GLOBAL
INVESTMENT
TRENDS

CHAPTER |




World Investment Report 2013: Global Ualue Chains: Investment and Trade for Development

A. GLOBAL TRENDS: THE FDI RECOVERY FALTERS

1.Current trends

The post-crisis FDI recovery
that started in 2010 and 2011
has currently stalled, with
glohal FDI flows falling to
helow the pre-crisis level. The
FDI recovery will now take
longer than expected.

Global foreign direct invest-
ment (FDI) inflows fell by
18 per cent in 2012, down
from a revised $1.65 trillion
in 2011 to $1.35 trillion. The
strong decline in FDI flows
is in stark contrast to other

In 2012, for the first time FDI

macroeconomic variables,
including GDP, trade and
employment growth, which all remained in positive
territory in 2012 (table 1.1).

FDI flows in 2013 are expected to remain close
to the 2012 level, with an upper range of $1.45
trillion. As macroeconomic conditions improve and
investors regain confidence in the medium term,
transnational corporations (TNCs) may convert their
record levels of cash holdings into new investments.
FDI flows may then reach the level of $1.6 trillion
in 2014 and $1.8 trillion in 2015. Nevertheless,
significant risks to this scenario persist, including
structural weaknesses in the global financial
system, weaker growth in the European Union (EU)
and significant policy uncertainty in areas crucial for
investor confidence.

a. FDI by geographical
distribution

(i) FDI inflows

flows to developing
economies remained rela-

ever, developing economies
ahsorbed more FDI than
developed countries, with
nine developing economies

tively resilient in 2012,
reaching more than $700
billion, the second highest

ranked among the 20 largest '©V© everFD:ecc;Tded. In
recipients in the world. contrast, ows .to
developed countries

shrank  dramatically  to

$561 Dbillion, aimost one third of their peak value
in 2007. Consequently, developing economies
absorbed an unprecedented $142 bilion more
FDI than developed countries. They accounted
for a record share of 52 per cent of FDI inflows

Tahble I.1. Growth rates of global GDP, GFCF,

trade, employment and FDI, 2008-2014

(Per cent)

Varable 2008 2009 2010 2011 2012 2013 2014"
GDP 14 -21 40 28 23 23 3.1
Trade 3.0 -10.3 125 59 26 3.6 5,8
GFCF 23 -56 56 48 3.7 5.0 5.7
Employment 1.1 05 13 15 1.3 13 1.3
FDI -9.83 -833.0 158 173 -182 36 17.1
Memorandum:

FOlvalue 4 g5 120 141 165 1.35 140 1.6
(in' $ trillions)

Source: UNCTAD based on United Nations for GDP, IMF for
GFCF and Trade, and ILO for employment.
a Projections.

Note: GFCF = Gross fixed capital formation.

in 2012 (figure I.1). The global rankings of the
largest recipients of FDI also reflect changing
patterns of investment flows. For example, four
developing economies now rank among the five
largest recipients in the world; and among the
top 20 recipients, nine are developing economies
(figure 1.2).

Among developing regions, FDI inflows to
developing Asia fell by 6.7 per cent as a result of
decreases across most subregions and major
economies, including China, Hong Kong (China),
India, the Republic of Korea, Saudi Arabia and
Turkey. However, 2012 inflows to Asia still attained
the second highest level recorded, accounting for
58 per cent of FDI flows to developing countries.
FDI inflows to the Association of Southeast Asian
Nations (ASEAN) went up by 2 per cent as most
countries in this group saw their FDI rise. FDI flows
to West Asia declined for the fourth consecutive
year: with continuing political uncertainty in the
region and subdued economic prospects globally,
foreign investors were still wary of making further
commitments in the region.

FDI to Latin America and the Caribbean maintained
the high levels it reached in 2011, decreasing only
slightly, by 2.2 per cent in 2012. The high levels
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Figure 1.1. FDI inflows, global and by group of
economies, 1995-2012
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Source: UNCTAD FDI-TNC-GVC Information System, FDI
database (www.unctad.org/fdistatistics).

of FDI flows to South America were driven mainly
by the region’s economic buoyancy, attracting a
significant number of market-seeking investments,
and by the persistent strength of commodity prices.
This continued to encourage investments in the
extractive industries, particularly in Chile, Peru
and Colombia. FDI to Brazil slowed but remained
robust, elevating the country to the world’s fourth
leading investment destination (see figure 1.2). FDI
flows to Central America decreased, mainly as a
result of a decline in flows to Mexico.

Africa was the only region that saw FDI flows rise
in 2012 (figure 1.3). Flows to North Africa reversed
their downward trend, and Egypt saw a rebound in
investment from European investors. FDI inflows to
sub-Saharan Africa were driven partly by investments
in the extractive sector in countries such as the
Democratic Republic of the Congo, Mauritania,
Mozambique and Uganda. Angola — an important
holder of FDI stock in Africa — continued to post
divestments in 2012.

In 2012, the transition economies of South-East
Europe and the Commonwealth of Independent
States (CIS) saw a decline in FDI inflows, driven
in large part by the plummeting value of cross-
border mergers and acquisitions (M&As). In South-

Figure 1.2. Top 20 host economies, 2012
(Billions of dollars)

(x) =2011 ranking

1 United States (1)

2 China (2)

3 Hong Kong, China (4)

4 Brazil (5)

5 British Virgin Islands (7)
6 United Kingdom (10)

7 Australia (6)

8 Singapore (8)

9 Russian Federation (9)
10 Canada (12)

11 Chile (17)

12 Ireland (32)

13 Luxembourg (18)

14 Spain (16)

15 India (14)
)
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)
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16 France (13
17 Indonesia (21
18 Colombia (28 |Developed economies

19 Kazakhstan (27
20 Sweden (38

Transition economies

Source: UNCTAD FDI-TNC-GVC Information System, FDI
database (www.unctad.org/fdistatistics).

Figure 1.3. FDI inflows, by region, 2008-2012
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Source: UNCTAD FDI-TNC-GVC Information System, FDI
database (www.unctad.org/fdistatistics).

East Europe, FDI flows almost halved as a result
of reduced investment from EU countries, the
main investors in the subregion. In the CIS, FDI
flows fell only slightly as foreign investors continue
to be attracted by these countries’ fast-growing
consumer markets and natural resources. The
Russian Federation saw FDI flows decline slightly,
while those to Kazakhstan and Ukraine rose
modestly.




Investors from developing
economies remained bullish

developed-country TNCs
continued their wait-and-see
approach or heavily divested
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FDI flows declined dramatically to developed
countries in 2012, faling sharply both in Europe
and in the United States. In Europe, Belgium
and Germany saw sharp declines in FDI inflows.
In Belgium — which, with a drop of more than
$100 billion, accounted for much of the fall — FDI
flows are often volatile or inflated by the transactions
of special purpose entities (SPEs). Germany posted
a large decline of FDI from $49 bilion in 2011 to
$6.6 bilion in 2012, owing to large divestments.
Taken together, FDI flows to the Southern European
countries affected by sovereign debt problems
(Greece, ltaly, Portugal and Spain) more than halved
from 2011. The decline of inflows to the United
States is largely explained by the fall in cross-border
M&A sales. Despite that fall, the country remained
the largest recipient of FDI flows in the world. A few
developed countries bucked the trend and saw FDI
inflows increase — namely Canada, Ireland, Japan
and the United Kingdom — although none of these
increases were significant in historic terms. Of note,
however, Japan saw positive inflows after two years
of net divestments. The return of greater stability
and confidence in the Irish economy has revived the
activity of TNCs in the country since the crisis.

(ii) FDI outflows

Global FDI outflows fell by
17 per cent to $1.4 trillion,
down from $1.7 trilion in
2011. Developed econo-
mies, in particular those
in the EU, saw their FDI
outflows fall close to the
trough of 2009, in part
because of uncertainty
about the euro. In contrast, investors from
developing countries continued their expansion
abroad. Together, the share of developing and
transition economies in global outflows reached 35
per cent (figure 1.4). Among developing and transition
economies, the BRICS countries (Brazil, the Russian
Federation, India, China and South Africa) continue
to be important outward investors (box I.1).

in 2012. In contrast,

their FDI assets.

In contrast to the sharp decline of FDI flows from
developed countries, FDI flows from developing
economies rose slightly in 2012, amounting to $426
billion. As a result, their share in global outflows rose

Figure 1.4. Share of major economic groups
in FDI outflows, 2000-2012
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Source: UNCTAD FDI-TNC-GVC Information System, FDI
database (www.unctad.org/fdistatistics).

to arecord 31 per cent. Among developing regions,
FDI outflows from Africa nearly tripled, flows from
Asia remained unchanged from their 2011 level,
and those from Latin America and the Caribbean
declined slightly (figure 1.5). Asian countries
remained the largest source of FDI in developing
world, accounting for almost three quarters of the
group’s total.

The rise in outward FDI flows from Africa in 2012 —
to $14 billion — was mainly due to large flows from
South Africa in mining, the wholesale sector and
health-care products. In 2012, FDI outflows from
developing Asia remained close to the record
level of 2011, reaching $308 bilion. China has
been one of the main drivers of outflows from
Asia. Flows from the Republic of Korea, Malaysia,
Saudi Arabia, Thailand and Turkey rose in 2012.
In contrast, companies from Hong Kong (China),
India and Singapore saw their investments abroad
fall from 2011 levels. Outward FDI from Latin
America and the Caribbean declined by 2 per cent
in 2012, to some $100 billion. Outflows from Brazil
remained restrained by high levels of repayment of
intercompany loans by Brazilian affiliates abroad
to their parent companies in Brazil. In contrast,
Mexico and Chile saw strong increases in their FDI
outflows.

Outward FDI flows from transition economies
declined in 2012, owing to a fall in FDI outflows
by Russian investors. Although natural-resource-
based TNCs supported by high commodity prices
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Box I.1. Rising BRICS FDI, globally and in Africa

The BRICS countries (Brazil, the Russian Federation, India, China and South Africa) have emerged as not only major
recipients of FDI but also important outward investors. Their outward FDI rose from $7 billion in 2000 to $145 billion
in 2012, or 10 per cent of world flows (up from only 1 per cent in 2000).

Overseas investment by BRICS countries is mainly in search of markets in developed countries or in the context of
regional value chains. Over 40 per cent of their outward FDI stock is in developed countries, of which 34 per cent is
in the EU (box table I.1.1). Some 43 per cent of outward FDI stock is in neighbouring economies of the BRICS — in
Latin America and the Caribbean; transition economies; South Asia; South-East Asia and Africa.

Box table 1.1.1. Outward FDI stock from BRICS, by destination region, 2011
(Millions of dollars)

Partner region/economy Value Share
World 1130 238 100
Developed economies 470 625 42
European Union 385 746 34
United States 31729 8
Japan 1769 0
Developing economies 557 055 49
Africa 49 165 4
Latin America and the Caribbean 175 410 16
Asia 331677 29
Transition economies 31 891 3
Memorandum:
BRICS 28 599 3

Source: UNCTAD FDI-TNC-GVC Information System and data from the IMF, CDIS (Coordinated Direct
Investment Survey).

Note: Data for Brazil are based on information from the partner countries.

BRICS countries are becoming significant investors in Africa. Although Africa receives only 4 per cent of BRICS FDI
outflows, BRICS countries have joined the ranks of top investing countries in Africa. In 2010, the share of BRICS
in FDI inward stock in Africa reached 14 per cent and their share in inflows reached 25 per cent. Their share in the
total value of greenfield projects in Africa rose from one fifth in 2003 to almost one quarter in 2012. Most BRICS FDI
projects in Africa are in manufacturing and services. Only 26 per cent of the value of projects and 10 per cent of the
number of projects are in the primary sector.

Brazilian FDI to Africa has been on the rise in recent years, with public financial institutions playing an important role
in bringing the country’s investors closer to Africa. Among these, the Brazilian Development Bank (BNDES) deserves
special mention as its incentives and disbursements to sub-Saharan Africa have increased strongly over the past
decade. It has played a key role in the expansion of Brazilian TNCs into the new African ethanol industry, in countries
such as Angola, Ghana and Mozambique.

Chinese FDI stock in Africa stood at $16 billion at the end of 2011. South Africa is the leading recipient of Chinese
FDI'in the continent, followed by the Sudan, Nigeria, Zambia and Algeria. China has joined the ranks of top investing
countries in some least developed countries (LDCs), such as the Sudan and Zambia. In addition to resource-seeking
FDI, the rapid industrial upgrading currently taking place in China provides opportunities for these countries to attract
FDI in manufacturing.

With $18 billion, South Africa was the fifth largest holder of FDI stock in Africa in 2011 and the second largest
developing country investor globally after Malaysia. The majority of this outward stock can be attributed to
reinvested earnings in the private non-banking sector. The largest share of the country’s outward FDI stock in Africa
is in Mauritius. One fourth of this stock is also concentrated in Nigeria and in two of South Africa’s neighbours,
Mozambique and Zimbabwe.
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Box 1.1. Rising BRICS FDI, globally and in Africa (concluded)

Indian FDI in Africa has traditionally been concentrated in Mauritius, originally because of ethnic links that led to
FDI in the garment industry, but more recently because of the country’s offshore financial facilities and favourable
tax conditions. As a result, the final destinations of recent investments have often been elsewhere. However, Indian
TNCs have recently begun investing in other countries in the region, such as Céte d’lvoire, Ethiopia, Senegal and

the Sudan.

The expansion of Russian TNCs in Africa is fairly recent but has been rapid, reaching $1 billion in 2011. The arrival of
Russian TNCs has been motivated by a desire to enhance raw-material supplies and to expand into new segments
of strategic commodities, as well as a desire to access local markets.

Source: UNCTAD.

Figure 1.5. FDI outflows, by region, 2008-2012
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Source: UNCTAD FDI-TNC-GVC Information System, FDI
database (www.unctad.org/fdistatistics).

continued their expansion abroad, the largest
acquisitions in 2012 took place in the financial
industry.

The global ranking of the largest FDI investors
shows the continuing rise of developing and
transition economies (figure 1.6). Two developing
countries now rank among the five largest foreign
investors in the world, and for the first time ever,
China was the world’s third largest investor, after
the United States and Japan.

Outward FDI from developed countries fell by more
than $274 billion in 2012, which accounted for
almost the entire decline in global outflows. Belgium,
the United States and the Netherlands saw the
largest declines. FDI dropped in 22 of 38 developed
economies, including most of the major source
countries. The continuing Eurozone crisis appears to
have deterred United States investors from investing
in Europe, their main target region. European TNCs,

Figure 1.6. Top 20 investor economies, 2012

(Billions of dollars)

(x) = 2011 ranking

1 United States (1)
2 Japan 2

)
©)

4 Hong Kong, China (4)

5 United Kingdom (3)

6 Germany (11)

7 Canada (12)

8 Russian Federation (7)

9 Switzerland (13)

10 British Virgin Islands (10)
11 France (8)

12 Sweden (17)

13 Republic of Korea (16)
14 ltaly (9)
15 Mexico (28)
16 Singapore (18)
17 Chile (21)
18 Norway (19)
19 Ireland (167)
20 Luxembourg (30)

Developing economies
21 Developed economies

Transition economies

Source: UNCTAD FDI-TNC-GVC Information System, FDI
database (www.unctad.org/fdistatistics).

mainly in the financial industry, heavily divested
their assets abroad. In contrast, Japan kept up the
momentum of the previous year to become the
second largest source of FDI worldwide. A growing
part of outward FDI from developed countries
is made up of reinvested earnings, now a record
61 per cent of the total (figure 1.7). While this reflects
a growing tendency of developed-country TNCs to
finance overseas expansion from foreign earnings,
it also reflects the tendency of developed-country
TNCs to hold large cash reserves in their foreign
affiliates in the form of retained earnings.




The deterioration of the glohal
crisis hit FDI in all three
sectors. Services displayed
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Figure 1.7. FDI outflows by components for 37 selected
developed countries,® 2007-2012
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Source: UNCTAD FDI-TNC-GVC Information System, FDI
database (www.unctad.org/fdistatistics).

a Countries included are Australia, Austria, Belgium, Bermuda,
Bulgaria, Canada, Cyprus, the Czech Republic, Denmark,
Estonia, Finland, France, Germany, Greece, Hungary, Iceland,
Ireland, Israel, Italy, Japan, Latvia, Lithuania, Luxembourg,
Malta, the Netherlands, New Zealand, Norway, Poland,
Portugal, Romania, Slovakia, Slovenia, Spain, Sweden,
Switzerland, the United Kingdom and the United States.

Note: Data for reinvested earnings may be underestimated

as they are reported together with equity in some
countries.

b. FDI by mode and sector/
industry

In 2012 the deterioration
of the global economic
situation — in particular the
deepening of the crisis

higher resilience and
in the Eurozone and the

lowest level in the past 10 years (figure 1.8). The con-
traction was even more pronounced in developing
economies (-38 per cent), raising additional concerns
about the development impact of the downturn.

The value of cross-border M&As declined by 45 per
cent, back to levels similar to those of 2009 and
2010 (figure 1.8), after the financial crisis had knocked
down M&A activity in developed economies.

Compared with the decline in the value of FDI
projects, the decline in the number of projects was
more moderate (-15 per cent for greenfield projects
and -11 per cent for M&A deals). The discrepancy
is explained by a significant reduction in the size of
projects; specifically, the average investment value
decreased by 21 per cent for greenfield projects
and 38 per cent for cross-border M&As.

All three sectors were heavily hit by the downturn,
although with different intensities (figure 1.9).

The primary sector was the most heavily hitin relative
terms, in both greenfield projects and cross-border
M&As. The decline was driven by the downturn in
the mining, quarrying and petroleum industry, which
represents the bulk of the overall FDI activity in the
sector. The contraction was particularly dramatic in
developing countries, where the announced value
of greenfield projects fell to one fourth of the 2011
value. Similarly, FDI inflows to developing eco-
nomies generated by cross-border M&A activities
plunged from some $25 billion in 2011 to a slightly

gained share at the expense
of hoth the primary and
manufacturing sectors.

negative value, revealing a predominant divestment

slowing of growth in the trend by foreign investors in the sector.

emerging economies -
Manufacturing was the sector with the largest

clearly depressed investors’
drive to launch cross-border investment initiatives.
Generally speaking, the weakening of global
demand and the resulting competitive pressure
pushed most operators to turn their focus to the
solidity of their balance sheet and the preservation
of shareholders’ returns rather than on investments
and growth. This trend involved both greenfield and
M&A projects.

In the absence of published FDI data by sector for
2012, this section relies on data on cross-border
M&As and on announced greenfield FDI invest-
ments' (see web annex tables for FDI by sector and
industry in 2011). The estimated capital expenditure
of announced greenfield projects fell by 33 per cent
compared with 2011, reaching $600 billion, the

decrease in FDI project value in absolute terms,
originating mainly from a decline in the value of
greenfield projects across all three groups of
economies — developed, developing and transition
economies. The retreat in greenfield project activity
is confirmed by a significant decline in the number
of such projects, down by 21 per cent globally. By
contrast, the decline in the value of cross-border
M&As was driven primarily by a decrease in the
average deal value, as weak business sentiment
— particularly in some developed economies —
prevented companies from engaging in large
projects.

Services turned out to be the sector least affected,
despite sharing the overall fall with the primary and
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Figure 1.8. Historic trend of FDI projects, 2003-2012

(Billions of dollars)

Value of FDI greenfield projects, 2003-2012 Value of cross-border M&As, 2003-2012
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Source: UNCTAD FDI-TNC-GVC Information System, cross-border M&A database for M&As and information from the Financial
Times Ltd, fDi Markets (www.fDimarkets.com) for greenfield projects.

Figure 1.9. FDI projects by sector, 2011-2012
(Billions of dollars)

Value of FDI greenfield projects, 2011-2012

Value of cross-border M&As, 2011-2012
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Source: UNCTAD FDI-TNC-GVC Information System, cross-border M&A database for M&As and information
from the Financial Times Ltd, fDi Markets (www.fDimarkets.com) for greenfield projects.

manufacturing sectors. In particular, the relatively
limited decrease in the number of greenfield projects
(-8 per cent), especially to developing countries (-4
per cent), offers reassurance about the fundamental
resilience of highly strategic services industries such
as business services, trade, finance and transport.
These industries have represented a key FDI growth
engine in recent years and also contributed to the
creation of a stronger entrepreneurial environment.
On the negative side, a significant decrease in the
average value of greenfield FDI projects (-16 per
cent in developing countries) lowered the level of
capital flows considerably. Similar dynamics held

for M&A initiatives, where the fall in value was due
primarily to the lower propensity of investors to
enter high-value deals rather than to a decline in
the volume of activity.

The different sectoral performances changed
the composition of the value of FDI projects with
some remarkable effects, especially for greenfield
projects (see figure 1.10). In fact, as the global
crisis in some key developed countries worsened
and spread from the “financial” to the “real”
sphere, the manufacturing sector lost ground to
the services sector. The long-term trend leading
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Figure 1.10. Distribution of the value of greenfield
investment projects, by sector, 2003-2012
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Source: UNCTAD based on information from the Financial
Times Ltd, fDi Markets (www.fDimarkets.com).

to the dominance of services activity in FDI was
reinforced, though its amount declined. Also,
growing marginalization trend of the primary sector
seems to have picked up, with the sector’s share
in announced greenfield projects declining to some
4 per cent, corresponding to half of its 2011 share
and less than one fourth of its 2003 share.

Although the impact of the crisis was widespread,
across the spectrum of productive activities, clear

differences became apparent in how individual
industries were affected (figure I.11).

Mining, quarrying and petroleum, representing by
far the bulk of the primary sector, was heavily hit
by falling commodity prices and declining demand.
Manufacturing industries that are closely linked
upstream to extractive activity were exposed to
similar adverse industrial dynamics, resulting in
a comparably poor FDI performance. In fact, the
three industries in which FDI declined most in
2012 were mining, quarrying and petroleum and
two manufacturing industries (metals and metal
products and coke, petroleum products and
nuclear fuel) that process extractive material.
Together, the three industries accounted for almost
50 per cent of the overall decrease in the value of
announced greenfield projects (corresponding to
some $130 billion).

The FDI contraction was particularly dramatic in
developing economies, where the already unstable
market environment was further complicated by
the changes of the investment climate in some
countries rich in natural resources.

On the M&A side, the FDI picture confirms a
pessimistic investment outlook for the extractive

Figure 1.11. Ten industries with the largest declines in greenfield FDI projects in 2012

(Billions of dollars and per cent)

Loss in value, 2012 vs 2011

Loss in number of projects, 2012 vs 2011

Mining, quarrying and petroleum

Coke, petroleum products and nuclear fuel

Metals and metal products

Electricity, gas and water

Transport, storage and communications

Chemicals and chemical products excl. pharmaceuticals
Motor vehicles and other transport equipment

Electrical and electronic equipment

Business services

Rubber and plastic products

$ billion Per cent Number Per cent

51 -67% 76 -46%

46 -69% 71 -49%

33 -53% 135 -27%

26 -28% 116 -30%

26 -35% 26 -3%

21 -39% 175 -28%

21 -25% 251 -22%
19 -41% 251 -22%
15 -21% 94 -3%
12 -48% 154 -32%
302 -33% 2381 -15%

All

Source: UNCTAD, based on information from the Financial Times Ltd, fDi Markets (www.fDimarkets.com).
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industry, characterized by a prevalence of
divestments in  developing economies as
highlighted by the negative value of M&A flows.
Specific examples include the divestments of Anglo
American PLC of part of its activities in copper ore
mining in Chile, for $2.9 billion, and in other metal
ores in South Africa and Zimbabwe, for a total of
$0.7 billion. Another example is the sale by BG
Group PLC of a majority stake in the Companhia de
Gas de Sa0 Paulo in Brazil, valued at $1.7 billion.

Other  manufacturing  industries  responded
differently to the downturn. Consumer industries,
such as motor vehicles and other transport
equipment and electrical and electronic equipment,
were among those most affected. Because
of their highly cyclical nature, they are more
affected by weak global demand than are other
manufacturing industries. Two factors contributed
to depressed demand: the crisis in the Eurozone
and the deceleration of growth in emerging market
economies, in particular China and India. As weak
demand squeezed industry margins, companies
increasingly resorted to investment cuts in an
attempt to mop up large overcapacity, restore
financial strength and save cash. However, some
less cyclical manufacturing activities, such as food,
beverages and tobacco and pharmaceuticals,
managed to limit FDI losses.

Industries in the services sector were more resilient
than other industries. For example, business
services and transport, storage and communication
managed to preserve their volume of projects
despite  significant reductions in announced
investment value owing to the smaller sizes of
individual projects. This shows that international
companies were still actively seeking opportunities
to expand their service activities, especially into
developing countries, though with less aggressive
investment operations than in 2011. The decrease
in electricity, gas and water was confined almost
entirely to developed economies, where it reflects
the declining demand caused by the current crisis.
On a positive note, for the first time since the onset
of the crisis in 2008 the construction industry
registered an increase in both the value and the
number of FDI projects, raising hopes for a more
structural recovery.

This section focuses on international investment by
some important new types of investors. It makes
a distinction between State-controlled entities
(SCEs), including sovereign wealth funds (SWFs),
and State-owned enterprises (SOEs), on the one
hand, and private equity funds, on the other.
From a development perspective, this distinction
is important as the primary motivation for SCEs’
international investment decisions may be criteria
other than financial return, such as strategic
industrial development objectives. In practice
this distinction may be less important because
governments increasingly favour the use of holding
companies as a form of ownership, but may have
limited involvement in the running of a firm or affiliate.
Moreover, investors of all types are increasingly
intertwined as the process of globalization becomes
more complex and geographically widespread:
for example, SWFs are investors in private equity
funds.

In 2012, SWFs were es-
timated to have $5.3 tril-
lion worth of assets under
management,? 80 per cent
of which were in the hands
of developing economies.
In 2012, there were 73
recognized SWFs globally, 60 per cent of which
were established in the past decade; and another
21 countries are considering establishing their own
SWFs (Santiso, 2012). UNCTAD has highlighted
the role that these funds could play in supporting
sustainable development outcomes and, in particu-
lar, the further potential for their deployment as de-
velopment-enhancing FDI in developing countries
(e.g. UNCTAD, 2011, 2012).

SWF FDI flows doubled in 2012, from $10 billion
to over $20 bhilion, bucking the global trend
(figure 1.12). Cumulative FDI by SWFs, at $127
billion, nonetheless remains somewhat small as a
proportion of total SWF assets under management.
However, UNCTAD figures for FDI by SWFs capture
only investments in which SWFs are the sole and
immediate investors. The data do not include

small at $20 hillion,
though it doubled from
the year hefore.

FDI by sovereign wealth
funds in 2012 remained
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investments by other entities established by SWFs
or those made jointly with other investors. It is likely
that total SWF FDI is in fact higher than the figure
above suggests.

During the period 2003-2012, cross-border M&As
accounted for 89 per cent of SWF FDI, reflecting their
position as strategic investment funds, in contrast
to the bulk of global FDI, which is invested through
greenfield projects. Strategically, the majority of
SWF investment through FDI targets the services
sector (70 per cent), and in particular finance, real
estate, construction and utilities. Finance remains
the most popular industry for SWF investment,
attracting over $21 billion in cumul