďůĞƐ ϳ ĂŶĚ ϴ ƐŚŽǁ ƚŚĞ ƌĞƐƵůƚƐ ŽĨ ƚŚĞ ƐĞůĞĐƚŝŽŶ ŵŽĚĞů
;ĞƋƵĂƚŝŽŶϮͿĂŶĚƚŚĞŽƵƚĐŽŵĞŵŽĚĞů;ĞƋƵĂƚŝŽŶϭͿ͕ƌĞƐƉĞĐƚŝǀĞůǇ͘dĂďůĞ
ϳ ƌĞǀĞĂůƐ ƚŚĂƚ ůĂďŽƵƌ ƉƌŽĚƵĐƚŝǀŝƚǇ ŝƐ ŶŽƚ ƚŚĞ ŵĂŝŶ ĨĂĐƚŽƌ ĚƌŝǀŝŶŐ ƚŚĞ
ĚĞĐŝƐŝŽŶƚŽĞŶƚĞƌŝŶƚŽ&/͖ƐŬŝůůŝŶƚĞŶƐŝƚǇ͕ĨŝƌŵƐŝǌĞĂŶĚĞǆƉŽƌƚŽƌŝĞŶƚĂƚŝŽŶ
ĂƌĞŵŽƌĞŝŵƉŽƌƚĂŶƚ͘
dĂďůĞ ϴ ƉƌĞƐĞŶƚƐ ƚŚĞ ƌĞƐƵůƚƐ ƚŚĂƚ ĂƌĞ ŽĨ ƉĂƌƚŝĐƵůĂƌ ŝŶƚĞƌĞƐƚ
ƚŽ ƵƐ͘ ŽůƵŵŶƐ ϭ ĂŶĚ Ϯ ƐŚŽǁ ƚŚĞ ƌĞƐƵůƚƐ ǁŝƚŚŽƵƚ ĂĐĐŽƵŶƚŝŶŐ ĨŽƌ ƚŚĞ
ƐĞůĨͲƐĞůĞĐƚŝŽŶ ŝƐƐƵĞ ĨŽƌ ĐŽŵƉĂƌŝƐŽŶ͘ /Ŷ ĐŽůƵŵŶƐ Ϯ͕ ϯ ĂŶĚ ϰ͕ ŝŶĚƵƐƚƌǇͲ
ƐƉĞĐŝĨŝĐ ĂŶĚͬŽƌ ƌĞŐŝŽŶͲƐƉĞĐŝĨŝĐ ĨŝǆĞĚ ĞĨĨĞĐƚƐ ĂƌĞ ŝŶĐůƵĚĞĚ ƚŽ ĐŽŶƚƌŽů
ĨŽƌ ƵŶŽďƐĞƌǀĞĚ ŝŶĚƵƐƚƌǇͲƐƉĞĐŝĨŝĐ ĂŶĚͬŽƌ ƌĞŐŝŽŶͲƐƉĞĐŝĨŝĐ ĞĨĨĞĐƚƐ͘ EŽƚĞ
that the estimated coefficients of inverse Mills ratio are negative and
ƐŝŐŶŝĨŝĐĂŶƚŝŶĐŽůƵŵŶƐϯĂŶĚϰ͕ŝŶĚŝĐĂƚŝŶŐƚŚĂƚƐĞůĨͲƐĞůĞĐƚŝŽŶŝƐƉƌĞǀĂůĞŶƚ
ĂŶĚ ŚŝŐŚůŝŐŚƚŝŶŐ ƚŚĞ ŝŵƉŽƌƚĂŶĐĞ ŽĨ ĐŽƌƌĞĐƚŝŶŐ ĨŽƌ ƚŚĞ ƐĞůĞĐƚŝŽŶ ďŝĂƐ͘
WƌĞǀŝŽƵƐƐƚƵĚŝĞƐʹĨŽƌĞǆĂŵƉůĞ͕ŝƚŬĞŶĂŶĚ,ĂƌƌŝƐŽŶ;ϭϵϵϵͿĂŶĚDĂƌŝŶ
ϭϲ

 &Žƌ ĨƵƌƚŚĞƌ ĞǆƉůĂŶĂƟŽŶƐ ĂďŽƵƚ ƚŚŝƐ ƉƌŽĐĞĚƵƌĞ͕ ƐĞĞ ,ĞĐŬŵĂŶ ;ϭϵϳϵͿ ĂŶĚ
^ŵĂƌǌǇŶƐŬĂ;ϮϬϬϮͿ͘
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ĂŶĚ Ğůů ;ϮϬϬϲͿ ʹ ŚĂǀĞ ǁĂƌŶĞĚ ƚŚĂƚ ǁŚĞŶ &/ ƚĂŬĞƐ ƉůĂĐĞ ŝŶ ŚŝŐŚůǇ
ƉƌŽĚƵĐƚŝǀĞƐĞĐƚŽƌƐ͕ƚŚĞƌĞĐĂŶďĞĂƉŽƐŝƚŝǀĞĂƐƐŽĐŝĂƚŝŽŶďĞƚǁĞĞŶĨŽƌĞŝŐŶ
presence in the sector and the productivity of domestic firms in the
ƐĂŵĞƐĞĐƚŽƌ͘KƵƌƌĞƐƵůƚƐ͕ƚŚƵƐ͕ƌĞŝƚĞƌĂƚĞƚŚĞŝŵƉŽƌƚĂŶĐĞŽĨĐŽŶƚƌŽůůŝŶŐ
ĨŽƌ ŝŶĚƵƐƚƌǇͲƐƉĞĐŝĨŝĐ ĞĨĨĞĐƚƐ ĂŶĚ ĂĚĚƌĞƐƐŝŶŐ ƚŚĞ ƐĞůĨͲƐĞůĞĐƚŝŽŶ ŝƐƐƵĞ͘
ŽŵƉĂƌŝŶŐ ĐŽůƵŵŶƐ ϯ ĂŶĚ ϰ͕ ǁŚŝĐŚ ƉƌĞƐĞŶƚ ƌĞƐƵůƚƐ ǁŝƚŚŽƵƚ ĂŶĚ
ǁŝƚŚ ƌĞŐŝŽŶĂů ĚƵŵŵŝĞƐ͕ ƚŚĞ ƌĞƐƵůƚƐ ĂƌĞ ƋƵĂůŝƚĂƚŝǀĞůǇ ƐŝŵŝůĂƌ͘ dŚŝƐ ŝƐ
ƵŶƐƵƌƉƌŝƐŝŶŐďĞĐĂƵƐĞ^ƌŝ>ĂŶŬĂŝƐĂƌĞůĂƚŝǀĞůǇƐŵĂůůĐŽƵŶƚƌǇ͘dŚĞƌĞĨŽƌĞ͕
ĨŝƌŵƐĂƌĞůŝŬĞůǇƚŽĐŽŶƐŝĚĞƌĂůůŽĨ^ƌŝ>ĂŶŬĂĂƐŽŶĞŵĂƌŬĞƚĂŶĚƉĂǇůŝƚƚůĞ
ĂƚƚĞŶƚŝŽŶƚŽƌĞŐŝŽŶĂůĚŝĨĨĞƌĞŶĐĞƐ͘
Table 6. Descriptive Statistics and Correlation Matrix
Variable
ϭ LP
Ϯ &KZ
ϯ FP
ϰ ^/
ϱ SKILL
ϲ t'
ϳ dZ
ϴ EXP_FIRM
ϵ ^ddh^
ϭϬ 
ϭϭ RD

Descriptive Statistics
Mean
SD
Min DĂǆ
Ϯ͘ϱϴ
ϲ͘ϵϴ Ϭ͘ϬϮϱ
ϴϬ
Ϭ͘Ϭϱ
Ϭ͘ϮϮ
Ϭ
ϭ
ϭϰϵϰ͘ϵϳ ϭϰϰϯ͘ϭϭ
ϯϱ ϯϮϮϭ͘ϵ
ϭ͘ϲϳ
Ϭ͘ϳϳ
ϭ
ϯ
ϱϯ͘Ϭϴ ϯϰ͘Ϭϵ
Ϭ
ϭϬϬ
ϮϮϬ͘ϳϮ ϰϬϳ͘ϲϬ ϱ͘ϰϱϱ ϱϯϯϯ͘ϯ
Ϭ͘ϭϲ
Ϭ͘ϯϳ
Ϭ
ϭ
Ϭ͘Ϭϵ
Ϭ͘Ϯϵ
Ϭ
ϭ
Ϭ͘ϮϬ
Ϭ͘ϰϬ
Ϭ
ϭ
ϭϭϬ͘ϵϮ ϴϯϲ͘ϭϰ
Ϭ ϭϴϭϱϳ͘ϴ
Ϭ͘ϭϯ
Ϭ͘ϯϯ
Ϭ
ϭ

ϭ

Ϯ

ϯ

Ϭ͘ϭϱ
Ϭ͘Ϭϴ
Ϭ͘Ϭϲ
Ϭ͘Ϭϴ
Ϭ͘ϮϮ
Ϭ͘ϭϭ
Ϭ͘Ϭϲ
Ϭ͘ϮϬ
Ϭ͘Ϯϱ
Ϭ͘ϭϱ

Ϭ͘Ϭϲ
Ϭ͘Ϯϯ
Ϭ͘Ϭϳ
Ϭ͘ϮϬ
Ϭ͘ϮϬ
Ϭ͘ϭϴ
Ϭ͘ϮϮ
Ϭ͘Ϭϯ
Ϭ͘ϮϮ

ͲϬ͘ϬϮ
Ϭ͘Ϯϰ
Ϭ͘Ϭϴ
ͲϬ͘ϮϮ
ͲϬ͘Ϭϵ
Ϭ͘Ϭϯ
ͲϬ͘Ϭϲ
Ϭ͘ϬϮ

ŽƌƌĞůĂƚŝŽŶDĂƚƌŝǆ
ϰ
ϱ
ϲ
ϳ

Ϭ͘Ϭϴ
Ϭ͘Ϭϴ
Ϭ͘ϰϬ
Ϭ͘ϯϲ
Ϭ͘ϯϵ
Ϭ͘Ϭϰ
Ϭ͘ϯϲ

Ϭ͘Ϭϰ
Ϭ͘Ϭϱ
Ϭ͘Ϭϴ
Ϭ͘Ϭϴ
ͲϬ͘Ϭϳ
Ϭ͘Ϭϱ

Ϭ͘ϭϭ
Ϭ͘ϭϮ
Ϭ͘ϭϴ
Ϭ͘ϭϲ
Ϭ͘ϭϮ

ϴ

ϵ

ϭϬ

Ϭ͘ϳϮ
Ϭ͘Ϯϱ Ϭ͘ϮϬ
Ϭ͘ϭϯ Ϭ͘ϬϮ Ϭ͘Ϭϭ
Ϭ͘ϮϬ Ϭ͘ϮϮ Ϭ͘Ϯϭ Ϭ͘ϭϰ

Table 7. Results of the Probit Estimation of the Selection Model for FDI
ĞƉĞŶĚĞŶƚsĂƌŝĂďůĞ͗&/
>ϯ͘>W
>ϯ͘^/
EXP_FIRM
SKILL
WƌŽďхĐŚŝϮ
WƐĞƵĚŽZͲƐƋƵĂƌĞĚ
Number of observations

Ϭ͘ϬϬϱϰϮ
;Ϭ͘ϬϬϰϴϱͿ
Ϭ͘ϮϵϭΎΎ
;Ϭ͘ϭϯϯͿ
Ϭ͘ϱϱϮΎ
;Ϭ͘ϮϴϵͿ
Ϭ͘ϬϬϳϭϳΎΎ
;Ϭ͘ϬϬϯϯϵͿ
Ϭ͘ϬϬϬϯ
Ϭ͘ϭϭϳϳ
ϰϳϲ

Note: ^ƚĂŶĚĂƌĚĞƌƌŽƌƐŝŶƉĂƌĞŶƚŚĞƐĞƐ͖ΎΎΎƉсфϬ͘Ϭϭ͕ΎΎƉсфϬ͘Ϭϱ͕ΎƉсфϬ͘ϭ
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Table 8. Results of the Outcome Model for Labor Productivity

&KZ
&KZΎ&W
KDΎ&W
^/
^/Ϯ
t'
dZ
^ddh^

RD

;ϭͿ
K>^
ϳ͘ϰϬϳΎΎ
;ϯ͘ϯϯϲͿ
ͲϬ͘ϬϬϮϭϵΎ
;Ϭ͘ϬϬϭϭϯͿ
Ϭ͘ϬϬϬϱϬϯΎ
;Ϭ͘ϬϬϬϮϰϴͿ
ϯ͘ϱϬϳ
;ϯ͘ϮϳϬͿ
Ͳϭ͘Ϭϵϲ
;Ϭ͘ϵϰϮͿ
Ϭ͘ϬϬϮϱϵΎΎ
;Ϭ͘ϬϬϬϵϱϯͿ
ϭ͘ϭϰϭ
;Ϭ͘ϴϵϰͿ
Ϯ͘ϰϴϬΎΎ
;Ϭ͘ϴϴϴͿ
Ϭ͘ϬϬϭϳϬΎΎΎ
;Ϭ͘ϬϬϬϭϴϳͿ
ϭ͘ϰϬϮ
;Ϭ͘ϵϵϭͿ

;ϮͿ
K>^
ϳ͘ϵϱϬΎΎ
;ϯ͘ϯϵϵͿ
ͲϬ͘ϬϬϯϴϲΎΎΎ
;Ϭ͘ϬϬϭϬϰͿ
ͲϬ͘ϬϬϭϬϱΎΎΎ
;Ϭ͘ϬϬϬϭϭϲͿ
ϯ͘Ϯϯϲ
;ϯ͘ϴϭϲͿ
Ͳϭ͘Ϭϯϱ
;ϭ͘ϭϬϴͿ
Ϭ͘ϬϬϮϳϰΎΎ
;Ϭ͘ϬϬϭϭϭͿ
ϭ͘Ϯϴϰ
;ϭ͘ϬϴϲͿ
Ϯ͘ϰϯϭΎΎ
;Ϭ͘ϵϳϰͿ
Ϭ͘ϬϬϭϲϴΎΎΎ
;Ϭ͘ϬϬϬϭϴϵͿ
ϭ͘ϱϭϳ
;Ϭ͘ϵϯϮͿ

EK
EK
Ϭ͘ϭϲϱ
ϱϮϱ

z^
EK
Ϭ͘ϭϵϮ
ϱϮϱ

INVMILLS
/ŶĚƵƐƚƌǇĨŝǆĞĚĞĨĨĞĐƚƐ
Regional effects
ZͲƐƋƵĂƌĞĚ
Number of
KďƐĞƌǀĂƚŝŽŶƐ

;ϯͿ
,ĞĐŬŵĂŶ
ϴ͘ϱϯϳΎ
;ϰ͘ϰϰϵͿ
ͲϬ͘ϬϬϰϮϬΎΎΎ
;Ϭ͘ϬϬϭϯϱͿ
ͲϬ͘ϬϬϭϰϬΎΎΎ
;Ϭ͘ϬϬϬϮϭϮͿ
ϰ͘ϭϭϳ
;ϯ͘ϴϯϯͿ
Ͳϭ͘ϱϵϴ
;ϭ͘ϭϭϮͿ
Ϭ͘ϬϬϯϬϵ
;Ϭ͘ϬϬϭϴϮͿ
Ϭ͘ϰϬϲ
;ϭ͘ϭϰϭͿ
Ϯ͘ϵϵϭΎΎ
;ϭ͘ϭϲϴͿ
Ϭ͘ϬϬϭϴϴΎΎΎ
;Ϭ͘ϬϬϬϭϯϴͿ
ϭ͘ϲϵϭΎΎ
;Ϭ͘ϴϬϯͿ
Ͳϯ͘ϵϵϬΎΎΎ
;ϭ͘ϯϳϵͿ
z^
EK
Ϭ͘Ϯϭϲ
ϰϱϰ

;ϰͿ
,ĞĐŬŵĂŶ
ϴ͘ϳϬϵΎ
;ϰ͘ϯϬϲͿ
ͲϬ͘ϬϬϰϮϱΎΎ
;Ϭ͘ϬϬϭϳϯͿ
ͲϬ͘ϬϬϭϯϰΎΎ
;Ϭ͘ϬϬϬϱϮϯͿ
ϯ͘ϵϳϱ
;ϯ͘ϴϴϰͿ
Ͳϭ͘ϱϭϯ
;ϭ͘ϬϴϴͿ
Ϭ͘ϬϬϮϲϯ
;Ϭ͘ϬϬϭϵϬͿ
Ϭ͘Ϯϭϴ
;ϭ͘ϮϬϰͿ
Ϯ͘ϰϮϯΎ
;ϭ͘ϮϱϯͿ
Ϭ͘ϬϬϭϴϴΎΎΎ
;Ϭ͘ϬϬϬϭϯϱͿ
ϭ͘ϱϯϲΎ
;Ϭ͘ϳϰϵͿ
Ͳϯ͘ϳϵϱΎΎ
;ϭ͘ϱϮϭͿ
z^
z^
Ϭ͘Ϯϯϱ
ϰϱϰ

Notes͗ZŽďƵƐƚƐƚĂŶĚĂƌĚĞƌƌŽƌƐŝŶƉĂƌĞŶƚŚĞƐĞƐ͖ΎΎΎƉфϬ͘Ϭϭ͕ΎΎƉфϬ͘Ϭϱ͕ΎƉфϬ͘ϭ

&KZŝƐƉŽƐŝƚŝǀĞĂŶĚƐŝŐŶŝĨŝĐĂŶƚŝŶĂůůƐƉĞĐŝĨŝĐĂƚŝŽŶƐŝŶĐŽůƵŵŶƐϭ
ƚŚƌŽƵŐŚϰ͕ŝŶĚŝĐĂƚŝŶŐƚŚĞĚŝƌĞĐƚĞĨĨĞĐƚƐŽĨ&/͘dŚĞĨŝŶĚŝŶŐŝƐĐŽŶƐŝƐƚĞŶƚ
ǁŝƚŚ ƉƌĞǀŝŽƵƐ ƐƚƵĚŝĞƐ ŽĨ ŽƚŚĞƌ ĐŽƵŶƚƌŝĞƐ ;ŚƵĚŶŽǀƐŬǇ͕ Ğƚ Ăů͕͘ ϮϬϬϴ͖
ŽŵĞƐ ĂŶĚ :ĞŶƐĞŶ͕ ϭϵϵϴ͖ >ŝƉƐĞǇ͕ ϮϬϬϰ͖ zĂƐĂƌ ĂŶĚ WĂƵů͕ ϮϬϬϳͿ͘ 'ŝǀĞŶ
the importance of technological progress to individual firms for their
ĐŽŵƉĞƚŝƚŝǀĞŶĞƐƐ ĂŶĚ ƚŽ ƚŚĞ ĐŽƵŶƚƌǇ ĨŽƌ ŝƚƐ ĚĞǀĞůŽƉŵĞŶƚ͕ ŝƚ ŵŝŐŚƚ ďĞ
ĐŽƐƚͲĞĨĨĞĐƚŝǀĞ ĨŽƌ ^ƌŝ >ĂŶŬĂŶ ĨŝƌŵƐ ƚŽ ƵƐĞ ĞǆŝƐƚŝŶŐ ƚĞĐŚŶŽůŽŐŝĞƐ ŝŶ ƚŚĞ
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ĚĞǀĞůŽƉĞĚ ǁŽƌůĚ͘ dŚƌŽƵŐŚ ǁŽƌŬŝŶŐ ĚŝƌĞĐƚůǇ ǁŝƚŚ DEƐ͕ ĨŝƌŵƐ ŝŶ ^ƌŝ
>ĂŶŬĂ ĂƌĞ ĞǆƉŽƐĞĚ ƚŽ ĨŽƌĞŝŐŶ ƚĞĐŚŶŽůŽŐŝĞƐ͕ ĂŶĚ ƚŚĞŝƌ ƉƌŽĚƵĐƚŝǀŝƚǇ
ŝŵƉƌŽǀĞƐĂƐĂƌĞƐƵůƚ͘
&/Ύ&WŝƐŶĞŐĂƚŝǀĞĂŶĚƐŝŐŶŝĨŝĐĂŶƚŝŶĂůůƐƉĞĐŝĨŝĐĂƚŝŽŶƐ͕ŝŶĚŝĐĂƚŝŶŐ
ŶĞŐĂƚŝǀĞŝŶƚƌĂͲŝŶĚƵƐƚƌǇ&/ƐƉŝůůŽǀĞƌĞĨĨĞĐƚƐŽŶŽƚŚĞƌĨŽƌĞŝŐŶĨŝƌŵƐ͘dŚŝƐ
ƌĞƐƵůƚŝƐďƌŽĂĚůǇĐŽŶƐŝƐƚĞŶƚǁŝƚŚƚŚĞĨŝŶĚŝŶŐƐŽĨƉĂƐƚĞŵƉŝƌŝĐĂůƐƚƵĚŝĞƐ͘
&ŽƌĞǆĂŵƉůĞ͕ŚƵĚŶŽǀƐŬǇ͕ĞƚĂů͘;ϮϬϬϴͿ͕ŽŶƚŚĞďĂƐŝƐŽĨĨŝƌŵͲůĞǀĞůĚĂƚĂ
ŽŶƌŐĞŶƚŝŶĂ͕ĨŝŶĚƚŚĂƚĨŽƌĞŝŐŶĨŝƌŵƐŚĂǀĞŶĞŐĂƚŝǀĞƐƉŝůůŽǀĞƌƐŽŶŽƚŚĞƌ
ĨŽƌĞŝŐŶĨŝƌŵƐ͘ŚƵĂŶŐĂŶĚ>ŝŶ;ϭϵϵϵͿĂůƐŽƐŚŽǁǁĞĂŬƐƉŝůůŽǀĞƌƐŽŶŽƚŚĞƌ
ĨŽƌĞŝŐŶĨŝƌŵƐƵƐŝŶŐdĂŝǁĂŶĞƐĞĨŝƌŵͲůĞǀĞůĚĂƚĂ͘KDΎ&WŝƐƉŽƐŝƚŝǀĞĂŶĚ
ƐŝŐŶŝĨŝĐĂŶƚ ĨŽƌ ƚŚĞ ƐƉĞĐŝĨŝĐĂƚŝŽŶƐ ƚŚĂƚ ĚŽ ŶŽƚ ĐŽŶƚƌŽů ĨŽƌ ƐĞůĨͲƐĞůĞĐƚŝŽŶ
ĂŶĚŝŶĚƵƐƚƌǇĨŝǆĞĚĞĨĨĞĐƚƐ;ĐŽůƵŵŶϭͿ͘/ŶĐŽŶƚƌĂƐƚ͕ǁŚĞŶŝŶĚƵƐƚƌǇĨŝǆĞĚ
ĞĨĨĞĐƚƐĂƌĞŝŶĐůƵĚĞĚ;ĐŽůƵŵŶƐϮ͕ϯĂŶĚϰͿ͕ƚŚŝƐŝŶƚĞƌĂĐƚŝŽŶƚĞƌŵƚƵƌŶƐ
ŶĞŐĂƚŝǀĞ ĂŶĚ ŚŝŐŚůǇ ƐŝŐŶŝĨŝĐĂŶƚ͘ 'ŝǀĞŶ ƚŚĞ ƐŝŐŶŝĨŝĐĂŶĐĞ ŽĨ /EsD/>>^͕
we infer that foreign firms have a negative spillover effect on the
ƉƌŽĚƵĐƚŝǀŝƚǇŽĨĚŽŵĞƐƚŝĐĨŝƌŵƐ͘
tĞŶŽǁƚƵƌŶŽƵƌĂƚƚĞŶƚŝŽŶƚŽĐŽŶƚƌŽůǀĂƌŝĂďůĞƐĂŶĚƐƵŵŵĂƌŝǌĞ
ŽƵƌĨŝŶĚŝŶŐƐďƌŝĞĨůǇ͘ƐĞǆƉĞĐƚĞĚ͕^/ŝƐƉŽƐŝƚŝǀĞĂŶĚ^/Ϯ is negative
ŝŶ Ăůů ƐƉĞĐŝĨŝĐĂƚŝŽŶƐ͖ ŚŽǁĞǀĞƌ͕ ƚŚĞǇ ĂƌĞ ƐƚĂƚŝƐƚŝĐĂůůǇ ŝŶƐŝŐŶŝĨŝĐĂŶƚ͘
t' ĂŶĚ ZΘ ĂƌĞ ƉŽƐŝƚŝǀĞ ĂŶĚ ƐŝŐŶŝĨŝĐĂŶƚ ŝŶ ƐŽŵĞ ƐƉĞĐŝĨŝĐĂƚŝŽŶƐ͕
ŝŶĚŝĐĂƚŝŶŐƚŚĞŝŵƉŽƌƚĂŶĐĞŽĨĨŝƌŵͲůĞǀĞůůĂďŽƵƌƋƵĂůŝƚǇĂŶĚZΘĂĐƚŝǀŝƚǇ
ŽŶƉƌŽĚƵĐƚŝǀŝƚǇ͘dZŝƐƉŽƐŝƚŝǀĞŝŶĂůůƐƉĞĐŝĨŝĐĂƚŝŽŶƐďƵƚƐƚĂƚŝƐƚŝĐĂůůǇ
ŝŶƐŝŐŶŝĨŝĐĂŶƚ͘ĂŶĚ^ddh^ĂƌĞďŽƚŚƉŽƐŝƚŝǀĞĂŶĚƐƚĂƚŝƐƚŝĐĂůůǇƐŝŐŶŝĨŝĐĂŶƚ
ŝŶĂůůƐƉĞĐŝĨŝĐĂƚŝŽŶƐ͘dŚƵƐ͕ĐĂƉŝƚĂůͲŝŶƚĞŶƐŝǀĞĨŝƌŵƐĂƌĞŵŽƌĞƉƌŽĚƵĐƚŝǀĞ͘
Shareholding companies are more productive than sole proprietorships
ŽƌƉĂƌƚŶĞƌƐŚŝƉƐ͘
Some of the recent studies on productivity spillovers have
ĞŵƉŚĂƐŝǌĞĚ ƚŚĞ ŝŵƉŽƌƚĂŶĐĞ ŽĨ ĂĐĐŽƵŶƚŝŶŐ ĨŽƌ ƚŚĞ ŶŽŶͲŶŽƌŵĂů
ĚŝƐƚƌŝďƵƚŝŽŶŽĨĨŝƌŵƉƌŽĚƵĐƚŝǀŝƚǇŝŶƚŚĞƐĂŵƉůĞ;ĂŵŝũĂŶ͕ĞƚĂů͕͘ϮϬϭϯ͖
ŝŵĞůŝƐĂŶĚ>ŽƵƌŝ͕ϮϬϬϮ͖'ŝƌŵĂĂŶĚ'ƂƌŐ͕ϮϬϬϳͿ͘/ĨĨŝƌŵƉƌŽĚƵĐƚŝǀŝƚǇŝŶ
ƚŚĞƐĂŵƉůĞŝƐŶŽƚŶŽƌŵĂůůǇĚŝƐƚƌŝďƵƚĞĚ͕ǁŚŝĐŚŝƐƵƐƵĂůůǇƚŚĞĐĂƐĞďĞĐĂƵƐĞ
there is large and persistent heterogeneity in labour productivity across
ĨŝƌŵƐ ĞǀĞŶ ǁŝƚŚŝŶ ŶĂƌƌŽǁůǇ ĚĞĨŝŶĞĚ ƐĞĐƚŽƌƐ ;'ŝƌŵĂ ĂŶĚ 'ƂƌŐ͕ ϮϬϬϳͿ͕
ƋƵĂŶƚŝůĞ ƌĞŐƌĞƐƐŝŽŶ ƚŚĂƚ ĂůůŽǁƐ ƚŚĞ ĞǆĂŵŝŶĂƚŝŽŶ ŽĨ &/͛Ɛ ĞĨĨĞĐƚƐ Ăƚ
different points of the conditional distribution of labour productivity
ǁŽƵůĚďĞƉƌĞĨĞƌƌĞĚƚŽƐƚĂŶĚĂƌĚůĞĂƐƚƐƋƵĂƌĞƐ͘/ŶŽƚŚĞƌǁŽƌĚƐ͕ƋƵĂŶƚŝůĞ
regression permits the investigation of the relative importance of
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ĞǆƉůĂŶĂƚŽƌǇ ǀĂƌŝĂďůĞƐ ĂĐƌŽƐƐ ƚŚĞ ǁŚŽůĞ ĚŝƐƚƌŝďƵƚŝŽŶ ŽĨ ƚŚĞ ůĂďŽƵƌ
productivity variable in comparison with the central tendency of the
ǀĂƌŝĂďůĞďǇƚĂŬŝŶŐŝŶƚŽĂĐĐŽƵŶƚƚŚĞůĂƌŐĞĂŶĚƉĞƌƐŝƐƚĞŶƚŚĞƚĞƌŽŐĞŶĞŝƚǇ
ŝŶ ƉƌŽĚƵĐƚŝǀŝƚǇ ĂĐƌŽƐƐ ĨŝƌŵƐ͘ &ŽƌŵĂů ƚĞƐƚŝŶŐ ĨŽƌ ŶŽƌŵĂůŝƚǇ ƵƐŝŶŐ ƚŚĞ
^ŚĂƉŝƌŽͲtŝůŬŶŽƌŵĂůŝƚǇƚĞƐƚĂŶĚƚŚĞ^ŚĂƉŝƌŽͲ&ƌĂŶĐŝĂŶŽƌŵĂůŝƚǇƚĞƐƚůĞĂĚƐ
ƚŽĂƌĞũĞĐƚŝŽŶŽĨƚŚĞŶƵůůŚǇƉŽƚŚĞƐŝƐŽĨŶŽƌŵĂůŝƚǇ͘YƵĂŶƚŝůĞƌĞŐƌĞƐƐŝŽŶƐ
ǁĞƌĞĞƐƚŝŵĂƚĞĚĂŶĚƚŚĞƌĞƐƵůƚƐĂƌĞƌĞƉŽƌƚĞĚŝŶƚĂďůĞϵ͘
Table 9. Results of the Quantile Regressions with
Heckman Treatment Effects
;ϭͿ
ϭϬthƋƵĂŶƚŝůĞ
ͲϬ͘ϬϯϯϬ

&KZ
&KZΎ&W
KDΎ&W
^/
^/Ϯ
t'
dZ
^ddh^

RD
INVMILLS
/ŶĚƵƐƚƌǇĨŝǆĞĚ
effects
ZͲƐƋƵĂƌĞĚ

;ϮͿ
ϮϱthƋƵĂŶƚŝůĞ
Ϭ͘ϬϮϮϴ

;ϯͿ
ϱϬthƋƵĂŶƚŝůĞ
ϭ͘ϴϰϰΎΎ

;ϰͿ
ϳϱthƋƵĂŶƚŝůĞ
Ϭ͘ϲϮϲ

;ϱͿ
ϵϬthƋƵĂŶƚŝůĞ
ϳϭ͘ϱϬΎΎΎ

;Ϭ͘ϭϰϰͿ

;Ϭ͘ϰϱϬͿ

;Ϭ͘ϴϳϭͿ

;ϭ͘ϱϮϯͿ

;Ϯ͘ϱϭϱͿ

ͲϬ͘ϬϬϬϬϯ

ͲϬ͘ϬϬϬϭϮϵ

ͲϬ͘ϬϬϭϬϱΎΎΎ

Ϭ͘ϬϬϬϯϮϯ

ͲϬ͘ϬϮϯϵΎΎΎ

Ϭ͘ϬϬϬϬϲ

;Ϭ͘ϬϬϬϭϰϰͿ

;Ϭ͘ϬϬϬϯϯϴͿ

;Ϭ͘ϬϬϬϲϮϳͿ

;Ϭ͘ϬϬϬϴϰϯͿ

ͲϬ͘ϬϬϬϬϮ

ͲϬ͘ϬϬϬϬϰ

Ϭ͘ϬϬϬϬϯ

Ϭ͘ϬϬϬϬϰ

;Ϭ͘ϬϬϬϭϯϲͿ

;ϱ͘ϱϴĞͲϬϱͿ

Ϭ͘Ϭϲϱϲ

Ϭ͘ϭϬϮ

Ϭ͘Ϭϱϵϵ

Ϭ͘ϴϯϮ

ϲ͘ϮϬϵ

;Ϭ͘ϬϲϴϭͿ

;Ϭ͘ϭϳϴͿ

;Ϭ͘ϯϯϭͿ

;Ϭ͘ϴϬϴͿ

;ϰ͘ϬϭϴͿ

ͲϬ͘ϬϬϬϯϱϯΎΎΎ ͲϬ͘ϬϬϬϰϯϳΎΎΎ

ͲϬ͘ϬϬϭϱϮΎΎΎ
;Ϭ͘ϬϬϬϱϯϰͿ

ͲϬ͘ϬϮϳϳ

ͲϬ͘Ϭϱϳϯ

ͲϬ͘Ϭϳϴϵ

ͲϬ͘ϯϯϰ

ͲϮ͘ϬϭϲΎ

;Ϭ͘ϬϮϬϮͿ

;Ϭ͘ϬϲϬϮͿ

;Ϭ͘ϬϳϭϱͿ

;Ϭ͘ϮϮϳͿ

;ϭ͘ϬϴϮͿ

Ϭ͘ϬϬϭϬϯΎΎΎ

Ϭ͘ϬϬϭϲϲΎΎΎ

Ϭ͘ϬϬϮϲϬΎΎΎ

Ϭ͘ϬϬϯϵϭΎΎ

Ϭ͘ϬϭϬϭ

;Ϭ͘ϬϬϬϯϵϰͿ

;Ϭ͘ϬϬϬϯϬϳͿ

;Ϭ͘ϬϬϬϱϴϮͿ

;Ϭ͘ϬϬϭϲϬͿ

;Ϭ͘ϬϭϬϲͿ

Ϭ͘Ϭϭϭϭ

ͲϬ͘ϬϮϭϭ

Ϭ͘ϭϲϭ

Ϭ͘ϯϮϱ

ͲϬ͘Ϯϳϯ

;Ϭ͘ϬϯϰϱͿ

;Ϭ͘ϬϳϭϴͿ

;Ϭ͘ϮϬϬͿ

;Ϭ͘ϰϯϬͿ

;ϭ͘ϯϯϳͿ

Ϭ͘Ϭϰϴϳ

Ϭ͘ϭϮϱ

Ϭ͘ϲϴϭΎ

ϭ͘ϯϲϳ

ϰ͘ϬϴϬΎΎ

;Ϭ͘ϬϱϮϲͿ

;Ϭ͘ϭϬϯͿ

;Ϭ͘ϯϱϳͿ

;ϭ͘ϮϴϴͿ

;Ϯ͘ϬϰϳͿ

Ϭ͘ϬϬϭϴϰΎΎΎ

Ϭ͘ϬϬϭϵϲΎΎΎ

Ϭ͘ϬϬϭϴϵΎΎΎ

Ϭ͘ϬϬϭϳϳΎΎΎ

Ϭ͘ϬϬϭϯϲΎΎ

;Ϭ͘ϬϬϬϯϭϴͿ

Ϭ͘ϬϬϬϬϮ

Ϭ͘ϬϬϬϬϮ

;Ϭ͘ϬϬϬϭϭϱͿ

;Ϭ͘ϬϬϬϱϰϯͿ

Ϭ͘ϬϮϬϳ

Ϭ͘ϬϬϴϱϵ

Ϭ͘ϭϴϴ

Ϭ͘ϳϵϱ

ϭ͘ϭϳϲ

;Ϭ͘ϬϱϭϴͿ

;Ϭ͘ϬϴϵϴͿ

;Ϭ͘ϮϴϯͿ

;Ϭ͘ϴϳϮͿ

;ϭ͘ϮϬϮͿ

ͲϬ͘Ϭϯϴϳ

ͲϬ͘ϭϴϱ

ͲϬ͘ϯϴϴ

ͲϬ͘ϳϴϭ

Ͳϯ͘ϴϮϳΎΎ

;Ϭ͘ϬϱϴϴͿ

;Ϭ͘ϭϮϬͿ

;Ϭ͘ϯϯϰͿ

;Ϭ͘ϱϭϴͿ

;ϭ͘ϳϵϵͿ

z^

z^

z^

z^

z^

Ϭ͘Ϭϴϰ

Ϭ͘Ϭϵϴ

Ϭ͘ϭϰϬ

Ϭ͘ϭϱϵ

Ϭ͘ϭϭϵ

Notes͗^ĂŵƉůĞƐŝǌĞсϰϱϰ͖ZŽďƵƐƚƐƚĂŶĚĂƌĚĞƌƌŽƌƐŝŶƉĂƌĞŶƚŚĞƐĞƐ͖ΎΎΎƉфϬ͘Ϭϭ͕ΎΎƉфϬ͘Ϭϱ͕ΎƉфϬ͘ϭ
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dŚĞƌĞƐƵůƚƐůĂƌŐĞůǇƌĞŵĂŝŶŝŶƚĂĐƚĞǆĐĞƉƚĨŽƌĂĨĞǁŵŝŶŽƌĚŝĨĨĞƌĞŶĐĞƐ
ŝŶ ƐŽŵĞ ƋƵĂŶƚŝůĞƐ͘ &KZ ƌĞŵĂŝŶƐ ƉŽƐŝƚŝǀĞ ĨŽƌ Ăůů ƋƵĂŶƚŝůĞƐ ĞǆĐĞƉƚ ƚŚĞ
ϭϬth͕ ǁŚĞƌĞ ƚŚĞ ĐŽĞĨĨŝĐŝĞŶƚ ĞƐƚŝŵĂƚĞ ŝƐ ŶĞŐĂƚŝǀĞ ďƵƚ ŝŶƐŝŐŶŝĨŝĐĂŶƚ͘
dŚŝƐŝƐƵŶƐƵƌƉƌŝƐŝŶŐďĞĐĂƵƐĞDEƐ͛ƉĂƌƚŝĐŝƉĂƚŝŽŶŝƐůŝŬĞůǇƚŽďĞůŽǁŝŶ
ŝŶĚƵƐƚƌŝĞƐǁŝƚŚǀĞƌǇůŽǁƉƌŽĚƵĐƚŝǀŝƚǇ͘dŚŽƐĞǁŚŽĚŽƉĂƌƚŝĐŝƉĂƚĞŝŶƐƵĐŚ
ŝŶĚƵƐƚƌŝĞƐĂƌĞƵŶůŝŬĞůǇƚŽ ďĞƐƵƉĞƌŝŽƌ ƚŽ ƚŚĞŝƌ ĚŽŵĞƐƚŝĐ ĐŽƵŶƚĞƌƉĂƌƚƐ͘
ŽŵƉĂƌĞĚǁŝƚŚŽƚŚĞƌƋƵĂŶƚŝůĞƐ͕ƚŚĞĐŽĞĨĨŝĐŝĞŶƚĞƐƚŝŵĂƚĞŽĨ&KZĨŽƌƚŚĞ
ϵϬthƋƵĂŶƚŝůĞŝƐǀĞƌǇůĂƌŐĞĂŶĚŚŝŐŚůǇƐŝŐŶŝĨŝĐĂŶƚ͘dŚŝƐƐŚŽǁƐƚŚĂƚĨŽƌĞŝŐŶ
firms enjoy high productivity relative to domestic firms in the upper
ĞŶĚŽĨƚŚĞĚŝƐƚƌŝďƵƚŝŽŶ͘
/ŶůŝŶĞǁŝƚŚƚŚĞƌĞƐƵůƚƐŝŶƚĂďůĞϴ͕&/Ύ&WƌĞŵĂŝŶƐŶĞŐĂƚŝǀĞĨŽƌĂůů
ƋƵĂŶƚŝůĞƐĞǆĐĞƉƚĨŽƌƚŚĞϳϱthƋƵĂŶƚŝůĞ͕ǁŚĞƌĞƚŚĞĐŽĞĨĨŝĐŝĞŶƚĞƐƚŝŵĂƚĞ
ŝƐ ƉŽƐŝƚŝǀĞ ďƵƚ ŝŶƐŝŐŶŝĨŝĐĂŶƚ͘ KDΎ&W ŝƐ ŶĞŐĂƚŝǀĞ ŝŶ Ăůů ĞƐƚŝŵĂƚŝŽŶƐ͘
,ŽǁĞǀĞƌ͕ ƚŚĞ ŶĞŐĂƚŝǀĞ ĐŽĞĨĨŝĐŝĞŶƚƐ ĂƌĞ ƐŝŐŶŝĨŝĐĂŶƚ ŝŶ ƚŚĞ ŵĞĚŝĂŶ ĂŶĚ
ŚŝŐŚĞƌ ƋƵĂŶƚŝůĞƐ ďƵƚ ŝŶƐŝŐŶŝĨŝĐĂŶƚ ŝŶ ůŽǁĞƌ ƋƵĂŶƚŝůĞƐ͘ dŚŝƐ ĐůĞĂƌůǇ
ŝŶĚŝĐĂƚĞƐƚŚĂƚŶĞŐĂƚŝǀĞƐƉŝůůŽǀĞƌƐĂƌĞƐƚƌŽŶŐĞƌŝŶŚŝŐŚĞƌƋƵĂŶƚŝůĞƐ͘tŝƚŚ
ƌĞƐƉĞĐƚ ƚŽ ĐŽŶƚƌŽů ǀĂƌŝĂďůĞƐ͕ Ăůů ƌĞƐƵůƚƐ ƌĞŵĂŝŶ ĐŽŶƐŝƐƚĞŶƚ ǁŝƚŚ ƚŚŽƐĞ
ŝŶƚĂďůĞϴ͘dŚĞŝŶǀĞƌƐĞDŝůůƐƌĂƚŝŽŝƐŶĞŐĂƚŝǀĞŝŶĂůůƋƵĂŶƚŝůĞƐ͕ďƵƚŽŶůǇ
ƐŝŐŶŝĨŝĐĂŶƚŝŶƚŚĞϵϬthƋƵĂŶƚŝůĞ͘dŚŝƐŝŵƉůŝĞƐƚŚĂƚƐĞůĨͲƐĞůĞĐƚŝŽŶŝƐŵŽƌĞ
ƉƌĞǀĂůĞŶƚŝŶƚŚĞƵƉƉĞƌĞŶĚŽĨƚŚĞĚŝƐƚƌŝďƵƚŝŽŶ͘

5.

Discussions and conclusion

tŝƚŚ ƌĞŐĂƌĚ ƚŽ ƚŚĞ ƌŽůĞ ŽĨ &/ ŝŶ ĚĞǀĞůŽƉŝŶŐ ŚŽƐƚ ĐŽƵŶƚƌŝĞƐ͕
ďƌŽĂĚůǇ ƐƉĞĂŬŝŶŐ͕ ƚŚĞƌĞ ĂƌĞ ƚŚƌĞĞ ƉĞƌƐƉĞĐƚŝǀĞƐ͗ ƚŚĞ ͞tĂƐŚŝŶŐƚŽŶ
ŽŶƐĞŶƐƵƐ͟ĞŶƚŚƵƐŝĂƐŵ͕ĂĐĂĚĞŵŝĐƐĐĞƉƚŝĐŝƐŵĂŶĚĚŝƌŝŐŝƐŵĞƌĞƐƵƌƌĞĐƚĞĚ
;DŽƌĂŶ͕ Ğƚ Ăů͕͘ ϮϬϬϱͿ͘ dŚĞ ĨŝƌƐƚ ĐŽŶƐŝĚĞƌƐ &/ ĂƐ Ă ŵĂũŽƌ ĐŚĂŶŶĞů ĨŽƌ
ŚŽƐƚͲĐŽƵŶƚƌǇ ĚĞǀĞůŽƉŵĞŶƚ ĂŶĚ͕ ƚŚĞƌĞĨŽƌĞ͕ ŚŽůĚƐ ƚŚĞ ǀŝĞǁ ƚŚĂƚ ŚŽƐƚͲ
country governments should attract and incorporate FDI into their
ĚĞǀĞůŽƉŵĞŶƚ ƐƚƌĂƚĞŐŝĞƐ͘ dŽ ĂĐĂĚĞŵŝĐ ƐĐĞƉƚŝĐƐ͕ ƚŚĞ ŶĂƚƵƌĞ ŽĨ &/ ŝƐ
ŶŽĚŝĨĨĞƌĞŶƚƚŽŽƚŚĞƌŬŝŶĚŽĨŝŶǀĞƐƚŵĞŶƚƐ͖ƚŚĞƌĞĨŽƌĞ͕ƚŚĞƌĞŝƐŶŽƉŽŝŶƚ
ŝŶ ĚĞǀŽƚŝŶŐ ƐĐĂƌĐĞ ĚŽŵĞƐƚŝĐ ƌĞƐŽƵƌĐĞƐ ƚŽ &/ ƉƌŽŵŽƚŝŽŶ͘ dŚĞ ƚŚŝƌĚ
ƉĞƌƐƉĞĐƚŝǀĞ ƐĞĞƐ ƚŚĂƚ ͞ŚŽƐƚͲĐŽƵŶƚƌǇ ĚĞǀĞůŽƉŵĞŶƚ ŽďũĞĐƚŝǀĞƐ ĐĂŶ ďĞ
ĂĐŚŝĞǀĞĚŽŶůǇďǇŝŵƉŽƐŝŶŐƉĞƌĨŽƌŵĂŶĐĞƌĞƋƵŝƌĞŵĞŶƚƐŽŶŵƵůƚŝŶĂƚŝŽŶĂů
ŝŶǀĞƐƚŽƌƐ͟ ;DŽƌĂŶ͕ Ğƚ Ăů͕͘ ϮϬϬϱͿ͘ ĐĐŽƌĚŝŶŐ ƚŽ ƚŚƵŬŽƌĂůĂ ;ϮϬϭϮͿ͕
ƌĞĐĞŶƚĚĞǀĞůŽƉŵĞŶƚƐŝŶƚŚĞ^ƌŝ>ĂŶŬĂŶƉŽůŝĐǇƐĐĞŶĞƐŚŽǁƐĂƉĂƚƚĞƌŶŽĨ
ƌĞǀĞƌƚŝŶŐƚŽĚŝƌŝŐŝƐŵĞ͘/ƚŝƐƚŚĞƌĞĨŽƌĞƚŝŵĞůǇƚŽĞŵƉŝƌŝĐĂůůǇĂƐƐĞƐƐ&/ŝŶ
^ƌŝ>ĂŶŬĂ͘
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In line with previous empirical studies conducted on other
ĐŽƵŶƚƌŝĞƐ ;Ğ͘Ő͘ zĂƐĂƌ ĂŶĚ WĂƵů͕ϮϬϬϳ͖ ŚƵĚŶŽǀƐŬǇ Ğƚ Ăů͕͘ ϮϬϬϴ͖ ĂŶĚ
ŽŵĞƐĂŶĚ:ĞŶƐĞŶ͕ϭϵϵϴͿ͕ĐŽŵƉĂƌŝƐŽŶŽĨĨŽƌĞŝŐŶĂŶĚĚŽŵĞƐƚŝĐĨŝƌŵƐ
ŝŶ^ƌŝ>ĂŶŬĂƌĞǀĞĂůƐƚŚĂƚĨŽƌĞŝŐŶĨŝƌŵƐĂƌĞĚŝƐƚŝŶĐƚĨƌŽŵĚŽŵĞƐƚŝĐĨŝƌŵƐ͘
&ŽƌĞŝŐŶ ĨŝƌŵƐ ĂƌĞ ůĂƌŐĞƌ͕ ŵŽƌĞ ƉƌŽĚƵĐƚŝǀĞ͕ ŵŽƌĞ ƉƌŽĨŝƚĂďůĞ ĂŶĚ ŵŽƌĞ
ĂĐƚŝǀĞŝŶZΘ͘&ŽƌĞŝŐŶĨŝƌŵƐƚĞŶĚƚŽŚŝƌĞŚŝŐŚĞƌƉƌŽƉŽƌƚŝŽŶƐŽĨƐŬŝůůĞĚ
ǁŽƌŬĞƌƐ ĂŶĚ ƵŶĚĞƌƚĂŬĞ ŵŽƌĞ ŝŶͲŚŽƵƐĞ ƚƌĂŝŶŝŶŐ ƉƌŽŐƌĂŵƐ͘ dŚĞǇ ĂƌĞ
ŵŽƌĞĞǆƉŽƌƚͲŽƌŝĞŶƚĞĚďƵƚƌĞůǇŵŽƌĞŽŶŝŶƉƵƚƐŽĨĨŽƌĞŝŐŶŽƌŝŐŝŶ͘dŚĞƐĞ
ĨŝŶĚŝŶŐƐƚŚĞƌĞĨŽƌĞŝŶĚŝĐĂƚĞƚŚĞƉŽƚĞŶƚŝĂůƚŚĂƚĨŝƌŵƐŝŶ^ƌŝ>ĂŶŬĂĐĂŶůĞĂƌŶ
ĨƌŽŵDEƐ͕ĐŚĂůůĞŶŐŝŶŐƚŚĞǀĂůŝĚŝƚǇŽĨĂĐĂĚĞŵŝĐƐĐĞƉƚŝĐŝƐŵ͘
dŚĞƌĞƐƵůƚƐŽĨĂŶĞĐŽŶŽŵĞƚƌŝĐƐƚƵĚǇďĂƐĞĚŽŶƚŚĞtŽƌůĚĂŶŬ͛Ɛ
Enterprise Survey data provide strong evidence of positive direct effects
ŽĨ&/ďƵƚŶĞŐĂƚŝǀĞƐƉŝůůŽǀĞƌĞĨĨĞĐƚƐŽŶĚŽŵĞƐƚŝĐĨŝƌŵƉƌŽĚƵĐƚŝǀŝƚǇ͘'ŝǀĞŶ
ƚŚĞ^ƌŝ>ĂŶŬĂŶĐŽŶƚĞǆƚ͕ƚŚŝƐŵŝŐŚƚŶŽƚďĞƐƵƌƉƌŝƐŝŶŐ͕ĨŽƌƐĞǀĞƌĂůƌĞĂƐŽŶƐ͘
&ŝƌƐƚ͕ƚŚĞůŝƚĞƌĂƚƵƌĞŽŶƉƌŽĚƵĐƚŝǀŝƚǇƐƉŝůůŽǀĞƌƐƌĞĐŽŐŶŝǌĞƐƚŚĂƚƚŚĞĞǆƚĞŶƚ
of spillovers depends on the degree to which foreign affiliates are
ƚĞĐŚŶŽůŽŐŝĐĂůůǇ ĂĐƚŝǀĞ ŝŶ ƚŚĞ ŚŽƐƚ ĐŽƵŶƚƌǇ ;DĂƌŝŶ ĂŶĚ Ğůů͕ ϮϬϬϲͿ͘ Ɛ
ƐŚŽǁŶŝŶƐĞĐƚŝŽŶϮ͕&/ŝŶ^ƌŝ>ĂŶŬĂŚĂƐƉƌŝŵĂƌŝůǇƚĂŬĞŶƉůĂĐĞŝŶůŽǁͲ
ƚĞĐŚƐĞĐƚŽƌƐ͘dŚĞƌĞĨŽƌĞ͕ƚŚĞƉŽƚĞŶƚŝĂůĨŽƌƐƉŝůůŽǀĞƌƐŵĂǇďĞůŝŵŝƚĞĚ͘
^ĞĐŽŶĚ͕ƚŚĞĞǆƚĞŶƚŽĨƐƉŝůůŽǀĞƌƐĚĞƉĞŶĚƐŽŶƚŚĞĚĞŐƌĞĞƚŽǁŚŝĐŚ
ĨŽƌĞŝŐŶ ĂĨĨŝůŝĂƚĞƐ ĞǆƉŽƐĞ ƚŚĞŝƌ ƚĞĐŚŶŽůŽŐŝĞƐ ;ƚĞĐŚŶŽůŽŐǇ ůĞĂŬĂŐĞͿ ƚŽ
ŽƚŚĞƌ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ ;DĂƌŝŶ ĂŶĚ Ğůů͕ ϮϬϬϲͿ͘ ǀĂŝůĂďůĞ ĞǀŝĚĞŶĐĞ ŽŶ
ƚŚĞƚĞǆƚŝůĞƐĂŶĚĐůŽƚŚŝŶŐŝŶĚƵƐƚƌǇƐŚŽǁƐƚŚĂƚĚŽŵĞƐƚŝĐĨŝƌŵƐ͛ůŝŶŬĂŐĞƐ
ƚŽDEƐĂƌĞǁĞĂŬ;<ĞůĞŐĂŵĂĂŶĚ&ŽůĞǇ͕ϭϵϵϵͿ͘DŽƌĞŽǀĞƌ͕ƚŚĞŚŝŐŚĞƌ
import propensity of foreign firms and higher import content of the
ŝŶƉƵƚƐ ƵƐĞĚ ďǇ ĨŽƌĞŝŐŶ ĨŝƌŵƐ͕ ĂƐ ƐŚŽǁŶ ŝŶ ƐĞĐƚŝŽŶ ϯ͕ ĐŽƵůĚ ůŝŵŝƚ ƚŚĞ
opportunities for domestic suppliers to learn from MNEs and benefit
ĨƌŽŵƉŽƚĞŶƚŝĂůƉŽƐŝƚŝǀĞƐƉŝůůŽǀĞƌƐ͘
dŚŝƌĚ͕ ƚŚĞ ůŝƚĞƌĂƚƵƌĞ ŽŶ ƉƌŽĚƵĐƚŝǀŝƚǇ ƐƉŝůůŽǀĞƌƐ ƌĞĐŽŐŶŝǌĞƐ ƚŚĂƚ
spillover effects depend on the level of absorptive capacity of domestic
ĨŝƌŵƐ ;ĂŵŝũĂŶ͕ Ğƚ Ăů͕͘ ϮϬϭϯ͖ DĂƌŝŶ ĂŶĚ Ğůů͕ ϮϬϬϲͿ͘ dŚĞ ŝŶĚƵƐƚƌŝĂů
ƐƚƌƵĐƚƵƌĞŝŶ^ƌŝ>ĂŶŬĂŝƐŶĂƌƌŽǁůǇĐŽŶĐĞŶƚƌĂƚĞĚŝŶĂĨĞǁƐĞĐƚŽƌƐ͕ǁŝƚŚ
ůŝƚƚůĞƉĂƌƚŝĐŝƉĂƚŝŽŶŝŶƚĞĐŚŶŽůŽŐǇͲŝŶƚĞŶƐŝǀĞƐĞĐƚŽƌƐ͕ǁŚŝĐŚŝŶĚŝĐĂƚĞƐƚŚĂƚ
ƚŚĞ ŽǀĞƌĂůů ƚĞĐŚŶŝĐĂů ŬŶŽǁůĞĚŐĞ ŽĨ ĚŽŵĞƐƚŝĐ ĨŝƌŵƐ ŝƐ ůŽǁ͘ ǀĂŝůĂďůĞ
ĞǀŝĚĞŶĐĞĂůƐŽĚĞŵŽŶƐƚƌĂƚĞƐƚŚĂƚ͕ĂůƚŚŽƵŐŚ^ƌŝ>ĂŶŬĂĞŶũŽǇƐǀĞƌǇŐŽŽĚ
ŚƵŵĂŶ ĐĂƉŝƚĂů ŝŶĚŝĐĂƚŽƌƐ ;Ğ͘Ő͘ ƐĞĐŽŶĚĂƌǇ ĞĚƵĐĂƚŝŽŶ ĂƚƚĂŝŶŵĞŶƚ ĂŶĚ
ůŝƚĞƌĂĐǇͿ͕ŽŶůǇĂĨĞǁƚĞĐŚŶŝĐĂůŐƌĂĚƵĂƚĞƐĂƌĞƉƌŽĚƵĐĞĚĂŶĚƌĞƚĂŝŶĞĚŝŶƚŚĞ
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ĐŽƵŶƚƌǇ͘dŚĞƌĞŝƐĂŵŝƐŵĂƚĐŚďĞƚǁĞĞŶƚŚĞƐŬŝůůƐŶĞĞĚĞĚďǇĞŵƉůŽǇĞƌƐ
and the education provided by the secondary school system and public
ƵŶŝǀĞƌƐŝƚŝĞƐ;'ĂŶĞŐŽĚĂŐĞΘZĂŵďĂůĚŝ͕ϮϬϭϭͿ͘KƵƌĚŝƐĐƵƐƐŝŽŶŝŶƐĞĐƚŝŽŶ
ϯƐŚŽǁƐƚŚĂƚĐŽŵƉĂƌĞĚǁŝƚŚĨŽƌĞŝŐŶĨŝƌŵƐ͕ŽŶůǇĂƐŵĂůůĞƌƉĞƌĐĞŶƚĂŐĞ
ŽĨĚŽŵĞƐƚŝĐĨŝƌŵƐƵŶĚĞƌƚĂŬĞZΘŽƌŝŶͲŚŽƵƐĞƚƌĂŝŶŝŶŐƉƌŽŐƌĂŵƐ͘dŚĞƐĞ
ĨĂĐƚŽƌƐ ŝŶĚŝĐĂƚĞ Ă ůŽǁ ĂďƐŽƌƉƚŝǀĞ ĐĂƉĂĐŝƚǇ ŽĨ ůŽĐĂů ĨŝƌŵƐ͘ &ŝŶĂůůǇ͕ ƚŚĞ
ĚŝƐĐƵƐƐŝŽŶŝŶƐĞĐƚŝŽŶϯĂůƐŽƌĞǀĞĂůƐƚŚĂƚĨŽƌĞŝŐŶĨŝƌŵƐĞǆƉĞƌŝĞŶĐĞůŽǁ
ƐƚĂĨĨƚƵƌŶŽǀĞƌ͕ǁŚŝĐŚĂŐĂŝŶůĞƐƐĞŶƐƚŚĞĞǆƚĞŶƚƚŽǁŚŝĐŚĨŽƌĞŝŐŶĂĨĨŝůŝĂƚĞƐ
ĞǆƉŽƐĞƚŚĞŝƌĨŝƌŵͲƐƉĞĐŝĨŝĐĂƐƐĞƚƐƚŽĚŽŵĞƐƚŝĐĨŝƌŵƐ͘
/Ŷ ƐƵŵŵĂƌǇ͕ ŐŝǀĞŶ ƚŚĞ ^ƌŝ >ĂŶŬĂ ĐŽŶƚĞǆƚ͕ ŝƚ ŝƐ ƵŶƐƵƌƉƌŝƐŝŶŐ ƚŽ
see that MNEs help improve the productivity of their affiliates in Sri
>ĂŶŬĂ ďƵƚ ĞǆĞƌƚ ĐŽŵƉĞƚŝƚŝŽŶ ĞĨĨĞĐƚƐ ŽŶ ŽƚŚĞƌ ĚŽŵĞƐƚŝĐ ;ĂŶĚ ĨŽƌĞŝŐŶͿ
ĨŝƌŵƐ͕ ǁŚŝůĞ ŐĞŶĞƌĂƚŝŶŐ ůŝŵŝƚĞĚ ƉŽƐŝƚŝǀĞ ƐƉŝůůŽǀĞƌ ĞĨĨĞĐƚƐ ƚŚƌŽƵŐŚ ƚŚĞ
ĐŚĂŶŶĞůƐŽĨĚĞŵŽŶƐƚƌĂƚŝŽŶ͕ůŝŶŬĂŐĞĂŶĚůĂďŽƵƌƚƵƌŶŽǀĞƌ͘ƐƚŚĞƌĞƐƵůƚ
of the dominance of negative competition effects over other spillover
ĞĨĨĞĐƚƐ͕ǁĞŽďƐĞƌǀĞƚŚĞŶĞŐĂƚŝǀĞŝŵƉĂĐƚŽĨ&/ŽŶƉƌŽĚƵĐƚŝǀŝƚǇŽĨŽƚŚĞƌ
ĚŽŵĞƐƚŝĐĨŝƌŵƐ͘ϭϳ
dŚĞ ĨŝŶĚŝŶŐƐ ŽĨ ƚŚŝƐ ƐƚƵĚǇ ŚĂǀĞ ŝŵƉŽƌƚĂŶƚ ŝŵƉůŝĐĂƚŝŽŶƐ ĨŽƌ ƚŚĞ
ĚĞǀĞůŽƉŵĞŶƚŽĨĚŽŵĞƐƚŝĐĨŝƌŵƐ͘&ŽƌĞŝŐŶĨŝƌŵƐ͕ƚŚƌŽƵŐŚƚŚĞŝƌĚŝƐƚŝŶĐƚŝǀĞ
ĐŚĂƌĂĐƚĞƌŝƐƚŝĐƐ͕ ĂƌĞ ůŝŬĞůǇ ƚŽ ďƌŝŶŐ ŵƵĐŚͲŶĞĞĚĞĚ ĞǆƉĞƌƚŝƐĞ ĂŶĚ ƐŬŝůůƐ
that could help to overcome the structural deficiencies of the country’s
ŝŶĚƵƐƚƌŝĂů ƐƚƌƵĐƚƵƌĞ͘ ,ŽǁĞǀĞƌ͕ ^ƌŝ >ĂŶŬĂ͛Ɛ ŵĞĚŝŽĐƌĞ ƉĞƌĨŽƌŵĂŶĐĞ ŝŶ
ĂƚƚƌĂĐƚŝŶŐ&/͕ƉĂƌƚŝĐƵůĂƌůǇ&/ŝŶƚĞĐŚŶŽůŽŐǇͲŝŶƚĞŶƐŝǀĞƐĞĐƚŽƌƐ͕ĂŶĚƚŚĞ
absence of positive spillovers from MNEs to domestic firms may all
ŚĂǀĞƌĞƐƵůƚĞĚŝŶƉŽŽƌƉĞƌĨŽƌŵĂŶĐĞďǇĚŽŵĞƐƚŝĐĨŝƌŵƐŝŶƵƉŐƌĂĚŝŶŐĨŝƌŵͲ
ƐƉĞĐŝĨŝĐĐĂƉĂďŝůŝƚŝĞƐ͘dŚĞŐŽĂůƐŽĨƚŚĞŶĂƚŝŽŶĂů&/ƉŽůŝĐŝĞƐĂƌĞƚǁŽĨŽůĚ͘
&ŝƌƐƚ͕ĂĐŽƵŶƚƌǇƐŚŽƵůĚĂƚƚƌĂĐƚƚŚĞƌŝŐŚƚƚǇƉĞŽĨ&/͘^ĞĐŽŶĚ͕ĂĐŽƵŶƚƌǇ
ƐŚŽƵůĚĚĞǀŝƐĞĂƉƉƌŽƉƌŝĂƚĞƉŽůŝĐŝĞƐƚŽĞǆƚƌĂĐƚďĞŶĞĨŝƚƐĨƌŽŵƚŚĞƉƌĞƐĞŶĐĞ
ŽĨĨŽƌĞŝŐŶDEƐ͘/ƚĂƉƉĞĂƌƐƚŚĂƚ^ƌŝ>ĂŶŬĂŚĂƐƉĞƌĨŽƌŵĞĚƉŽŽƌůǇŝŶďŽƚŚ
ŽĨƚŚĞƐĞĂƐƉĞĐƚƐ͕ĂŶĚƚŚŝƐŚĂƐ͕ŝŶƚƵƌŶ͕ĚĞƉƌŝǀĞĚƚŚĞĐŽƵŶƚƌǇŽĨŵƵĐŚͲ
ŶĞĞĚĞĚƐŬŝůůƐĂŶĚƚĞĐŚŶŽůŽŐŝĞƐĂŶĚĚĞĐĞůĞƌĂƚĞĚŝƚƐĚĞǀĞůŽƉŵĞŶƚ͘
ĞƐƉŝƚĞ ŝƚƐ ŵĞƌŝƚƐ͕ ƚŚŝƐ ƐƚƵĚǇ ŝƐ ŶŽƚ ǁŝƚŚŽƵƚ ůŝŵŝƚĂƚŝŽŶƐ͕ ŵĂŝŶůǇ
ŽǁŝŶŐƚŽĂĨĞǁŝƐƐƵĞƐŝŶŚĞƌĞŶƚŝŶƚŚĞŶƚĞƌƉƌŝƐĞ^ƵƌǀĞǇĚĂƚĂ͘tĞƌĞůŝĞĚ
ůĂƌŐĞůǇ ŽŶ ĐƌŽƐƐͲƐĞĐƚŝŽŶĂů ĚĂƚĂ ŽǁŝŶŐ ƚŽ ƚŚĞ ƵŶĂǀĂŝůĂďŝůŝƚǇ ŽĨ ƉĂŶĞů
ϭϳ
dŚĞŶĞŐĂƟǀĞĐŽĞĸ
ĐŝĞŶƚŽŶ&WĐŽƵůĚĂůƐŽďĞŝŶƚĞƌƉƌĞƚĞĚĂƐƚŚĞƌĞƐƵůƚŽĨƐĞůĨͲ
ƐĞůĞĐƟŽŶ͘,ŽǁĞǀĞƌ͕ƚŚĞůĂĐŬŽĨƉĂŶĞůĚĂƚĂǁŝƚŚůŽŶŐĞƌƟŵĞĚŝŵĞŶƐŝŽŶƉƌĞǀĞŶƚƐƵƐĨƌŽŵ
ĨƵƌƚŚĞƌƚĞƐƟŶŐƚŚĞŝĚĞĂ͘
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ĚĂƚĂ͘,ŽǁĞǀĞƌ͕ƵƐŝŶŐƌĞƐƉŽŶƐĞƐƌĞĐĞŝǀĞĚĨƌŽŵƌĞƐƉŽŶĚĞŶƚƐĂďŽƵƚƉĂƐƚ
ĚĂƚĂ͕ ƐĞǀĞƌĂů ƚĂĐƚŝĐĂů ŵĞĂƐƵƌĞƐ ǁĞƌĞ ƚĂŬĞŶ ƚŽ ŵŝŶŝŵŝǌĞ ĞŶĚŽŐĞŶĞŝƚǇ
ĂŶĚƐĞůĨͲƐĞůĞĐƚŝŽŶďŝĂƐ͕ĂŶĚƚŚĞƌĞďǇ͕ůĂƌŐĞůǇŵŝŶŝŵŝǌĞƚŚĞǁĞůůͲŬŶŽǁŶ
ůŝŵŝƚĂƚŝŽŶƐŽĨƵƐŝŶŐĐƌŽƐƐͲƐĞĐƚŝŽŶĂůĞĐŽŶŽŵĞƚƌŝĐƐ͘^ĞĐŽŶĚ͕ƚŚĞŶƵŵďĞƌ
ŽĨĨŽƌĞŝŐŶĨŝƌŵƐŝƐůŝŵŝƚĞĚĂŶĚĨŽƌƐŽŵĞ͕ƐƵƌǀĞǇĚĂƚĂŵĂǇďĞĐŽůůĞĐƚĞĚ
ďĞĐĂƵƐĞƚŚĞǇĂƌĞ͞ĞĂƐǇƚŽĂƉƉƌŽĂĐŚ͖͟ƚŚĞƌĞĨŽƌĞ͕ĨŽƌĞŝŐŶĨŝƌŵƐŵŝŐŚƚŶŽƚ
ďĞǁĞůůƌĞƉƌĞƐĞŶƚĞĚŝŶƐŽŵĞŽĨƚŚĞƐĞĐƚŽƌƐ͘tĞƚƌŝĞĚƚŽŵŝŶŝŵŝǌĞƚŚĞ
effect of this limitation by measuring foreign presence by cumulative
realized foreign investment instead of calculating foreign presence
ďĂƐĞĚ ŽŶ ƚŚĞ ƐĂŵƉůĞ͘ ŶŽƚŚĞƌ ůŝŵŝƚĂƚŝŽŶ ŝƐ ƚŚĂƚ ƚŚĞƌĞ ƐĞĞŵƐ ƚŽ ďĞ
ĂŶ ƵŶĚĞƌƌĞƉƌĞƐĞŶƚĂƚŝŽŶ ŽĨ ĞǆƉŽƌƚŝŶŐ ĨŝƌŵƐ ŝŶ ƚŚĞ ƐĂŵƉůĞ ĨŽƌ ƐŽŵĞ
ŝŶĚƵƐƚƌŝĞƐ͖ĨŽƌĞǆĂŵƉůĞ͕ŽŶůǇϵ͘ϮƉĞƌĐĞŶƚŽĨĨŝƌŵƐǁĞƌĞĞǆƉŽƌƚŝŶŐĨŝƌŵƐ
ŝŶ ƚŚĞ ƚĞǆƚŝůĞ͕ ǁĞĂƌŝŶŐ ĂƉƉĂƌĞů ĂŶĚ ůĞĂƚŚĞƌ ƉƌŽĚƵĐƚƐ ŝŶĚƵƐƚƌǇ͕ ǁŚŝĐŚ
ŝƐ ůĂƌŐĞůǇ ĞǆƉŽƌƚͲŽƌŝĞŶƚĞĚ͘ dŚĞƌĞĨŽƌĞ͕ ƚŚĞ ĨŝŶĚŝŶŐƐ ŽĨ ƚŚŝƐ ƐƚƵĚǇ ŵŝŐŚƚ
ŚĂǀĞŵŽƌĞƌĞůĞǀĂŶĐĞƚŽŝŵƉŽƌƚͲƐƵďƐƚŝƚƵƚŝŽŶ;ŵĂƌŬĞƚͲƐĞĞŬŝŶŐͿ&/ƚŚĂŶ
ƚŽĞǆƉŽƌƚͲŽƌŝĞŶƚĞĚ&/͘
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Appendix A. Control Variables in Outcome and
Selection Equations
Previous literature guided our choice of the control variables
ŝŶ ƚŚĞ ŽƵƚĐŽŵĞ ĞƋƵĂƚŝŽŶ ;ĞƋƵĂƚŝŽŶ ϭͿ ĂŶĚ ƚŚĞ ƐĞůĞĐƚŝŽŶ ĞƋƵĂƚŝŽŶ
;ĞƋƵĂƚŝŽŶϮͿ͘
^/ĂŶĚ^/ϮĂƌĞŝŶĐůƵĚĞĚŝŶĞƋƵĂƚŝŽŶϭĂƐĞĐŽŶŽŵŝĞƐŽĨƐĐĂůĞ
can affect productivity positively and diseconomies of scale can affect
ƉƌŽĚƵĐƚŝǀŝƚǇ ŶĞŐĂƚŝǀĞůǇ͖ ƚŚƵƐ͕ ƚŚĞ ƌĞůĂƚŝŽŶƐŚŝƉ ďĞƚǁĞĞŶ ^/ ĂŶĚ
ƉƌŽĚƵĐƚŝǀŝƚǇĐĂŶďĞŶŽŶͲůŝŶĞĂƌ;'ĂŶŽƚĂŬŝƐĂŶĚ>ŽǀĞ͕ϮϬϭϮͿ͘t'ŝƐĂ
ƉƌŽǆǇĨŽƌƚŚĞƐŬŝůůŝŶƚĞŶƐŝƚǇŽĨĂĨŝƌŵ͛ƐǁŽƌŬĨŽƌĐĞĂŶĚŝƐĐŽŵŵŽŶůǇƵƐĞĚ
ĂƐĂŵĞĂƐƵƌĞŽĨůĂďŽƵƌƋƵĂůŝƚǇ;ůŽŵƐƚƌƂŵ͕ϭϵϴϴͿ͘dZŝƐŝŶĐůƵĚĞĚ
ďĞĐĂƵƐĞƚĞĐŚŶŽůŽŐǇƚƌĂŶƐĨĞƌĂŶĚĚŝĨĨƵƐŝŽŶĐĂŶƚĂŬĞƉůĂĐĞƚŚƌŽƵŐŚŶŽƚ
ŽŶůǇ&/ďƵƚĂůƐŽŝŶƚĞƌŶĂƚŝŽŶĂůƚƌĂĚĞůŝŶŬĂŐĞƐ;^ŵĂƌǌǇŶƐŬĂ͕ϮϬϬϮͿ͘dŚŝƐ
ŝƐďĞĐĂƵƐĞĨŝƌŵƐƚŚĂƚĞǆƉŽƌƚĂŶĚŝŵƉŽƌƚĐŽŵĞŝŶƚŽĐŽŶƚĂĐƚǁŝƚŚŶĞǁ
ƚĞĐŚŶŽůŽŐŝĞƐ͘ǆƉŽƌƚŝŶŐĨŝƌŵƐŚĂǀĞƚŽĐŽŵƉĞƚĞǁŝƚŚĨŝƌŵƐǁŝƚŚǁŽƌůĚͲ
ĐůĂƐƐƉƌĂĐƚŝĐĞƐĂŶĚƚŚĞƌĞĨŽƌĞŶĞĞĚƚŽďĞŵŽƌĞĞĨĨŝĐŝĞŶƚ͘ǆƉŽƌƚŝŶŐĨŝƌŵƐ
may also have a better opportunity to achieve economies of scale
ĂŶĚƚŽďĞƚƚĞƌƵƚŝůŝǌĞŝŶƚĞƌŶĂůĐĂƉĂĐŝƚǇ͕ǁŚŝĐŚĐŽƵůĚůĞĂĚƚŽŝŶĐƌĞĂƐĞŝŶ
ƉƌŽĚƵĐƚŝǀŝƚǇ;DĂŬŬŝĂŶĚ^ŽŵǁĂƌƵ͕ϮϬϬϰͿ͘/ŶĐŽŶƚƌĂƐƚ͕ĨŝƌŵƐƚŚĂƚƐŽůĞůǇ
ĚĞƉĞŶĚŽŶƚŚĞĚŽŵĞƐƚŝĐŵĂƌŬĞƚŵĂǇŶŽƚďĞĂďůĞƚŽĂĐŚŝĞǀĞŽƉƚŝŵƵŵ
ƉƌŽĚƵĐƚŝǀĞ ĞĨĨŝĐŝĞŶĐǇ ďĞĐĂƵƐĞ ŽĨ ƚŚĞ ƐŵĂůů ŵĂƌŬĞƚ ƐŝǌĞ ŽĨ ^ƌŝ >ĂŶŬĂ͘
/ŵƉŽƌƚŝŶŐĨŝƌŵƐĐĂŶĂĐƋƵŝƌĞŝŶƚĞƌŵĞĚŝĂƚĞŐŽŽĚƐŽĨŚŝŐŚƋƵĂůŝƚǇ͕ǁŚŝĐŚ
ŝŶƚƵƌŶŝŵƉƌŽǀĞƚŚĞŝƌƉƌŽĚƵĐƚŝǀŝƚǇ͘/ŵƉŽƌƚŝŶŐĨŝƌŵƐĐĂŶĂůƐŽĐĂƌƌǇŽƵƚ
reverse engineering of technologies that they come across when
ŝŶƚĞƌĂĐƚŝŶŐ ǁŝƚŚ ĨŽƌĞŝŐŶ ƐƵƉƉůŝĞƌƐ͘ Ɛ ĞǆŝƐƚŝŶŐ ƌĞƐĞĂƌĐŚ ƐŚŽǁƐ ƚŚĂƚ
ŽǁŶĞƌƐŚŝƉƐƚƌƵĐƚƵƌĞĐĂŶŚĂǀĞŝŵƉůŝĐĂƚŝŽŶƐŽŶĨŝƌŵƉƌŽĚƵĐƚŝǀŝƚǇ;ĂƌƚŚ͕
ĞƚĂů͕͘ϮϬϬϱ͖,ŝůůΘ^ŶĞůů͕ϭϵϴϵͿ͕ǁĞŝŶĐůƵĚĞ^ddh^͘dŚĞƌĂƚŝŽŶĂůĞĨŽƌ
ŝŶĐůƵĚŝŶŐŝƐƚŚĂƚ͕ĂƐĐĂƉŝƚĂůĂǀĂŝůĂďůĞĨŽƌĞĂĐŚƵŶŝƚŽĨůĂďŽƵƌ;ĐĂƉŝƚĂů
ŝŶƚĞŶƐŝƚǇͿŝŶĐƌĞĂƐĞƐ͕ůĂďŽƵƌƉƌŽĚƵĐƚŝǀŝƚǇŝŶĐƌĞĂƐĞƐ;,ŝůůĂŶĚ^ŶĞůů͕ϭϵϴϵͿ͘
ZΘĂĐƚŝǀŝƚŝĞƐĐŽŶƚƌŝďƵƚĞƚŽƚŚĞĨŝƌŵ͛ƐƐƚŽĐŬŽĨĂĐĐƵŵƵůĂƚĞĚŬŶŽǁůĞĚŐĞ
ĂŶĚ ƚŚƵƐ ĐŽŶƚƌŝďƵƚĞ ƚŽ ŝŵƉƌŽǀĞŵĞŶƚƐ ŝŶ ƉƌŽĚƵĐƚ Žƌ ƐĞƌǀŝĐĞ ƋƵĂůŝƚǇ
ĂŶĚƚŽƌĞĚƵĐƚŝŽŶƐŝŶƚŚĞƉƌŽĚƵĐƚŝŽŶĂŶĚͬŽƌŽƉĞƌĂƚŝŽŶĐŽƐƚŽĨƚŚĞĨŝƌŵ͕
ƚŚĞƌĞďǇŝŵƉƌŽǀŝŶŐƚŚĞƉƌŽĚƵĐƚŝǀŝƚǇŽĨĨŝƌŵƐ;,ŝůůĂŶĚ^ŶĞůů͕ϭϵϴϵͿ͘
/ŶůŝŶĞǁŝƚŚƉƌĞǀŝŽƵƐƐƚƵĚŝĞƐ;Ğ͘Ő͘sĂŚƚĞƌ;ϮϬϬϰͿͿ͕ĨŽƵƌĞǆƉůĂŶĂƚŽƌǇ
ǀĂƌŝĂďůĞƐĂƌĞŝŶĐůƵĚĞĚŝŶĞƋƵĂƚŝŽŶϮ͗>ϯ>W͕>ϯ^/͕^</>>ĂŶĚyWͺ&/ZD͘
Foreign firms are inclined to invest in local firms that are more productive
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ĞǆĂŶƚĞ͕ǁŚŝĐŚŝƐĐŽŵŵŽŶůǇƌĞĨĞƌƌĞĚƚŽŝŶƚŚĞůŝƚĞƌĂƚƵƌĞĂƐƚŚĞĐŚĞƌƌǇͲ
ƉŝĐŬŝŶŐƉŚĞŶŽŵĞŶŽŶ;,ĂŶŽƵƐĞŬ͕ĞƚĂů͕͘ϮϬϭϭͿ͘,ŽǁĞǀĞƌ͕ƐŽŵĞƐƚƵĚŝĞƐ
tend to use the same variables in both the outcome and the selection
ĞƋƵĂƚŝŽŶƐ͘&ŽƌĞǆĂŵƉůĞ͕sĂŚƚĞƌ;ϮϬϬϰͿ͕ƐƚƵĚǇŝŶŐƚŚĞĞĨĨĞĐƚƐŽĨ&/ŽŶ
ůĂďŽƵƌƉƌŽĚƵĐƚŝǀŝƚǇ͕ƵƐĞƐƚŚĞƐĂŵĞůĂďŽƵƌƉƌŽĚƵĐƚŝǀŝƚǇŵĞĂƐƵƌĞŝŶďŽƚŚ
ƚŚĞƐĞůĞĐƚŝŽŶĞƋƵĂƚŝŽŶĂŶĚƚŚĞŽƵƚĐŽŵĞĞƋƵĂƚŝŽŶ͘dŚŝƐĐĂŶĐƌĞĂƚĞĂŶ
ĞŶĚŽŐĞŶĞŝƚǇ ŝƐƐƵĞ͘ dŚĞ tŽƌůĚ ĂŶŬ͛Ɛ ŶƚĞƌƉƌŝƐĞ ^ƵƌǀĞǇ ŝŶĐůƵĚĞƐ ƚǁŽ
ƋƵĞƐƚŝŽŶƐƚŚĂƚĂƐŬƌĞƐƉŽŶĚĞŶƚĨŝƌŵƐĨŽƌƚŚĞĂŵŽƵŶƚŽĨƐĂůĞƐŐĞŶĞƌĂƚĞĚ
ĂŶĚƚŚĞŶƵŵďĞƌŽĨǁŽƌŬĞƌƐĞŵƉůŽǇĞĚŝŶϮϬϬϳͬϮϬϬϴ;ƚŚƌĞĞĨŝƐĐĂůǇĞĂƌƐ
ďĞĨŽƌĞ ƚŚĞ ƐĂŵƉůŝŶŐ ƉĞƌŝŽĚͿ͘ hƐŝŶŐ ƚŚŝƐ ŝŶĨŽƌŵĂƚŝŽŶ͕ >ϯ͘>W͕ ŝ͘Ğ͘ ƚŚƌĞĞͲ
ǇĞĂƌůĂŐŐĞĚůĂďŽƵƌƉƌŽĚƵĐƚŝǀŝƚǇ͕ŝƐĐŽŶƐƚƌƵĐƚĞĚĂŶĚƵƐĞĚŝŶƚŚĞƐĞůĞĐƚŝŽŶ
ĞƋƵĂƚŝŽŶ͕ ŝŶƐƚĞĂĚ ŽĨ ĐŽŶƚĞŵƉŽƌĂŶĞŽƵƐ ůĂďŽƵƌ ƉƌŽĚƵĐƚŝǀŝƚǇ͘ dŚŝƐ
ĂƉƉƌŽĂĐŚ ĐĂŶ ŚĞůƉ ŵŝƚŝŐĂƚĞ ƚŚĞ ĞŶĚŽŐĞŶĞŝƚǇ ƉƌŽďůĞŵ͘ ůŽŶŐ ƐŝŵŝůĂƌ
ůŝŶĞƐ͕ŝŶƐƚĞĂĚŽĨŝŶĐůƵĚŝŶŐƚŚĞǀĂƌŝĂďůĞ^/ŝŶƚŚĞƐĞůĞĐƚŝŽŶĞƋƵĂƚŝŽŶ͕
>ϯ͘^/ŝƐŝŶĐůƵĚĞĚ͘^ŽŵĞƐƚƵĚŝĞƐƉŽŝŶƚŽƵƚƚŚĂƚĨŽƌĞŝŐŶĨŝƌŵƐĐĂŶĂůƐŽ
ƐĞůĨͲƐĞůĞĐƚŝŶƚŽŵŽƌĞĐĂƉŝƚĂůͲŝŶƚĞŶƐŝǀĞĨŝƌŵƐŽƌŝŶĚƵƐƚƌŝĞƐ;Ğ͘Ő͘ŽŵĞƐ
ĂŶĚ:ĞŶƐĞŶ;ϭϵϵϴͿͿ͘dŚĞƌĞĨŽƌĞ͕ĞŶĞƌŐǇĐŽŶƐƵŵƉƚŝŽŶƉĞƌǁŽƌŬĞƌ;ͿǁĂƐ
ŝŶŝƚŝĂůůǇƵƐĞĚŝŶĞƋƵĂƚŝŽŶϮ͘,ŽǁĞǀĞƌ͕ǁĂƐƐƚĂƚŝƐƚŝĐĂůůǇŝŶƐŝŐŶŝĨŝĐĂŶƚ͕
ƐŽŝƚǁĂƐƐƵďƐĞƋƵĞŶƚůǇĚƌŽƉƉĞĚĨƌŽŵƚŚĞƐĞůĞĐƚŝŽŶĞƋƵĂƚŝŽŶ͘
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ŽŶŽƌƉŽƌĂƚĞWƌŽĚƵĐƟǀŝƚǇ͘Academy of Management Journal, ϯϮ͕Ϯϱʹϰϲ͘
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,ŽƐƐĂŝŶ͕D͕͘/ƐůĂŵ͕/͕͘ĂŶĚ<ŝďƌŝĂ͕Z͘;ϭϵϵϵͿ͘South Asian Economic Development:
dƌĂŶƐĨŽƌŵĂƟŽŶ͕ KƉƉŽƌƚƵŶŝƟĞƐ ĂŶĚ ŚĂůůĞŶŐĞƐ͘ >ŽŶĚŽŶ ĂŶĚ EĞǁ zŽƌŬ͗
ZŽƵƚůĞĚŐĞ͘
/ƌƓŽǀĄ͕͕͘ĂŶĚ,ĂǀƌĄŶĞŬ͕d͘;ϮϬϭϯͿ͘ĞƚĞƌŵŝŶĂŶƚƐŽĨ,ŽƌŝǌŽŶƚĂů^ƉŝůůŽǀĞƌƐĨƌŽŵ
&/͗ǀŝĚĞŶĐĞĨƌŽŵĂ>ĂƌŐĞDĞƚĂͲŶĂůǇƐŝƐ͘World Development, ϰϮ͕ϭʹϭϱ͘
<ĂƉƵŐĞ͕͘D͕͘ĂŶĚ^ŵŝƚŚ͕D͘;ϮϬϬϳͿ͘DĂŶĂŐĞŵĞŶƚƉƌĂĐƟĐĞƐĂŶĚƉĞƌĨŽƌŵĂŶĐĞ
ƌĞƉŽƌƟŶŐ ŝŶ ƚŚĞ ^ƌŝ >ĂŶŬĂŶ ĂƉƉĂƌĞů ƐĞĐƚŽƌ͘ DĂŶĂŐĞƌŝĂů ƵĚŝƟŶŐ :ŽƵƌŶĂů͕
ϮϮ͕ϯϬϯʹϯϭϴ͘
<ĞůĞŐĂŵĂ͕ ^͕͘ ĂŶĚ &ŽůĞǇ͕ &͘ ;ϭϵϵϵͿ͘ /ŵƉĞĚŝŵĞŶƚƐ ƚŽ WƌŽŵŽƟŶŐ ĂĐŬǁĂƌĚ
>ŝŶŬĂŐĞƐĨƌŽŵƚŚĞ'ĂƌŵĞŶƚ/ŶĚƵƐƚƌǇŝŶ^ƌŝ>ĂŶŬĂ͘World Development, Ϯϳ͕
ϭϰϰϱʹϭϰϲϬ͘
>ŝƉƐĞǇ͕ Z͕͘ ĂŶĚ ^ũƂŚŽůŵ͕ &͘ ;ϮϬϬϰĂͿ͘ &/ ĂŶĚ tĂŐĞ ^ƉŝůůŽǀĞƌƐ ŝŶ /ŶĚŽŶĞƐŝĂŶ
DĂŶƵĨĂĐƚƵƌŝŶŐ͘Review of World Economics, ϭϰϬ͕ϯϮϭʹϯϯϮ͘
>ŝƉƐĞǇ͕ Z͘ ͘ ;ϮϬϬϰͿ͘ ,ŽŵĞͲ ĂŶĚ ,ŽƐƚͲŽƵŶƚƌǇ īĞĐƚƐ ŽĨ &ŽƌĞŝŐŶ ŝƌĞĐƚ
/ŶǀĞƐƚŵĞŶƚ͘ /Ŷ Z͘ ͘ ĂůĚǁŝŶ ĂŶĚ >͘ ͘ tŝŶƚĞƌƐ ;ĚƐ͘Ϳ͕ Challenges to
'ůŽďĂůŝǌĂƟŽŶ͗ ŶĂůǇǌŝŶŐ ƚŚĞ ĐŽŶŽŵŝĐƐ ;ƉƉ͘ ϯϯϯʹϯϴϮͿ͗ hŶŝǀĞƌƐŝƚǇ ŽĨ
ŚŝĐĂŐŽWƌĞƐƐ͘
>ŝƉƐĞǇ͕Z͕͘͘ĂŶĚ^ũƂŚŽůŵ͕&͘;ϮϬϬϰďͿ͘&ŽƌĞŝŐŶŝƌĞĐƚ/ŶǀĞƐƚŵĞŶƚ͕ĚƵĐĂƟŽŶĂŶĚ
tĂŐĞƐŝŶ/ŶĚŽŶĞƐŝĂŶDĂŶƵĨĂĐƚƵƌŝŶŐ͘Journal of Development Economics,
ϳϯ͕ϰϭϱʹϰϮϮ͘
>ŝƉƐĞǇ͕Z͕͘͘Θ^ũƂŚŽůŵ͕&͘;ϮϬϬϰĐͿ͘,ŽƐƚĐŽƵŶƚƌǇŝŵƉĂĐƚƐŽĨŝŶǁĂƌĚ&/͗tŚǇ
ƐƵĐŚ ĚŝīĞƌĞŶƚ ĂŶƐǁĞƌƐ͍͕  ŝŶ d͘,͘ DŽƌĂŶ͕ ͘D͘ 'ƌĂŚĂŵ Θ D͘ ůŽŵƐƚƌƂŵ
;ĞĚƐ͘Ϳ͕Does Foreign Direct Investment Promote Development?tĂƐŚŝŶŐƚŽŶ͕
͗͘͘/ŶƐƟƚƵƚĞĨŽƌ/ŶƚĞƌŶĂƟŽŶĂůĐŽŶŽŵŝĐƐ͘
>ŽƵŶŐĂŶŝ͕W͕͘ĂŶĚZĂǌŝŶ͕͘;ϮϬϬϭͿ͘,ŽǁĞŶĞĮĐŝĂů/Ɛ&ŽƌĞŝŐŶŝƌĞĐƚ/ŶǀĞƐƚŵĞŶƚ
ĨŽƌĞǀĞůŽƉŝŶŐŽƵŶƚƌŝĞƐ͍Finance and Development, ϯϴ͘
DĂŬŬŝ͕ ^͘ ^͕͘ ĂŶĚ ^ŽŵǁĂƌƵ͕ ͘ ;ϮϬϬϰͿ͘ /ŵƉĂĐƚ ŽĨ &ŽƌĞŝŐŶ ŝƌĞĐƚ /ŶǀĞƐƚŵĞŶƚ
ĂŶĚ dƌĂĚĞ ŽŶ ĐŽŶŽŵŝĐ 'ƌŽǁƚŚ͗ ǀŝĚĞŶĐĞ ĨƌŽŵ ĞǀĞůŽƉŝŶŐ ŽƵŶƚƌŝĞƐ͘
American Journal of Agricultural Economics,ϴϲ͕ϳϵϱʹϴϬϭ͘
DĂƌŝŶ͕ ͕͘ ĂŶĚ Ğůů͕ D͘ ;ϮϬϬϲͿ͘ dĞĐŚŶŽůŽŐǇ ^ƉŝůůŽǀĞƌƐ ĨƌŽŵ &ŽƌĞŝŐŶ ŝƌĞĐƚ
/ŶǀĞƐƚŵĞŶƚ;&/Ϳ͗ƚŚĞĐƟǀĞZŽůĞŽĨDE^ƵďƐŝĚŝĂƌŝĞƐŝŶƌŐĞŶƟŶĂŝŶƚŚĞ
ϭϵϵϬƐ͘Journal of Development Studies, ϰϮ͕ϲϳϴʹϲϵϳ͘
DĞǇĞƌ͕ <͘ ͕͘ ĂŶĚ ^ŝŶĂŶŝ͕ ͘ ;ϮϬϬϵͿ͘ tŚĞŶ ĂŶĚ tŚĞƌĞ ŽĞƐ &ŽƌĞŝŐŶ ŝƌĞĐƚ
/ŶǀĞƐƚŵĞŶƚ 'ĞŶĞƌĂƚĞ WŽƐŝƟǀĞ ^ƉŝůůŽǀĞƌƐ͍  DĞƚĂͲŶĂůǇƐŝƐ͘ Journal of
/ŶƚĞƌŶĂƟŽŶĂůƵƐŝŶĞƐƐ^ƚƵĚŝĞƐ͕ϰϬ͕ϭϬϳϱʹϭϬϵϰ͘
DŽŽƐĂ͕/͘͘;ϮϬϬϮͿ͘&ŽƌĞŝŐŶŝƌĞĐƚ/ŶǀĞƐƚŵĞŶƚ͗dŚĞŽƌǇ͕ǀŝĚĞŶĐĞĂŶĚWƌĂĐƟĐĞ͗
WĂůŐƌĂǀĞDĂĐŵŝůůĂŶ͘
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DŽƌĂŶ͕ d͘ ,͕͘ 'ƌĂŚĂŵ͕ ͘ D͕͘ ĂŶ ůŽŵƐƚƌƂŵ͕ D͘ ;ϮϬϬϱͿ͘ Does FDI Promote
Development?WĞƚĞƌƐŽŶ/ŶƐƟƚƵƚĞĨŽƌ/ŶƚĞƌŶĂƟŽŶĂůĐŽŶŽŵŝĐƐ͕tĂƐŚŝŶŐƚŽŶ͕
͘
EĂŵ͕ :͘ ͕͘ ĂŶĚ zŽƵŶŐ͕ ͘ ^͘ ;ϮϬϬϰͿ͘ DƵůƟŶĂƟŽŶĂů ŽƌƉŽƌĂƟŽŶƐ ĂŶĚ ,ŽƐƚ
ŽƵŶƚƌǇZĞĐĞƉƟǀŝƚǇ͗WĞƌĐĞƉƟŽŶƐĨƌŽŵdŚƌĞĞƐŝĂŶŽƵŶƚƌŝĞƐ͘DƵůƟŶĂƟŽŶĂů
ƵƐŝŶĞƐƐZĞǀŝĞǁ͕ϭϮ͕ϭϳʹϯϲ͘
WƌĂǀĂŬĂƌ͕ ^͘ ;ϮϬϬϲͿ͘ &ŽƌĞŝŐŶ ŝƌĞĐƚ /ŶǀĞƐƚŵĞŶƚ ŝŶ ^ŽƵƚŚ ƐŝĂ͗ WŽůŝĐǇ͕ dƌĞŶĚƐ͕
/ŵƉĂĐƚĂŶĚĞƚĞƌŵŝŶĂŶƚƐ͘/ŶƐƟƚƵƚĞŝƐĐƵƐƐŝŽŶWĂƉĞƌEŽ͘ϱϲ͘
ZĞƵƚĞƌƐ͘;ϮϬϭϯͿ͘^ƌŝ>ĂŶŬĂĂŶƐ>ĂŶĚ^ĂůĞƐƚŽ&ŽƌĞŝŐŶĞƌƐ͘dŚŽŵƐŽŶZĞƵƚĞƌƐ͘
^ŵĂƌǌǇŶƐŬĂ͕͘<͘;ϮϬϬϮͿ͘^ƉŝůůŽǀĞƌƐĨƌŽŵ&ŽƌĞŝŐŶŝƌĞĐƚ/ŶǀĞƐƚŵĞŶƚƚŚƌŽƵŐŚ
ĂĐŬǁĂƌĚ>ŝŶŬĂŐĞƐ͗ŽĞƐdĞĐŚŶŽůŽŐǇ'ĂƉDĂƩĞƌ͍hŶƉƵďůŝƐŚĞĚƉĂƉĞƌ͘
dŚĞ ĐŽŶŽŵŝƐƚ͘ ;ϮϬϭϭͿ͘ ^ƌŝ >ĂŶŬĂ ZĞŐƵůĂƟŽŶƐ͗ ǆƉƌŽƉƌŝĂƟŽŶ >Ăǁ ZĂŝƐĞƐ
/ŶǀĞƐƚŽƌŽŶĐĞƌŶƐ͘
h͘^͘ ĞƉĂƌƚŵĞŶƚ ŽĨ ^ƚĂƚĞ͘ ;ϮϬϭϱͿ͘ ^ƌŝ >ĂŶŬĂ /ŶǀĞƐƚŵĞŶƚ ůŝŵĂƚĞ ^ƚĂƚĞŵĞŶƚ
ϮϬϭϱ͘ŚƩƉ͗ͬͬǁǁǁ͘ƐƚĂƚĞ͘ŐŽǀͬĞͬĞďͬƌůƐͬŽƚŚƌͬŝĐƐͬϮϬϭϱͬϮϰϭϳϱϬ͘Śƚŵ͘
hEd͘;ϮϬϬϰͿ͘/ŶǀĞƐƚŵĞŶƚWŽůŝĐǇZĞǀŝĞǁ^ƌŝ>ĂŶŬĂ͘EĞǁzŽƌŬĂŶĚ'ĞŶĞǀĂ͗
hŶŝƚĞĚEĂƟŽŶƐŽŶĨĞƌĞŶĐĞŽŶdƌĂĚĞĂŶĚĞǀĞůŽƉŵĞŶƚ;hEdͿ͘
sĂŚƚĞƌ͕W͘;ϮϬϬϰͿ͘dŚĞīĞĐƚŽĨ&ŽƌĞŝŐŶŝƌĞĐƚ/ŶǀĞƐƚŵĞŶƚŽŶ>ĂďŽƵƌWƌŽĚƵĐƟǀŝƚǇ͗
ǀŝĚĞŶĐĞ ĨƌŽŵ ƐƚŽŶŝĂ ĂŶĚ ^ůŽǀĞŶŝĂ͘ dĂƌƚƵ hŶŝǀĞƌƐŝƚǇ WƌĞƐƐ͘ ŚƩƉ͗ͬͬǁǁǁ͘
ŵƚŬ͘Ƶƚ͘ĞĞͬƐŝƚĞƐͬĚĞĨĂƵůƚͬĮůĞƐͬŵƚŬͬƚŽŝŵĞƟƐĞĚͬĨĞďĂǁďϯϮ͘ƉĚĨ͘
sĂŚƚĞƌ͕ W͕͘ ĂŶĚ DĂƐƐŽ͕ :͘ ;ϮϬϬϲͿ͘ ,ŽŵĞ sĞƌƐƵƐ ,ŽƐƚ ŽƵŶƚƌǇ īĞĐƚƐ ŽĨ &/͗
^ĞĂƌĐŚŝŶŐĨŽƌEĞǁǀŝĚĞŶĐĞŽĨWƌŽĚƵĐƟǀŝƚǇ^ƉŝůůŽǀĞƌƐ͘/ŶtŝůůŝĂŵĂǀŝĚƐŽŶ
/ŶƐƟƚƵƚĞ tŽƌŬŝŶŐ WĂƉĞƌ EƵŵďĞƌ ϴϮϬ͕ tŝůůŝĂŵ ĂǀŝĚƐŽŶ /ŶƐƟƚƵƚĞ Ăƚ ƚŚĞ
hŶŝǀĞƌƐŝƚǇŽĨDŝĐŚŝŐĂŶ͘
tĞŝ͕z͕͘͘ĂŶĚĂůĂƐƵďƌĂŵĂŶǇĂŵ͕s͘E͘;ϮϬϬϰͿ͘Foreign Direct Investment: Six
Country Case Studies͘ŚĞůƚĞŶŚĂŵ͕h<͗ĚǁĂƌĚůŐĂƌ͘
tŽƌůĚ ĂŶŬ͘ ;ϮϬϬϳͿ͘ ^ƌŝ >ĂŶŬĂ ĞǀĞůŽƉŵĞŶƚ &ŽƌƵŵ͗ dŚĞ ĐŽŶŽŵǇ͕ ZĞŐŝŽŶĂů
ŝƐƉĂƌŝƟĞƐ͕ ĂŶĚ 'ůŽďĂů KƉƉŽƌƚƵŶŝƟĞƐ͘ WŽǀĞƌƚǇ ZĞĚƵĐƟŽŶ ĂŶĚ ĐŽŶŽŵŝĐ
DĂŶĂŐĞŵĞŶƚhŶŝƚ͕^ŽƵƚŚƐŝĂZĞŐŝŽŶ͘
tŽŽƐƚĞƌ͕Z͕͘͘ĂŶĚŝĞďĞů͕͘^͘;ϮϬϭϬͿ͘WƌŽĚƵĐƟǀŝƚǇ^ƉŝůůŽǀĞƌƐĨƌŽŵ&ŽƌĞŝŐŶ
ŝƌĞĐƚ /ŶǀĞƐƚŵĞŶƚ ŝŶ ĞǀĞůŽƉŝŶŐ ŽƵŶƚƌŝĞƐ͗  DĞƚĂͲZĞŐƌĞƐƐŝŽŶ ŶĂůǇƐŝƐ͘
Review of Development Economics,ϭϰ͕ϲϰϬʹϲϱϱ͘
zĂƐĂƌ͕ D͕͘ ĂŶĚ WĂƵů͕ ͘ :͘ D͘ ;ϮϬϬϳͿ͘ &ŝƌŵ WĞƌĨŽƌŵĂŶĐĞ ĂŶĚ &ŽƌĞŝŐŶ ŝƌĞĐƚ
/ŶǀĞƐƚŵĞŶƚ͗ǀŝĚĞŶĐĞĨƌŽŵdƌĂŶƐŝƟŽŶĐŽŶŽŵŝĞƐ͘ĐŽŶŽŵŝĐƐƵůůĞƟŶ͕ϭϱ͕
ϭʹϭϭ͘
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Back from oblivion? The rise and
fall of the early initiatives against
corporate tax avoidance from the
1960s to the 1980s
Matti Ylönen*1
Tax havens and tax avoidance have gathered much interest, e.g., in the
United Nations (UN) negotiations on the post-2015 development goals.
The analyses of initiatives against corporate tax avoidance typically focus
on developments from the mid-1990s onward. This article shows that
contrary to the common perception, the country-by-country reporting
initiative and many of the other contemporary policy responses had
already been developed and discussed in the 1970s by the United Nations
Commission and Centre for Transnational Corporations. I demonstrate
how the weakening of the policy community of the UN and the failure of
the Organisation of Economic Co-operation and Development (OECD)
to refer to the earlier discussions, not only in the UN but also in the
OECD, contributed to the passing into oblivion of these ideas. Other
factors were the reframing of the UN work on multinational enterprises
to human rights issues and the transformation of academic theories of
the firm. The examples demonstrate how ideas shape world politics
and how the oblivion of certain ideas can have concrete impacts on the
power relations between its actors. The oblivion of the earlier debates
paved the way for the triumph of more business-friendly discourses
centred on the anti-corruption and corporate social responsibility
arguments.
Keywords: United Nations, transnational corporations, development,
transfer pricing, country-by-country reporting, accounting
1*
DĂƫ
zůƂŶĞŶŝƐĂĚŽĐƚŽƌĂůƌĞƐĞĂƌĐŚĞƌĂƚƚŚĞĞƉĂƌƚŵĞŶƚŽĨWŽůŝƟĐĂůĂŶĚĐŽŶŽŵŝĐ^ƚƵĚŝĞƐ
;tŽƌůĚ WŽůŝƟĐƐͿ͕ hŶŝǀĞƌƐŝƚǇ ŽĨ ,ĞůƐŝŶŬŝ͖ ĂŶĚ ĂůƚŽ hŶŝǀĞƌƐŝƚǇ ^ĐŚŽŽů ŽĨ ƵƐŝŶĞƐƐ͖ ĂŶĚ ĐƵƌƌĞŶƚůǇ
ĂůƐŽĂWŚ/ŶƚĞƌŶĂƚƚŚĞhŶŝƚĞĚEĂƟŽŶƐhŶŝǀĞƌƐŝƚǇtŽƌůĚ/ŶƐƟƚƵƚĞĨŽƌĞǀĞůŽƉŵĞŶƚĐŽŶŽŵŝĐƐ
ZĞƐĞĂƌĐŚhEhͲt/Z͘ŽŶƚĂĐƚ͗ƚĞů͘нϯϱϴϰϬϳϮϯϭϭϭϴ͖ĞͲŵĂŝů͘ŵĂƫ
͘ǇůŽŶĞŶΛĂĂůƚŽ͘Į
dŚĞĂƵƚŚŽƌǁŝƐŚĞƐƚŽĂĐŬŶŽǁůĞĚŐĞƚŚĞŚĞůƉŽĨdĞŝǀŽdĞŝǀĂŝŶĞŶ͕ǁŚŽƐĞŝŶƉƵƚǁĂƐĞƐƐĞŶƟĂů
ĨŽƌƚŚŝƐƉƌŽũĞĐƚ͘DŽƌĞŽǀĞƌ͕ƚŚĞĂƵƚŚŽƌŝƐŐƌĂƚĞĨƵůĨŽƌƚŚĞĐŽŶƐƚƌƵĐƟǀĞĐŽŵŵĞŶƚƐƉƌŽǀŝĚĞĚďǇ
ĂǀŝĚƌŝĐ^ƉĞŶĐĞƌ͕,ĞŝŬŬŝWĂƚŽŵćŬŝĂŶĚ^ŝůŬĞdƌŽŵŵĞƌ͕ĂŶĚƚŚĞƉĂƌƟĐŝƉĂŶƚƐŽĨƚŚĞĐŽŶĨĞƌĞŶĐĞ
͟/ŶƚĞƌŶĂƟŽŶĂů dĂǆ ǀŽŝĚĂŶĐĞ͕ dĂǆ ǀĂƐŝŽŶ ĂŶĚ dĂǆ :ƵƐƟĐĞ͟ ŽƌŐĂŶŝǌĞĚ ďǇ ƚŚĞ hŶŝǀĞƌƐŝƚǇ ŽĨ
ĂƌĐĞůŽŶĂĂŶĚƚŚĞdĂǆ:ƵƐƟĐĞEĞƚǁŽƌŬ͕KĐƚŽďĞƌϮϬϭϰ͘

1. Introduction
Transnational corporations should/shall not, contrary to the laws
and regulations of the countries in which they operate, use their corporate
structure and modes of operation, such as the use of intra-corporate
pricing which is not based on the arm’s length principle, or other means,
to modify the tax base on which their entities are assessed. – Draft United
Nations Code of Conduct on Transnational Corporations, 1983
Exchanges of information between tax administrations through
the application of tax agreements could not be regarded as a very
effective method of putting an end to the flight of capital, and more
comprehensive international co-operation was therefore required in that
field. – United Nations Ad Hoc Group of Experts on Tax Treaties between
Developed and Developing Countries, 1970

/Ŷ ^ĞƉƚĞŵďĞƌ ϮϬϭϯ͕ ƚŚĞ 'ϮϬ ŐƌŽƵƉ ŵĂŶĚĂƚĞĚ ƚŚĂƚ ƚŚĞ
Organisation for Economic Co-operation and Development (OECD)
ƐƚĂƌƚƚŚĞĂƐĞƌŽƐŝŽŶĂŶĚWƌŽĨŝƚ^ŚŝĨƚŝŶŐ;W^ͿƉƌŽũĞĐƚ͕ǁŚŝĐŚĂŝŵĞĚƚŽ
produce international tax rules that would tax transnational companies
(TNCs) where economic activities take place and where value is created.
This marked the start of an intensive two-year negotiating process,
with the outcome documents agreed upon and published in October
2015. The rules that govern intracompany trade received some fixes
and improvements, and a few pressing initiatives, such as country-byĐŽƵŶƚƌǇƌĞƉŽƌƚŝŶŐ͕ƐĂǁƐŝŐŶŝĨŝĐĂŶƚƉƌŽŐƌĞƐƐ͘,ŽǁĞǀĞƌ͕ƚŚĞƌĞƐƵůƚƐĨĂŝůĞĚ
to impress critical observers, as much of the present corporate tax
ĂǀŽŝĚĂŶĐĞǁŝůůĐŽŶƚŝŶƵĞƵŶĂďĂƚĞĚĞǀĞŶĂĨƚĞƌƚŚĞW^ƌĞƐŽůƵƚŝŽŶƐƚĂŬĞ
ĞĨĨĞĐƚ;W^DŽŶŝƚŽƌŝŶŐ'ƌŽƵƉ͕ϮϬϭϱͿ͘
ĞƐƉŝƚĞ ŝƚƐ ĚĞĨŝĐŝĞŶĐŝĞƐ͕ ƚŚĞ W^ ƉƌŽĐĞƐƐ ĐĂŶ ďĞ ƐĞĞŶ ĂƐ ƚŚĞ
culmination of the OECD-led efforts to champion the international tax
regime (Ring, 2007: 598), especially since the publication of the OECD’s
Harmful Tax Practices report in 1998 (OECD, 1998). The report was an
ĂŶƐǁĞƌƚŽƚŚĞϭϵϵϲĐĂůůĨƌŽŵƚŚĞ'ϳĐŽƵŶƚƌŝĞƐƚŽĚĞǀĞůŽƉŵĞĂƐƵƌĞƐƚŽ
counter the distorting effects of harmful tax competition on investment
and financing decisions and the consequences for national tax bases.1
1
 ^ƉĞĐŝĮĐĂůůǇ͕ ƚŚĞ ϭϵϵϴ ƌĞƉŽƌƚ ƐĞƚ ŽƵƚ Ă ƉƌŽƉŽƐĂů ƚŽ ĞƐƚĂďůŝƐŚ ŐƵŝĚĞůŝŶĞƐ ŽŶ ƚŚĞ
ŝĚĞŶƟĮĐĂƟŽŶŽĨŚĂƌŵĨƵůƉƌĞĨĞƌĞŶƟĂůƚĂǆƌĞŐŝŵĞƐ͕ĐĂůůĞĚĨŽƌƚŚĞĐƌĞĂƟŽŶŽĨĂĨŽƌƵŵŽŶ
ŚĂƌŵĨƵůƚĂǆƉƌĂĐƟĐĞƐ͕ĐĂůůĞĚĨŽƌƚŚĞĚĞǀĞůŽƉŵĞŶƚŽĨĂůŝƐƚŽĨƚĂǆŚĂǀĞŶƐĂŶĚƐƵŐŐĞƐƚĞĚ
ĂŶƵŵďĞƌŽĨƌĞĐŽŵŵĞŶĚĂƟŽŶƐĨŽƌĂĐƟŽŶĂƚƚŚĞůĞǀĞůŽĨŶĂƟŽŶĂůůĞŐŝƐůĂƟŽŶĂŶĚŝŶƚĂǆ
ƚƌĞĂƟĞƐ͘
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^ŝŶĐĞ ƚŚĞŶ͕ ƚŚĞ ŚŝƐƚŽƌǇ ŽĨ ĂŶƚŝͲƚĂǆ ŚĂǀĞŶ ĂŶĚ ĂŶƚŝͲƚĂǆ ĂǀŽŝĚĂŶĐĞ
initiatives has usually begun with reference to that 1998 report, which
had the bold subtitle of An Emerging Global Issue;K͕ϭϵϵϴ͖ƐĞĞĂůƐŽ
ĐĐůĞƐƚŽŶ͕ϮϬϭϮ͗ϭϬϬ͖ĚĞŶĂŶĚ<ƵĚƌůĞ͕ϮϬϬϱ͗ϭϬϳʹϭϬϴ͖,ĂŵƉƚŽŶĂŶĚ
ŚƌŝƐƚĞŶƐĞŶ͕ϮϬϬϮ͗ϭϲϱϵ͖tĞŝŶĞƌĂŶĚƵůƚ͕ϭϵϵϴ͗ϲϬϭͿ͘
This is not a big surprise, as the 1998 report made no reference to
any studies published prior to the 1980s. Illustratively, the first sentence
of the introduction set the general tone, stating that “historically, tax
policies have been developed primarily to address domestic economic
and social concerns” (OECD, 1998: 13). Ironically, the OECD even failed
to refer to some its own earlier work to counter tax avoidance and tax
ĞǀĂƐŝŽŶ͘ ,ŽǁĞǀĞƌ͕ ƚŚŝƐ ĂƌƚŝĐůĞ ĚĞŵŽŶƐƚƌĂƚĞƐ ƚŚĞ ŶĞĞĚ ƚŽ ůŽŽŬ ĨƵƌƚŚĞƌ
back in history in order to understand both the origins of the policy
discussions on tax havens and the initiatives to tackle the international
ƚĂǆĨůŝŐŚƚ͘^ƉĞĐŝĨŝĐĂůůǇ͕ƚŚĞĂƌƚŝĐůĞŝůůƵŵŝŶĂƚĞƐƚŚĞƌŝĐŚďŽĚǇŽĨĂŶĂůǇƐĞƐ
and policy initiatives produced by the various agencies and groups
under the United Nations (UN) umbrella. I show how the UN and its
Centre for Transnational Corporations (UNCTC) originally developed,
considered and promoted many of the initiatives that have gained
prominence especially in the post-financial crisis era.
With this exercise, I provide new information for the intensifying
policy-focused and analytical debates on tax havens, tax evasion and
ƚĂǆĂǀŽŝĚĂŶĐĞ;Ğ͘Ő͘ŚƌŝƐƚĞŶƐĞŶĂŶĚDƵƌƉŚǇ͕ϮϬϬϰ͖ŚƌŝƐƚĞŶƐĞŶ͕ϮϬϭϭ͖
ŝĞƚƐĐŚ ĂŶĚ ZŝǆĞŶ͕ ϮϬϭϲ͖ WĂůĂŶ Ğƚ Ăů͕͘ ϮϬϭϯ͖ WŝĐĐŝŽƚƚŽ͕ ϮϬϭϭ͖ WŽŐŐĞ
ĂŶĚ DĞŚƚĂ͕ ϮϬϭϲ͖ ^ůĞŵƌŽĚ ĂŶĚ tŝůƐŽŶ͕ ϮϬϬϵͿ͘ DŽƌĞŽǀĞƌ͕ / Ăŝŵ ƚŽ
provide historical context for research on the initiatives that tackle the
problems caused by tax havens, international tax evasion and corporate
ƚĂǆ ĂǀŽŝĚĂŶĐĞ ;ĚĞŶ ĂŶĚ <ƵĚƌůĞ͕ ϮϬϬϱ͖ ,ĂƐƐĞůĚŝŶĞ ĂŶĚ DŽƌƌŝƐ͕ ϮϬϭϯ͖
DƵƌƉŚǇ͕ ϮϬϬϳ͖ DƵƌƉŚǇ͕ ϮϬϬϵ͖ WƌĞƵƐƐ͕ ϮϬϭϬ͖ ^ĞĂďƌŽŽŬĞ ĂŶĚ tŝŐĂŶ͕
ϮϬϭϯ͖ ^ŚĂƌŵĂŶ͕ ϮϬϬϲ͖ ^ŝŬŬĂ͕ ϮϬϭϬ͖ ^ŝŬŬĂ͕ ϮϬϭϯ͖ ^ƉĞŶĐĞƌ͕ ϮϬϭϰͿ͘
Indeed, a common feature of many of these analyses has been that
they discuss the growth of tax havens and corporate tax avoidance in
ƚŚĞĐŽŶƚĞǆƚŽĨƌĞĐĞŶƚĞĐŽŶŽŵŝĐĂŶĚĨŝŶĂŶĐŝĂůŐůŽďĂůŝǌĂƚŝŽŶ͘&ŝŶĂůůǇ͕ƚŚĞ
article contributes to the discussions about the epistemic communities,
emergent entrepreneurs and the role of ideas and memory in the
studies of international relations and international political economy.
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The demise of theoretical work on the societal powers of
corporations in past decades has most likely reinforced these
ƚĞŶĚĞŶĐŝĞƐ͘^ŽŵĞŝŶĂĚĞƋƵĂƚĞůǇƌĞƐŽƵƌĐĞĚǁŽƌŬĐŽŶĚƵĐƚĞĚďǇhEd
notwithstanding, the UN had effectively withdrawn from working
on the political and power aspects of TNCs in 1998. Moreover, the
UN abandoned its work on the United Nations Code of Conduct on
Transnational Corporations (CoC) in the early 1990s, rebuilding its work
in this field with a less controversial angle on business and human rights
ŝŶ ƚŚĞ ůĂƚĞ ϭϵϵϬƐ͘ ŐĂŝŶƐƚ ƚŚŝƐ ďĂĐŬŐƌŽƵŶĚ͕ ŝƚ ŝƐ ŶŽ ƐƵƌƉƌŝƐĞ ƚŚĂƚ ƚŚĞ
late 1990s and early 2000s saw a rediscovery of some of the initiatives
developed in the 1970s, but this time in the context of human rights,
good governance and anti-corruption efforts. It took the global financial
ĐƌŝƐŝƐ ŽĨ ϮϬϬϳʹϮϬϬϵ ƚŽ ƉƵƐŚ ǁŽƌůĚ ůĞĂĚĞƌƐ ƚŽ ŐĞĂƌ ƵƉ ŝŶƚĞƌŶĂƚŝŽŶĂů
policy work to a level distantly comparable with the UN efforts, but this
time steered especially by the OECD. In addition to these findings, this
article contributes also to the discussion on private global governance.
/ƐƵŐŐĞƐƚƚŚĂƚƚŚĞ/ŶƚĞƌŶĂƚŝŽŶĂůĐĐŽƵŶƚŝŶŐ^ƚĂŶĚĂƌĚƐŽŵŵŝƚƚĞĞ;/^Ϳ
has had an important role in providing an excuse for scaling down the
UN work on regulation of international accounting.
This study draws on a large body of research. The material includes
the key academic publications and UN policy documents from the late
1960s to the early 1980s. I selected the policy-related material by
reviewing all the relevant material issued by the UN and the UNCTC and
the reports and documents that preceded its creation. Not all UNCTC
publications were used, as I focused the analysis on those reports with
the most significance for the subject.2 The documents were fetched
from the website archive.org, as the UNCTC website (unctc.unctad.org)
ŽĨhEdǁĂƐŶŽůŽŶŐĞƌŽƉĞƌĂƚŝŽŶĂů͘&ŝŶĂůůǇ͕ĂƐďĂĐŬŐƌŽƵŶĚǁŽƌŬĨŽƌ
ƚŚŝƐ ĂƌƚŝĐůĞ͕ / ĐŽŶĚƵĐƚĞĚ ƐĞŵŝͲƐƚƌƵĐƚƵƌĞĚ ŝŶƚĞƌǀŝĞǁƐ ŽĨ <ůĂƵƐ ^ĂŚůŐƌĞŶ
and Kari Tapiola in the summer of 20153ŝŶ&ŝŶůĂŶĚ͘Dƌ͘^ĂŚůŐƌĞŶǁĂƐ
ƚŚĞĨŝƌƐƚǆĞĐƵƚŝǀĞŝƌĞĐƚŽƌŽĨƚŚĞhEd;ϭϵϳϱʹϭϵϴϯͿ͕ĂŶĚDƌ͘dĂƉŝŽůĂ
ǁĂƐƚŚĞ^ƉĞĐŝĂůƐƐŝƐƚĂŶƚƚŽƚŚĞǆĞĐƵƚŝǀĞŝƌĞĐƚŽƌŽĨƚŚĞhEd;ϭϵϳϲʹ
1978).
2

dŚĞhEdƉƵďůŝƐŚĞĚϮϲϱĚŽĐƵŵĞŶƚƐĚƵƌŝŶŐŝƚƐĞǆŝƐƚĞŶĐĞ;,ĂŵĚĂŶŝĂŶĚZƵĸ
ŶŐ͕
ϮϬϭϱ͗ϰϵͿ͘dŚĞƌĞĂƌĞŶĞĐĞƐƐĂƌŝůǇŐĂƉƐŝŶƚŚĞĐŽŶƚĞŶƚŽĨƚŚŝƐĂƌƟĐůĞ͘,ŽǁĞǀĞƌ͕ĞŶŽƵŐŚ
ŝŶĨŽƌŵĂƟŽŶŚĂƐďĞĞŶƉƌŽǀŝĚĞĚƚŽĞƐƚĂďůŝƐŚĂƌĞǀĞůĂƚŽƌǇ;zŝŶ͕ϮϬϬϯ͗ϰϮͿĐĂƐĞƐƚƵĚǇƚŚĂƚ
ƉƌŽǀŝĚĞƐĞŶŽƵŐŚŵĂƚĞƌŝĂůƚŽƋƵĞƐƟŽŶƚŚĞĞĂƌůŝĞƌƵŶĚĞƌƐƚĂŶĚŝŶŐŽĨƚŚĞƉŚĞŶŽŵĞŶŽŶ
that is being researched.
3
^ĂŚůŐƌĞŶǁĂƐŝŶƚĞƌǀŝĞǁĞĚŝŶ<ŽƌƉƉŽŽĂŶĚdĂƉŝŽůĂŝŶ,ĞůƐŝŶŬŝ͘
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The early discussions on international tax avoidance and tax
evasion emerged from three main sources in the late 1960s and during
the 1970s. Of these, the most important were material produced by
international agencies, especially the UN, as well as some notable work
ďǇƚŚĞh͘^͘ƐĐŚŽůĂƌƐ͘DŽƌĞŽǀĞƌ͕ƚŚĞƐĞĚŝƐĐƵƐƐŝŽŶƐǁĞƌĞƌĞĨůĞĐƚĞĚŝŶƚŚĞ
ĚŽŵĞƐƚŝĐ ƉŽůŝĐǇ ĚĞďĂƚĞƐ ŝŶ ƚŚĞ hŶŝƚĞĚ ^ƚĂƚĞƐ͕ ƐƵĐŚ ĂƐ ƚŚĞ ŝŶŝƚŝĂƚŝǀĞƐ
ďǇ ƚŚĞ <ĞŶŶĞĚǇ ĂĚŵŝŶŝƐƚƌĂƚŝŽŶ ĂŶĚ ƚŚĞ ŚĞĂƌŝŶŐƐ ŽĨ ƚŚĞ h͘^͘ ^ĞŶĂƚĞ
ŽŶƚŚĞƐĞƚŽƉŝĐƐ;ZŝǆĞŶ͕ϮϬϭϬ͗ϭϳ͖tĞďƐƚĞƌ͕ϭϵϲϭͿ͘^ŝŶĐĞƚŚĞϭϵϭϬƐ͕ƚŚĞ
international community had been addressing the phenomenon of
double taxation in the League of Nations, the International Chamber
ŽĨŽŵŵĞƌĐĞĂŶĚŽƚŚĞƌƐƵƉƌĂŶĂƚŝŽŶĂůďŽĚŝĞƐ;ZŝǆĞŶ͕ϮϬϬϴ͗ϴϴ͖ZŝǆĞŶ͕
2010). Only after the problem of double taxation had been at least
somewhat resolved did the issue of undertaxation became relevant
(Rixen, 2010: 4).
In the 1960s and 1970s, the most important policy initiatives
focused on the accounting rules of TNCs and on model tax treaties.
/ ƐƚĂƌƚ ďǇ ƉƌĞƐĞŶƚŝŶŐ ƚŚĞ ŽƌŐĂŶŝǌĂƚŝŽŶĂů ƐĞƚƚŝŶŐ ŽĨ ƚŚĞ ĞĂƌůǇ ĂƚƚĞŵƉƚƐ
to develop an international anti-tax avoidance regime and then review
ƚŚĞ ŬĞǇ ĚŝƐĐƵƐƐŝŽŶƐ ĂŶĚ ŵĂƚĞƌŝĂůƐ ƉƌŽĚƵĐĞĚ ďǇ ƚŚĞ hE ŽƌŐĂŶŝǌĂƚŝŽŶƐ
and the OECD. These documents were significant in providing farreaching analyses of tax havens, tax avoidance and tax evasion, and in
advocating various reforms to the international corporate tax systems,
including the initiative for country-by-country reporting as well as the
proposal for unitary taxation and discussion on automatic, multilateral
ĞǆĐŚĂŶŐĞŽĨŝŶĨŽƌŵĂƚŝŽŶ͘ůůŽĨƚŚĞƐĞŝŶŝƚŝĂƚŝǀĞƐĂƌĞĐƵƌƌĞŶƚůǇĚŝƐĐƵƐƐĞĚ
in various international bodies without proper awareness of their
history. I contrast the early UN discussions with the aims of the OECD’s
W^ƉƌŽũĞĐƚ͕ĂƐǁĞůůĂƐƚŽƚŚĞϭϵϵϴHarmful Tax Practices report. I argue
that although the UN efforts related to regulating TNCs are relatively
well known within the scholarship on development studies and global
political economy studies, there has been a lack of substantial analysis
of the UN proposals that would have benefited later research on tax
avoidance and evasion.
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2.

The organizational setting and the work on
exchange of tax information

ĨƚĞƌ ŚĞĂƚĞĚ ĂŶĚ ƵŶƐƵĐĐĞƐƐĨƵů ĚŝƐĐƵƐƐŝŽŶƐ ŝŶ ƚŚĞ hE͛Ɛ ŶĞǁůǇ
ĨŽƌŵĞĚĐŽŶŽŵŝĐĂŶĚ^ŽĐŝĂůŽƵŶĐŝů;K^KͿ͕ƚŚĞƉŽƐƚͲtŽƌůĚtĂƌ//
work on international taxation became an OECD-led initiative with an
ĞǆƉůŝĐŝƚ ĨŽĐƵƐ ŽŶ ĞůŝŵŝŶĂƚŝŶŐ ĚŽƵďůĞ ƚĂǆĂƚŝŽŶ ;WŝĐĐŝŽƚƚŽ͕ ϭϵϵϮ͗ ϰϴʹϱϭ͖
ZŝǆĞŶ͕ ϮϬϬϴ͗ ϵϲʹϵϳͿ͘ /Ŷ ĐŽŶƚƌĂƐƚ ƚŽ ƚŚĞ <ĞǇŶĞƐŝĂŶ ŵĂŝŶƐƚƌĞĂŵ ŽĨ ƚŚĞ
ƚŝŵĞ͕ ƚŚĞ K ŐĞŶĞƌĂůůǇ ĂĚǀŽĐĂƚĞĚ ůĂŝƐƐĞǌͲĨĂŝƌĞ ƐƚĂŶĐĞƐ ŝŶ ŵƵĐŚ ŽĨ
ŝƚƐ ĞĐŽŶŽŵŝĐ ƉŽůŝĐǇ ;tŝůůŝĂŵƐ͕ ϮϬϬϴ͗ ϭϭϴͿ͘ /Ŷ ϭϵϱϲ͕ ƚŚĞ K͛Ɛ &ŝƐĐĂů
Committee, made up of government officials and tax experts, began
to elaborate a draft convention with the aim of providing solutions to
the problem of double taxation among OECD member countries. The
ŽƵƚĐŽŵĞŽĨƚŚĞŽŵŵŝƚƚĞĞ͛ƐǁŽƌŬǁĂƐĂĚŽƉƚĞĚŝŶ:ƵůǇϭϵϲϯƵŶĚĞƌƚŚĞ
title Draft Double Taxation Convention on Income and Capital. While
focusing on double-taxation issues, the convention also contained
articles regarding the elimination of discriminatory tax provisions in
internal laws and the reduction of international tax avoidance through
the exchange of information between national tax administrations
;^ƵƌƌĞǇ͕ϭϵϳϴĂ͖ZŝǆĞŶ͕ϮϬϬϴͿ͘
In addition, the OECD also briefly addressed tax and development
issues in its report titled Fiscal Incentives for Private Investment in
Developing Countries;K͕ϭϵϲϱͿ͘ůƚŚŽƵŐŚŵŽƐƚůǇĨĂŝƚŚĨƵůƚŽŝƚƐƚŝƚůĞ͕
the report also noted how it is of major importance for a capital importing
country to adopt provisions which would keep it from becoming a tax
ƐŚĞůƚĞƌĨŽƌŝŶǀĞƐƚŽƌƐĨƌŽŵŝŶĚƵƐƚƌŝĂůŝǌĞĚĐŽƵŶƚƌŝĞƐ͘DŽƌĞŽǀĞƌ͕ƚŚĞƌĞƉŽƌƚ
highlighted the problems caused by round-tripping capital: capital that
is first transferred out from and then back to the country of origin in
order to gain tax benefits (OECD, 1965: 55). What is more, it also noted
the importance of establishing tax treaties with developed countries
;K͕ϭϵϲϱ͗ϱϴͿ͘,ŽǁĞǀĞƌ͕ƚŚĞƌĞƉŽƌƚĚŝĚŶŽƚƉƌŽǀŽŬĞĨƵƌƚŚĞƌƌĞƐĞĂƌĐŚ
by the OECD at the time. With the exception of the OECD work on
tax treaties, the UN soon took the lead in developing analyses of and
initiatives against corporate tax avoidance and evasion.
The UN work occurred in two partially overlapping processes.
dŚĞĨŝƌƐƚŽƌŝŐŝŶĂƚĞĚĨƌŽŵƚŚĞĐŽŶŽŵŝĐĂŶĚ^ŽĐŝĂůŽƵŶĐŝů͛ƐƌĞƐŽůƵƚŝŽŶ
ϭϮϳϯ ;y>///Ϳ ŝŶ ƵŐƵƐƚ ϭϵϲϳ͕ ǁŚŝĐŚ ƌĞƋƵĞƐƚĞĚ ƚŚĞ ^ĞĐƌĞƚĂƌǇͲ'ĞŶĞƌĂů
to set up an ad hoc working group consisting of experts and tax
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administrators to explore ways and means for facilitating the conclusion
of tax treaties between developed and developing countries. Made
up of representatives nominated by governments, this working group
published several reports in the 1970s. The second strand of the UN
work arose from the UN efforts to regulate the operations of TNCs and
was in part directed to addressing accounting issues. Establishing new
international accounting standards was one of the priorities for dealing
with the challenges created by TNCs. This process fed into the UN Code
of Conduct on Transnational Corporations, which was negotiated for
several years but finally abandoned in the early 1990s.
dŚĞĚ,ŽĐ'ƌŽƵƉŽĨǆƉĞƌƚƐŽŶdĂǆdƌĞĂƚŝĞƐďĞƚǁĞĞŶĞǀĞůŽƉĞĚ
and Developing Countries was composed of 20 tax officials and
experts nominated in their personal capacity.4 dŚĞ 'ƌŽƵƉ ĐŽŶǀĞŶĞĚ
in 11 meetings from 1968 to 1977 to pursue the task of exploring
ways and means for facilitating tax treaties between developing and
developed countries “including the formulation, as appropriate, of
possible guidelines and techniques for use in such tax treaties which
ǁŽƵůĚďĞĂĐĐĞƉƚĂďůĞƚŽďŽƚŚŐƌŽƵƉƐŽĨĐŽƵŶƚƌŝĞƐ͟;ĐŽŶŽŵŝĐĂŶĚ^ŽĐŝĂů
ŽƵŶĐŝů ƌĞƐŽůƵƚŝŽŶ ϭϮϳϯ ;y>///Ϳ͕ ƵŐƵƐƚ ϭϵϲϳ͕ ƋƵŽƚĞĚ ŝŶ hE͕ ϭϵϳϵͿ͘
^ƵďƐĞƋƵĞŶƚůǇ͕ ŝŶ ϭϵϳϰ͕ K^K ĞŵŝƚƚĞĚ Ă ƌĞƐŽůƵƚŝŽŶ ƐƚĂƚŝŶŐ ƚŚĂƚ ƚŚĞ
ƉƌŽǀŝƐŝŽŶƐƚŚĂƚƚŚĞ'ƌŽƵƉŚĂĚďĞĞŶǁŽƌŬŝŶŐŽŶ͞ĐŽƵůĚďĞƐƚĂŶĚĂƌĚŝǌĞĚ͕
with only a small number of clauses to be negotiated in particular cases,
they would in fact amount to an international agreement on taxation,
which ... [would be] the final objective”. The work then culminated in
the draft model double-taxation treaty accompanied with a manual for
ŝŵƉůĞŵĞŶƚĂƚŝŽŶ͕ ĨŝƌƐƚ ƉƵďůŝƐŚĞĚ ŝŶ ϭϵϴϬ͘ ĂƐĞĚ ŽŶ ƚŚŝƐ ĚƌĂĨƚ͕ ƚŚĞ hE
secretariat then produced the model convention that reproduced the
Ě,ŽĐ'ƌŽƵƉ͛ƐǁŽƌŬ͕ǁŚŝĐŚŝƚƐĞůĨǁĂƐďƵŝůƚƉĂƌƚŝĂůůǇŽŶƚŚĞĚŽƵďůĞͲƚĂǆ
ĐŽŶǀĞŶƚŝŽŶƚŚĂƚƚŚĞKŚĂĚƉƌŽĚƵĐĞĚ;^ƵƌƌĞǇ͕ϭϵϳϴĂͿ͘
Ǉ ŝƚƐ ƌĞƐŽůƵƚŝŽŶ ϭϵϴϬͬϭϯ ŽĨ Ϯϴ Ɖƌŝů ϭϵϴϬ͕ K^K ƌĞŶĂŵĞĚ
ƚŚĞ'ƌŽƵƉŽĨǆƉĞƌƚƐĂƐƚŚĞĚ,ŽĐ'ƌŽƵƉŽĨǆƉĞƌƚƐŽŶ/ŶƚĞƌŶĂƚŝŽŶĂů
ŽŽƉĞƌĂƚŝŽŶ ŝŶ dĂǆ DĂƚƚĞƌƐ͘ ĨƚĞƌ Ă ƉĞƌŝŽĚ ŽĨ ŝŶĂĐƚŝǀŝƚǇ͕ ƚŚĞ ŐƌŽƵƉ
reconvened in 1997 and was renamed again in 2004 as the Committee
ŽĨ ǆƉĞƌƚƐ ŽŶ /ŶƚĞƌŶĂƚŝŽŶĂů ŽŽƉĞƌĂƚŝŽŶ ŝŶ dĂǆ DĂƚƚĞƌƐ ʹ ĐŽŵŵŽŶůǇ
4

 dŚĞƐĞ ĐŽƵŶƚƌŝĞƐ ǁĞƌĞ ŝŶŝƟĂůůǇ ƌŐĞŶƟŶĂ͕ ŚŝůĞ͕ &ƌĂŶĐĞ͕ 'ĞƌŵĂŶǇ͕ 'ŚĂŶĂ͕
/ŶĚŝĂ͕ /ƐƌĂĞů͕ :ĂƉĂŶ͕ ƚŚĞ EĞƚŚĞƌůĂŶĚƐ͕ EŽƌǁĂǇ͕ WĂŬŝƐƚĂŶ͕ ƚŚĞ WŚŝůŝƉƉŝŶĞƐ͕ ƚŚĞ ^ƵĚĂŶ͕
^ǁŝƚǌĞƌůĂŶĚ͕dƵŶŝƐŝĂ͕dƵƌŬĞǇ͕ƚŚĞhŶŝƚĞĚ<ŝŶŐĚŽŵĂŶĚƚŚĞhŶŝƚĞĚ^ƚĂƚĞƐ͘/ŶůĂƚĞƌǇĞĂƌƐ͕
the membership varied and was expanded further.
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ƌĞĨĞƌƌĞĚƚŽĂƐƚŚĞhEƚĂǆĐŽŵŵŝƚƚĞĞ;ZŝǆĞŶ͕ϮϬϬϴ͗ϭϰϳʹϭϰϴ͖hE͕ϮϬϬϮͿ͘
Though inadequately resourced and relatively poorly known outside
tax policy circles, the UN Tax Committee still updates the Model Tax
Treaty. The UN version gives more taxing rights to source countries,
whereas the OECD’s treaty leans more towards the residence principle
;^ƵƌƌĞǇ͕ϭϵϳϴĂͿ͘/ŶƚŚŝƐǁĂǇ͕ƚŚĞhEDŽĚĞůdƌĞĂƚǇŝƐŵŽƌĞĨĂǀŽƵƌĂďůĞĨŽƌ
ŵŽƐƚŽĨƚŚĞĚĞǀĞůŽƉŝŶŐĐŽƵŶƚƌŝĞƐ͘&ƌŽŵĞĂƌůǇŽŶ͕ƚŚĞ'ƌŽƵƉƐƚƌĞƐƐĞĚ
many of the concerns that are familiar from the contemporary debates
(UN, 1969, 1970, 1972, 1973, 1975, 1976, 1978, 1979). Even though the
group had a special focus on tax information exchange, it touched upon
ŵĂŶǇŽƚŚĞƌŝƐƐƵĞƐʹĨƌŽŵƚĂǆŚĂǀĞŶƐƚŽƚƌĂŶƐĨĞƌƉƌŝĐŝŶŐ͕ǁŚŝĐŚǁĂƐƚŚĞ
special concern of the 1975 report (UN, 1975: 14).
ƚƚŚĞ:ƵůǇϭϵϳϮŵĞĞƚŝŶŐŽĨK^K͕ƚŚĞŚŝůĞĂŶƌĞƉƌĞƐĞŶƚĂƚŝǀĞ
required the UN to appoint a high-ranking expert commission to
ƐƚƵĚǇ ƚŚĞ ƌŽůĞ ŽĨ ŵƵůƚŝŶĂƚŝŽŶĂů ĐŽƌƉŽƌĂƚŝŽŶƐ ;ZĂŚŵĂŶ ϭϵϵϴ͗ ϱϵϱ͖
^ĂŐĂĨŝͲEĞũĂĚĞƚĂů͕͘ϮϬϬϴ͗ϰϯʹϰϳͿ͘dŚĞĐĂůůǁĂƐŝŐŶŝƚĞĚďǇĂϭϵϳϭh͘^͘
^ĞŶĂƚĞƐƵďĐŽŵŵŝƚƚĞĞƌĞƉŽƌƚƚŚĂƚĐŽŶĨŝƌŵĞĚƚŚĞĂůůĞŐĞĚŝŶǀŽůǀĞŵĞŶƚ
of the International Telegraph and Telephone Corporation (ITT) in
ĚĞƐƚĂďŝůŝǌŝŶŐƚŚĞĚĞŵŽĐƌĂƚŝĐŐŽǀĞƌŶŵĞŶƚŽĨ^ĂůǀĂĚŽƌůůĞŶĚĞŝŶŚŝůĞ
;ZĂŚŵĂŶ͕ ϭϵϵϴ͗ ϱϵϱ͖ ^ĂŐĂĨŝͲEĞũĂĚ Ğƚ Ăů͕͘ ϮϬϬϴ͗ ϰϮʹϰϯ͖ ,ĂŵĚĂŶŝ ĂŶĚ
ZƵĨĨŝŶŐ͕ ϮϬϭϱͿ͘ dŚĞ K^K ƌĞƐŽůƵƚŝŽŶ ƐƚĂƚĞĚ͕ ͞dŚĞ ŝŶƚĞƌŶĂƚŝŽŶĂů
community has yet to formulate a positive policy and establish effective
machinery for dealing with the issues raised by the activities of these
ĐŽƌƉŽƌĂƚŝŽŶƐ͟;K^K͕ϭϵϳϮ͗ϯͿ͘,ĞŶĐĞ͕K^KĚĞĐŝĚĞĚƚŽĂƉƉŽŝŶƚ
ƚŚĞ ϮϬͲŵĞŵďĞƌ 'ƌŽƵƉ ŽĨ ŵŝŶĞŶƚ WĞƌƐŽŶƐ ;'WͿ ŝŶ ϭϵϳϮ͘ dŚĞ ŐƌŽƵƉ
included nine members from the public sector, six from academe, and
five from public and private enterprises and on a broad geographical
ďĂƐŝƐ;^ĂŐĂĨŝͲEĞũĂĚĞƚĂů͕͘ϮϬϬϴ͗ϱϳͿ͘dŚĞŐƌŽƵƉǁĂƐĂƐƐŝŐŶĞĚƚŽƐƚƵĚǇ
the role of multinational corporations and their impact on the process
ŽĨĚĞǀĞůŽƉŵĞŶƚ;K^K͕ϭϵϳϮ͗ϰͿ͘dŚŝƐŵĂƌŬĞĚƚŚĞďĞŐŝŶŶŝŶŐŽĨƚŚĞ
other strand of the UN work on anti-tax avoidance initiatives.
dŚĞ'WĨŝŶŝƐŚĞĚŝƚƐƌĞƉŽƌƚŝŶϭϵϳϰĂŶĚƌĞĐŽŵŵĞŶĚĞĚ͕ĂŵŽŶŐ
other things, that a Commission for Transnational Corporations and
an Information and Research Centre on Transnational Corporations be
ĞƐƚĂďůŝƐŚĞĚƵŶĚĞƌK^K;ZĂŚŵĂŶ͕ϭϵϵϴ͗ϱϵϵ͖,ĂŵĚĂŶŝĂŶĚZƵĨĨŝŶŐ͕
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2015).5ǇĞĂƌĂĨƚĞƌƚŚĞ'WƌĞƉŽƌƚ͕ŝŶϭϵϳϱ͕ƚŚĞhEdǁĂƐĨŽƌŵĞĚ
ĂƐ ĂŶ ĂƵƚŽŶŽŵŽƵƐ ĐĞŶƚƌĞ ŽĨ ƚŚĞ hE ^ĞĐƌĞƚĂƌŝĂƚ ŝŶ EĞǁ zŽƌŬ͕ ǁŚĞƌĞ
ŝƚ ŽƉĞƌĂƚĞĚ ƵŶƚŝů ϭϵϵϯ ;^ĂŐĂĨŝͲEĞũĂĚ Ğƚ Ăů͕͘ ϮϬϬϴ͗ ϲ͖ ^ĂƵǀĂŶƚ͕ ϮϬϭϱͿ͘
dŚĞhEDĞŵďĞƌ^ƚĂƚĞƐĂůƐŽĚĞĐŝĚĞĚƚŽĨŽƌŵƐĞǀĞƌĂůƐƵďŐƌŽƵƉƐƵŶĚĞƌ
the UNCTC. One of these subgroups was the UN group of accounting
ĞǆƉĞƌƚƐ;'/^ZͿƚŚĂƚĐŽŶǀĞŶĞĚŝŶϭϵϳϲ;ZĂŚŵĂŶ͕ϭϵϵϴ͗ϱϵϴͿ͘6 It was
ƚŚĞϭϵϳϳ'/^ZƌĞƉŽƌƚƚŚĂƚŵŽǀĞĚƚŚĞƐƵďƐƚĂŶƚŝĂůĂĐĐŽƵŶƚŝŶŐͲƌĞůĂƚĞĚ
ŝƐƐƵĞƐĨŽƌǁĂƌĚ͕ĂůƚŚŽƵŐŚƚŚĞŐƌŽƵƉƐƵĨĨĞƌĞĚĨƌŽŵƐŽŵĞŽƌŐĂŶŝǌĂƚŝŽŶĂů
ŵŝƐĨŽƌƚƵŶĞƐ;zŽƐŚŝĚĂ͕ϭϵϴϳ͗ϮϱϴʹϮϱϵͿ͘7ůƚŚŽƵŐŚƚŚĞhE͛ƐƌŽůĞŝŶĞĂƌůǇ
attempts to establish international regulation of accounting has been
ŶŽƚĞĚ ŝŶ ƚŚĞ ůŝƚĞƌĂƚƵƌĞ ŽŶ ŐůŽďĂů ĞĐŽŶŽŵŝĐ ŐŽǀĞƌŶĂŶĐĞ ;Ğ͘Ő͘ EƂůŬĞ͕
ϮϬϭϭ͗ ϲϳ͖ DĐ^ǁĞĞŶĞǇ͕ ϮϬϭϬ͗ ϭϬͿ͕ ƚŚĞƐĞ ĂĐĐŽƵŶƚƐ ŚĂǀĞ ŶŽƚ ĂŶĂůǇƐĞĚ
the UN’s substantial contributions towards broader financial reporting
;ǁŝƚŚƚŚĞĞǆĐĞƉƚŝŽŶƐŽĨ^ƵƌƌĞǇ͕ϭϵϳϴĂ͖^ƵƌƌĞǇ͕ϭϵϳϴď͖ĂŶĚ,ĂŵĚĂŶŝĂŶĚ
Ruffing, 2015). Owing to the strong emphasis on accounting issues,
ƚŚĞ '/^Z ŐƌŽƵƉ ŵĂĚĞ ĂĚǀĂŶĐĞƐ͕ ĞƐƉĞĐŝĂůůǇ ŝŶ ŝŵƉƌŽǀŝŶŐ ĐŽƌƉŽƌĂƚĞ
financial transparency.

3.

The UN contributions in analysing international
corporate tax avoidance and its impacts

This section looks at the substantial contributions of the various
UNCTC groups and reports analysing international corporate tax
avoidance and evasion, highlighting some of the key insights that the
UNCTC documents provide on corporate tax avoidance and its effects.
ĨƚĞƌƚŚŝƐƐĞĐƚŝŽŶ͕/ƚƵƌŶƚŽĂŶĂůǇƐĞƚŚĞŵĂƚŝĐĂůůǇƚŚĞŬĞǇƉŽůŝĐǇƉƌŽƉŽƐĂůƐ
ĂŶĚƚŚĞŝƌĐŽŶƚĞŵƉŽƌĂƌǇƐŝŐŶŝĨŝĐĂŶĐĞ͘'ĞŶĞƌĂůůǇ͕ŝƚĐĂŶďĞƐĂŝĚƚŚĂƚƚŚĞ
early UNCTC reports portrayed a surprisingly clairvoyant and even farsighted analysis of the key loopholes in international corporate tax
governance. This was especially valuable as the theme was severely
underresearched at the time, which made the work of the rapporteurs
highly challenging.
5

 /Ŷ ϭϵϳϯ͕ ƚŚĞ hE ĞƉĂƌƚŵĞŶƚ ŽĨ ĐŽŶŽŵŝĐ ĂŶĚ ^ŽĐŝĂů īĂŝƌƐ ƉƌĞƉĂƌĞĚ Ă
ďĂĐŬŐƌŽƵŶĚ ƌĞƉŽƌƚ͕ DƵůƟŶĂƟŽŶĂů ŽƌƉŽƌĂƟŽŶƐ ŝŶ ĞǀĞůŽƉŵĞŶƚ͕ ĨŽƌ ƚŚĞ 'W͘ DĂŶǇ
ŽĨƚŚĞƌĞĐŽŵŵĞŶĚĂƟŽŶƐĂŶĚĂŶĂůǇƐĞƐŽĨƚŚĞ'WĚƌĞǁŚĞĂǀŝůǇĨƌŽŵƚŚŝƐϭϵϳϯƌĞƉŽƌƚ
;^ĂŐĂĮͲEĞũĂĚĞƚĂů͕͘ϮϬϬϴ͗ϱϵͿ͘
6
 /Ŷ ĂĚĚŝƟŽŶ͕ Ă tŽƌŬŝŶŐ 'ƌŽƵƉ ŽŶ ƚŚĞ ŽĚĞ ŽĨ ŽŶĚƵĐƚ ǁĂƐ ĐƌĞĂƚĞĚ ƵŶĚĞƌ ƚŚĞ
hEd;^ĂƵǀĂŶƚ͕ϮϬϭϱ͗ϮϬͿ͘
7
zŽƐŚŝĚĂŶŽƚĞƐŚŽǁƚŚĞĮƌƐƚƌĞƉŽƌƚǁĂƐŶŽƚĨŽƌŵĂůůǇĂĚŽƉƚĞĚďĞĐĂƵƐĞŵĞŵďĞƌƐ
ŽĨƚŚĞ'ƌŽƵƉǁĞƌĞŶŽƚŐŽǀĞƌŶŵĞŶƚƌĞƉƌĞƐĞŶƚĂƟǀĞƐŽĨƚŚĞŝƌƌĞƐƉĞĐƟǀĞĐŽƵŶƚƌŝĞƐ͘
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dŚĞ'WŵĂĚĞƐĞǀĞƌĂůŝŵƉŽƌƚĂŶƚĐŽŶƚƌŝďƵƚŝŽŶƐ͘/ŶŝƚƐϭϵϳϰƌĞƉŽƌƚ͕
it noted how “advances in communications technology allow many
multinational corporations to pursue global strategies which, rather
ƚŚĂŶŵĂǆŝŵŝǌŝŶŐƚŚĞƉƌŽĨŝƚƐŽƌŐƌŽǁƚŚŽĨŝŶĚŝǀŝĚƵĂůĂĨĨŝůŝĂƚĞƐ͕ƐĞĞŬƚŽ
advance the interest of the enterprise as a whole” (UN, 1974: 30). These
ƉƌŽĨŝƚŵĂǆŝŵŝǌĂƚŝŽŶƐƚƌĂƚĞŐŝĞƐǁĞƌĞŚĞůƉĞĚďǇĂ͞ůĂĐŬŽĨŚĂƌŵŽŶŝǌĂƚŝŽŶ
of policies among countries, in monetary or tax fields for example”,
which allows transnationally mobile multinational corporations to
“circumvent national policies or render them ineffective” (UN, 1974:
30). This circumvention is usually conducted “by corporate planning
mechanisms situated in a few industrial countries” (UN, 1974: 30),
resulting in a situation where “the ‘invisible hand’ of the market is far
from the only force guiding economic decisions” (UN, 1974: 41).
&ƵƌƚŚĞƌŵŽƌĞ͕ ƚŚĞ 'W ƌĞƉŽƌƚ ƐƚĂƚĞĚ ƚŚĂƚ ĐŽƌƉŽƌĂƚŝŽŶƐ ĐŽƵůĚ
engage in price discrimination and (abusive) transfer pricing, among
other market-distorting acts8 (UN, 1974: 30). The report argued that
“a policy framework which may be adequate for dealing with national
corporations needs to be modified when dealing with multinational
ones” (UN, 1974: 31), since national attempts to raise taxes “can
ďĞ ŶĞŐĂƚĞĚ ďǇ ǀĞƌƚŝĐĂůůǇ Žƌ ŚŽƌŝǌŽŶƚĂůůǇ ŝŶƚĞŐƌĂƚĞĚ ŵƵůƚŝŶĂƚŝŽŶĂů
corporations through transfer pricing and the use of tax havens”
(UN, 1974: 35). This analysis on transfer pricing and tax havens was
surprisingly mature, given that it was formulated in the mid-1970s.
ůƚŚŽƵŐŚ ƚŚĞ 'W ƌĞƉŽƌƚ ŝĚĞŶƚŝĨŝĞĚ ƐŽŵĞ ƉŽůŝĐǇ ĚĞŵĂŶĚƐ͕ ŝƚƐ ŵĂũŽƌ
policy contribution was to pave the way for further UN work on TNCs.
In addition, it is worth noting that the report demanded larger taxing
rights and help in tax-related capacity building for developing countries.
ŶĚƌĞŵĂƌŬĂďůǇ͕ďŽƚŚŽĨƚŚĞƐĞĚĞŵĂŶĚƐŚĂǀĞďĞĞŶĞŵĞƌŐŝŶŐŝƐƐƵĞƐŝŶ
the financing for development discussions in the current millennium.
dŚĞ ϭϵϳϰ 'W ƌĞƉŽƌƚ ǁĂƐ ŶŽƚ ƚŚĞ ĨŝƌƐƚ hEd ƉƵďůŝĐĂƚŝŽŶ ƚŽ
ŚŝŐŚůŝŐŚƚ ƚŚĞ ƐŝŐŶŝĨŝĐĂŶĐĞ ŽĨ ƚƌĂŶƐĨĞƌ ƉƌŝĐŝŶŐͲƌĞůĂƚĞĚ ƚĂǆ ĂǀŽŝĚĂŶĐĞ͘ 
year earlier, the Multinational Corporations in World Development
report addressed this issue at length. The report noted that the
“large incidence of inter-affiliate transactions and attendant transfer
pricing can distort the real picture, as can other practices involving
8
It should be noted that transfer pricing is a necessary feature of intracompany
ƚƌĂĚĞŝŶĂŶǇĐŽƌƉŽƌĂƟŽŶ͘dƌĂŶƐĨĞƌƉƌŝĐŝŶŐĐĂŶĨĂĐŝůŝƚĂƚĞƚĂǆĂǀŽŝĚĂŶĐĞǁŚĞŶƚŚĞƉƌŝĐĞƐ
ƵƐĞĚŝŶƚŚĞŝŶƚƌĂĮƌŵƉƌŝĐĞĂƌĞďĞŝŶŐĚŝƐƚŽƌƚĞĚ͘
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ĐĂƉŝƚĂůŝǌĂƚŝŽŶ͕ĂĐĐŽƵŶƚŝŶŐƉƌŽĐĞĚƵƌĞƐ͕ĂŶĚĐŽŶƚƌŽůŽĨůŽĐĂůƌĞƐŽƵƌĐĞƐ͕͟
and that this distortion takes place by charging prices for imports that
are “far above prevailing ‘world’ prices, and [that] conversely those for
exports have been below world prices” (UN, 1973: 32). The UNCTC also
noted that many goods and service trades within firms do not involve
Ăƌŵ͛ƐůĞŶŐƚŚƚƌĂŶƐĂĐƚŝŽŶƐ͘,ĞŶĐĞ͕͞ƚŚĞŝƌƉƌŝĐĞƐĂƌĞŶŽƚĚĞƚĞƌŵŝŶĞĚďǇ
the market mechanism but by the corporations themselves” (UN, 1973:
33). This resonates with the contemporary research on this issue (e.g.
ǀŝͲzŽŶĂŚ͕ϮϬϬϰ͗ϰϵϵ͕ϭϵϵϱ͖ĚĞŶ͕ϮϬϭϲ͖zůƂŶĞŶĂŶĚdĞŝǀĂŝŶĞŶ͕ϮϬϭϱͿ͘
DŽƌĞŽǀĞƌ͕ ŝŶ ƌĞƐƉŽŶƐĞ ƚŽ Ă ƌĞƋƵĞƐƚ ďǇ ƚŚĞ hEd ^ĞĐƌĞƚĂƌǇͲ
'ĞŶĞƌĂů͕ƚŚĞϭϵϳϮƌĞƉŽƌƚŽĨƚŚĞĚ,ŽĐ'ƌŽƵƉŽĨǆƉĞƌƚƐŽŶdĂǆdƌĞĂƚŝĞƐ
between Developed and Developing Countries dedicated a chapter to
addressing tax avoidance and evasion. These topics were addressed
frequently in subsequent reports as well. The 1972 report noted the
difficulties that developing countries face in auditing intrafirm transfer
prices. In addition, the report noted how “international tax evasion
was viewed as a serious problem by developing countries substantially
engaged in world commerce” (UN, 1972: 54). Representatives of
developing countries highlighted the problems created by tax avoidance,
especially in relation to dividends and loans, as well as through “the use
of favourable legal forms, tax havens, abuse of certain tax incentives,
ĂŶĚƚĂǆƚƌĞĂƚŝĞƐĂƐǀĞŚŝĐůĞƐĨŽƌƚĂǆĂǀŽŝĚĂŶĐĞ͟;hE͕ϭϵϳϮ͗ϱϰͿ͘&ŝŶĂůůǇ͕
ƚŚĞϭϵϳϵDĂŶƵĂůĨŽƌƚŚĞEĞŐŽƚŝĂƚŝŽŶŽĨŝůĂƚĞƌĂůdĂǆdƌĞĂƚŝĞƐďĞƚǁĞĞŶ
ĞǀĞůŽƉĞĚ ĂŶĚ ĞǀĞůŽƉŝŶŐ ŽƵŶƚƌŝĞƐ ƐƵŵŵĂƌŝǌĞĚ ŵƵĐŚ ŽĨ ƚŚĞ ǁŽƌŬ
ŽĨĞĂƌůŝĞƌƌĞƉŽƌƚƐ;hE͕ϭϵϳϵͿ͘ƐǁŝƚŚŵĂŶǇŽƚŚĞƌhEƉƵďůŝĐĂƚŝŽŶƐŽŶ
these themes, however, its substantial inputs were later forgotten.
The UN’s insights on corporate tax avoidance were not limited
ƚŽ ƚŚĞ ŝƐƐƵĞ ŽĨ ƚƌĂŶƐĨĞƌ ƉƌŝĐŝŶŐ͘ Ɛ ĂŶ ĞǆĂŵƉůĞ͕ ƚŚĞ ϭϵϳϲ hEd
report that viewed corporate accounting and reporting issues from
the developing country perspective drew attention to the problems
ŽĨƚŚŝŶĐĂƉŝƚĂůŝǌĂƚŝŽŶ͘dŚĞƌĞƉŽƌƚŶŽƚĞĚƚŚĂƚƚŚĞƌĞĂƌĞĐĂƐĞƐŝŶǁŚŝĐŚ
“capital expenditures by subsidiaries are financed by the parent
company by means of loans at relatively high rates of interest rather
ƚŚĂŶďǇĂŶŝŶĐƌĞĂƐĞŝŶƚŚĞƐƵďƐŝĚŝĂƌǇ͛ƐĞƋƵŝƚǇ͟;hE͕ϭϵϳϲ͗ϰ͖ƐĞĞĂůƐŽ
^ƵƌƌĞǇ͕ϭϵϳϴďͿ͘DŽƌĞŽǀĞƌ͕ĚŝǀŝĚĞŶĚƐĂŶĚƌŽǇĂůƚǇƉĂǇŵĞŶƚƐĐĂŶďĞƵƐĞĚ
ƚŽ ǁŝƚŚĚƌĂǁ ƉƌŽĨŝƚƐ ĨƌŽŵ ƐƵďƐŝĚŝĂƌŝĞƐ ĂŶĚ ďǇ Ă ĐĂƌĞĨƵů ƵƚŝůŝǌĂƚŝŽŶ ŽĨ
ŚŽůĚŝŶŐ ĐŽŵƉĂŶŝĞƐ ;hE͕ ϭϵϳϯ͕ ϯϮ͖ ƐĞĞ ĂůƐŽ ^ƵƌƌĞǇ͕ ϭϵϳϴĂ͗ ϯϮʹϰϭͿ͘ /Ŷ
other words, the publications presented a fairly concise and detailed
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picture of tax avoidance practices, even though the information was
scattered among several reports.
What is more, the UN reports offered a sophisticated analysis
of the role of royalties in international tax avoidance. The 1973 report
on the role of MNCs in world development noted how estimates of
royalties can distort the true payments for know-how in various ways.
In particular, the “distortion may take the form of overpricing of
intermediate products and capital goods, which are tied to the imports
of technology, or the underpricing of exports to the suppliers of the
ƚĞĐŚŶŝĐĂů ŬŶŽǁͲŚŽǁ͟ ;hE͕ ϭϵϳϯ͗ ϱϬͿ͘ Ɛ Ă ĐŽŶƐĞƋƵĞŶĐĞ͕ ĐŚĂŶŐĞƐ ŝŶ
royalty payments may not reflect changes in real prices but simply “a
readjustment in the distribution of returns among the different channels
ŽĨŝŶĐŽŵĞƌĞŵŝƐƐŝŽŶ͟;hE͕ϭϵϳϯ͗ϱϬͿ͘hEdƌĞƉŽƌƚƉƵďůŝƐŚĞĚĂǇĞĂƌ
later stressed the importance of arbitrary pricing of services, patents or
ƚĞĐŚŶŝƋƵĞƐŽĨŬŶŽǁͲŚŽǁŝŶŝŶƚƌĂĨŝƌŵƚƌĂĚĞ;^ŚŽƵƉ͕ϭϵϳϰ͗ϴͿ͘dŚĞϭϵϳϲ
report touched upon this same theme by noting how the key question
in the pricing of overhead expenses is not one of pricing but of where
ƚŚĞƉƌŽĨŝƚƐĂƌĞƚŚĞĂůůŽĐĂƚĞĚʹĂŶĚƚŚĂƚƚŚŝƐĂůůŽĐĂƚŝŽŶŝƐŽĨƚĞŶŶŽƚĨĂŝƌ
(UN, 1976: 4).

4.

The UN proposals for reforming the international
tax system: A contemporary angle

This section looks at the substantial policy proposals made
ďǇ ƚŚĞ Ě ,ŽĐ 'ƌŽƵƉ ŽĨ ǆƉĞƌƚƐ ŽŶ dĂǆ dƌĞĂƚŝĞƐ ďĞƚǁĞĞŶ ĞǀĞůŽƉĞĚ
and Developing Countries, the UNCTC, and its subgroups. The
UNCTC’s work on accounting standards and the Code of Conduct on
Transnational Corporations have already gathered scholarly attention
;,ĂŵĚĂŶŝĂŶĚZƵĨĨŝŶŐ͕ϮϬϭϱͿ͖ŚŽǁĞǀĞƌ͕ŵǇĂƉƉƌŽĂĐŚĚŝĨĨĞƌƐŵĂƌŬĞĚůǇ
ĨƌŽŵĞĂƌůŝĞƌĂĐĐŽƵŶƚƐ͘^ƉĞĐŝĨŝĐĂůůǇ͕/ůŽŽŬĂƚƚŚĞhE͛ƐĂŶĚƚŚĞhEd͛Ɛ
policy contributions in light of contemporary discussions on tackling
international tax avoidance, especially in the context of the OECD’s 1998
Harmful Tax CompetitionŝŶŝƚŝĂƚŝǀĞĂŶĚƚŚĞW^ƉƌŽĐĞƐƐ͘/ďĞŐŝŶǁŝƚŚ
what seems to be one of the most obvious contributions, namely the
ǁŽƌŬŽŶĞǆĐŚĂŶŐĞŽĨŝŶĨŽƌŵĂƚŝŽŶ͘ĨƚĞƌƚŚŝƐ͕/ĐŽŶƚŝŶƵĞďǇĚŝƐĐƵƐƐŝŶŐ
ƚŚĞ hE ǁŽƌŬ ŽŶ ĂĐĐŽƵŶƚŝŶŐ ƐƚĂŶĚĂƌĚƐ͘ ,ĞƌĞ / ŚŝŐŚůŝŐŚƚ ƚŚĞ ƐŽͲĨĂƌ
ŶĞŐůĞĐƚĞĚĂƐƉĞĐƚŽĨ'/^Z͛ƐǁŽƌŬ͕ŶĂŵĞůǇƚŚĞƉƌŽƉŽƐĂůƐĨŽƌŝŶĐƌĞĂƐĞĚ
country-level and segmented reporting that arose alongside similar
developments in academia. Third, I highlight the UNCTC’s discussions
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ŽŶĂŶŽƚŚĞƌĐŽŶƚĞŵƉŽƌĂƌǇ͕ŚŝŐŚůǇƌĞůĞǀĂŶƚŝŶŝƚŝĂƚŝǀĞʹƵŶŝƚĂƌǇƚĂǆĂƚŝŽŶ͘
&ŝŶĂůůǇ͕ / ĐŽǀĞƌ ƐŽŵĞ ŽƚŚĞƌ ŝŶŝƚŝĂƚŝǀĞƐ ƚŚĂƚ ǁĞƌĞ ŵĞŶƚŝŽŶĞĚ ŝŶ ƚŚĞ
UNCTC’s publications, such as the proposal for the International Tax
Court and greater regional tax cooperation, an initiative that is currently
ďĞŝŶŐĚĞďĂƚĞĚ͕ĨŽƌĞǆĂŵƉůĞ͕ŝŶƚŚĞĨƌŝĐĂŶdĂǆĚŵŝŶŝƐƚƌĂƚŽƌƐ&ŽƌƵŵ͘
ůƌĞĂĚǇ ŝŶ ϭϵϲϵ͕ ƚŚĞ Ě ,ŽĐ 'ƌŽƵƉ ŽĨ ǆƉĞƌƚƐ ŽŶ dĂǆ dƌĞĂƚŝĞƐ
between Developed and Developing Countries had noted how
developing countries may not benefit from the tax information
ĞǆĐŚĂŶŐĞ ĂŐƌĞĞŵĞŶƚƐ ;hE͕ ϭϵϲϵ͗ ϭϵͿ͘ dŚŝƐ ůĞĚ ƚŚĞ 'ƌŽƵƉ ƚŽ ĚĞŵĂŶĚ
stronger wording on the exchange of information than in the OECD’s
approach, with a special emphasis on preventing fraud and tax evasion,
and stress on the affirmative obligation of competent authorities to
ĨƵůůǇŝŵƉůĞŵĞŶƚƚŚĞĞǆĐŚĂŶŐĞŽĨŝŶĨŽƌŵĂƚŝŽŶ;^ƵƌƌĞǇ͕ϭϵϳϴĂ͗ϰͿ͘/Ŷϭϵϳϭ͕
the issue of automatic exchange of information was brought up in the
'ƌŽƵƉ͕ĂƐǁĞůůĂƐƚŚĞŽďƐƚĂĐůĞƐĐƌĞĂƚĞĚďǇďĂŶŬŝŶŐƐĞĐƌĞĐǇůĂǁƐĂŶĚƚŚĞ
ƵƐĞŽĨŚŽůĚŝŶŐĐŽŵƉĂŶŝĞƐ͘^ƉĞĐŝĨŝĐĂůůǇ͕ƚŚĞ'ƌŽƵƉŶŽƚĞĚŚŽǁ͞ĞǆĐŚĂŶŐĞƐ
of information between tax administrations through the application
of tax agreements, could not be regarded as a very effective method
of putting an end to the flight of capital, and more comprehensive
international co-operation was therefore required in that field” (UN,
ϭϵϳϬ͗ ϭϵͿ͘  ǇĞĂƌ ůĂƚĞƌ͕ ŵƵůƚŝůĂƚĞƌĂů ĞǆĐŚĂŶŐĞ ŽĨ ŝŶĨŽƌŵĂƚŝŽŶ ǁĂƐ
highlighted as a possible solution to these problems (UN, 1972: 55),
ĂůƚŚŽƵŐŚƚŚĞ'ƌŽƵƉƌĞƉŽƌƚƉƵďůŝƐŚĞĚƐŝǆǇĞĂƌƐůĂƚĞƌĨŽƵŶĚƚŚŝƐŝĚĞĂƚŽ
be “premature” (UN, 1978: 59). Nearly four decades later, multilateral
exchange of information has finally made a breakthrough in global
governance, with several recent initiatives put forward by the OECD,
ƚŚĞƵƌŽƉĞĂŶhŶŝŽŶ;hͿĂŶĚƚŚĞ'ϮϬ͘
ƵŝůĚŝŶŐŽŶƚŚĞĂĨŽƌĞŵĞŶƚŝŽŶĞĚĂŶĂůǇƐĞƐŝŶƚŚĞϭϵϳϰZĞƉŽƌƚŽĨ
ƚŚĞŵŝŶĞŶƚWĞƌƐŽŶƐ͕ƚŚĞ'/^ZŐƌŽƵƉǁĂƐƚŚĞŵĂŝŶĨŽƌƵŵĂƚǁŚŝĐŚƚŚĞ
UNCTC developed its inputs for international accounting regulation. The
ĨŝƌƐƚ'/^ZƌĞƉŽƌƚŶŽƚĞĚƚŚĂƚƚƌĂĚŝƚŝŽŶĂůĂŶŶƵĂůƌĞƉŽƌƚƐĂƌĞŽƌŝĞŶƚĞĚƚŽ
the information needs of shareholders and creditors and that there is a
ŶĞĞĚĨŽƌďƌŽĂĚĞƌ͕ŝŵƉƌŽǀĞĚ͕ĂŶĚŵŽƌĞŚĂƌŵŽŶŝǌĞĚĐŽƌƉŽƌĂƚĞƌĞƉŽƌƚŝŶŐ
(UN, 1977: 2). The report also made a detailed proposal for the items
that should be furnished in the future accounting standards. The
ƉƌŽƉŽƐĂůŝŶĐůƵĚĞĚĂƐĞĐƚŝŽŶŽŶ&ŝŶĂŶĐŝĂůŝŶĨŽƌŵĂƚŝŽŶŽŶŵĞŵďĞƌƐŽĨĂ
transnational corporation group (UN, 1977: 20) and another section on
Reporting on segments of a transnational corporation (UN, 1977: 21).
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The following information was proposed for reporting under the first
ĐĂƚĞŐŽƌǇ;hE͕ϭϵϳϳ͕ŶŶĞǆƉ͘ϴͿ͗
1. List of significant subsidiaries and percentage ownership
(by geographical area of operation), justify exclusion of any such
subsidiaries from consolidation. Carry excluded subsidiaries at
equity or disclose equity in the footnotes.
2. List of associated companies and nature of relationship
ǁŝƚŚƉĂƌĞŶƚĐŽŵƉĂŶǇ;ďǇŐĞŽŐƌĂƉŚŝĐĂůĂƌĞĂŽĨŽƉĞƌĂƚŝŽŶͿ͘:ƵƐƚŝĨǇ
carrying such investments at other than equity and disclose
equity in the footnotes.
3. Disclosure of identity of parent company in reports of
subsidiaries.
4. Disclosure of information on the following (eliminated
in consolidated statements)
(a) Intercompany sales
(b) Intercompany charges for interest, royalties, license
fees, rental for use of tangible property and other intangibles
(c) Intercompany charges for research and development,
advertising, management services and other allocated expenses
(d) Net increase (decrease) in intercompany investments
(e) Net increase (decrease) in intercompany loans
/ŶĂĚĚŝƚŝŽŶ͕ƚŚĞ'/^ZƌĞƉŽƌƚĚĞŵĂŶĚĞĚƐĞŐŵĞŶƚĞĚƌĞƉŽƌƚŝŶŐĨŽƌ
assets or net assets, revenues, earnings, exposure to exceptional risks,
principal activities in each area, new capital investments, identifiable
assets by industries, other assets, revenue and sales by industries, and
one or more of the following: profit contribution, operating profit,
profit before taxes and net profit. Effectively, these measures would
have resulted in a significant broadening of the corporate reporting
requirements.
^ŝŵŝůĂƌ ŝƐƐƵĞƐ ǁĞƌĞ ĂůƐŽ ĚŝƐĐƵƐƐĞĚ ŝŶ ƚŚĞ K͕ ďƵƚ ǁŝƚŚ ůĞƐƐ
ĂŵďŝƚŝŽƵƐ ĨŽƌŵƵůĂƚŝŽŶƐ͘ dŚĞ ϭϵϳϲ K 'ƵŝĚĞůŝŶĞƐ ĨŽƌ DƵůƚŝŶĂƚŝŽŶĂů
Enterprises stated that companies should publish annually the structure
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of the enterprise, the geographical areas where the company operates,
sales by geographic area and by major lines of business, significant new
capital investments, the sources and uses of funds of the company as
a whole, the average number of employees and the R&D expenditures
in each geographical area, the policies followed for intragroup pricing
ĂŶĚ ƚŚĞ ĂĐĐŽƵŶƚŝŶŐ ƉŽůŝĐŝĞƐ ;^ƵƌƌĞǇ͕ ϭϵϳϴď͗ ϰϯϰʹϰϯϱͿ͘ /ŶƚĞƌĞƐƚŝŶŐůǇ͕
ƚŚĞK͛Ɛϭϵϳϲ'ƵŝĚĞůŝŶĞƐĂůƐŽƐƚĂƚĞĚƚŚĂƚĐŽŵƉĂŶŝĞƐƐŚŽƵůĚ͞ƌĞĨƌĂŝŶ
from making use of the particular facilities available to them, such as
transfer pricing which does not conform to an arm’s length standard”
;^ƵƌƌĞǇ͕ϭϵϳϴď͗ϰϯϳͿ͘9
The OECD’s early contribution to the tax and corporate
responsibility discussions is a notable opening, especially as this
theme has started to attract scholarly attention only in recent years
;,ĂƐƐĞůĚŝŶĞ ĂŶĚ DŽƌƌŝƐ͕ ϮϬϭϯ͖ ^ŝŬŬĂ͕ ϮϬϭϬ͖ ^ŝŬŬĂ͕ ϮϬϭϯ͖ zůƂŶĞŶ ĂŶĚ
>ĂŝŶĞ͕ϮϬϭϱͿ͘,ŽǁĞǀĞƌ͕ŝŶĐŽŶƚƌĂƐƚƚŽƚŚĞhE͛ƐŐƵŝĚĞůŝŶĞƐ͕ƚŚĞK͛Ɛ
ĐŽŶƚƌŝďƵƚŝŽŶƐǁĞƌĞĚĞƐŝŐŶĞĚƚŽƌĞŵĂŝŶǀŽůƵŶƚĂƌǇ͘ůƚŚŽƵŐŚƚŚĞƌĞǁĂƐ
a consensus that the UN’s Code of Conduct was to be not compulsory
ŝŶ ĐŚĂƌĂĐƚĞƌ ďǇ ƚŚĂƚ ƚŝŵĞ ĞŝƚŚĞƌ͕ ƚŚĞ 'W ďĞůŝĞǀĞĚ ƚŚĂƚ ƚŚĞ ĂƵƚŚŽƌŝƚǇ
ŽĨ ƚŚĞ ŝŶƚĞƌŶĂƚŝŽŶĂů ŽƌŐĂŶŝǌĂƚŝŽŶƐ ĂŶĚ ƚŚĞ ƉƌĞƐƐƵƌĞ ĨƌŽŵ ƚŚĞ ƉƵďůŝĐ
ǁŽƵůĚŚĞůƉƚŽƌĞĂůŝǌĞƚŚĞŝƌĂŝŵƐ;hE͕ϭϵϳϰď͗ϱϱͿ͘/ŶĂĚĚŝƚŝŽŶ͕ƚŚĞůŽŶŐͲ
term goal was to come up with a “general agreement on multinational
corporations having a force of an international treaty and containing
ƉƌŽǀŝƐŝŽŶƐĨŽƌŵĂĐŚŝŶĞƌǇĂŶĚƐĂŶĐƚŝŽŶƐ͟;,ĂŵĚĂŶŝĂŶĚZƵĨĨŝŶŐ͕ϮϬϭϱ͗
ϴϬͿ͘ dŚĞ ǁŽƌŬ ŽĨ ƚŚĞ '/^Z ŐƌŽƵƉ ĐŽŶƚŝŶƵĞĚ ŝŶ ƐĞǀĞƌĂů ƐƵďƐĞƋƵĞŶƚ
reports. In the 1980 interim report, the group noted,
Transnational corporations should make available to the
public in the countries in which they operate clear, full and
comprehensible information designed to improve understanding
of the structure, activities, and policies of the transnational
corporation as a whole. The information should include financial
as well as non-financial items and should be made available on a
regular annual basis … information provided for the transnational
corporation as a whole should be broken down by geographical
9
/ŶƚŚĞϮϬϬϬƵƉĚĂƚĞŽĨƚŚĞK͛Ɛ'ƵŝĚĞůŝŶĞƐ͕ƚŚŝƐƉŽŝŶƚŚĂĚďĞĞŶŵŽĚŝĮĞĚƚŽ
ƐƵŐŐĞƐƚƚŚĂƚĐŽŵƉĂŶŝĞƐƐŚŽƵůĚĐŽŵƉůǇǁŝƚŚƚŚĞƚĂǆůĂǁƐĂŶĚƌĞŐƵůĂƟŽŶƐďǇĐŽŶĨŽƌŵŝŶŐ
ƚƌĂŶƐĨĞƌ ƉƌŝĐŝŶŐ ƉƌĂĐƟĐĞƐ ƚŽ ƚŚĞ Ăƌŵ͛Ɛ ůĞŶŐƚŚ ƉƌŝŶĐŝƉůĞ ;K͕ ϮϬϬϭ͗ ϭϯϱͿ͘ dŚĞ ƐĂŵĞ
ĨŽƌŵƵůĂƟŽŶ ŝƐ ƌĞƉĞĂƚĞĚ ŝŶ ƚŚĞ ŵŽƐƚ ƌĞĐĞŶƚ ϮϬϭϭ ǀĞƌƐŝŽŶ ŽĨ ƚŚĞ K͛Ɛ ŐƵŝĚĞůŝŶĞƐ
(OECD, 2011).
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area or country, as appropriate, with regard to activities of its
ĞŶƚŝƚŝĞƐ͕ƐĂůĞƐ͕ŽƉĞƌĂƚŝŶŐƌĞƐƵůƚƐĂŶĚƐŝŐŶŝĨŝĐĂŶƚŶĞǁŝŶǀĞƐƚŵĞŶƚ͖
ĂŶĚďǇŵĂũŽƌůŝŶĞŽĨďƵƐŝŶĞƐƐ͘;hE͕ϭϵϴϬ͕ŶŶĞǆ///Ϳ
&ŝŶĂůůǇ͕ƚŚĞ'/^ZƌĞƉŽƌƚƐĐŽŶƚƌŝďƵƚĞĚƚŽƚŚĞĚƌĂĨƚǀĞƌƐŝŽŶƐŽĨ
the CoC, and drafting the CoC was the established highest-priority task
of the UNCTC. They were submitted to the UNCTC at its eighth session
in 1982. The negotiations were entrusted to a special session of the
Commission that began deliberations in 1983 and was open to the
ƉĂƌƚŝĐŝƉĂƚŝŽŶ ŽĨ Ăůů DĞŵďĞƌ ^ƚĂƚĞƐ ;hE͕ ϭϵϴϯͿ͘ dŚĞ ϭϵϴϯ ĚƌĂĨƚ ŶŽƚĞĚ
ƚŚĂƚ͞ƚƌĂŶƐŶĂƚŝŽŶĂůĐŽƌƉŽƌĂƚŝŽŶƐƐŚĂůůͬƐŚŽƵůĚĐĂƌƌǇŽŶƚŚĞŝƌĂĐƚŝǀŝƚŝĞƐŝŶ
conformity with the development policies, objectives and priorities set
ŽƵƚďǇƚŚĞ'ŽǀĞƌŶŵĞŶƚƐŽĨƚŚĞĐŽƵŶƚƌŝĞƐŝŶǁŚŝĐŚƚŚĞǇŽƉĞƌĂƚĞ͟;ƉĂƌĂ
9). Moreover, the draft CoC also had subsections dedicated to transfer
pricing and corporate taxation. On the latter issue, the document stated
ƚŚĂƚĐŽƌƉŽƌĂƚŝŽŶƐƐŚŽƵůĚͬƐŚĂůůŶŽƚ͞ƵƐĞƚŚĞŝƌĐŽƌƉŽƌĂƚĞƐƚƌƵĐƚƵƌĞĂŶĚ
modes of operation, such as the use of intra-corporate pricing which
is not based on the arm’s length principle, or other means, to modify
ƚŚĞ ƚĂǆ ďĂƐĞ ŽŶ ǁŚŝĐŚ ƚŚĞŝƌ ĞŶƚŝƚŝĞƐ ĂƌĞ ĂƐƐĞƐƐĞĚ͟ ;ƉĂƌĂ ϯϰͿ͘ &ŝŶĂůůǇ͕
the draft document also noted that “in respect of their intra-corporate
ƚƌĂŶƐĂĐƚŝŽŶƐ͕ ƚƌĂŶƐŶĂƚŝŽŶĂů ĐŽƌƉŽƌĂƚŝŽŶƐ͕ ƐŚŽƵůĚͬƐŚĂůů ŶŽƚ ƵƐĞ ƉƌŝĐŝŶŐ
policies that are not based on relevant market prices, or, in the absence
of such prices, the arm’s length principle, which have the effect
of modifying the tax base on which their entities are assessed or of
evading exchange control measures [or customs valuation regulations]
[or which [contrary to national laws and regulations] adversely affect
economic and social conditions] of the countries in which they operate”
(UN, 1983, para 33, brackets in the original negotiation’s draft text).
These words ended up being the most important demands of the
UN machinery for tackling corporate tax flight. Then the atmosphere
ĐŚĂŶŐĞĚ͘ Ɛ Ă ƐǇŵƉƚŽŵ ŽĨ ƚŚŝƐ͕ '/^Z ƐǁŝƚĐŚĞĚ ƚŽ Ă ŵŽƌĞ ĐĂƵƚŝŽƵƐ
tone in its analysis in 1984, and its mission was significantly narrowed.
Instead of pursuing the development of new accounting standards,
the group’s mandate changed “to review material from international
accountancy bodies and other interested groups” (UN, 1984: 3).
ĐĐŽƌĚŝŶŐƚŽZĂŚŵĂŶ;ϭϵϵϴͿ͕ƚŚŝƐƌĞĨůĞĐƚĞĚƚŚĞŝŶĐƌĞĂƐĞĚƉƌŽŵŝŶĞŶĐĞŽĨ
ƚŚĞƐĞůĨͲƌĞŐƵůĂƚŽƌǇ/^ĂƐƚŚĞŵĂŝŶďŽĚǇĨŽƌĚŝƐĐƵƐƐŝŽŶƐŽŶƌĞŐƵůĂƚŝŽŶ
of international accounting. In addition, the group “considered it
necessary to take account of the need of transnational corporations to
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maintain business confidentiality in sensitive areas, in particular so as
ŶŽƚƚŽũĞŽƉĂƌĚŝǌĞƚŚĞŝƌ ĐŽŵƉĞƚŝƚŝǀĞƉŽƐŝƚŝŽŶ͟ ;hE͕ϭϵϴϰ͗ϱͿ͘dŚĞ ŐŽĂů
ǁĂƐƚŚĞŶƌĞǀŝƐĞĚ͖ŝŶƚĞƌŶĂƚŝŽŶĂůŚĂƌŵŽŶŝǌĂƚŝŽŶǁĂƐŶŽǁƚŚĞůŽŶŐͲƚĞƌŵ
ŽďũĞĐƚŝǀĞ;hE͕ϭϵϴϰ͗ϱͿ͘Ɛ,ĂŵĚĂŶŝĂŶĚZƵĨĨŝŶŐ;ϮϬϭϱ͗ϴϬͿŶŽƚĞ͕ƚŚĞ
“proponents overreached for a general agreement and failed in their
primary task to complete a code of conduct”.
The new rhetoric resonated well with the concerns that some
ĚĞůĞŐĂƚŝŽŶƐĂůƌĞĂĚǇŚĂĚǁŝƚŚƚŚĞĨŝƌƐƚ'/^ZƌĞƉŽƌƚ͕ǁŚŝĐŚƚŚĞǇĐĂůůĞĚ
“overly ambitious” (UN, 1984: 5). The ambition level was significantly
reduced as a distinction was made between general purpose and special
ƉƵƌƉŽƐĞ ƌĞƉŽƌƚŝŶŐ͘ WƵďůŝĐ ĚŝƐĐůŽƐƵƌĞ ŽĨ ƐƉĞĐŝĂů ƉƵƌƉŽƐĞ ƌĞƉŽƌƚŝŶŐ
might be permitted only by mutual agreement instead of mandatory
ƌĞƋƵŝƌĞŵĞŶƚ ;hE͕ ϭϵϴϰ͗ ϱͿ͘ &ŝŶĂůůǇ͕ ŝŶ ϭϵϴϴ͕ ƚŚĞ hE ƌĞůĞĂƐĞĚ ŝƚƐ
ĐŽŶĐůƵƐŝŽŶƐŽŶĂĐĐŽƵŶƚŝŶŐĂŶĚƌĞƉŽƌƚŝŶŐďǇdEƐ;hE͕ϭϵϴϴͿ͘ůƚŚŽƵŐŚ
ƚŚĞĐŽŶĐůƵƐŝŽŶƐƐƚŝůůŝŶĐůƵĚĞĚŵĂŶǇŽĨƚŚĞŝĚĞĂƐĨƌŽŵƚŚĞĨŝƌƐƚ'/^Z
report, it became clear that the UN had been sidelined in the discussions
ŽŶŝŶƚĞƌŶĂƚŝŽŶĂůĂĐĐŽƵŶƚŝŶŐƌĞŐƵůĂƚŝŽŶ;,ĂŵĚĂŶŝĂŶĚZƵĨĨŝŶŐϮϬϭϱ͗ϭϴͿ͘
The group was ultimately unable to ratify an agreeable code owing to
various disagreements between developed and developing countries,
and the group was finally dissolved in 1994, after the abolition of the
hEdŝŶϭϵϵϮ;ĞǀĂ͕ϮϬϭϮ͖,ĂŵĚĂŶŝĂŶĚZƵĨĨŝŶŐ͕ϮϬϭϱͿ͘ŚĂƉƚĞƌyŽĨ
the 1993 World Investment Report (UN 1993) ended up being one of
the last manifestations of the old UN paradigm, in regard to its analyses
of the possibilities of unitary taxation and the use of advance pricing
agreements for fixing the underlying problems of the arm’s length
principle.10 Eventually, public pressures led the UN to re-establish
its work on TNCs in the late 1990s, but this time in the much less
controversial context of business and human rights.

10
Most of the other World Investment Reports published during the 1990s and
ϮϬϬϬƐĂŶĂůǇƐĞĚƚŚĞŐƌŽǁƚŚĂŶĚĚĞǀĞůŽƉŵĞŶƚŽĨďŝůĂƚĞƌĂůƚĂǆƚƌĞĂƟĞƐ͕ŽĐĐĂƐŝŽŶĂůůǇĂůƐŽ
ĚŝƐĐƵƐƐŝŶŐŝƐƐƵĞƐƌĞůĂƚĞĚƚŽĞ͘Ő͘ƚĂǆŚĂǀĞŶƐĂŶĚŝŶƚƌĂĮƌŵƚĂǆĂǀŽŝĚĂŶĐĞ͘/ůůƵƐƚƌĂƟǀĞůǇ͕
in 2000, the report noted how “Concern about transfer pricing, greatest in the 1960s
ĂŶĚϭϵϳϬƐ͕ŚĂƐĚĞĐůŝŶĞĚĂƐƚĂǆĚŝīĞƌĞŶĐĞƐŚĂǀĞŶĂƌƌŽǁĞĚ͕ĚŽƵďůĞͲƚĂǆĂƟŽŶĂŐƌĞĞŵĞŶƚƐ
ŚĂǀĞƉƌŽůŝĨĞƌĂƚĞĚĂŶĚƚŚĞĚĞƐŝƌĞƚŽĂƩƌĂĐƚ&/ŚĂƐďĞĐŽŵĞǁŝĚĞƐƉƌĞĂĚ͟;hE͕ϮϬϬϬ͗ϭϲϱͿ͘
The World Investment Report 2005 ǁĂƐƚŚĞĮƌƐƚŶŽƚƚŽĞǆƉůŝĐŝƚůǇŵĞŶƟŽŶƚŚĞhEdŝŶ
its foreword note, referring instead to the UN’s 30 years of experience in these areas
;hE͕ϮϬϬϱ͗ŝŝͿ͘ZĞĐĞŶƚůǇ͕ŝŶƚĞƌĞƐƚŝŶƚŚĞƐĞƚŚĞŵĞƐŚĂƐƌĞŐĞŶĞƌĂƚĞĚ͖Ğ͘Ő͘ƚŚĞϮϬϭϱWorld
Investment Report ŝŶĐůƵĚĞĚ Ă ĐŚĂƉƚĞƌ ĚĞĚŝĐĂƚĞĚ ƚŽ ŝŶƚĞƌŶĂƟŽŶĂů ƚĂǆ ĂŶĚ ŝŶǀĞƐƚŵĞŶƚ
policy coherence (UN, 2015).
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dŚĞ ŝŶŝƚŝĂƚŝǀĞƐ ŽƌŝŐŝŶĂůůǇ ƉƵƚ ĨŽƌǁĂƌĚ ďǇ '/^Z ĂŶĚ ƐŽŵĞ
ĂĐĂĚĞŵŝĐƐ;ĞƐƉĞĐŝĂůůǇZĂůƉŚEĂĚĞƌ͕DĂƌŬ'ƌĞĞŶĂŶĚ:ŽƐĞƉŚ^ĞůŝŐŵĂŶ͕
who explicitly discussed country-by-country reporting in the 1970s11)
bore great resemblance to the country-by-country reporting initiatives
;DƵƌƉŚǇ͕ϮϬϬϳ͖DƵƌƉŚǇ͕ϮϬϬϵͿƚŚĂƚŚĂǀĞďĞĞŶĚĞǀĞůŽƉĞĚŝŶƚŚĞĐƵƌƌĞŶƚ
ŵŝůůĞŶŶŝƵŵ͘ ŽƚŚ ƐƚƌĂŶĚƐ ŽĨ ŝŶŝƚŝĂƚŝǀĞƐ ĐĂůů ĨŽƌ ƐŝŵŝůĂƌ ĞǆƚĞŶƐŝŽŶƐ ŝŶ
corporate transparency and share an analysis of the problems created
by the lack of disclosure. Moreover, they proposed similar measures for
addressing these problems. Recently, the extended country-by-country
reporting requirements for TNCs have been praised as the single most
ŝŵƉŽƌƚĂŶƚ ŽƵƚĐŽŵĞ ŽĨ ƚŚĞ W^ ƉƌŽũĞĐƚ ʹ ĞǀĞŶ ƚŚŽƵŐŚ ƚŚĞ ƌĞƉŽƌƚƐ
will be accessible only for authorities and the new system will not be
accompanied by an effective exchange of information on the reports
;W^DŽŶŝƚŽƌŝŶŐ'ƌŽƵƉ͕ϮϬϭϱͿ͘
Unitary taxation is another major corporate tax-related initiative
that has been discussed for a long time, recently for example in the
h͘ ĂƐŝĐĂůůǇ͕ ƵŶŝƚĂƌǇ ƚĂǆĂƚŝŽŶ ƉƌĞƐĞŶƚƐ Ă ĐŽŵƉĞƚŝŶŐ ƉƌŝŶĐŝƉůĞ ƚŽ ƚŚĞ
prevailing arm’s length principle in the regulation of intracompany
trade. In contrast to the arm’s length principle, which treats subsidiaries
of a TNC as separate entities, unitary taxation taxes companies as a
single entity, with tax revenues distributed to states by a commonly
ĂŐƌĞĞĚĨŽƌŵƵůĂ;ĚĞŶ͕ϮϬϬϳ͗ϲϭϮ͖ƐĞĞĂůƐŽǀŝͲzŽŶĂŚ͕ϮϬϭϲͿ͘dŚŝƐŬŝŶĚŽĨ
ƐǇƐƚĞŵŝƐƵƐĞĚŝŶƚŚĞhŶŝƚĞĚ^ƚĂƚĞƐĨŽƌĂůůŽĐĂƚŝŶŐƚĂǆƌĞǀĞŶƵĞƐďĞƚǁĞĞŶ
the individual states. The EU had already presented a first draft for
ŝƚƐ ƐŽͲĐĂůůĞĚ ŽŵŵŽŶ ŽŶƐŽůŝĚĂƚĞĚ ŽƌƉŽƌĂƚĞ dĂǆ ĂƐĞ ;dͿ ŝŶ
ϮϬϭϭ ;ƵƌŽƉĞĂŶ ŽŵŵŝƐƐŝŽŶ͕ ϮϬϭϭͿ͕ ĂŶĚ ŝŶ :ƵŶĞ ϮϬϭϱ ƚŚĞ ƵƌŽƉĞĂŶ
ŽŵŵŝƐƐŝŽŶŝŶĐůƵĚĞĚƚŚĞdĂƐĂĐĞŶƚƌĂůŐŽĂůŝŶŝƚƐĨŝǀĞͲƉŽŝŶƚĂĐƚŝŽŶ
plan on corporate taxation (European Commission, 2015).
dŚĞ h ǁĂƐ ŶŽƚ ƚŚĞ ĨŝƌƐƚ ŽƌŐĂŶŝǌĂƚŝŽŶ ďǇ ĨĂƌ ƚŽ ĚŝƐĐƵƐƐ ƵŶŝƚĂƌǇ
taxation. Indeed, the initiative was brought up in the negotiations
of the League of Nations, but it was found too politically difficult to
ĂĚŽƉƚ͘ dŚĞ ĚŝƐĐƵƐƐŝŽŶƐ ŝŶ ƚŚĞ hEd ƐŚŽƵůĚ ĂůƐŽ ďĞ ŚŝŐŚůŝŐŚƚĞĚ͘ &Žƌ
example, the UNCTC’s 1974 technical paper on taxation noted how
11
^ƉĞĐŝĮĐĂůůǇ͕EĂĚĞƌĞƚĂů͘;ϭϵϳϳͿŵĂŝŶƚĂŝŶĞĚƚŚĂƚƚƌĂĚĞƐĞĐƌĞĐǇŚĂĚďĞĐŽŵĞĂŶ
ĂůůͲƉƵƌƉŽƐĞĞǆĐƵƐĞĨŽƌĚĞĐůŝŶŝŶŐĂŶŝŶĨŽƌŵĂƟŽŶƌĞƋƵĞƐƚ͕ĞǀĞŶƚŚŽƵŐŚƚŚĞĂĐƚƵĂůƚƌĂĚĞ
secrecy privilege is quite narrow (p. 138). Moreover, they suggested that statements
ƐŚŽƵůĚ ďĞ ďƌŽŬĞŶ ĚŽǁŶ ŽŶ Ă ͚h͘^͛͘ ĂŶĚ ͚Ăůů ĨŽƌĞŝŐŶ͛ ďĂƐŝƐ͕ ĂŶĚ ƚŚĂƚ ƚŚĞƌĞ ƐŚŽƵůĚ ďĞ
ĨŽƌĞŝŐŶĮŶĂŶĐŝĂůƌĞƉŽƌƚƐĨƵƌŶŝƐŚĞĚŽŶĂĐŽƵŶƚƌǇͲďǇͲĐŽƵŶƚƌǇďĂƐŝƐ;Ɖ͘ϭϳϲͿ͘
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“a radical change in the taxation of multinational corporation profits
ǁŽƵůĚ ďĞ ƚŚĞ ĂĚŽƉƚŝŽŶ ŽĨ Ă ĨĂĐƚŽƌͲĨŽƌŵƵůĂ ƚĞĐŚŶŝƋƵĞ͟ ;^ŚŽƵƉ͕ ϭϵϳϰ͗
ϯϯͿ͘ŶŽƚŚĞƌĐŽŶƚƌŝďƵƚŽƌŽĨƚŚŝƐƉƵďůŝĐĂƚŝŽŶĂůƐŽŶŽƚĞĚŚŽǁĂŶ͞ŝŵƉůŝĐŝƚ
justification for formula apportionment is essentially that profits should
be apportioned among the states in proportion to the contribution to
ƚŚĞǀĂůƵĞĂĚĚĞĚ͟;DĐ>ƵƌĞ:ƌ͕͘ϭϵϳϰ͗ϲϵͿ͘
Unitary taxation was also discussed in the 1974 Report of the
ŵŝŶĞŶƚ WĞƌƐŽŶƐ͘ EŽƚŝŶŐ ƚŚĞ ĞǆŝƐƚŝŶŐ ƵŶŝƚĂƌǇ ƚĂǆĂƚŝŽŶ ƉƌĂĐƚŝĐĞ ŝŶ ƚŚĞ
hŶŝƚĞĚ ^ƚĂƚĞƐ͕ ƚŚĞ ƌĞƉŽƌƚ ƐƵŐŐĞƐƚĞĚ ƚŚĂƚ ĂŶ ĂŐƌĞĞĚ ƉƌŽ ƌĂƚĂ ĨŽƌŵƵůĂ
would be an ambitious approach to tax TNCs (p. 93). Moreover, the
authors of the report noted that taxing the worldwide profits on an
accrual basis would help in tackling tax havens. The report even
discussed the possibility of denying the right of establishment in
countries that would not adhere to the unitary system (UN, 1974:
ϵϯͿ͘ ůƚŚŽƵŐŚ ƵŶŝƚĂƌǇ ƚĂǆĂƚŝŽŶ ŶĞǀĞƌ ĨŽƵŶĚ ŝƚƐ ǁĂǇ ŝŶƚŽ ƚŚĞ ƉŽůŝĐǇ
ƉƌŽƉŽƐĂůƐŽĨ'/^ZĂŶĚƚŚĞĚŝƐĐƵƐƐŝŽŶŝŶƚŚĞ'WƌĞƉŽƌƚǁĂƐĂůƐŽŶŽŶͲ
confirmative, it is clear that the major UNCTC bodies understood the
ƉŽƚĞŶƚŝĂůŽĨƚŚĞŝŶŝƚŝĂƚŝǀĞ;hEϭϵϳϰ͕ƉƉ͘ϵϯʹϵϰͿ͘
&ŝŶĂůůǇ͕ ƚŚĞ hEd ƉƵďůŝĐĂƚŝŽŶƐ ĐŽǀĞƌĞĚ ƐŽŵĞ ůĞƐƐĞƌͲŬŶŽǁŶ
ŝŶŝƚŝĂƚŝǀĞƐ ƚŚĂƚ ŚĂǀĞ ďĞĞŶ ƌĞĚŝƐĐŽǀĞƌĞĚ ŝŶ ƚŚĞ ƉĂƐƚ ǇĞĂƌƐ͘ Ɛ Ă ŽŶĞ
ƐŝŐŶŝĨŝĐĂŶƚ ĞǆĂŵƉůĞ͕ ƚŚĞ ϭϵϳϰ ZĞƉŽƌƚ ŽĨ ŵŝŶĞŶƚ WĞƌƐŽŶƐ ĐĂůůĞĚ ƚŚĞ
governments to “disclose the principal terms of agreements between
them and multinational corporations” (p. 96), a call that has been raised
several times after the LuxLeaks scandal, which involved some 30,000
tax-related pricing agreements that the government of Luxembourg had
conducted with multinational companies. Moreover, recent years have
ƐĞĞŶƐĞǀĞƌĂůĐĂůůƐĂŶĚĂƚƚĞŵƉƚƐĨŽƌŝŶĐƌĞĂƐĞĚ^ŽƵƚŚͲ^ŽƵƚŚĐŽŽƉĞƌĂƚŝŽŶ
in international tax matters. The need for and potential benefits of this
kind of cooperation had already been noticed in the 1974 Report of
ƚŚĞŵŝŶĞŶƚWĞƌƐŽŶƐ;hE͕ϭϵϳϰͿ͘&ŝŶĂůůǇ͕ƚŚĞϭϵϳϰƚĞĐŚŶŝĐĂůƉĂƉĞƌŽŶ
taxation also discussed the possibility of “setting up an international
tax court…to obviate intercountry inconsistencies in transfer pricing”
;^ŚŽƵƉ͕ϭϵϳϰ͗ϯϮͿ͕ƌĞƐĞŵďůŝŶŐĚŝƐĐƵƐƐŝŽŶƐŽŶĂŶŝŶĚĞƉĞŶĚĞŶƚĚŝƐƉƵƚĞͲ
settlement body or arbitration mechanism in recent proposals for a
ŶĞǁŝŶƚĞƌŶĂƚŝŽŶĂůƚĂǆĂƵƚŚŽƌŝƚǇ;ZŝǆĞŶ͕ϮϬϭϲ͖dĂŶǌŝ͕ϮϬϭϲͿ͘dŚĞůŝƐƚĐŽƵůĚ
be continued.
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ůů ŝŶ Ăůů͕ ƚŚĞ ƚĂǆ ŝŶŝƚŝĂƚŝǀĞƐ ƚŚĂƚ ƚŚĞ hEd ĂĚǀŽĐĂƚĞĚ ĞŝƚŚĞƌ
directly through its conduct or more indecisively in its reports have
proven to be surprisingly relevant even today. The automatic exchange
of tax information has progressed quickly in the post-financial crisis
era. The country-specific and sector-specific financial reporting for
corporations was extended first in the early 2000s with voluntary
initiatives in the extractive industries, and then with mandatory
legislation in the financial sector and extractive industries. Moreover,
ƚŚĞ K͛Ɛ W^ ƉƌŽĐĞƐƐ ŝŶƚƌŽĚƵĐĞĚ ŵĂŶĚĂƚŽƌǇ ĐŽƵŶƚƌǇͲďǇͲĐŽƵŶƚƌǇ
reporting for TNCs in all sectors, even though this information will not
be public and therefore it remains to be seen how well the information
exchange between countries on this information will work. Many of
the other overall concerns discussed in the UNCTC remain also highly
relevant.

5.

Looking back: why were the UNCTC’s proposals
forgotten?

In recent decades, the constructivist turn in international
relations and other social sciences has drawn much attention to the
role of ideas in shaping politics on all levels. Robert Cox (1983, 1986),
<ĞĐŬĂŶĚ^ŝŬŬŝŶŬ;ϭϵϵϵͿ͕ĂŶĚŵĂŶǇŽƚŚĞƌƐƐĐŚŽůĂƌƐŚĂǀĞŵĂĚĞĂƐƚƌŽŶŐ
case that policy experts, the transnational classes that they form and
the ideas they convey have a much bigger impact on world politics than
had been commonly understood earlier. The collective amnesia about
the UN’s early work in the field of international corporate taxation is a
prime example of this. The oblivion of the proposals that the UN (and
to a lesser extent the OECD) advocated for between 1960s and 1980s
not only made rediscovering many of these initiatives a painful and
prolonged process, but also facilitated the emergence of alternative
conceptual frameworks for understanding the role of large corporations
ŝŶƚŚĞƐŽĐŝĞƚǇ͘dŚĞKͲĚƌŝǀĞŶůĂƚĞͲϭϵϵϬƐƚĂǆĐŽŵŵƵŶŝƚǇ;,ĂĂƐ͕ϭϵϵϮͿ
failed to pay attention to the earlier work of the UN, which paved the
way for the OECD’s triumphant re-entry in this field in the late 1990s.
The 1990s saw the parallel emergence of the corporate social
responsibility agenda and the OECD’s work on tax havens. These
initiatives represented a comeback of calls for better regulation and
transparency of TNCs, but in a form that had little in common with the
earlier UN efforts. The UN had restarted its own work on corporations,
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ĂƐ ƚŚĞ ^ƵďͲŽŵŵŝƐƐŝŽŶ ŽŶ ƚŚĞ WƌŽŵŽƚŝŽŶ ĂŶĚ WƌŽƚĞĐƚŝŽŶ ŽĨ ,ƵŵĂŶ
ZŝŐŚƚƐ ĨŽƵŶĚĞĚ Ă tŽƌŬŝŶŐ 'ƌŽƵƉ ŽŶ dƌĂŶƐŶĂƚŝŽŶĂů ŽƌƉŽƌĂƚŝŽŶƐ ŝŶ
ϭϵϵϴ͘ dŚƌĞĞ ǇĞĂƌƐ ůĂƚĞƌ͕ ƚŚĞ 'ƌŽƵƉ ĐŽŵƉůĞƚĞĚ ƚŚĞ ĨŝŶĂů ĚƌĂĨƚ ŽĨ ƚŚĞ
Norms on the Responsibilities of Transnational Corporations and Other
ƵƐŝŶĞƐƐŶƚĞƌƉƌŝƐĞƐǁŝƚŚZĞŐĂƌĚƚŽ,ƵŵĂŶZŝŐŚƚƐ͕ǁŚŝĐŚƐĞƌǀĞĚĂƐĂ
ďĂƐŝƐĨŽƌƚŚĞhŶŝƚĞĚEĂƚŝŽŶƐ'ƵŝĚŝŶŐWƌŝŶĐŝƉůĞƐŽŶƵƐŝŶĞƐƐĂŶĚ,ƵŵĂŶ
Rights. Commonly known as the Ruggie principles, their approach to
TNCs was based on the concept of corporate responsibilities, which
resonated well with the rising corporate social responsibility agenda of
ƚŚĞƚŝŵĞ͘/ŵƉŽƌƚĂŶƚůǇ͕ŵĂŶǇŽĨƚŚĞĐŝǀŝůƐŽĐŝĞƚǇŽƌŐĂŶŝǌĂƚŝŽŶƐĐƌŝƚŝĐŝǌŝŶŐ
the dominant world powers also embraced the human rights and anticorruption agendas. In the early 2000s, the multi-stakeholder Extractive
Industry Transparency Initiative gathered much attention with its
rather modest anti-corruption aim of demanding greater voluntary
ƚƌĂŶƐƉĂƌĞŶĐǇƌĞŐĂƌĚŝŶŐƉĂǇŵĞŶƚƐƚŽŐŽǀĞƌŶŵĞŶƚƐ͘ĨĞǁǇĞĂƌƐďĞĨŽƌĞ
ƚŚŝƐ͕ Ă ŐƌŽƵƉ ŽĨ ŶŽŶͲŐŽǀĞƌŶŵĞŶƚĂů ŽƌŐĂŶŝǌĂƚŝŽŶƐ ĨŽƌŵĞĚ ƚŚĞ WƵďůŝƐŚ
tŚĂƚzŽƵWĂǇŝŶŝƚŝĂƚŝǀĞǁŝƚŚĂƐŝŵŝůĂƌĂŐĞŶĚĂ;^ĞĂďƌŽŽŬĞĂŶĚtŝŐĂŶ͕
2015). The norms of the time had become so widely shared that they
ǁĞƌĞ ŝŶƚĞƌŶĂůŝǌĞĚ ďǇ ĂĐƚŽƌƐ ĂŶĚ ĂĐŚŝĞǀĞĚ Ă ƚĂŬĞŶ ĨŽƌ ŐƌĂŶƚĞĚ ƋƵĂůŝƚǇ
and conformity, which is a powerful building block for ideational power
;&ŝŶŶĞŵŽƌĞĂŶĚ^ŝŬŬŝŶŬ͕ϭϵϵϴ͗ϵϬϰͿ͘
Earlier I noted how the OECD’s landmark report Harmful Tax
Practices: An Emerging Global Issue (OECD, 1998) failed to cite any
reference published before the early 1980s. In subsequent years, several
ƐĐŚŽůĂƌƐƐƚĂƌƚĞĚƚŽĂŶĂůǇƐĞƚŚĞŝŶŝƚŝĂƚŝǀĞ;Ğ͘Ő͘ŝĞƚƐĐŚ͕ϮϬϭϲ͖DĞŝŶǌĞƌ͕
ϮϬϭϲ͖^ŚĂƌŵĂŶ͕ϮϬϬϲͿ͕ďƵƚŵŽƐƚůǇĨƌŽŵĂĐŽŶƚĞŵƉŽƌĂƌǇĂŶŐůĞ͘ǇƚŚĞ
late 1990s the earlier UN agenda had been discarded on all fronts. In
ƚŚĞ ĨŝĞůĚ ŽĨ ĂĐĐŽƵŶƚŝŶŐ ƌĞŐƵůĂƚŝŽŶ͕ ƚŚĞ /^ ǁĂƐ ĨŽƌŵĞĚ ŝŶ ϭϵϳϯ ĂŶĚ
the OECD geared up its work on accounting and international taxation
(see below). Even though it has been argued that until the 1980s, the
/^ ͞ƌĞŵĂŝŶĞĚ ĂŶ ŽďƐĐƵƌĞ ďŽĚǇ ǁŝƚŚ ůŝƚƚůĞ ŝŵƉĂĐƚ ŽŶ ŝŶƚĞƌŶĂƚŝŽŶĂů
ĂĐĐŽƵŶƚŝŶŐ͟ ;DĂƌƚŝŶĞǌͲŝĂƐ͕ ϮϬϬϱ͗ ϭͿ͕ ŝƚ ƐĞĞŵƐ ƉůĂƵƐŝďůĞ ƚŚĂƚ ŝƚƐ
foundation strengthened the calls to scale down the accounting-related
ǁŽƌŬŽĨ'/^ZĂŶĚƚŚĞhEd;,ĂŵĚĂŶŝĂŶĚZƵĨĨŝŶŐϮϬϭϱ͗ϭϯϯʹϭϯϲͿ͘
ƐŵĞŶƚŝŽŶĞĚĞĂƌůŝĞƌ͕ŝŶϭϵϴϰƚŚĞ'/^ZŐƌŽƵƉ͛ƐŵĂŶĚĂƚĞǁĂƐƌĞĚƵĐĞĚ
“to review material from international accountancy bodies and other
ŝŶƚĞƌĞƐƚĞĚŐƌŽƵƉƐ͟;hE͕ϭϵϴϰ͗ϯͿ͘ƚƚŚĂƚƚŝŵĞ͕ƚŚĞ/^ǁĂƐƚŚĞŽŶůǇ
ŽƚŚĞƌ ŝŶƚĞƌŶĂƚŝŽŶĂů ĂĐĐŽƵŶƚĂŶĐǇ ďŽĚǇ͘ dŚƵƐ͕ ƚŚĞ /^͛Ɛ ŝŵƉŽƌƚĂŶĐĞ
has been larger than sometimes perceived right from its beginnings.
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This development is a prime example of forum shifting, which refers
to a tendency of prevailing superpowers to shift discussions from one
forum to another to avoid resistance and losses in forums that they do
ŶŽƚĂĚĞƋƵĂƚĞůǇĐŽŶƚƌŽů;ƌĂŝƚŚǁĂŝƚĞĂŶĚƌĂŚŽƐ͕ϮϬϬϬ͗ϮϴʹϮϵͿ͘
ĨƚĞƌ ƚŚĞ ĐƌĞĂƚŝŽŶ ŽĨ ƚŚĞ /^͕ ƚŚĞƌĞ ǁĂƐ ŶŽ ƌŽŽŵ ůĞĨƚ ĨŽƌ
genuinely influential policy work for the UNCTC, as the major players
ŝŶ ŝŶƚĞƌŶĂƚŝŽŶĂů ƉŽůŝƚŝĐƐ ďĂĐŬĞĚ ƚŚĞ /^͘ /Ŷ Ă ǁĂǇ͕ ƚŚĞ hE ďĞĐĂŵĞ Ă
victim of its own success, as its major progress was achieved in the field
of accounting regulation. Little was left after the mandate to work on
ĂĐĐŽƵŶƚŝŶŐŝƐƐƵĞƐǁĂƐƚĂŬĞŶĂǁĂǇĨƌŽŵƚŚĞhE͘dŚĞ/^͛ƐƐƵĐĐĞƐƐŽƌ͕
ƚŚĞ/ŶƚĞƌŶĂƚŝŽŶĂůĐĐŽƵŶƚŝŶŐ^ƚĂŶĚĂƌĚƐŽĂƌĚ;/^Ϳ͕ŚĂƐďĞĞŶĂƚůĞĂƐƚ
as disinclined to initiatives that would enhance corporate financial
ƚƌĂŶƐƉĂƌĞŶĐǇ ĂƐ ƚŚĞ /^ ǁĂƐ ;>ĞƐĂŐĞ ĂŶĚ <ĂĕĂƌ͕ ϮϬϭϯͿ͘ ŽŶƚƌĂƌǇ ƚŽ
the situation in the 1970s and 1980s, however, one self-regulatory
ŽƌŐĂŶŝǌĂƚŝŽŶĐĂŶŶŽůŽŶŐĞƌĚŽŵŝŶĂƚĞƚŚĞĚŝƐĐƵƐƐŝŽŶƐŽŶŝŶƚĞƌŶĂƚŝŽŶĂů
accounting regulation, not even with a mandate that greatly exceeds
ƚŚĂƚŽĨƚŚĞ/^͘ƚƚŚĞƐĂŵĞƚŝŵĞ͕ƚŚĞŵĂŝŶƐƚƌĞĂŵŽĨĂĐĂĚĞŵŝĐƐƚƵĚŝĞƐ
on corporations shifted from analyses of power to more apolitical
theories arising from transaction costs theory and conducted within
ĞĐŽŶŽŵĞƚƌŝĐ ŵĞƚŚŽĚƐ͘ ĨƚĞƌ Ăůů͕ ŵĂŶǇ ŽĨ ƚŚĞ hEd͛Ɛ ĂŶĂůǇƐĞƐ ǁĞƌĞ
either drafted by prominent academic researchers of the time or
heavily influenced by them. Consequently, as the international policy
community rediscovered the powers exerted by TNCs in the late 1990s,
neither analytical tools nor policy networks were available for analysing
them.
Moreover, the OECD also geared up its work on international tax
ŝƐƐƵĞƐŝŶƚĂŶĚĞŵǁŝƚŚƚŚĞĨŽƌƵŵƐŚŝĨƚĨƌŽŵƚŚĞhEƚŽƚŚĞ/^͘/Ŷϭϵϳϱ͕
the OECD established the Committee on International Investment
and Multinational Enterprises, “almost certainly in response to the
ĂĚǀĞƌƐĂƌŝĂůĂƚƚŝƚƵĚĞŽĨŵĂŶǇĐŽƵŶƚƌŝĞƐƚŽdEĂĐƚŝǀŝƚŝĞƐ͟;^ĂŐĂĨŝͲEĞũĂĚ
et al., 2008: 111). One of the tasks of this committee was to elaborate
ŝƚƐ ŽǁŶ ƐĞƚ ŽĨ ŐƵŝĚĞůŝŶĞƐ ʹ ĂĚŽƉƚĞĚ ŝŶ :ƵŶĞ ϭϵϳϱ ʹ Ă ŵŽǀĞ ƚŚĂƚ ǁĂƐ
ĂƚůĞĂƐƚƉĂƌƚůǇƚĂƌŐĞƚĞĚĂŐĂŝŶƐƚƚŚĞhEƉƌŽĐĞƐƐŽĨϭϵϳϲ;,ĂŵĚĂŶŝĂŶĚ
ZƵĨĨŝŶŐ͕ ϮϬϭϱ͗ ϴϯͿ͘ DŽƌĞŽǀĞƌ͕ ƚŚĞ /ŶƚĞƌŶĂƚŝŽŶĂů >ĂďŽƵƌ KƌŐĂŶŝǌĂƚŝŽŶ
also started a similar initiative for creating its own guidelines for TNCs
;dĂƉŝŽůĂ͕ ϮϬϭϱ͗ ϭϭϬͿ͘ ŶĚ ĂƐ ƚŚĞ ƉƌĞƐƐƵƌĞ ĐŽŵŝŶŐ ĨƌŽŵ ƚŚĞ hEd
faded, the OECD’s earlier views on including transfer-pricing issues in
the scope of corporate code of conduct were also forgotten.
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In addition, the conclusion of bilateral tax treaties for the
elimination of double taxation emerged from the 1960s onward as a
ƐĂůŝĞŶƚĨĞĂƚƵƌĞŽĨŝŶƚĞƌͲ^ƚĂƚĞƌĞůĂƚŝŽŶƐ;hE͕ϮϬϬϯ͗ϯ͖ƐĞĞĂůƐŽ,ĞĂƌƐŽŶ͕
2015). Earlier I noted that the OECD published its first draft model treaty
for bilateral treaties in 1963 and that finally the OECD Model Double
Tax Convention on Income and on Capital was published in 1977 (UN,
2003: 3). The rules for dividing corporate tax incomes between states
were thus developed in the same period that the UN was discussing
the rules for financial disclosure of these activities, thus downplaying
ƚŚĞhEĂĐƚŝǀŝƚŝĞƐ͘ǀĞŶƚŚŽƵŐŚƚŚĞKŚĂĚƌĞĐŽŐŶŝǌĞĚƐŽŵĞŽĨƚŚĞ
developing-country concerns as early as in 1965, the OECD’s solutions
ǁĞƌĞĐůĞĂƌůǇŵŽƌĞĨĂǀŽƵƌĂďůĞƚŽƚŚĞĚĞǀĞůŽƉĞĚĐŽƵŶƚƌŝĞƐ͘ůƚŽŐĞƚŚĞƌ͕
these factors helped the OECD to secure its leading position in what has
been called the international tax regime (Eden, 2007: 598).
Last but definitely not least, several developments in the global
political economy favoured the demise of the UN and the UNCTC and
ƚŚĞƐŚŝĨƚƚŽůĞƐƐĂŵďŝƚŝŽƵƐĨŽƌƵŵƐ͘^ĂŐĂĨŝͲEĞũĂĚĞƚĂů͘;ϮϬϬϴ͗ϭϭϵͿŶŽƚĞĚ
that by “the mid-1980s, many developing countries were in the throes
of structural adjustment policies to cope with deficits in their balance
of payments, the aftermath of recession, and the huge debts that
arose from the energy crises of 1973-1974 and 1979-1980” (see also
,ĂŵĚĂŶŝ ĂŶĚ ZƵĨĨŝŶŐ͕ ϮϬϭϱ͗ ϭϴͿ͘ ŽŶƐĞƋƵĞŶƚůǇ͕ ĚĞǀĞůŽƉŝŶŐ ĐŽƵŶƚƌŝĞƐ
were desperate for capital and technology. This led many countries to
revise their attitudes toward TNCs, either voluntarily or forced by the
structural adjustment programs. The UNCTC was dissolved in 1993,
ǁŝƚŚŝƚƐƌĞŵĂŝŶŝŶŐĨƵŶĐƚŝŽŶƐŝŶƚĞŐƌĂƚĞĚŝŶƚŽhEd͘^ĂŐĂĨŝͲEĞũĂĚĞƚĂů͘
;ϮϬϬϴ͗ϮϵͿĚĞƐĐƌŝďĞĚŚŽǁ͞ŶĂƚŝŽŶͲƐƚĂƚĞƐďĞĐĂŵĞĨƌŝĞŶĚůŝĞƌƚŽǁĂƌĚƐ&/͕
competing over who would give more generous incentives to attract
companies”. Consequently, the focus of the UN shifted. The emphasis
on a code of conduct, not to speak of a more binding version of it in the
ĨƵƚƵƌĞ͕ǁŚŝĐŚǁĞƌĞƚŚĞŬĞǇŐŽĂůƐŽĨƚŚĞhEd͕ǁĞƌĞĚĞͲƉƌŝŽƌŝƚŝǌĞĚĂŶĚ
eventually faded into oblivion.
ĨƚĞƌƚŚĞhEdǁĂƐĚŝƐŵĂŶƚůĞĚ͕hEdŽĐĐĂƐŝŽŶĂůůǇƚŽƵĐŚĞĚ
upon tax and accounting issues in some of its seminars, mostly from
ƚŚĞ ƉĞƌƐƉĞĐƚŝǀĞ ŽĨ ĐĂƉĂĐŝƚǇ ďƵŝůĚŝŶŐ ĨŽƌ ĚĞǀĞůŽƉŝŶŐ ĐŽƵŶƚƌŝĞƐ ;^ĂŐĂĨŝͲ
Nejad et al.͕ ϮϬϬϴ͗ ϭϯϳͿ͘ ůƚŚŽƵŐŚ ƚŚĞ hEd͛Ɛ ǁŽƌŬ ŽŶ ĂĐĐŽƵŶƚŝŶŐ
continued to receive some coverage (e.g. Cobham and McNair, 2012:
44), the early UNCTC proposals were largely forgotten. In addition,
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the poorly resourced UN Tax Committee has never managed to
become a serious competitor to the OECD, despite the interest by civil
society in stepping up its resources and mandate in the 2000s. In this
ŵŝůůĞŶŶŝƵŵ͕ĐŝǀŝůƐŽĐŝĞƚǇŽƌŐĂŶŝǌĂƚŝŽŶƐƐƵĐŚĂƐƚŚĞdĂǆ:ƵƐƚŝĐĞEĞƚǁŽƌŬ
ĂŶĚ 'ůŽďĂů &ŝŶĂŶĐŝĂů /ŶƚĞŐƌŝƚǇ ŚĂǀĞ ŚĂĚ Ă ĐĞŶƚƌĂů ƌŽůĞ ŝŶ ƉƌŽŵŽƚŝŶŐ
initiatives such as automatic exchange of information and country-byĐŽƵŶƚƌǇƌĞƉŽƌƚŝŶŐ͘,ŽǁĞǀĞƌ͕ŐĞŶĞƌĂůůǇƚŚĞǇƐĞĞŵƚŽŚĂǀĞŚĂĚĂŵŽƌĞ
ĐŽŶƚĞŵƉŽƌĂƌǇŽƌŝĞŶƚĂƚŝŽŶƚŽƚŚĞƐĞŝƐƐƵĞƐ;^ĞĂďƌŽŽŬĞ͕ϮϬϭϰ͗ϱϬͿ͘/ŶƚŚŝƐ
decade, however, tax-related themes have made a real breakthrough
onto the international policy agenda in UN and other forums (e.g., UN
2015).
The experience of the UN and the OECD in tackling international
corporate tax avoidance highlights the interlinkages between socalled epistemic communities that include the key policymakers in
one policy area, and their collective memory. Langenbacher (2010:
33) has noted how power stems from the degree of dominance that
a memory achieves in a political culture and the importance of how
many memories circulate, how widely a specific memory is held
and how deep the attachment is.12 In the late 1990s, the memories
circulating about the earlier UN work were few and far between. The
backgrounds and shared knowledge of the emergent entrepreneurs
;^ĞĂďƌŽŽŬĞĂŶĚtŝŐĂŶ͕ϮϬϭϯͿǁŚŽŚĂǀĞƌĞĐĞŶƚůǇƉƌŽŵŽƚĞĚƚŚĞƐĞŝƐƐƵĞƐ
ŝŶĐŝǀŝůƐŽĐŝĞƚǇĂŶĚŝŶƚĞƌŶĂƚŝŽŶĂůŽƌŐĂŶŝǌĂƚŝŽŶƐĚŝĨĨĞƌĞĚŵĂƌŬĞĚůǇĨƌŽŵ
that of the specialists whose knowledge the UN had employed in the
ϭϵϳϬƐ͘,ŽǁĞǀĞƌ͕ŝƚǁŽƵůĚďĞŵŝƐŐƵŝĚĞĚƚŽƐĞĞƚŚŝƐƐŚŝĨƚĂƐŶĞĐĞƐƐĂƌŝůǇ
ĂŶĞŐĂƚŝǀĞƚŚŝŶŐ͘ůƚŚŽƵŐŚƚŚĞĐŽůůĞĐƚŝǀĞŽďůŝǀŝŽŶŚĞůƉĞĚƚŚĞKƚŽ
ŐĂƚŚĞƌ ƉƵďůŝĐŝƚǇ ĨŽƌ ŝƚƐ ϭϵϵϴ ,ĂƌŵĨƵů dĂǆ ŽŵƉĞƚŝƚŝŽŶ ƌĞƉŽƌƚ ĂŶĚ ŝƚƐ
newborn role in this field, it may have also helped critics of the OECD
to attach a sense of novelty to policy ideas that went beyond those
advocated by the OECD.
In summary, the project for regulating corporate planning and
bring more transparency to it in the 1970s was institutionally conducted
in a winner-takes-all situation. The UN made major headway with the
ǁŽƌŬĐŽŶĚƵĐƚĞĚŝŶƚŚĞĚ,ŽĐ'ƌŽƵƉ͕ƚŚĞhEdĂŶĚŝƚƐ'/^ZŐƌŽƵƉ͕
12

>ĂŶŐĞŶďĂĐŚĞƌĂŶĚ^ŚĂŝŶŚĂǀĞĂůƐŽŶŽƚĞĚŚŽǁƚŚĞŝŶƚĞƌŶĂƟŽŶĂůƉŽůŝĐǇŝŵƉĂĐƚŽĨ
ĐŽůůĞĐƟǀĞŵĞŵŽƌǇŚĂƐŶŽƚƌĞĐĞŝǀĞĚƚŚĞƐǇƐƚĞŵĂƟĐĂƩĞŶƟŽŶŝŶĞŝƚŚĞƌƚŚĞĂĐĂĚĞŵǇŽƌ
the policy arena that it deserves (2010: 1). It is easy to agree with this statement in light
ŽĨƚŚĞĐĂƐĞƐƚƵĚŝĞƐƉƵƚĨŽƌǁĂƌĚŝŶƚŚŝƐĂƌƟĐůĞ͘
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but its influence faded as the balance of power shifted in favour of
ƚŚĞ/^ĂŶĚƚŚĞK͘dŚĞƐĞĚĞǀĞůŽƉŵĞŶƚƐǁĞƌĞĂĐĐĞŶƚƵĂƚĞĚďǇƚŚĞ
lack of additional forces (civil society, media, and other international
ŽƌŐĂŶŝǌĂƚŝŽŶƐͿ ƚŚĂƚ ǁŽƵůĚ ŚĂǀĞ ďĞĞŶ ĂďůĞ ƚŽ ƐƵƐƚĂŝŶ ƚŚĞ ƉƌĞƐƐƵƌĞ͘
Recalling how the transnational legal order on international corporate
taxation developed in the 1920s as an expert-driven process with only
Ă ůŝŵŝƚĞĚ ŐůŽďĂů ƉŽůŝƚŝĐĂů ŝŶƚĞƌĞƐƚ ;'ĞŶƐĐŚĞů ĂŶĚ ZŝǆĞŶ͕ ϮϬϭϰͿ͕ ŝƚ ĐĂŶ
be seen that the 1970s permitted the birth of a similar exercise in the
ĞƉŝƐƚĞŵŝĐ ĐŽŵŵƵŶŝƚǇ ;ƌĂŝƚŚǁĂŝƚĞ ĂŶĚ ƌĂŚŽƐ͕ ϮϬϬϬ͖ ,ĂĂƐ͕ ϭϵϵϮͿ ŽĨ
ĐŽƌƉŽƌĂƚĞƚĂǆĂǀŽŝĚĂŶĐĞĞǆƉĞƌƚƐ͘,ŽǁĞǀĞƌ͕ĐŽŵƉĂƌĞĚǁŝƚŚƚŚĞϭϵϮϬƐ͕
this consolidation period was a short one, as the OECD and other
ĐŽŵƉĞƚŝŶŐŽƌŐĂŶŝǌĂƚŝŽŶƐƐƚĂƌƚĞĚƚŽĐŚĂůůĞŶŐĞƚŚĞhEƉŽƐŝƚŝŽŶ͘dŚŝƐŝƐĂŶ
important reminder that even if the emergent entrepreneurs manage
ƚŽƐĞŝǌĞƚŚĞŵŽŵĞŶƚǁŝƚŚŝĚĞĂƐǁĞůůƐƵŝƚĞĚƚŽƚŚĞƉŽůŝƚŝĐĂůŵŽŽĚƐŽĨƚŚĞ
time, a sudden shift in the international balance of power can quickly
derail such attempts.
In comparison, today’s emergent entrepreneurs benefit from
the fact that the current international political situation is much
more diverse with regard to both ideas and institutions. This enables
Đŝǀŝů ƐŽĐŝĞƚǇ ŽƌŐĂŶŝǌĂƚŝŽŶƐ͕ ŝŶƚĞƌŶĂƚŝŽŶĂů ŽƌŐĂŶŝǌĂƚŝŽŶƐ͕ ƉŽůŝƚŝĐŝĂŶƐ ĂŶĚ
even investors to gain small but repeated political victories in pushing
initiatives against tax avoidance and tax havens despite powerful
ƌĞƐŝƐƚĂŶĐĞ ĨƌŽŵ ƚŚĞ /^ ĂŶĚ ĞůƐĞǁŚĞƌĞ͘ dŚĞ ĚŝƐĞŵƉŽǁĞƌŝŶŐ ĂŶĚ
consequent dismantling of the UNCTC and parts of the other UN
ǁŽƌŬƌĞƐƵůƚĞĚŝŶƚŚĞĚĞƐƚƌƵĐƚŝŽŶŽĨĂƉŽůŝĐǇĐŽŵŵƵŶŝƚǇʹŽƌĞƉŝƐƚĞŵŝĐ
ĐŽŵŵƵŶŝƚǇʹƚŚĂƚĐŽƵůĚŚĂǀĞŵĂŝŶƚĂŝŶĞĚĂŶĚƐƉƌĞĂĚŬŶŽǁůĞĚŐĞŽĨƚŚĞ
ǁĂǇƐƚŽŽƉĞŶƵƉĐŽƌƉŽƌĂƚĞĂĐĐŽƵŶƚƐ;ƌĂŝƚŚǁĂŝƚĞĂŶĚƌĂŚŽƐ͕ϮϬϬϬ͗ϮϵͿ͘
The epistemic community of accounting companies was strengthened
instead.
The example of the development of broader disclosure
requirements in the UNCTC and the calls for other ways to tackle tax
flight and tax havens show how difficult it is to create a lasting political
initiative when its success depends on the political will and resources
ŽĨ Ă ƐŝŶŐůĞ ŝŶƚĞƌŶĂƚŝŽŶĂů ŽƌŐĂŶŝǌĂƚŝŽŶ ƵŶĚĞƌ ĐŽŶƐƚĂŶƚ ƚŚƌĞĂƚ ŽĨ ůŽƐŝŶŐ
its legitimacy in the eyes of the prevailing powers. The results of the
UNCTC’s loss of legitimacy and power, coupled with the ideological turn
ŽĨƚŚĞůĂƚĞϭϵϳϬƐĂŶĚƚŚĞh͘^͘^ĞŶĂƚĞ͛ƐůŽƐƐŽĨŝŶƚĞƌĞƐƚŝŶƌĞƐĞĂƌĐŚŝŶŐ
the political power of the corporation were so devastating that the
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substantial inputs proposed by the UNCTC and the scholars of that
time seem to have been forgotten by academe, policymakers, and civil
society. In contrast, compared with the 1970s, there is a much broader
consensus today between northern and southern countries on the
issues and problems at stake. Therefore, playing down the proposed
initiatives is and likely will be more difficult for their opponents than in
the earlier decades.
Despite their eventual failure, the early UN proposals were
surprisingly clairvoyant in their analysis of the problem at hand and the
policy measures the UN proposed. One key reason for this was probably
that the UNCTC put great effort into recruiting the best-skilled people
available for drafting the substantial material. Many of these people
were from academia and were hired on a consultancy basis, in case
they were unwilling to sign a longer contract or the UNCTC was unable
ƚŽ ĂĨĨŽƌĚ ƚŚĞŵ ;ŝŶƚĞƌǀŝĞǁ ǁŝƚŚ <ůĂƵƐ ^ĂŚůŐƌĞŶͿ͘ dŚŝƐ ƐŝƚƵĂƚŝŽŶ ĐĂŶ ďĞ
contrasted with the corporate transparency initiatives developed
ĨƌŽŵ ƚŚĞ ďĞŐŝŶŶŝŶŐ ŽĨ ƚŚĞ ϭϵϵϬƐ ŽŶǁĂƌĚ͘  ďŝŐ ĚŝĨĨĞƌĞŶĐĞ ďĞƚǁĞĞŶ
these two historical waves in calls for corporate transparency was in
their underlying analysis of corporate power. The early proposals for
corporate financial transparency saw the corporate planning as a major
problem for the functioning of markets and well-functioning state
governance. In contrast, the 1990s calls for corporate transparency
were framed more in the context of corporate social responsibility and
tackling of corruption. In this sense, they were partly products of the
anti-state tenets of the 1980s that played a role in the abandonment of
the earlier initiatives.

6.

Final words

/Ŷ ƵŐƵƐƚ ϮϬϭϱ͕ ƉŽůŝĐǇŵĂŬĞƌƐ͕ Đŝǀŝů ƐŽĐŝĞƚǇ͕ ĂŶĚ hE ƉĞƌƐŽŶŶĞů
ĨƌŽŵĂƌŽƵŶĚƚŚĞǁŽƌůĚŐĂƚŚĞƌĞĚŝŶĚĚŝƐďĂďĂ͕ƚŚŝŽƉŝĂ͕ĨŽƌƚŚĞdŚŝƌĚ
/ŶƚĞƌŶĂƚŝŽŶĂů ŽŶĨĞƌĞŶĐĞ ŽŶ &ŝŶĂŶĐŝŶŐ ĨŽƌ ĞǀĞůŽƉŵĞŶƚ͘ WƌĞĐĞĚĞĚ
by the high-profile Monterrey conference in 2002 and the follow-up
ĐŽŶĨĞƌĞŶĐĞŝŶŽŚĂŝŶϮϬϬϴ͕ƚŚĞĚĚŝƐďĂďĂĞǀĞŶƚƐŽƵŐŚƚƚŽƌĞŶĞǁ
international commitments for development financing in a difficult
global political environment. One of the key goals of civil society
representatives was to strengthen and upgrade the UN Tax Committee.
,ŽǁĞǀĞƌ͕ƚŚĞĐĂůůƐĨŽƌŵŽƌĞŝŶĐůƵƐŝǀĞŐůŽďĂůŐŽǀĞƌŶĂŶĐĞŽĨƚĂǆŝƐƐƵĞƐ
were not answered. In a way, history is repeating itself. The urge to
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ƌĞǀĞƌƐĞ ƚŚĞ ĨŽƌƵŵ ƐŚŝĨƚ ƚŚĂƚ ƚŚĞ /^ ĂŶĚ ƚŚĞ K ŵĂŶĂŐĞĚ ŝŶ ƚŚĞ
1970s is there, but the opposing forces have been too strong, at least
for the time being.
 ďĞƚƚĞƌ ƵŶĚĞƌƐƚĂŶĚŝŶŐ ŽĨ ƚŚĞ ŚŝƐƚŽƌǇ ŽĨ ŝŶƚĞƌŶĂƚŝŽŶĂů ƚĂǆ
governance may help in formulating better strategies and substantial
arguments. This article has contributed to the political economy
ůŝƚĞƌĂƚƵƌĞ ŽŶ ĐŽƌƉŽƌĂƚĞ ƚƌĂŶƐƉĂƌĞŶĐǇ ĂŶĚ ƉŽǁĞƌ ŝŶ Ɛŝǆ ƌĞƐƉĞĐƚƐ͘ &ŝƌƐƚ͕
it provided new information on and analysis of the early history of the
anti-tax avoidance and evasion initiatives, thus contributing to and in
parts challenging some earlier accounts on this topic: as examples,
I showed how the histories of the automatic exchange of information
ĂŶĚ ĐŽƵŶƚƌǇͲďǇͲĐŽƵŶƚƌǇ ƌĞƉŽƌƚŝŶŐ ŝŶŝƚŝĂƚŝǀĞƐ ʹ ďŽƚŚ ŬĞǇ ƚŽƉŝĐƐ ŝŶ ƚŚĞ
ƌĞĐĞŶƚƚĂǆƉŽůŝĐǇĂŐĞŶĚĂʹĂƌĞůŽŶŐĞƌƚŚĂŶŚĂƐďĞĞŶƚŚŽƵŐŚƚ͘^ĞĐŽŶĚ͕
it demonstrated how the early UN publications discussed also other
ŝƐƐƵĞƐŽĨĐŽŶƚĞŵƉŽƌĂƌǇƌĞůĞǀĂŶĐĞ͕ƐƵĐŚĂƐ^ŽƵƚŚͲ^ŽƵƚŚƚĂǆĐŽŽƉĞƌĂƚŝŽŶ͘
Third, it hinted that we should look further back to understand also the
ĞŵĞƌŐĞŶĐĞ ŽĨ ƚŚĞ /^͕ ǁŚŽƐĞ ĞĂƌůǇ ƐŝŐŶŝĨŝĐĂŶĐĞ ŵĂǇ ŶŽƚ ŚĂǀĞ ďĞĞŶ
ƐƵĨĨŝĐŝĞŶƚůǇƵŶĚĞƌƐƚŽŽĚ͘&ŽƵƌƚŚ͕ŝƚŚŝŐŚůŝŐŚƚĞĚƚŚĂƚĂŵŝĚƐƚƚŚĞƉƌĞƐƐƵƌĞ
from the UN, even the OECD promoted some far-reaching stances in
linking tax payment with corporate social responsibility.
&ŝĨƚŚ͕ƚŚĞĂƌƚŝĐůĞƐƵŐŐĞƐƚĞĚƚŚĂƚƚŚĞϭϵϳϬƐĂŶĂůǇƐĞƐŽĨĐŽƌƉŽƌĂƚĞ
tax avoidance drew also from the rich academic discussions of the
ƚŝŵĞ ŽŶ ĐŽƌƉŽƌĂƚĞ ƉůĂŶŶŝŶŐ͘ ^ŝǆƚŚ͕ ŝƚ ƐŚŽǁĞĚ ƚŚĂƚ ƚŚĞ ĞǆĂŵƉůĞƐ
put forward in this article can be helpful in illustrating the role of
epistemic communities, emergent entrepreneurs and the politics of
memory in recent social scientific research. This last may have been
one explanation for why the policy community of the time was able
to develop far-sighted analyses of and policy proposals for tackling
corporate tax avoidance some 30 years before the contemporary
discussions on these topics began.
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to Fix It ;ŽůĐŚĞƐƚĞƌ͗WZWƌĞƐƐͿ͘
Eccleston, R. (2012). The Dynamics of Global Economic Governance: The Financial
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WORLD INVESTMENT REPORT 2016:
INVESTOR NATIONALITY: POLICY CHALLENGES

OVERVIEW
GLOBAL INVESTMENT TRENDS
The recovery in global FDI was strong in 2015
Global foreign direct investment (FDI) flows jumped by 38 per
cent to $1,762 billion, their highest level since the global economic and
financial crisis of 2008–2009 (figure 1). A surge in cross-border mergers
and acquisitions (M&As) to $721 billion, from $432 billion in 2014, was
the principal factor behind the global rebound. These acquisitions were
partly driven by corporate reconfigurations, including tax inversions.
Discounting these large-scale corporate reconfigurations implies a
more moderate increase of about 15 per cent in global FDI flows. The
value of announced greenfield investment remained at a high level, at
$766 billion.

Buoyant cross-border M&As tilted FDI patterns back
towards developed economies
Flows to developed economies nearly doubled (up 84 per cent) to
$962 billion, up from $522 billion in 2014. Strong growth in inflows was
reported in Europe. In the United States FDI almost quadrupled, albeit
from a historically low level in 2014. The share of developed economies
in world FDI inflows therefore leapt from 41 per cent in 2014 to 55
per cent in 2015 (figure 1), reversing a five-year trend during which
developing and transition regions had become the main recipients of
global FDI.
Much of this shift to developed economies was due to crossborder M&A activity, which recorded a 67 per cent increase in value
to $721 billion – the highest level since 2007. Activity was particularly
pronounced in the United States where net sales rose from $17 billion
in 2014 to $299 billion. Deal making in Europe also rose significantly (up
36 per cent). While FDI through cross-border M&As can contribute to
productive investments, a number of deals concluded in 2015 can be
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Global FDI inflows by group of economies, 2005−2015, and
projections, 2016−2018 (Billions of dollars and per cent)

Figure 1.
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attributed to corporate reconfigurations, including tax inversions. This
trend was especially apparent in the United States and Europe, with
several mega-deals concluded to transfer the tax domicile of an MNE
to jurisdictions that offer lower corporate tax rates, and do not levy tax
on global earnings.
FDI to developing economies – excluding Caribbean financial
centres – increased to a new high of $765 billion (up 9 per cent).
Developing Asia, with its FDI inflows surpassing half a trillion dollars
remained the largest FDI recipient region in the world (figure 2).
Developing economies continued to comprise half of the top 10 host
economies for FDI flows (figure 3).
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Figure 2.

FDI inflows, by region, 2013–2015 (Billions of dollars)
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Developed economies also led a rebound in FDI
outflows
Following three years of decline, FDI outflows from developed
economies increased by 33 per cent to $1.1 trillion. As a result,
developed countries accounted for 72 per cent of global FDI outflows
in 2015, up from 61 per cent in 2014. This 11 percentage point increase
broke the nearly uninterrupted decline that began in 2007. The increase
notwithstanding, the level of outward FDI from developed economies
remained 40 per cent short of its 2007 peak. Europe became the world’s
largest investing region in 2015, with FDI outflows of $576 billion.
Foreign investment by North American MNEs, in contrast, remained flat,
with a significant gain in Canada being offset by a moderate decline in
the United States. Nevertheless, the United States remains the largest
investor in the world, followed by Japan (figure 4).
By contrast, FDI outflows declined in most developing and
transition regions. A combination of challenges, including declining
commodity prices and depreciating national currencies, and geopolitical
risks were contributing factors. Against the general downward trend
in FDI outflows from developing and transition economies, China was
Transnational Corporations, Vol. 23, No. 3
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Figure 3.

FDI inflows, top 20 host economies,
2014 and 2015 (Billions of dollars)
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Figure 4.

2014 and 2015 (Billions of dollars)
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a notable exception: its outward FDI remained high, rising from $123
billion to $128 billion, as a result of which it held its position as the third
largest investor in the world.

Major economic groups or initiatives account for a
significant share of global FDI
The G20, Transatlantic Trade and Investment Partnership, AsiaPacific Economic Cooperation, Trans-Pacific Partnership, Regional
Comprehensive Economic Partnership and the BRICS account for a
significant share of global FDI flows (figure 5). With the exception of the
BRICS, intra-group FDI is significant, accounting for some 30 per cent to
63 per cent of inflows in these groups. Although the actual impact on
FDI patterns of these overlapping partnerships varies, a majority of MNE
executives expect the emergence of mega economic groups to influence
their companies’ investment decisions over the next few years.

Figure 5.

FDI inflows in selected megagroupings, 2014 and 2015
(Billions of dollars and per cent)
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world FDI

Megagrouping FDI inflows

G20
TTIP

652
399

APEC

72

953

52%

353

28%

RCEP

341

27%

593
330
256

21%

2014
Source:
Note:

819

31%

669

271

926

51%

TPP

BRICS

Share in
world FDI

FDI inflows

Inward
FDI stock

53%

14 393

46%

13 361

54%

12 799

34%

9 037

19%

4 156

15%

2 373

2015

©UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).
In descending order of 2015 inward FDI stock. G20 = only the 19 member countries of the G20 (excludes
the European Union); TTIP = Transatlantic Trade and Investment Partnership (under negotiation); APEC =
Asia-Pacific Economic Cooperation; TPP = Trans-Pacific Partnership; RCEP = Regional Comprehensive
Economic Partnership (under negotiation); BRICS = Brazil, Russian Federation, India, China and South Africa.
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Primary sector FDI down, manufacturing up
Cross-border M&A sales in manufacturing reached a historical
high in absolute terms ($388 billion in 2015), surpassing the previous
record set in 2007. This raised the share of manufacturing to more than
50 per cent of cross-border M&As in 2015. FDI in the primary sector, in
contrast, suffered from sluggish commodity prices, which resulted not
only in reductions in planned capital expenditures but also in a sharp
fall in reinvested earnings. At the global level, reduced FDI in extractive
industries has affected the total amount of FDI flows, especially in
developing countries. In 2014, the services sector accounted for 64 per
cent of the world’s total FDI stock (figure 6).

Investment flows through offshore financial hubs
remain significant
Investment flows to offshore financial hubs – including those to
special purpose entities (SPEs) and offshore financial centres – declined
in 2015 but remain high (these flows are excluded from UNCTAD’s FDI
statistics).

Figure 6.

Global inward FDI stock, by sector,
2014 (Trillions of dollars and per cent)

Services

2 7

Manufacturing

$26 tn
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Primary
Unspecified

64

Source: ©UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).
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The magnitude of quarterly flows through SPEs rose sharply
compared with 2014, reaching the levels registered in 2012–2013.
Pronounced volatility, with flows swinging from large-scale net
investment in the first three quarters to drastic net divestment in
the last quarter, tempered the annual total, which dipped to $221
billion. Investment flows to offshore financial centres were down to an
estimated $72 billion in 2015, a retreat from their anomalous peak of
$132 billion in 2013. They include growing flows from MNEs located in
developing and transition economies, sometimes in the form of roundtripping and transit FDI.
The proportion of investment income booked in low tax, often
offshore, jurisdictions is high despite the slowdown in offshore financial
flows. The disconnect between the locations of income generation and
productive investment which results in substantial fiscal losses is a key
concern for policy makers.
The persistence of financial flows routed through offshore
financial hubs and the potential fiscal losses due to the disconnect
between income generation and productive investment underscore the
pressing need to create greater coherence among tax and investment
policies at the global level. The international investment and tax policy
regimes are both the object of separate reform efforts. Better managing
their interactions would help to make them coherent and mutually
supportive. UNCTAD has proposed a set of guidelines for coherent
international tax and investment policies (WIR15).

International production continues to expand
International production by foreign affiliates of MNEs expanded
in 2015. Sales and value added rose by 7.4 per cent and 6.5 per cent,
respectively. Employment of foreign affiliates reached 79.5 million
(table 1). However, the return on FDI of foreign affiliates in host
economies worsened, falling from 6.7 per cent in 2014 to 6.0 per cent
in 2015.

74

Transnational Corporations, Vol. 23, No. 3

Table 1.

Selected indicators of FDI and international
production, 2015 and selected years

Item

Value at current prices (Billions of dollars)
2013
2014
1990
2005–2007

2015

(pre-crisis average)

FDI inflows
FDI outflows
FDI inward stock
FDI outward stock
Income on inward FDI
Rate of return on inward FDI
Income on outward FDI
Rate of return on outward FDI
Cross-border M&As

207
242
2 077
2 091
75
4.4
122
5.9
98

1 418
1 445
14 500
15 104
1 025
7.3
1 101
7.5
729

1 427
1 311
24 533
24 665
1 526
6.5
1 447
6.1
263

1 277
1 318
25 113
24 810
1 595
6.7
1 509
6.3
432

1 762
1 474
24 983
25 045
1 404
6.0
1 351
5.6
721

Sales of foreign affiliates
5 101
Value added (product) of foreign affiliates
1 074
Total assets of foreign affiliates
4 595
Exports of foreign affiliates
1 444
Employment by foreign affiliates (thousands) 21 454

20 355
4 720
40 924
4 976
49 565

31 865 34 149
7 030
7 419
95 671 101 254
7 469
7 688
72 239 76 821

36 668
7 903
105 778
7 803
79 505

Memorandum
GDP
Gross fixed capital formation
Royalties and licence fee receipts
Exports of goods and services

51 288
11 801
172
15 034

75 887
18 753
298
23 158

22 327
5 072
29
4 107

77 807
19 429
311
23 441

73 152
18 200
299
20 861

Source: ©UNCTAD.

FDI flows are expected to decline by 10–15 per cent in
2016, but to pick up over the medium term
FDI flows are expected to decline in 2016 in both developed
and developing economies, barring another wave of cross-border
megadeals and corporate reconfigurations. UNCTAD forecasts that FDI
flows are likely to contract by 10–15 per cent in 2016, reflecting the
fragility of the global economy, the persistent weakness of aggregate
demand, sluggish growth in some commodity exporting countries,
effective policy measures to curb tax inversion deals and a slump in
MNE profits in 2015 to the lowest level since the global economic and
financial crisis of 2008–2009. Elevated geopolitical risks and regional
tensions could further amplify the expected downturn. Over the
medium term, FDI flows are projected to resume growth in 2017 and to
surpass $1.8 trillion in 2018.
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Cross-border M&A activity in early 2016 confirms the projected
decline of FDI flows. The value of transactions announced during the
first four months (including divestments) was 32 per cent lower than
during the same period in 2015. This decline reflects new measures
imposed by the United States Treasury Department to rein in corporate
inversions, which have already resulted in the cancellation of the $160
billion merger of pharmaceutical company Pfizer (United States) with
Ireland-based Allergan Plc.
This year’s UNCTAD business survey of MNE executives reveals
muted overall expectations for 2016, improving over the following two
years. In particular, 45 per cent of top MNEs expect to spend less in
2016, compared with 32 per cent spending more; by 2018 this trend
will reverse with 44 per cent expecting to spend more.
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REGIONAL INVESTMENT TRENDS
Global FDI inflows rose in 2015 but with considerable variance
between country groups and regions (table 2).

Low commodity prices hold back FDI to Africa
FDI flows to Africa fell to $54 billion in 2015, a decrease of 7 per
cent over the previous year. Dynamic flows into Egypt boosted FDI to
North Africa, which rose by 9 per cent to $12.6 billion in 2015. Yet
this was offset by decreasing flows into Sub-Saharan Africa, as lower
commodity prices depressed FDI inflows in natural-resource-based
economies. FDI inflows to West Africa declined by 18 per cent to $9.9
billion, largely because of a slump in FDI to Nigeria. FDI flows to Central
Africa fell by 36 per cent to $5.8 billion, as FDI flows to commodity-rich
Congo and the Democratic Republic of the Congo declined significantly.
East Africa received $7.8 billion in FDI – a 2 per cent decrease from
2014. FDI flows to Kenya, however, reached a record level of $1.4 billion
in 2015, resulting from renewed investor interest and confidence in the
country’s business climate and booming domestic consumer market.
In Southern Africa, FDI flows increased by 2 per cent to $17.9 billion,
mainly driven by a record $8.7 billion inflows in Angola, largely due to
intracompany loans. Lacklustre economic performance, low commodity
prices and higher electricity costs pushed FDI in South Africa to $1.8
billion – the lowest level in 10 years.
FDI outflows from Africa fell by 25 per cent to $11.3 billion. Investors
from South Africa, Nigeria and Angola reduced their investment abroad
owing to factors such as lower commodity prices, weaker demand from
main trading partners, and depreciating national currencies.
FDI inflows to Africa are expected to return to a growth path in
2016, increasing to $55–60 billion. This increase is already becoming
apparent in announced greenfield projects in the first quarter of 2016,
particularly in North Africa, but also in Mozambique, Ethiopia, Rwanda
and United Republic of Tanzania. FDI flows are expected to increase in
Kenya and the United Republic of Tanzania which now allow 100 per
cent foreign ownership of companies listed on their stock exchanges.
Furthermore, privatization of State-owned commodity assets in
countries such as Algeria and Zambia should also provide a boost to
inflows.
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flows, by region, 2013–2015
Table 2. FDI
(Billions of dollars and per cent)
Region
World
Developed economies
Europe
North America
Developing economies
Africa
Asia
East and South-East Asia
South Asia
West Asia
Latin America and the Caribbean
Oceania
Transition economies
Structurally weak, vulnerable
and small economies
LDCs
LLDCs
SIDS
Memorandum: percentage share
in world FDI flows
Developed economies
Europe
North America
Developing economies
Africa
Asia
East and South-East Asia
South Asia
West Asia
Latin America and the Caribbean
Oceania
Transition economies
Structurally weak, vulnerable
and small economies
LDCs
LLDCs
SIDS

2013
1 427
680
323
283
662
52
431
350
36
46
176
3
85

FDI inflows
2014
2015
1 277
1 762
522
962
306
504
165
429
698
765
58
54
468
541
383
448
41
50
43
42
170
168
2
2
56
35

2013
1 311
826
320
363
409
16
359
312
2
45
32
2
76

FDI outflows
2014
2015
1 318
1 474
801
1 065
311
576
372
367
446
378
15
11
398
332
365
293
12
8
20
31
31
33
1
2
72
31

52

55

56

14

14

8

21
30
6

26
30
7

35
24
5

8
4
3

5
7
2

3
4
1

47.7
22.7
19.8
46.4
3.7
30.2
24.5
2.5
3.2
12.3
0.2
5.9

40.9
24.0
12.9
54.7
4.6
36.6
30.0
3.2
3.4
13.3
0.2
4.4

54.6
28.6
24.3
43.4
3.1
30.7
25.4
2.9
2.4
9.5
0.1
2.0

63.0
24.4
27.7
31.2
1.2
27.4
23.8
0.2
3.4
2.5
0.2
5.8

60.7
23.6
28.2
33.8
1.2
30.2
27.7
0.9
1.5
2.4
0.1
5.5

72.3
39.1
24.9
25.6
0.8
22.5
19.9
0.5
2.1
2.2
0.1
2.1

3.6

4.3

3.2

1.1

1.1

0.5

1.5
2.1
0.4

2.1
2.3
0.6

2.0
1.4
0.3

0.6
0.3
0.2

0.4
0.5
0.1

0.2
0.2
0.1

Source: ©UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).
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FDI flows to Developing Asia hit new records
Developing Asia, with FDI inflows reaching $541 billion – a 16 per
cent increase – remained the largest FDI recipient region in the world.
The growth was primarily driven by increased FDI in East and South
Asian economies. In East Asia, FDI rose by 25 per cent to $322 billion,
reflecting large equity investments related to a corporate restructuring
in Hong Kong (China) and dynamic FDI flows to China’s services sector.
In South-East Asia, FDI to low-income economies such as Myanmar
and Viet Nam soared, but this was offset by the lacklustre performance
of higher-income countries, including Singapore, Indonesia and
Malaysia. India’s and Bangladesh’s FDI performance pushed inflows to
South Asia to $50 billion, an increase of 22 per cent from 2014. India
became the fourth largest recipient of investment in developing Asia
and the tenth largest in the world. In West Asia, rising inflows to Turkey
partly offset the negative impact of commodity prices and geopolitical
challenges on FDI to oil-producing economies, resulting in an overall 2
per cent decline to $42 billion.
After the jump in values recorded in 2015, FDI inflows are
expected to revert to their 2014 level. Data on cross-border M&A
sales in the first quarter of 2016 and announced greenfield investment
projects support the expected slowdown.
Despite the decline in outflows from developing Asia by 17 per
cent to $332 billion, the region’s outward FDI in 2015 remained the
third highest ever. Outward FDI from a number of Asian economies,
including China and Thailand, increased. With outflows worth $128
billion, China remained the third largest investing country worldwide.
After a surge of outward FDI in 2014, flows from Hong Kong (China)
more than halved to $55 billion, due to a large corporate restructuring.
South-East Asia’s outward FDI decreased by 11 per cent to $67 billion,
due to a decline in outflows from Singapore. Outward FDI from India,
South Asia’s dominant investor, dropped by more than one third
which resulted in an overall 36 per cent decline of outflows from the
region to $8 billion. Outflows from West Asia, in contrast, soared by 54
per cent to $31 billion mainly due to a turnaround by Kuwait – a major
investor in the region.
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FDI flows to Latin America and the Caribbean remain
flat
FDI to Latin America and the Caribbean – excluding the Caribbean
offshore financial centres – stayed flat in 2015 at $168 billion. There
were contrasting performances in Central and South America, however.
FDI flows to Central America rose by 14 per cent to $42 billion, thanks
to strong flows to Mexico and higher FDI in manufacturing across the
subregion. FDI flows to South America, on the other hand, contracted
by 6 per cent to $121 billion, reflecting slowing domestic demand and
worsening terms of trade caused by falling commodity prices. FDI flows
to Brazil, the region’s principal recipient, fell 12 per cent to $65 billion.
The decline in commodity prices also significantly affected flows to the
Plurinational of State of Bolivia, Chile, Colombia, and Peru. In Argentina,
FDI surged, albeit compared with abnormally low flows in 2014.
FDI outflows from the region rose by 5 per cent to $33 billion
in 2015. In Brazil, outward FDI expanded by a strong 38 per cent, an
increase predominantly reflecting a significant reduction in reverse
investment by Brazilian foreign affiliates. In Chile, outflows rose 31 per
cent to $16 billion.
FDI flows to the region may slow down further in 2016 as
challenging macroeconomic conditions persist. In 2015, the value of
announced greenfield projects dropped 17 per cent from their 2014
level, led by an 86 per cent decline in the extractive industry. Lower
announced project values were also registered in the services sector.
On the upside, national currency depreciation may motivate the
acquisitions of assets. Cross-border M&As in the first quarter of 2016
were sharply up thanks to higher sales in Brazil, Chile and Colombia.

FDI flows in transition economies declined further in
2015
In 2015, FDI flows to transition economies fell by 38 per cent to
$35 billion. The FDI performance of transition subgroups differed: in
South-East Europe, FDI inflows increased by 6 per cent to $4.8 billion,
as better macroeconomic conditions and the EU accession process
continue to improve investors’ risk perception. In contrast, FDI flows
to the Commonwealth of Independent States (CIS) and Georgia
declined by 42 per cent to $30 billion in a situation of low commodity
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prices, weakening domestic markets, regulatory changes, and the direct
and indirect impact of restrictive measures/geopolitical tensions. Flows
to the Russian Federation slumped to $9.8 billion as new FDI almost dried
up due to the scaling back of operations and a string of divestment deals.
The economic crisis and regulatory changes in the country have also
reduced the scale and scope of round-tripping FDI.
MNEs from transition economies more than halved their FDI
flows abroad. Geopolitical tensions, sharp currency depreciation and
constraints in capital markets reduced outward FDI to $31 billion in
2015 – a value last recorded in 2005.
After the significant decline recorded in 2015, FDI flows to
transition economies are expected to increase modestly in 2016,
barring any further escalation of geopolitical tensions in the region. In
the CIS, several countries, including Kazakhstan, the Russian Federation
and Uzbekistan, have announced large privatization plans, which if
realized, will open new avenues for foreign investment.

FDI inflows to developed countries increased sharply
Flows to developed economies nearly doubled to $962 billion
due to buoyant cross-border M&As sales. Inflows to Europe rose to
$504 billion, accounting for 29 per cent of global inflows. This rebound
was driven by large increases in Ireland, Switzerland and Netherlands.
Other major recipients were France and Germany, both of which
recovered sharply from the low points in 2014. Inflows into the United
Kingdom fell to $40 billion but remained among the largest in Europe.
In 2015, FDI inflows to North America reached $429 billion, surpassing
the record high of 2000. In the United States FDI almost quadrupled,
albeit from a historically low level in 2014.
In 2015, MNEs from developed economies invested $1.1 trillion
abroad – a 33 per cent increase from the previous year. Europe became
the world’s largest investing region owing to a strong rebound in their
cross-border M&A purchases. Foreign investment by MNEs from North
America remained flat, with a significant increase in outflows from
Canada being offset by a moderate decline of flows from the United
States. Japanese MNEs continued to seek growth opportunities abroad,
investing more than $100 billion for the fifth consecutive year.
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Barring another wave of cross-border M&A deals and corporate
reconfigurations, the recovery of FDI activity recorded in 2015 is unlikely
to be sustained at the same level in 2016. Recent regulatory measures
meant to curb tax inversion deals are likely to discourage cross-border
M&A deals and corporate reconfigurations. In addition, the economic
growth momentum observed in some large developed economies
weakened towards the end of 2015.

FDI to structurally weak and vulnerable economies
remains concentrated in extractives industries
FDI flows to the least developed countries (LDCs) rose by 33
per cent to a record high of $35 billion. In Asia, prospects of deeper
economic integration in the ASEAN region spurred FDI in the Lao
People’s Democratic Republic and Myanmar. FDI flows to Bangladesh
hit a record high. Firms from China have become the largest holders of
FDI stock in the LDCs, ahead of the United States.
FDI to LDCs as a whole is expected to decrease in 2016, reflecting
the continuing lull in FDI to a large number of African economies relying
heavily on natural resources. Nevertheless, some major FDI recipients
in the group, such as Bangladesh, Ethiopia and Myanmar, are likely to
see a rise in their FDI inflows in 2016.
In the landlocked developing countries (LLDCs), FDI flows
fell for the fourth consecutive year to $24.5 billion – a drop of 18 per
cent. Transition economy LLDCs accounted for the fall, particularly
Kazakhstan, where flows halved. Inflows to the African subgroup also
declined, while FDI flows to Asian LLDC economies increased by more
than a quarter. In spite of low commodity prices, Asian State-owned
firms have been increasingly involved in Central Asia’s primary sector.
Developing country investors, in particular from China, are holding an
increasing share of FDI stock in LLDCs, as they do in LDC economies.
Looking ahead, a surge in the value of announced greenfield
investments in the LLDCs provides grounds for optimism. FDI flows to
LLDCs, in particular the transition economy subgroup, are expected to
increase if large privatization plans materialize.
FDI flows to the small island developing States (SIDS) dipped
by 32 per cent to a five-year low of $4.8 billion. Reduced investment
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by energy firms contributed to a contraction in FDI flows to Trinidad
and Tobago, the largest FDI host in the group. In Africa, FDI flows to
Mauritius fell by 50 per cent, while in Asia and Oceania, the drop in
FDI to Maldives and Fiji was less significant. Developing and transition
economies now account for the majority of the top 10 investors in SIDS.
FDI prospects in SIDS remain subdued, owing to the lack of
large-scale investments in extractive industries and construction.
This, however, can be easily overturned by a single investment in, for
example, liquefied natural gas or a resort complex project.
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INVESTMENT POLICY TRENDS
National investment policies continue to be geared
towards investment liberalization and promotion
UNCTAD data show that, in 2015, 46 countries and economics
adopted at least 96 policy measures affecting foreign investment.
Of these measures, 71 related to the liberalization and promotion
of investment, while 13 introduced new restrictions or regulations
on investment (the remaining 12 measures are of a neutral nature).
Liberalization and promotion accounted for 85 per cent of investment
policy changes, which is above the average of the last five years (2010–
2014) (figure 7).
Entry restrictions for foreign investment were eased or eliminated
in a broad range of industries (e.g. aviation, financial services,
mining, real estate). Some countries pursued privatization policies, in
particular in infrastructure sectors. Others improved business licensing
procedures, established special economic zones or provided other
forms of investment incentives. Another noteworthy feature was the
adoption or revision of investment laws, mainly in African countries.

Changes in national investment
policies, 2001−2015 (Per cent)

Figure 7.
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Newly adopted investment restrictions or regulations largely reflected
concerns about foreign ownership in strategic industries or agricultural
land. There is a trend towards tightening screening procedures for
investments in these sectors.

National security considerations are increasingly
part of investment policies; they often cover broader
national economic interests
In recent years, national security considerations have gained
prominence in investment policies. More countries have adopted
legislation in this area or have reviewed foreign investment projects
on grounds related to national security. This has a number of policy
implications. First, countries use different concepts of national security,
ranging from a relatively narrow definition to broader interpretations
that extend investment review procedures to critical infrastructure,
strategic industries and/or national-interest considerations. Second,
countries follow different approaches when restricting foreign
investment due to national-security considerations, ranging from
formal restrictions in specific sectors to complex review mechanisms
that provide the review bodies with ample discretion. Third, review
procedures can differ substantially in their disclosure requirements for
foreign investors. Governments’ space for applying national security
regulations needs to be balanced with investors’ need for transparent
and predictable procedures.

The IIA universe continues to grow
With the addition of 31 new international investment agreements
(IIAs) – 20 bilateral investment treaties (BITs) and 11 treaties with
investment provisions (TIPs) — the IIA universe grew to 3,304
agreements (2,946 BITs and 358 TIPs) by year-end (figure 8). Although
the annual number of new IIAs continues to decrease, some treaties
involve a large number of parties and carry significant economic and
political weight. Recent IIAs follow different treaty models, and regional
agreements often leave existing bilateral treaties between the parties
in force, increasing complexity.
Countries most active in concluding IIAs in 2015 were Brazil with
six, Japan and the Republic of Korea with four each, and China with
Transnational Corporations, Vol. 23, No. 3
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Figure 8.
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Annual
number of IIAs

Annual BITs

Annual TIPs

All IIAs cumulative

350

Cumulative
number of IIAs

300

3304

250

200

150

100

50
0
1981

1983

1985

1987

1989

1991

1993

1995

1997

1999

2001

2003

2005

2007

2009

2011

2013

2015

Source: ©UNCTAD, IIA Navigator.

three. Brazil is taking a new approach to BITs, focusing on investment
promotion and facilitation, and on dispute prevention and alternatives
to arbitration.
The first four months of 2016 saw the conclusion of nine new IIAs
(seven BITs and two TIPs), including the Trans Pacific-Partnership (TPP)
Agreement, which involves 12 countries. By end-May 2016, close to 150
countries and economies were engaged in negotiating at least 57 new
IIAs (including megaregional treaties such as the Transatlantic Trade
and Investment Partnership (TTIP) and the Regional Comprehensive
Economic Partnership (RCEP)).
At the same time, some countries terminated their IIAs in 2015.
Typically, however, by virtue of survival clauses, investments made
before the termination of these IIAs will remain protected for periods
ranging from 10 to 20 years, depending on the relevant provisions of
the agreements and the terms of termination.
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The number of new treaty-based ISDS cases reached
a record high, with a continued large share of cases
against developed countries
In 2015, investors initiated 70 known ISDS cases pursuant to
IIAs, which is the highest number of cases ever filed in a single year
(figure 9). As arbitrations can be kept confidential under certain
circumstances, the actual number of disputes filed for this and previous
years is likely to be higher. As of 1 January 2016, the total number of
publicly known ISDS claims had reached 696. One hundred and seven
countries have been respondents to one or more known ISDS claims.
Following the recent trend, a high share of cases (40 per cent) was
brought against developed countries, including many cases by European
investors against European Union member States. The majority of new
cases were brought under BITs; the Energy Charter Treaty was invoked
in about one third of cases. Publicly available arbitral decisions in
2015 indicated that States often prevailed at the jurisdictional stage
of proceedings, and investors won more of the cases that reached the
merits stage.

Figure 9.
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IIA reform is intensifying and yielding the first concrete
results
Reform to bring the IIA regime in line with today’s sustainable
development imperative is gaining momentum. A new generation of
investment treaties is emerging. In 2015, UNCTAD’s WIR laid out a road
map for IIA reform, providing six guidelines, addressing five reform
areas, and outlining options for action at four levels of policymaking.
UNCTAD’s Investment Policy Framework and its Road Map for IIA
Reform are shaping key reform activities.
At the national level, numerous countries are reviewing their IIA
network and/or developing a new treaty model. About 100 countries
(including those that undertook a review as part of the Regional
Economic Integration Organization (REIO)) have used the UNCTAD’s
Investment Policy Framework to reassess their IIA networks. About 60
of these have used the Framework to design treaty clauses.
At the bilateral level, the reform drive is most prominently
reflected in the negotiation of new IIAs. Most of the treaties recently
concluded include several sustainable-development-friendly clauses.
At the regional level, IIA reform actions include collective treaty
reviews and IIA action plans, which can result in common IIA models,
joint interpretations, renegotiations, and/or the consolidation of
treaties. Megaregional agreements could consolidate and streamline
the IIA regime and help enhance the systemic consistency of the IIA
regime, provided they replace prior bilateral IIAs between the parties
(WIR14).
IIA reform at the multilateral level is the most challenging
path. The UNCTAD Road Map identifies several possible options for
multilateral IIA reform with different levels of intensity. The importance
of multilateral consultations on IIAs for the pursuit of today’s sustainable
development agenda has been recognized in the Addis Ababa Action
Agenda, the outcome document of the Third UN Conference on
Financing for Development, held in July 2015. In the Addis Ababa
Action Agenda, Member States asked UNCTAD “to continue its existing
programme of meetings and consultations with Member States on
investment agreements.”
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During this first phase of IIA reform, countries have built consensus
on the need for reform, identified reform areas and approaches,
reviewed their IIA networks, developed new model treaties and started
to negotiate new, more modern IIAs. Despite significant progress, much
remains to be done.
First, comprehensive reform requires a two-pronged approach:
negotiating new, more modern IIAs, but also modernizing the existing
stock of treaties. Second, reform has to address the challenge of
increasing fragmentation: only a common approach will effectively
and efficiently deliver an IIA regime in which stability, clarity and
predictability help achieve the objectives of all stakeholders. Unlike
the first phase of IIA reform, where most activities took place at the
national level, phase two of IIA reform will require countries to intensify
collaboration and coordination among treaty partners to address the
systemic risks and incoherence of the large body of old treaties. The
2016 World Investment Forum offers the opportunity to discuss how to
carry IIA reform to the next phase.

Filling a systemic gap in investment facilitation
Facilitating investment is crucial for the post-2015 development
agenda. Facilitation is different from investment promotion. Promotion
is about marketing a location as an investment destination and is
therefore often country-specific and competitive in nature. Facilitation
is about making it easier for investors to establish or expand their
investments and to conduct their day-to-day business.
Investment facilitation can include improvements in transparency
and information available to investors; work towards efficient and
effective administrative procedures for investors; enhancing the
consistency and predictability of the policy environment for investors
through consultation procedures; and mitigating investment disputes
through ombudspersons.
To date, national and international investment policies pay
relatively little attention to investment facilitation. From the 173 new
investment promotion and facilitation policies that were introduced
around the world between 2010 and 2015, only a minority relate to
investment facilitation. At the international level, concrete investment
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promotion and facilitation actions are either absent or weak in the
great majority of the existing 3,304 IIAs.
UNCTAD’s Global Action Menu for Investment Facilitation, which
builds on UNCTAD’s 2012 Policy Framework and its rich experience and
practices of investment promotion and facilitation efforts worldwide
over the past decades, responds to this systemic gap in investment
policies. It consists of 10 action lines that provide over 40 options
for investment policymakers to adapt and adopt for national and
international policy needs.
• Action line 1 – Promote accessibility and transparency in the
formulation of investment policies, regulations and procedures
relevant to investors
• Action line 2 – Enhance predictability and consistency in the
application of investment policies
• Action line 3 – Improve the efficiency and effectiveness of
investment administrative procedures
• Action line 4 – Build constructive stakeholder relationships in
investment policy practice
• Action line 5 – Designate a lead agency or investment
ombudsperson/facilitator with a specific mandate
• Action line 6 – Establish monitoring and review mechanisms for
investment facilitation
• Action line 7 – Enhance international cooperation for
investment facilitation
• Action line 8 – Strengthen investment facilitation efforts in
developing-country partners through technical assistance
• Action line 9 – Enhance investment policy and proactive
investment attraction in developing-country partners
• Action line 10 – Enhance international cooperation towards
investment promotion for development, including through
provisions in IIAs
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The Action Menu includes measures that countries can choose
to implement unilaterally and options that can guide international
collaboration or can be incorporated in IIAs.
Any investment facilitation initiative cannot be considered in
isolation from the broader sustainable development agenda. It is
important to address weaknesses in investment facilitation capabilities
where they exist in developing countries. Effective investment
facilitation efforts should be an integral part of the overall investment
policy framework (including regulation, liberalization, protection
and promotion) aimed at maximizing the benefits of investment and
minimizing any negative side effects or externalities.

Transnational Corporations, Vol. 23, No. 3

91

INVESTOR NATIONALITY: POLICY CHALLENGES
More than 40 per cent of foreign affiliates worldwide
have multiple “passports”
Firms, and especially affiliates of multinational enterprises
(MNEs), are often controlled through hierarchical webs of ownership
involving a multitude of entities. More than 40 per cent of foreign
affiliates are owned through complex chains with multiple cross-border
links involving on average three jurisdictions (figure 10). That implies
that the nationality of investors in, and owners of, foreign affiliates is
becoming increasingly blurred.
The blurring of investor nationality has important implications
for national and international investment policies. Most countries
have investment rules and promotion tools that are conditional on
ownership and nationality. Almost 80 per cent of countries worldwide
prohibit majority foreign ownership in at least one industry. Bilateral
and regional investment agreements aim to provide benefits only to
investors originating in the jurisdictions of treaty partners.
In designing national investment policies and in negotiating
investment agreements, policymakers need to consider carefully the
effectiveness and suitability of ownership-based measures, as well as
the practical implications for their application and enforcement.

The largest MNEs have ownership networks involving
over 500 affiliates across more than 50 countries
Common types of complexity in internal MNE ownership
structures are lengthy ownership chains with multiple cross-border
links, ownership hubs and shared ownership structures. Ownership of
affiliates is expressed in shareholdings, which provide cash-flow rights
and voting rights. Control is the ability to exercise voting rights to affect
strategic management decisions. In the internal ownership structure
of MNEs, control generally coincides with (direct or indirect) majority
ownership. However, MNEs can exercise control over affiliates even
when they have a minority stake.
The universe of MNEs is highly skewed: a very large group of
MNEs is simple, with few affiliates directly and fully owned by the
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parent company. A very small group of MNEs accounts for a large share
of foreign affiliates. Less than one per cent of MNEs have more than
100 affiliates, but these account for more than 30 per cent of all foreign
affiliates and almost 60 per cent of global MNE value added.
The larger the MNEs, the greater the complexity of their internal
ownership structures is. The top 100 MNEs in UNCTAD’s Transnationality
Index have on average more than 500 affiliates across more than 50
countries, seven hierarchical levels in their ownership structure (i.e.
affiliates could potentially have seven “passports”), about 20 holding
companies owning affiliates across multiple jurisdictions, and almost
70 entities in offshore investment hubs.
MNE ownership structures are often the result of historical
accident or haphazard growth patterns. Even when MNEs wish to
simplify ownership structures in “entity reduction programmes”,
they are often prevented from doing so because of legal and fiscal
constraints, or arrangements with banks. Where MNEs deliberately
incorporate elements of complexity (e.g. lengthy ownership chains,
multiple owners of affiliates, or different locations of direct versus
ultimate owners), these are most often dictated by governance rules
and risk management, financing, tax, and other institutional or policyrelated considerations. Investment policy is one of several policy drivers
behind complex ownership structures.
The long-term trends causing an increasing share of international
production to be concentrated in the largest MNEs are also likely to
result in increasing complex MNE ownership worldwide.

“Multiple passport affiliates” are the result of indirect
foreign ownership, transit investment through third
countries, and round-tripping
Insights on the ownership structures of MNEs as a whole (topdown perspective) are useful to show overall complexity. However,
for investment policymakers, a bottom-up perspective looking at the
ownership chain starting from the foreign affiliate, through its direct
owners, and up to its ultimate owner can be more helpful. For WIR16,
UNCTAD has developed a firm-level dataset including some 4.5 million
companies that enables a bottom-up approach.
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Comparing domestic and foreign direct owners and ultimate
owners (in a two-by-two ownership matrix) leads to the identification
of ownership scenarios relevant to investment policy in which the
direct owners and ultimate owners of an affiliate are based in different
jurisdictions. These nationality “mismatch” cases – more than 40 per
cent of all foreign affiliates and 50 per cent when measured by revenues
– include:
• Indirectly foreign owned companies – about 30 per cent of
foreign affiliates are owned through a domestic entity
• Transit investments – just over 10 per cent of foreign affiliates
are owned through an intermediate entity in a third country
• Round-tripping – about 1 per cent of foreign affiliates are
ultimately owned by a domestic entity
The investor nationality “mismatch index” is considerably higher
for the largest MNEs: 60 per cent of their foreign affiliates have multiple
cross-border ownership links to the parent company.
Mismatches involve almost half of foreign affiliates in developed
economies, and more than a quarter in developing economies. Whereas
most mismatches in developed countries are caused by multi-layered
ownership structures within host countries, in developing countries
they are more often the result of investments transiting through third
countries (figure 11).

Rules on foreign ownership are widespread: 80 per
cent of countries restrict majority foreign ownership in
at least one industry
National and international investment policy measures that
differentiate between domestic and foreign companies or between
foreign investors of different nationalities include entry restrictions and
ownership caps; operating restrictions or performance requirements;
investment facilitation and incentives; and investment protection.
These measures are most often driven by national security concerns;
protection of national and strategic assets; industrial development and
competition policies; social, cultural or political concerns; and regional
integration policies.
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Complex ownership structures and investor nationality
mismatches make the application of rules and regulations on foreign
ownership more complex. They also raise important questions about
the coverage of IIAs. For national investment policies, the distinction
between domestic and foreign investment is important. Therefore,
the most relevant nationality mismatches are investments that are
indirectly foreign owned through a domestic entity, and round-tripping
investments. For IIAs, the distinction between different nationalities of
investors is important. Therefore, the most relevant mismatch cases are
transit investments through third countries and, again, round-tripping
investments.
At the national policy level, rules and regulations about foreign
ownership are widespread. Services are relatively more affected
by foreign equity limitations, in particular in media, transportation,
communication, utilities and financial and business services. Extractive
industries and agriculture are also frequently regulated through
ownership restrictions. The trend in ownership-related measures
since 2010 is towards liberalization, through the lifting of restrictions,
increases in allowed foreign shareholdings, easing of approvals and
admission, and greater access to land for foreign investors. However,
many ownership restrictions remain in place in both developing and
developed countries.

The blurring of investor nationality has made the
application of rules and regulations on foreign
ownership more challenging
The determination of investor nationality is part of foreigninvestment registration and approval procedures; sector-specific
licensing (when foreign ownership restrictions apply); and nationalsecurity-related foreign investment reviews. Approval procedures
covering all sectors, including those without ownership restrictions,
exist in many countries. Disclosure requirements for investors vary
by country; not all regulators and authorities require disclosure of
ultimate ownership. National-security reviews tend to examine the full
ownership structure of MNEs.
Ownership complexity has made the effective implementation
and enforcement of ownership restrictions and ownership-based rules
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and regulations difficult and burdensome. Key challenges for national
investment policymakers are (i) how to assess aggregate direct and
indirect ownership, (ii) how to prevent de facto foreign control, and (iii)
how to avoid undue access to benefits reserved for foreign investors by
host State nationals. Policymakers in some countries have developed
a range of mechanisms to safeguard the effectiveness of foreign
ownership rules, including anti-dummy laws, general anti-abuse rules
to prevent foreign control, and disclosure requirements aimed at
monitoring ownership- and non-ownership-based control.

Indirect ownership structures and mailbox companies
have also raised challenges for IIAs
In international investment policymaking, ownership chains have
the potential to significantly expand the reach of IIAs. About one third of
investor-State dispute settlement (ISDS) claims in 2010–2015 are filed
by claimant entities that are ultimately owned by a parent in a third
country (not party to the treaty on which the claim is based). More than
a quarter of these claimants do not have substantial operations in the
treaty country – this share can increase up to 75 per cent considering
claims based on treaties concluded by major ownership hub locations.
IIAs increasingly circumscribe their coverage in response to
three specific challenges: claims brought (i) by entities controlled by
a third-country or host-State entity (round-tripping), (ii) by mailbox
companies, or (iii) by entities with ownership links to the investment
that were purposely created in anticipation of a claim (time-sensitive
restructuring). They can do so through more restrictive definitions and
through denial of benefits (DoB) clauses. In addition, IIAs can clarify the
meaning of effective control, if necessary urging tribunals to ascertain
the ultimate owner controlling the relevant investment. To rule out
claims by mailbox companies, IIAs can require that claimants have
substantial business activities (SBA) and provide indicators for what
might constitute SBA. Finally, IIAs can deny ISDS access to entities that
have restructured at a time when a dispute had already arisen or was
foreseeable. However, only half of the new IIAs (those concluded since
2012) and hardly any of the older IIAs include DoB clauses.
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Ownership-based investment policies need a re-think
to safeguard their effectiveness
The increasing complexity of MNE ownership networks is largely
a consequence of globalization. The practical difficulty of determining
ultimate ownership of, and control over, foreign affiliates call into
question the effectiveness of some ownership-based investment
policies. Policymakers should evaluate the rationale for rules and
regulations on foreign ownership and assess their relative effectiveness
and “fit-for-purpose” compared with alternative policies (such as
competition or industrial development policies), where this is feasible
and appropriate. Some countries may require assistance, including
by international organizations, to build the necessary regulatory and
institutional capacity.
Where ownership-based policies are considered necessary,
investment authorities can improve disclosure requirements to assess
ownership chains and ultimate ownership. They should be aware of the
administrative burden this can impose on public institutions and on
investors. Synergies with other agencies in policy areas that investigate
ownership chains, such as competition authorities and tax authorities,
should be exploited.

Complex MNE ownership structures have a
multilateralizing effect on IIAs
At the international level, policymakers should be aware of the
de facto multilateralizing effect of ownership complexity. The broad
definition of investors/investments in investment treaties, combined
with large MNEs’ extensive networks of affiliates and the ease of
establishing legal entities in many jurisdictions, significantly extend the
coverage of IIAs. This is highly relevant also for regional treaties and
treaty negotiations: between one seventh (TTIP) and one third (TPP)
of apparently intra-regional foreign affiliates in major megaregional
treaty areas are ultimately owned by parents outside the region,
raising questions as to the ultimate beneficiaries of these treaties and
negotiations (figure 12).
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Figure 12.
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Policymakers should aim to avoid uncertainty for both States
and investors about the coverage of the international investment
regime and its multitude of bilateral, regional and megaregional
treaties. International collaboration could aim to build a common
understanding of “effective control” and a common set of criteria for
substantial business activity and for identifying the origin of investors,
as a basis for a more consistent interpretation of investment rules and
treaty coverage, and as an integral part of global efforts to facilitate
international investment.

***
In conclusion, the overarching objective of investment policy is
to make investment work for sustainable development, maximizing
its benefits and minimizing its negative effects. Complex ownership
structures call into question the effectiveness of ownership-based policy
tools widely used for this purpose, both nationally and internationally.
This requires a re-evaluation of these tools for the pursuit of the
common goal.
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One approach is to enhance the application of ownership-based
regulations by improving disclosure requirements and procedures
to identify the ultimate owner of an investment. Another approach
is to replace, where feasible and appropriate, ownership-based
regulations with other policies such as competition, taxation, industrial
development, public services or cultural policies. It is important to find
the right policy mix, effective and proportionate. Whichever approach
is chosen, a balance between liberalization and regulation must be
found in pursuing the ultimate objective of promoting investment for
sustainable development.
To help policymakers chart a way forward, WIR16 provides
insights on the global map of ownership links in MNEs and on how
national and international policymakers around the world can respond
to the challenges posed by complex ownership structures. The new
data, empirical analysis, and policy responses presented here can
inspire further research to support better informed policy decisions.
They also make a strong case for targeted technical assistance and
capacity building, and for more international consensus building.
UNCTAD will continue to support these efforts.
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BOOK REVIEW
Reshaping the Investor-State Dispute
Settlement System:
Journeys for the 21st Century
Jean E. Kalicki and Anna Joubin-Bret, editors
(Leiden, Netherlands: Konindlijke Brill, 2015),
1003 pages with index
No issue is of greater consequence to the rapidly expanding field
of international investment law than the issue of whether sovereign
states should continue to utilize existing mechanisms for the arbitration of
investment disputes with investors. Jean Kalicki and Anna Joubin-Bret have
made a magnificent contribution to the discussion of that issue with their
collection of papers. This book is neither an assault upon, nor an apology for,
investor-state arbitration. Rather, the contributors to this volume have sought
a middle ground by endeavouring to propose very concrete ways in which to
reform investor-state arbitration in response to many of the most common
criticisms of that form of investment dispute resolution.
The contributors are a diverse mix of experts drawn from Europe,
Asia and North and South America. They comprise arbitrators, attorneys,
academics and current or former officials of both national governments and
international organizations. Some contributors offer personal observations
from a position at the centre of events, while others have mined empirical
data or the existing arbitral awards for insights into the process. Though
varying widely in length, the papers in the collection are thoughtful, well
researched, and avowedly practical.
The book traces its origins to a 2013 proposal by Mark Kantor that
the online journal, Transnational Dispute Management, publish a special
issue titled, “The Reform of Investor-State Dispute Settlement: In Search
of a Roadmap”. He asked Jean Kalicki and Anna Joubin-Bret, both deeply
experienced, to edit the issue, which appeared in January 2014 as a collection
of 65 papers by 85 authors. For this printed volume with its physical constraints
on space, the editors pared the collection down to 38 papers by 48 authors.

Although this review cannot begin to do justice to the scope and depth
of analysis in these papers, the reader may find illuminating a brief
survey of the collection as a whole.
Christoph Schreuer’s contribution reviews the deficiencies of
diplomatic protection and adjudication in local courts and concludes
that investor-state arbitration remains “the only functioning system for
the orderly settlement of the numerous disputes arising from foreign
investments” (p. 889). Schreuer’s conclusion captures the premise of
many of the papers in this collection, viz., that the investor-state arbitral
process exists because of the lack of suitable alternatives and thus
reform should be directed at improving the process while preserving
the advantages that the process has brought to the resolution of
international investment disputes.
Several of the papers propose ways to divert certain disputes
from investor-state arbitral tribunals to a different mechanism,
suggesting that the authors of these papers do believe that a better
alternative exists for at least some disputes. Daniel Kalderimis proposes
to divert some disputes to local courts by reintroducing, under certain
conditions, the requirement that local remedies be exhausted prior
to submitting a claim to arbitration. Mark Feldman proposes criteria
for distinguishing between companies acting as exporters and those
acting as investors, thus providing a jurisdictional basis for excluding
claims by the former from investor-state arbitration. Anne Van Aaken
proposes that the resolution of certain disputes be delegated to a joint
commission representing the treaty parties. Theodore R. Posner and
Marguerite C. Walter also call for greater use of state-state processes,
including state-state arbitration, as an alternative to investor-state
arbitration in certain types of cases. Locknie Hsu offers proposals for
the development of new forms of alternative dispute resolution for
some cases, drawing on insights from trade and commercial law.
By contrast, some contributors resist proposals to reduce
the remit of investor-state arbitral tribunals. Liang-Ying Tan and Amal
Bouchenaki caution against reform proposals that would limit investor
access to investor-state arbitration and suggest instead revisions to
investment treaties and to the arbitral process. Similarly, Nicolette Butler
considers the possibility of diverting claims to existing international
dispute settlement mechanisms, but concludes that none of them is
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suitable, although she suggests incorporating specific features of these
mechanisms into existing international arbitral processes.
One contributor would actually increase the scope of disputes
resolved through investor-state arbitration, in at least one respect. José
Antonio Rivas suggests expanding the use of investor-state arbitral
tribunals to resolve counterclaims.
The most common approach to reform in this collection is to
impose greater control over investor-state arbitral tribunals so that
mistaken interpretations of the relevant treaties can be avoided or
corrected and greater consistency achieved. Proposals of this type take
several forms.
In some instances, the contributors would provide clearer
guidance to tribunals, thus preventing mistaken interpretations
and creating a more consistent jurisprudence. Elizabeth Boomer
recommends that countries revise the language of international
investment agreements to provide investor-state arbitral tribunals
with more specific guidance and she includes an appendix in which
she offers specific treaty language and explanatory commentary on
her proposed language. Baiju S. Vasani and Anastasiya Ugale call for
greater use by tribunals of travaux preparatoires to find the intended
meaning of treaty provisions. Joshua Karton suggests the creation
of an Advisory Committee on International Investment Law that
would provide authoritative guidance to tribunals. Roberto Castro
de Figueiredo proposes that the ICSID Administrative Council adopt
interpretive resolutions that contain authoritative interpretations of
the ICSID Convention. Michael Ewing-Chow and Junianto James Losari
recommend greater use of the mechanism pioneered in the NAFTA
allowing the treaty parties to issue binding interpretations of treaty
provisions. Tomoko Ishikawa similarly recommends a mechanism
whereby the treaty parties issue joint interpretations of treaty language.
In other cases, the contributors would institute additional
mechanisms for reviewing and potentially invalidating awards, thus
correcting (and perhaps deterring) mistaken interpretations and, again,
promoting a more consistent jurisprudence. Several of the contributors
discuss the creation of an appellate mechanism. Gabriel Bottinini
argues that such a mechanism is needed, while Luis González García
ĂŶĚ<ƌŝƐƚŝŶĂŶĜĞůŝđ͕ŝŶƐĞƉĂƌĂƚĞƉĂƉĞƌƐ͕ĂƌŐƵĞƚŚĂƚŝƚŝƐŶŽƚĂŶĚƚŚĞǇ
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recommend various alternative approaches. Barton Legum takes a
middle position, suggesting that an appellate mechanism may perhaps
be needed in the specific context of the Trans-Pacific Partnership
Agreement and the Transatlantic Trade and Investment Partnership
Agreement, but is unnecessary as a general matter. Two contributors,
Eun Young Park and Jaemin Lee, contribute chapters with very specific
recommendations regarding the ways in which an appellate mechanism
should operate.
One means of reviewing awards that is already in widespread
use is the procedure for annulment of ICSID awards. Nikolaos Tsolakidis
describes the continuing concern that ICSID annulment committees
are exceeding the scope of their authority under the ICSID Convention
and are functioning as appellate bodies, in effect, exercising too much
control over investor-state arbitral tribunals. Diego Brian Gosis suggests
that the problem is not too much review, but too little. He would amend
the ICSID Convention to permit rectification of any kind of error in an
award and to authorize annulment of awards on the basis of a manifest
error of law or fact.
Two of the contributors – Omar E. García-Bolívar and Eduardo
Zuleta – address concerns about the legitimacy and consistency of
investor-state arbitral awards that arise from the way that arbitral
tribunals are constituted. In separate papers, they advocate the creation
of a permanent investment tribunal that would supplant the current
system of investor-state arbitration, in which a different tribunal is
constituted for each dispute.
Several of the contributors focus on concerns not about the
substantive results of investor state arbitration, but about the cost and
delay involved in the process. Some would reduce the cost of the process
by discouraging nonmeritorious claims. Jeffrey Sullivan, David Ingle and
Matthew Hodgson offer a set of papers suggesting different ways to use
cost awards to deter nonmeritorious claims and dilatory tactics. Mallory
Silberman proposes means for reducing the number of nonmeritorious
petitions for ICSID annulments. Others focus on expediting the arbitral
process. Adam Raviv offers 29 specific recommendations for shortening
the time needed for ICSID arbitration, while Joongi Kim reviews several
sources of delay and focuses on modifying the process for closing
arbitral proceedings more promptly.
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A final group of papers, rather than suggesting particular reforms,
examines the reform process itself in search of insights regarding how
reform can or should proceed. Antonio R. Parra discusses the process
that led to the 2006 amendments to the ICSID Regulations and Rules,
while Julia Salasky and Corinne Montineri describe the adoption of
the UNCITRAL Rules on Transparency in Treaty-based Investor-State
Arbitration. Karen L. Kizer and Jeremy K. Sharpe describe how reforms
to the investor-state arbitral process can be achieved through the
negotiation of international investment agreements, focusing on the U.S.
experience. J. J. Saulino and Josh Kallmer examine some of the political
realities underlying the investment treaty negotiations that shape
investor-state arbitration. Jan Asmus Bischoff discusses the role of the
European Union in the future development of international investment
law. David Gaukrodger and Kathryn Gordon describe the work of the
Freedom of Investment Roundtable hosted by the Organisation for
Economic Co-operation and Development in promoting reform. Silvia
Constain suggests convening an ad hoc committee of ICSID members
to develop a model international investment agreement that would
bring uniformity to substantive provisions and establish a standing
dispute settlement mechanism with an appellate body. Steven W. Schill
argues that reform must entail a reconceptualization of investor-state
arbitration as a form of public law based judicial review.
As this brief survey indicates, the many proposals in this
collection vary greatly. Some proposals are more novel than others.
Some are more sweeping than others. The real virtue of this collection,
however, is that, in each case, the contributors have focused on the
practical aspects of their proposals. That is, they identify a problem that
calls for solution and then they offer a solution. For one in search of a
constructive guide to reform, there is no better place to start.

Kenneth J. Vandevelde
Professor of Law, Thomas Jefferson School of Law
United States
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GUIDELINES FOR CONTRIBUTORS
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Manuscript preparation
Papers for publication must be in English.

Authors are requested to submit their manuscript by email to
tncj@unctad.org. The manuscript should be prepared in Microsoft
Word (or an application compatible with Word), and should be
accompanied by a statement that the text (or parts thereof) has not
been published or submitted for publication elsewhere.
Articles should not normally exceed 12,000 words (30 doublespaced pages). All articles should have an abstract not exceeding 150
words. Research notes should be between 4,000 and 6,000 words. 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 double-spaced (including references)
with wide margins. Pages should be numbered consecutively. The first
page of the manuscript should contain: (a) the title; (b) the name(s)
and institutional affiliation(s) of the author(s); and (c) the mailing
address, e-mail address, telephone and facsimile numbers of the
author (or primary author, if more than one).
Transnational Corporations has the copyright for all published
articles. Authors may reuse published manuscripts with due
acknowledgement.
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C. &ŝŐƵƌĞƐ (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 tables should be preceded by lowercase
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).
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ŝďůŝŽŐƌĂƉŚŝĐĂů ƌĞĨĞƌĞŶĐĞƐ 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
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