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Introduction 

Rarely has there been such a period as the present, when the activities 
of transnational corporations (TllCs) a~d the flows of foreign direct 
investment CFDI) which they generate have been of such universal interest. In 
the recent past, this interest was centered on developed market economy 
countries, in which most of the world's FDI originates and where a majority of 
these investments are made, and on those relatively few developing countries 
which attracted substantial FDI flows. Bow, however, it has been generalized 
to an increasing number and to almost all groups of countries. Today, 
developing countries and the previously described but now currently 
archaically denoted centrally planned economies are attaching a new importance 
to FDI and thereby creating for, perhaps, the first time, an almost 
universally shared belief in the positive and valuabl~ contribution FDI can 
bring to economic development. 

A number of political and economic reasons account for this growing 
convergence of opinion towards FDI ~t surely chief among these is the desire 
both of developing countries at large and of CMZA countries to integrate 
themselves into an increasingly globalized econ01Dy. The abandonment of an 
inward-looking economic strategy and the adoption of a more outward-oriented 
approach is by no means a recent development but it is now being pursued with 
greater vigour and pace by many more countriesl; FDI is today perceived as 
an important econ0U1ic tool aiding stagnant and beleaguered economies. Its 
chief importance is derived from the actual role of TllCs in the structuring of 
economic activities and in international trade and technology flows an~. most 
crucial of all, as an important conduit for the economic integration of these 
countries into this more independent global, economy. 

Among the many implications of these development~ is the intensified 
competition between various groups of countries to attract these flows and 
thereby to either enter into, or consolidate their position within, an 
increasingly integrated world production, trading and investment systea. 
Consequently, the types of policies being pursued to attract FDI, both of the 
directly promotional kind and those of a more indirect nature involving 
internal policy adjustments, display increasing similarities. As such, and 
paradoxially, given the inten~ifica~ion of competition between countries, such 
conmon policies do allow and will permit in the future, increasing 
international co-operation between ntates. 

At the same time, for developing countries, almost all of which lack a 
long experiance of industrial growth and which are, by far, the most 
'netero&enous group in terms of their varied and different stages of economic 
development, these net: challenges appear particularly pressing. For many, and 
for whatever ambitions they have of one day attaining full integration into 
the global economic network, FDI is a principal means of providing capital and 
technology. 

1 For a further discus~ion of these issues, see: Industrialization and 
Trade of Developing Countries: Economic' and Policy Concet"ns on the 
Participation of Tr.ansnational Corporations, ECE/UHCTC Joint Unit 
Publications Series Ho. 2, ECE/UHCTC Joint Unit on Transnational 
Corporations, United Hations, Geneva, 1984. 
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Worldwide flows of FDI have increased rapidly in recent years. As was 
the case earlier in the decade, FDI flows continue to take place primarily 
among developed countries and this concentration has increased. The five 
largest deve~oped countries have increased their shares of both total FDI 
inflows and outflows and the US has once again reestablished itself as the 
world's largest home country in terms of FDI outflows1 . 

While world FDI inflows as a whole are increasing and the importance of 
FDl in relation to other private financial flows to developing countries is 
also growing (in this case, as a result of reduced international bank 
lending), the capacity of developing countries as a group to attract FDI has 
declined and within this group of countries, the least developed have been the 
most adversely affected. 

Furthermore, the consequences of the opening up of new markets for FDI 
flows, combined with the cl6ar evidence of a leveling off in profit levels in 
those industries in developed industries where FDI has originated, threaten to 
squeeze th~ share of FDI flows to developing countries even further in the 
1990s. 

At the same time, the fact that within certain sectors and in some 
industries FDI to certain developing countries in particular has increased in 
recent years demonstrates, first and foremost, the dangers of making 
generalizations too hastily about developing countries as a whole, as well as 
the fact that FDis r.an till present opportunities, despite the structural 
difficulties developing countries face. Moreover, the actual amount of total 
FOi flows does not always give a clear indication as to the type or quality of 
the investment. A lesser amount of capital invested may have a more 
beneficial impact on a country than a larger sum, if it is more clearly 
directed towards a particular sector or industry. 

It is for these reasons that a detailed analysis of the dimension and of 
the sectoral and geographical spread of FDI, especially to developing 
countries, is required. 

Direct investment flows anl'or stocks constitute the m~st important 
indicators of the foreign activities of transnational corporations, yet they 
are only partial measures, since they includP. capital supplied and owned by 
tran511ational corporations abroad, but not local equity capital and other 
forms of capital not supplied directly or indirectly by the parent corporation. 

The present report uses, ~o a large extent, data on flows of foreign 
direct investment; stock data are mainly used to analyse the distribution of 
FDI in developing countries by country of destination and by broad economic 
sector. Forei~n di=ect investment generally refers to investment abroad 
involving an element of control by the investor over the corporation in which 
the investment is made. Such investments, which are principally made by 
transnational corporations, &re important with regard lo flows among 
countries, both of financial resources and of technological and other 
resources. 

~DI flows are made up of three components: new ~quity capital, 
reinvested earnings and inlercompany ~arrowing (that is, short-term and 
long-term borrowing from the parent company 01· from other affiliates). FDI 
does not cover non-equ\ty forms of TNC participation and, the~efore, FDI alone 
does not fully measure the extent of the TNCs presence in the world economy. 

1 OECD, International Direct Investment and the New International Economic 
Environment, Paris 1989. 
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Total world outflows of foreign direct investments in 1988 were over $115 
billionl. Increases in FD! flows over the last three decades have been 
almost continuous and. in some years. prodigous. For example. the total 
outflow of FDI for 1989 has been provisionally estimated at US $180 billion2. 

In the previous two decades. there have been just two points - in the mid 
1970s and in the early 1980s - at which this pattern of continuous increase in 
FDI outflow was broken. In the early 1980s. the fall in FDI outflows was 
almost totally due to the fall in US FDI outflow. 

Thereafter. on a world level, FDI flows took off, again reaching record 
levels. Total worldwide outflows of foreign direct investment tripled between 
1984 and 1987, increas~ng 39'. in 1985, 5~ in 1986 and 46~ in 1987. Average 
annual outflows during this period were $81 billion. a sharp increase from $41 
billion for the iUDediately preceding years 1981-833. 

Tabte 1: Outflows of foreign direct investment from five major home 
countries. 1981-1988 

(Millions of US dollars) 

Country 1981 1982 1983 1984 1985 1986 1987 

France 4615 3063 1841 2126 2226 5234 8704 
Germany, Federal 

Republic of 3862 2481 3170 4389 4804 9610 9036 
Japan 4894 4540 3612 5695 6452 14480 19519 
United Kingdom 12065 7145 8211 7988 11293 16551 30699 
United States 9620 -2360 380 2820 1S070 27810 44470 

1988* 

12751 

1039~ 

34210 
26569 
24420 

Total 35056 14869 17214 23288 42845 73681 112428 104343 

* Provisional figures. 
Source: OECD, International Direct Investment and the Rew Econcmic Environment, Paris, 
1989. 

The growth in world FDI outfl~ws is well illustrated in T&ble 1 above, which shows 
the outflows of the world's five leading market economies - France. the Federal Republic 
of Germany. Japan, the United Kingdom and the United State~. In 1987, for the first 
time, these countries' total FDI outflows surpassed $100 billion; in 1981, the 
corresponding figure was $35 billion. The provisional calculation for 1988 of $104 
billion confirms this prodigious upward trend in FDI outflows. 

The dramatic increase in outflows of FDI uince 1985, when expressed in US$, is in 
part due to the impact of the depreciation of the dollar un the measurement of such 
flows. For example, one recalc~lation of the investment flow data of five major 
investing countries (France, the Federal Republic of Germany, Japan, the United Kingdom 
and the United States) estimates that approximately one third of the increase in 
investment flows from these five countries from 19H4 to 1987 was accounted for by lhe 
depreciation of the dollar4. on the other hand, since 1987, the upward trend in FDI 
outflow has continued, even though against s~me currencies - particularly the pound 
sterling - the US dollar has appreciated. 'ftlus. despite currency fluctations, the FDI 
growth genuinely represents a strong indication of the increase of TllCs' activit.ies on 
international markets. 

1 OECD Statistics, Paris, 1989 (provisional figures). 
~ Tribune de Geneve, 71.12.89, page 9. 
3 Ulr.'rC, Series A, ~o. 11, Transnational Corporations and Tnternational Economic 

Relations: Kecent Developments and S~lected Issues, N.Y., s~ptember 1989. 
4 _IbiA:_ 



- 1 -

PART A 

A. FOi Ill AHD OUT OF DEVELOPED COUNTRIES 

1. Countries of origin 

The regional distribution of world FDI outflows has undergone 
considerable changes in recent decades {Table 2 and Figure 1). Notable over 
time has been the decreasing role of Horth America - that is, particularly of 
the USA - as a region of origin for such investments, and the increasing 
importance of West European countries and Asia {Japan). 

On an average annual basis, Horth America accounted, in the 1960s, for 
about two thirds, Western Europe for less than one third and Asia for somewhat 
less than two percent of the total outflow. During the 1970s, the share of 
Horth America decreased to a little more than one half, while the share of 
Western Europe increased to about one third and that of Japan increased to 
about 6~. The 1980s saw a further sharpening of this trend, with Borth 
.America's share of outward FDI flows slipping to 26.~ and the West European 
and Asian shares continuing to climb, to 53.4~ and 13.6~, respectively. 

Table 2. outflow of FDI of developed market economy countries distributed 
{percentages) according to countries of origin, selected years 

1960/64 1970174 1980/84 1985/88 

Japan 1.5 5.5 15.2 19.0 
Australia 0.1 1.0 2.8 3.8 
us 70.0 53.5 11.9 31.0 
Canaja 2.0 2.0 7.9 5.1 
~ 15 14 28 22.7 
FRG 5.0 9.0 11.4 9.5 
Betherlands 2.0 5.0 13.6 5.5 
France 1.5 3.0 9.0 7.2 
Italy 2.0 1.6 5.0 3.4 
Sweden 1.5 3.5 3.8 
Belgium 1.5 
Others 2.0 1.0 

Source: Dimensions and structures of Foreign Direct Investments and 
Transnational Corporation Activities in Developed Market Economy Countries, 
ECE/UlfCTC Joint Unit Publica~ion Series Bo. 4, !CE/UlfCTC Joint Unit on 
Transnational Corporations, Geneva, 1985. {Updated for recent years). 

As it concerns the individual countries of origin of FDI, the most 
important country from which FDI traditionally emanated was the United States 
and this has beer. true for most of the last two decades. In 1987, as seen 
from Table 3, the United States' total outflow of $44.4 billion was more than 
twice that of Japan. In 1988, there was a fall, with the US accounting for 
just $20.42 billion in FDI outflowl, partly'reflecting the fall in US stock 
market prices in October 1931. In total, however, the US is still the world's 
leading foreign investor, although that tendency has lessened ~ver time. In 
the early 1970s, the US's share of total FDI outflows was around SO'I., while in 
the followini ten years, its share had fall6n by almost 40~. The recovery in 
the US position throughout the 1980s is illustrated in Table 2. Between 1~85 
and 1988, tbe US's sh~~e of total worldwide FDI outflows was 31~. 

1 OZCD, ln~erna.ti~nal Dire~t I~vectment ..• op. cit. 
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Table 3. Outward direct investment flows. 1971-1988 
US$ mi i lion 

Cllllllative flows (stock) Direct investme.,t flowsl 

I 1981186 i 1981188 i 1981 1982 1983 1984 1985 1986 1987 

44.4 55780 18.9 121230 21.6 9620 -2360 380 2820 17270 28050 44470 
9297 15154 

6 39943 13.6 93672 16. 7 4894 4540 3612 5965 6452 14480 19519 
6657 11709 

4.6 19101 6.5 40556 7.2 4615 3063 1841 2126 2226 5230 8704 
318 5070 

1.1 28265 9.6 47745 6.5 4097 2783 3170 4401 4815 8999 9036 
4711 5968 

18.2 65455 22.2 120520 21.4 12065 7143 8138 8098 11320 16691 30699 
15065 

1. Including reinvested earnings. 

1988 

20420 

342hl 

12751 

10393 

26569 

Source: OECO. Statistics and calculations fn1111 OECO. International Direct Investment and the New Econcnic 
Environment. Paris. 1989. 
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The recovery of the US position as the world's leuding foreign direct 
investor is amply shown by its share of total outward FDI outflows. While for 
the years 1980-84 its share of world FDI outflows had dipped to 127., it rose 
to 3l'J. in the 1985-1988 period. 

In the early 1980s, US fit:"'lllS, faced with low world economic growth, high 
US interP.st rates, declining competitiveness and increasing international 
competition, clearly concentrated on restructuring their home country 
operations. After this period of restructuring, with their competitiveness 
restored and enhanced and under more favourable economic conditions, US TNCs 
began lo expand their foreign operations. 

The profitability of USA FDI also increased and boosted FDI outflows 
considerably. In 1987, the rate of return on US direct investments abroad 
averaged 18.4~, the highest at any point since 1981. These enhanced earnings 
were retained to fund further outflows. For example, over 8~ of FDI outflows 
from the U~ in 1987 were financed from retained earningsl. 

Despite the recent upsurge in US FDI outflows, the relative fall in its 
leading role as a THC home country has not been halted. This decline is also 
reflected by the fact that the USA is not, to the same extent as before, the 
leading headquarter country for large transnational corporations. While this 
was so for 42 of the world's 50 largest industrial corporations in 1960, this 
was the case with respect to only 21 corporations in 19822. In 1988, only 
19 US companies ranked among the world's 50 largest industrial COrf-Orations3 
(see Annex 4). 

The position of Japan as a country of origin for world foreign direct 
investments has increased considerably over time, although, as can be seen 
from Table 2, this occurred from a relatively low ba~e. In the early 1960s, 
Japan's share o( total world FDI flows was only around l'J., while a decade 
later, it had climbed to around 5'J.. Since then, Japanese TllCs have become 
leading worldwide investors. Their share of total FDI outflows from 1980 to 
1984 was over 15'J., while in the latest period, 1985-1988, it had climbed to 
almost 2~. In 1988, Japanese TNCs invested over $34 billion overseas, which 
made Japan the world's leading foreign investor for that year. 

Some changes can also be noted regarding the respective shares of West 
European countries in the direct investment outflow from developed ma~ket 
economies. Of leading West European foreign direct investors, the shares of 
the Federal Republic of Germany, France and Italy of total FDI flows declined 
~:arginally from the periods 1980--1984 to 1985-1988, from 11.4 to 9.5, 9.0 to 
7.2 and 5.0 to 3.4'J. respectively, while those of the United Kingdom and 
especially the Netherlands declined more sharply in this period (see Table 
2). In contrast and uniquely amongst this group of countries, Sweden 
increased its share somewhat, from 3.5'J. in 1980-1984 to 3.B'J. in 1985-1988. 

1 UNCTC, Series A, No. 11, op. cit. 
2 ECE/UNCTC Publications Seri~~ No. 4, op. cit and Fortunu Magazine, 31 

July 1989, pp. 36-37. 
3 S~urce: Fortune Magazine, 31 July 1989, pp. 36-37. 
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When taking the outflow of all developed countries into account, the most 
notable feature is the fact that far more countries were signific~nt lt~me 
countt·ies of foreign direct investment at the end of the 1980s than at the end 
of the 1970s. This greater balance in region and c~untry origin of FDI 1:1ay 
possibly signify a decline in future outflows, with more cou~tries' TNCs 
matching their respective competitors in world markets and the need to catch 
up by investing abroad thus becoming less pressingl. Howe~er, this 
development towards a sort of global regional balance in FDI could be upset by 
the emergence of new global irdustries, e.g. biotechnology and/or the rise of 
TNCs from new countries, e.g. the Newly Industrialized Countries (NICs). 

2. Countries of destination 

The developed market economies have continued to attract a major share of 
FDI inflows through9~t the 1980's. Indeed, it would seem that the capacity of 
developed countries to capture FDI flow3 has g~own throughout this period. 

An examination of the global geographical dist.db•Jt.ion of FDI inflcws 
during the period 1981-87 shows that the five major FDI home countries are 
also the largest recipients of FDI, accounting in 1981-1983 for 53~ and in 
1984-87 for 581. of tot.al inflows. Takin~ developed countries as a whole, 
their share of total worldwide FDI flows climbed from 72.5~ in 1981-1983 to 
78.81. in 1984-1987 (see Table 4 below). 

Table 4. Foreign direct investment flows from five major countries: 
shares in 1981-1983 and 1984-1987 
(Percentage of world-wide flows) 

Country 

France 
Germany, Federal Republic of 
Japan 
United Kingdom 
United States 
Five countries 
All developed countries 

Inflows 

1981-1983 

4.0 
1.9 
0. 7 
11.3 
35.2 
53.1 
72.5 

1984-1987 

4.8 
1.5 
0. 7 

7.5 
43.8 
58.3 
78.8 

source: International Monetary Fund, balance-of-payments tape, received 
on 13 October 1988. The outflows of the United States have been revis~d to 
exclude finance (except banking), insurance and real est.ate investments in the 
Betherlands Antilles. The out.flows of Japan exclude reinvested earnings 
(which are not available). 

As is well illustrated in Figure 2, the largest single recipient of FDI 
inflows has been the United Sta~es; its share has climbed thro~ghout the 
1970s and 1980s, attracting, on occasion, mot"e than 5~ of worldwide 
investment inflows. 

1 See ECE/UNCTC Joint Unit Publication Series No. 4, op. cit. 
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FIGURE 2 
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Table 5. Inflows of FDl to Developed H3rket Economy Countries, distributed 
(percentages) according to recipient countries, selected years 

1961170 1971/80 1980/84 1981/88 

Japan 1.5 0.8 1.0 0.1 
Australia 12.8 6.0 1.5 5.1 
us U.9 30.0 61.6 53.8 
Canada 13.l 2.9 -6.9 0.9 
UK 10.2 21.6 10.4 13.6 
France 6.7 9.0 8.0 6.1 
Italy 8.6 3.0 3.7 2.3 
FRG 15 1.11 3.1 2.2 
Betherlands 5.5 5.8 5.0 4.5 
Spain 2.9 3.8 5.9 4.3 

Source: Department of Economics and Statistics, OECD. 

While 111Jch public attention has focused on Japanese investment in the 
USA, the UK plays by far the biggest role, accounting for 31~ of all foreign 
investments in the US, as 111Jch as the next. two investors - the Betherlands 
(14.9'.) and Japan (16.1~) - combined. British eminence has only recently been 
achieved. Nine years ago, the Netherlands played the biggest role, with 25~ 
of investment, compared to the UK's 16.6~1. Much of this investment came 
from proceeds of the Netherlands' Borth Sea gas in the same way, perhaps, as 
part of US FDI by UK TllCs came from the proceeds of Borth Sea oil. As it 
concerns Japan, Japanese FDI has been directed towards the financial sector as 
deregulation has allowed Japanese TllCs to acquire the assets of US financial 
firms. 

The United States now plays host to approximately a~ 111Jch direct 
investment from other countries as United States-based TllCs have invested 
abroad. In 1988, cunulative foreign direct investment in the United States 
surged to $328.9 billion, just slightly behind US foreign direct investment 
abroad, estimated at $339 billion2. 

While Japan has had a growing role in world FDI abroad, its share of 
world FDI inf lows is surely not commensurate with the size of its economy or 
with its own FDI outflow. Japan's share of total FDI inflows remained 
constant at around 0.7~ throughout the 1980s3. Its cumulative total of 
inward FDI was $US 12.8 billion at the end of fiscal year 1988, and capital 
inflows for 1988 were $3.2 bn. In terms of the nationalities of investors in 
Japan, the US accounts for roughly 55~ of the cumulative total, followed by 
Western Europe (25~)4. 

1 The Guardian, "Fnreign Investment bits new records in the US", 
11 December 1989. 

2 United States Department of Commerce, Survey of current Business, August 
1989, p. 69. 

3 OECD, International Direct Investment op.cit. 
4 MITI, Tokyo, July 1989. 
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This disparity betwe~~ Japanese outward and inward FDI flows was caused, 
initially, by the existence of strict Japanese rules governing FDI inflows. 
These have been relaxed in various stages and after the latest refora in 1980, 
FDI inflows into Japan increased frolD Sl89 nn~in 1981 to $642 11111 in 1985, and 
up to $1,165 mn in 19871. In fact, certa~n sources estimate FDI infiov into 
Japan at $2.2 b'l in 1987, moving up to S3 l bn in 19882. However, all FDI 
projects need to be notified to the Ministry of Finance and certain industries 
are excluded from FDI. Further obstacles to finns setting up in Japan include 
the country's special distribution and supply systems and, more recently, the 
strength of the yen bas acted as a further impediment to new inflows. 
Hevertheless, there seems to be growing interest in undertaking FDI in Japan, 
which is exemplified by the large number of cases recorded for the acquisition 
of Japanese securities, which surpassed outward Japanese FDI during the fiscal 
years 1981-8 7. 

While the developed market economies, as a group, have clearly been 
claiming a growing share of world FDI inflows throughout the 1980's, these 
gains are principally due to the development of the US as a major host country. 

In contrast to the upsurge in flows to the US, the share of FDI inflows 
of many West European countries declined, with the Federal Republic of 
Germany's share sliding from 15!. to 7.4!., all the way down to 2.2!. for 
1960-1970, 1971-1980 and 1981-1988, respectively (see Table 5). SWeden, 
Italy, Denmark and Austria also suffered a steady decline in their share of 
world FDI inflows over these 3 decades, as did Japan and Canada3. 

F=ance, the Hetherlands, •~rway and the UK followed another detectable 
pattern, with increases in their shares of world FDI inflows during the 1970s, 
followed by a period of decline in the 1980s. The UK's and France's shares 
moved, for example, from 10.2!. to 21.6!., down to 13.6!., and from 6.7!. to 9.0I., 
down to 6.1!., respectively. Finland uniquely retained a constant share (0.2!.) 
of world FDI inflow over this three-decade period4. 

Taking, however, the 1980s alone, shares of inflow of world FDI for 
France (6.1!.), the Federal Republic of Germany (2.2'") and the UK (13.6!.)5 
have remained relatively constant. The UK average was pulled down because of 
especially low 1984 inflow). 

3. Distribution by Economic Sector 

Considerable changes have not only occurred on a regional and country 
level, but also, over time, in the sectoral composition of the stock of FDI 
abroad. In general, these changes have meant an increasing role for 
investments in the services sector and in various manufacturing industries, 
and a decreasing one for those in the primary sector, including mining and 
petroleum. 

1 OECD, International Direct Investment OE· cit. 
2 JETRO 
3 OECD, International Direct Investment I OJ!. cit. 
4 Ibid. 
5 Ibid. 
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The share of the services sector in the world stock of foreign direct 
investment rose from 25~ at the beginning of the 1970s to 40'I. by the 
mid-1980s. This shift toward services has continued through the 1980s: the 
share of services in total outflows of foreign direct investment reached some 
5~ in 19881. Th~ share of services i& the distribution of foreign direct 
investment outflows from most major developed market economy countries 
(Canada. France. the Federal Republic of Ger.any. Japan and the UK) increased 
in the period 1981-1987 (see Table 6). The share of services in the outward 
direct investment of Japan increased from 41.~ to 62.~ between 1975-80 and 
1981-85, and from 49.l~ to 58.4~ and from 34.3~ to 53.rl. in the cases of the 
Federal Republic ot Germany and the US respectively2. <>:tly in the cases of 
the UK and France did the services share in their outward direct investment 
decrease. and then only slightly. Furthermore. the UK and France increased 
the service sh~re of their actual direct investment in the next period, 
1984-87. while the services shares for Japan and the Federal Republic of 
Germany continued an upward climb. All developed countries• shares of 
services in inward direct investment increased in this period. 

Table 6. Share of services in internati?nal direct investment. 1975-1987 
(Percentage) 

1975-80 1981-85 1984-87 

Outward direct investment 
Japan 41.8 62.2 71.0 
Germany 49.l 58.4 60.0 
United States 34.3 53.2 45.0 
France 44.l 43.5 56.0 
United Kingdom 43.6 38.2 40.0 
Canada 20.2 30.9 50.0 

Inward direct investment 
G£rmany 68.9 72.8 
Canada 58.8 69.9 
France 61.6 64.5 
United Kingdom 36.8 59.l 
United States 43.7 48.6 
Japan 27 .8 31.0 

l UllCTC, Transnationals Newsletter, Karch 1989. 
2 Ull, Foreign Direct Investment and Transnational Corporations in Services, 

II. Y. , 1989 . 
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This increase in the share of FDI in the services sector has occurred 
almost totally at the expense of FDI in the primary sector. In contrast to 
this decline in FDl in the priaa~ sector and in spite of predictions made in 
the late 1970s of an impending fall in FOi in manufacturing, FDI in this 
sector has remained rather constant throughout the 1980s. These overall 
trends in the s~ctoral distribution of FDI are well deaonstrated by the case 
of the US. For exall!ple, US FDI stock abroad showed a drop in the frimary 
sector's share froa 2~ in 1950 to 2l4L in 1979, and a further fall to 187. in 
1988. The share of US ml in .anufacturing rose from Jn in 1950 to •n in 
1979, and then steadied to .\OT. by 19881 (see Figure 4). 

As it -:oncerns US FDI in both the llla!h.facturing and services sectors, 
there have been sizable shifts in the var~ous industries attracting FOi 
throughout the 1980s. For instance, viti..n manufacturi~, there has been a 
shift in emphasis on outward FOi flows towards higher value-added products, 
although these are often difficult to pinpoint since the categories created 
for staslistical breakdowns often do not provide the distinctions, for 
example, between bulk and specialty chesi~als or between consumer electronics 
and high technology software. Still: ~ certain pattern can be seen, laking 
the US as an exa11ple, for shares of FDI manufacturing flows to rise - from ll"L 
in 1984 to 637. in 1988 - in generally higher value-added industries such as 
cheaicals, and to fall - from 25.JT. to 1.6~ over the same period - in the 
lower technology industries as food2. 

In the case of United States FDI in services, the share of transport and 
cOllllUllications has declined, while recently, the highest rate of ir.vest.menl 
has been in financial services and ..t..• ,urance. In 1950, finance (including 
banking, real estate and insurance) made up a little over 20T. of the stock of 
US foreign direct invesb:lent in services abroad but this figure had jumped to 
48'. in 1979 and to almost 68'. in 19883. 

COncluding cownt 

Since the end of the 1970s, flows within the developed countries have 
been more balanced, as more and more countries have become involved as both 
inward and outward investors. Until the •id 1970s, the bulk of world foreign 
direct investment came from the United States. Since then, however, 
international direct investment ·oy the European countries (especially France, 
the Federal Republic of Germany and the UK) has been expanding and this has 
continued in the 1980s. 

The US, still also a leading investor abroad, is now also a major 
recipient of inward in~estmenl. While inward investment into Japan reaains 
very modest in comparison with it£ out.ward investment flows, the amount of 
inward FOi has been dramatically increasing in recent years. The pattern of 
international direct inv~stment by European ccuntries shows that overall, they 
have invested more abroad than they have received in inward investment in 
recent years. This would also seem to confirm the trend towards a more 
balanced regional distribution of international investment flows. 

1 Calculations from ECE/UHCTC, PubFcation Series Ho. 4, Geneva, 1985 and 
from us Survey of Current Busine•s. 

2 Calculated from US Survey of Current Business, various years. 
3 Calculations from ECE/UHCTC, Publication Series Ho. 4, Geneva, 1985 and 

from US Survey of Current Business. 
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B. FOl 19 Alm OUT OF DE"IELOPillG COUllTRIES 

Introduction 

General DeveloP91!1lts 

The developing countries received a total of Sll.2 bn in FOi flows f['Olll 
the OECD countries in 1988. This is sa.ewhat better than the low point of 
1985. when these countries received barely over one half of this - $6.7 bn -
but rather ~r when c011pared with 1981. when these countries amassed Sl.7.2 bn 
in FOi inflow. on a general level. the share of developing countries in world 
FOi inflo..-s has declined rapidly in recent decades. 

In the 1960s. developing countries absorbed about 407. of international 
invest.ents flows; during tbs 1970s. this figure fell to around one third of 
the global totall. 

Table 7. FDI OUTFLOWS FllOll OECD TO DEYELOPlllG COUllTRIES, 19n-1988 

(US $bn) 
Direct investment 

(in LDCs) 
Total OECD FDI 

outflows 

(T.) 

Share of LDCs in 
total OECD FDI 
outflows 

1981 

17 .2 

45.5 

37.8 

(a) Wot including ~ 
(b) Provisional figure 

1982 1983 1984 

12.8 CJ. 9 11.4 

18.9 23.7 30.7 

67.7 U.7 37.2 

Source: Calculations based on OECD statistics. 

1985 1986 1987 1988 

6.1 12.2 13.2 ll.2(a) 

49.7 81.3 125.9 114.5(b) 

13.5 15.0 10.5 9.8 

As can be seen from Table 7, the early 1980s saw ar. increase in 
developing countries• share of total FOi flows. But thereafter, developing 
countries as a whole failed to capture any significant share of the great 
upsurge in vorld FDI flows which took place, in particular, after 1984. In 
fact, their shares for 1985, 1986, 1987 and 1988 were 13.5, 15.0, 10.5 and 
9.8'" respectively. As we shall see, however, this decreasing share in fact 
masks a rather varied picture of performances by individual develo~ing 
countries, some of which have enjoyed significant upsurges in FDI inflows. 

Furthermore, while as a group, developing countries' share of total FDI 
flows has undoubtedly declined, the role of foreign direct investments within 
total resource flows to developing countries'has increased in the 1980s. 
While direct investment by OECD countries made up only 8.77. of total net 
resource flows to developing countries in 1984, this figure rose to 15.57. by 

1 UllCTC, Salient Features and Trends in Foreign Direct Investment, V.Y., 
1983. 
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19@11. However. this is largely because of the declining role ~f 
i~ternational ban~ lending in the 1980s to d~veloping countries: such lending 
accounted for 38.~ of t~tal net resource flows to developing countries in 
1980, but for 16.~ in 1985 ~~ 9.41. in 19872. 

1. Countries of origin 

During the period 1985-1988, about 9CJI. of the net r1ow of direct 
invesblent f roa developed market economies into developing countries continued 
to originate in Can&da, the Federal Republic of Germany. France, Japan. the 
•etherlands, the UK and the us3. The relative shares of indi~idual 
developed market economies, however. undenrent substantial changes. 

Table 8. FDI Flows into LDCs, 1981-1988 

(US '81$) 
Origin 1981 1982 10 ... 

10.l 1984 1985 1986 1987 

USA (excludes Caribbean) 3705 1084 2581 -1040 2807 3286 
UK (includes Caribbean) 2045.1 83.8 1U2.l 2185.6 2322.9 1841.9 3483.7 
YRG, LDCs (plus OPEC) 551.3 451.3 520.8 632.0 361.l -3 888.0 
Sweden (Bon-OECD) 152.2 189.7 166.2 85.8 350.7 195.3 209.2 
Japan (plus Kiddle East, 

excluding Caribbean) 5130 3458 4179 4324 3628 5613 7852 
Denmark (plus OPEC) 34.8 8.5 15.4 46.5 22.8 26.5 105.5 
Finland 11.9 20.1 16.5 28.5 27.9 46.7 40.7 
Betherl3nds (excludes 

off shore banking) 366.8 245.1 150.2 204.5 777 .4 366.1 245.4 

1988 

3435 

29'1.0 
279.4 

9054 
29.6 
73.7 

646.4 

TOTAL 13816.7 

Source: US Surve1 of current Business. KITl/JETRO, Central Bank statistics of the 
individual courtries, various years. 

Traditionally, the two principal sou~ces of direct investment into 
developing countries have been the US, which accounted for over half of all 
such f~ovs throughout the 1970s, and the UK, whose share. on average, was 
around lOI.. As we can see from Table 8, in 1988, Japan has assumed the 
position of the world's leading source of FDI to developing countries. In 
that year, Japan accounted for over half of the total FOi flows to developing 
countries from majGr industrialized countries by investing $9 billion in ~hese 
countries. This is over 251. of Japan's total outward flow of FOi (see Table 
9). In comparison, the US invested, in the same year, $3 .4 billion in thes.e 
countries. 

As it concerns the other leading OECD countries, their investments in 
developing countries have remained relatively constant throughout the 1980s. 
However, for a number of countries, the share of FDI to developing countries 
out of total FDI flows has declined quite substantially. Taking all OECD 
countries' investments, the share to developing countries has fallen from 
around 40I. in the early 1980s to less than l~I. between 1985 and 1987. 

l Financing and external debt of developing countries, 1987 Survey, OECD. 
2 Ibid. 
3 ECE/UHCTC documents 
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Table 9. JAPAH: OUlward flows of direct investment 

(US $ a) 

recipient 1987 1988 

LDCs 10,018 12,909 
All countries 33,364 47,022 
T. Share of LDCs 
in tota1 Japanese 
FDI outflow 30.0 27.5 

Source: OECD, International Direct Investment and the Rev Economic 
Environment, P~ris, 1989. 

In the cases of the UK and the Federal Republic of Germany, Tables 10 and 
11 show that their shares of outflows to developing countries have fallen from 
17" in 1981 to ll.3T. in 1987 for the UKl and from 13.5T. in 1981 to l.lT. in 
1988 for the Federal Republic of Germany2. 

Table 10. FEDERAL REPUBLIC OF GERHABY: Outward flows of direct investment 

(US $ m) 
recipient. 

LDCs 
All countries 
('1) 

Share of LDCs 
in total FRG 
~DI outflow 

1981 

513.2 
3811.7 

13.5 

1984 

471.4 
4028.0 

11. 7 

1987 

787.0 
9946.9 

7 .9 

1988 

117.2 
10432.6 

1.1 

Source: Calculated from Statistische Beihefte zu den Konatsberichten der 
Deutschen Bundesbank, Reihe 3. Zahlungsbilanzstatistik, Hr. 6 1 Juni 1989. 

Table 11. UNITED KINGDOM: Outward flows of direct investment 

(US $ m) 
recipient 

LDCs 
All countries 
('1) 

Share of LDCs 
in total UK 
FDI outflow 

1981 

2045.1 
12.065 

17.0 

1984 

2185.6 
7988 

27.4 

1987 

3483.7 
30699 

11.3 

Source: Calculated from data from the Central Statistics Office, London, 
1989. 

1 Calculated from data from the Central Statistical Office, London, 1989. 
2 Calculated from Statistische Beihefte zu den Hontasberichten der 

Deutschen Bundesbank, Reihe 3. Zahlungsbilanzstatistik, Nr. 6 1 Juni 1989. 

l 
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2. Countries of destinntion 

FDI in developing countries has la~ely taken place in relatively few 
developing countries, many of which have a comparatively high per capita gross 
national pro4iuct. Over the years, this trend bas become more accentuated in 
fewer developing countries. In 1971, 20 developing countries accoun~ed for 
almost two thirds of the total stock in developing countries. This share for 
these same countries increased to nearly three quarters in 19781. Today, 
just 18 countries and territories account for 867. of the flow of FDI to the 
developing countries as a whole2. 

However, not all those developing countries which have traditionally 
received a large share of total FDI to developing countries have benefited to 
the same extent. Table 12, which shows FDI inflows to a group of selected 
high-income developing countries, reveals that, while Mexico now accounts for 
fully 28.17. of total FDI flous to developing countries, Brazil's share has 
fallen from around 201. in 1980 to barely over 37. in 1987. Those fast growing 
developing countries, too, that might have been expected, all things being 
equal, to boost their share of FDI inflows, like Singapore and Thailand, have 
failed to make nuch impression3. 

Table 12. FDI inflows for selected high-income developing countries, 
as a percentage of total FDI inflows and FDI inf lows to LDCs 

Cmn SDR) 

1980 7. of LDC 'J. of world 1986 7. of LDC 7. of world 1987 7. of LDC 7. of worl· 
flow flow flow flow flow flow 
(a) (a) (a) (a) (a) (a) 

Brazil 
Mexico 
Singapore 
Thailand 

1470 
1678 

860 
146 

Total of selected 
high-income LDCs 

LDCs 
World 

6898 
37870 

21.3 
24.3 
12.5 
2.1 

60.2 

3.9 
4.4 
2.3 
0.4 

11.0 
18.2 

380 
1290 

555 
225 

12378 
63526 

3.1 
10.4 
4.5 
1.8 

19.8 

0.6 
2.0 
0.9 
0.4 

3.9 
19.5 

352.4* 
2497 

894 
146 

8898 
72751 

3.4 
28.1 
10.0 
1.6 

43.l 

* Preliminary information, from Journal for Latin America Studies, Kay 1989. 
(a) Shares in per cent. 

0.5 
3.4 
1.2 
0.2 

5.3 
12.2 

Source: Calculated from IMF, Balance of Payment Statistics Yearbook, Part 2, Volume 39, 
1988. 

As it concerns the least developed countries, their position among 
developing countries, as a whole, has worsened. In 1980, these countries, 
listed in Table 13, received almost 3'J. of total FDI to developing countries. 
In 1986, they received just 1.4'1.. 

l UNCTC, Salient Features and Trends in Foreign Direct Investment, &.Y., 
1983. 

2 UNCTC, 4th Survey, H.Y. 1~88. 

3 UNCTC, Series A, No. 11, op. cit. 
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Table 13. Foreign direct investment inflows to least developed countries. 
1980-1986 (millions of United States dollars) 

Country 1Q80 1981 1982 1983 1984 1985 1986 

Afghanistan 9.0 0.2 0.1 
Bangladesh 8.5 5.4 1.0 1.1 3 8 -6.7 -1.l 
Benin 4.3 2.1 
Bhutan 
Botswana 111.5 88.4 21.1 23.8 62.1 53.6 90.5 
Burkina Faso 2.5 2.0 2.0 1.6 
3urma 0.4 -0.4 0.8 0.1 
Burundi 4.6 11.1 0.9 3.0 1.2 0.2 0.3 
Cape Verde 
Central 

African Rep. 5.3 5.8 9.2 4.5 5.1 2.9 8.2 
Chad 9.2 53.6 28.2 
Comoros 0.2 
Democratic 

Yemen 0.5 
Djibouti 0.2 -0.1 0.2 0.2 1.2 
Equat'lrial 

Guinea -0.2 0.5 0.5 2.2 
Ethiopia 
Gambia 0.3 0.1 0.3 -0.4 -1. 7 -0.5 
Gujnea 0.6 -1.3 0.4 0.1 1.1 4.0 
Guinea-Bissau 2.3 1.4 0.8 
Haiti 13.0 8.1 1.0 8.3 4.4 5.0 4.9 
Ki.ribati 
Lao People"s 

Democratic 
Republic -1.6 

Lesotho 4.6 4.8 3.1 4.8 2.4 4.8 2.1 
Malawi 9.5 1.1 2.6 0.5 
Maldives -0.1 -2.9 0.2 -0.1 
Mali 2.3 3.7 1.5 3.1 4.1 4.5 4.3 
Mauritania 27.1 12.5 15.0 1.4 8.5 1.0 4.5 
Bepal 0.3 -0.2 -0.6 1.0 0. 1 1.2 
Niger 49.1 -6.1 28.3 1.2 1.4 1.2 1.2 
Rwanda 16.4 18.0 20.8 11.1 15.1 14 .6 17 .6 
Samoa -0.1 0.4 -0.2 
Sao Tome and 
Principe 

Sierra Leone -18.6 1.5 4.6 1. 7 5.8 -3.8 -6.5 
Somalia -0.8 -8.2 -15.0 -0.7 -0.1 
Sudan 8.8 -2.8 
Tuvalu 
Togo 42.3 10.1 16.1 1.5 -9.9 
Uganda 4.0 2.0 -4.0 
United Rep. of 

Tanzania 4.6 18.9 17 .3 1.5 -8.4 V: .5 3.3 
Vanuatu 1.0 5.9 7.6 4.6 ~.o 

Yemen -1.2 13.8 51.8 15.8 0.1 2. i.. 4.2 
All least 

developed 
countries 298.0 207.4 212.0 84.7 113.3 152.8 170. 7 



Sources: United Rations Centre on Transnational Corporations, based on IMF 
balance-of-payments tape of Hovember 1988; information from OECD Secretariat; 
and national sources. 
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As it concerns the principal foreign direct investors in developing 
countries. the us. Japan and the UIC. 0 the distribution of their investments in 
the .. in developing regions of Africa, Asia and Latin Allerica has changed 
considerably throughout the 1980s. 

In the early 1980s, Japanese FDI went priaarily to Asia, followed by 
Latin America and then Af~ica, while US FDI went first to Latin America, then 
to Asia and to Africa. For American investors, Asia has overtaken Latin 
America as the .ain region. while Latin America has taken over froa Asia as 
the most attractive region in the cases of both UK and Japanese investors. 

In the case of Asia, US FDI had fallen sharply in the aid 1980s, but is 
now rising rapidly in that region. Japanese FDI bas risen more consistently 
and even more sharply to Asia. This refl~cts the tendency of Japanese 
manufacturers to shift certain activities to off shore locations as the 
appreciation of their currency bas raised their own labour costs. Japanese 
TllCs. aoreover, have used these offshore locations to circumvent trade 
barriers erected around US and European aarkets. The UIC., reflecting its 
reconcentration on developed .arkets in Europe and the US, has kept FDI 
outflow to Asia at constant but lov levels throughout the deca:!e. 

The decline in FDI flows to Latin America is alaost totally a result of 
the investment behaviour of US TllCs. US FOi to Latin Allerica fell sharply, 
particularly at the height of the debt crisis, 1983-85, since when sa.e 
resurgence can be noted, but not to the same level as before. In contrast, in 
recent years, both the Japanese and the UlC. have recorded significant FDI 
increases in that region. 

At the same time. the amount of Japanese FOi in Latin America is 
exaggerated, since it includes investment in offshore banking in certain 
Caribbean countries. Even so, the trend is clear enough: Latin America 
obtained only about 21ft. of Japan•s FDI flows to developing countries i11 1980, 
in comparison to about 50I. in 19881. 

While the fall in US FDI to Latin America has been counterbalanced by a 
rise in P'DI to that region by Japanese and West European investors, notably 
froa the UIC., all FOi to Africa by these three countries• TllCs has fallen. At 
the beginning of the 1980$, even though Japanese FDI was negligible in Africa, 
both US and notably UK TllCs generated by no means insignificant aJDOunts. As 
can be seen from the graphs, by the end of 1980s. their flows to Africa had 
dropped to practically zero levels. Overall, the depressed economic 
conditions and fall in coaaodity prices affected new FDI flows, but also. 
particularly as it concerns US and UK TllCs. the uncertain political climate 
and pressure for sanctions against the Republic of South Africa, where many 
TllCs had their African headquarters, have had an important impact as well. 

TRble 14. FDI UJFLOWS TO DEVELOPillG COUNTRIES, SELECTED YEARS 

Cmn SDR) 1981 1984 1987 

All LDCs 18 455 15 574 8898 
Brazil 2 142 1 559 3524* 
Share of FDI inflow 
to Brazil as i. of 
all inflow to LDCs 11.6 10.0 3.9 

* Preliminary information, from Journal of Latin American Studies, May 
1989. 

Source: IMF, Balance of Payments Statistics Yearbook, Part II, 1988, 
Vol. 39. 

1 Calculations from Data from Japanese Ministry of Finance. 

' 
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FDI to individual developing countries 

(i) Latin American countries 

the impact of the debt crisis and the depressed econoaic conditions 
affecting the region have bad an uneven effect on FDI flows to Latin American 
countries. FDI flows to Venezuela. Brazil. Argentina and Chile have all 
plunged since the debt crisis. As seen in Table l•. Brazil's share of total 
FDI flows to developing countries fell froa over 11'1. in 1980 to under •'I. in 
1987. In contras~. llexico•s FDI inflows. which suffered a aassive drop 
between 1983-85. have recovered to and even surpassed previous levels. In 
1987, llexico attracted 2.497 aillion SDR. in ce>11parison lo 2.155 aillion SDR 
in 1981. In contrast. Argentina recorded negative outflows in 1987, after 
attracting 698 aillion SDR in 1981; Venezuela received 46 aillion SDR in 1987, 
in comparison to 150 aillion SDR in 1981; Chile received 31 sillion SDR in 
1987, in ce>11parison to 325 aillion SDR in 1981. whiie for the latest available 
year, 1096, Brazil recorded an inflow of just 380 aillion SDR. in comparison 
to 2142 aillion SDR in 1981 (see Table 15). 

Table 15. FDI lllFLOWS SELECTED L.A. COUllTRIES I 1981-1987 

(mn SDR) Venezuela llexico Brazil Chile Argentina 

1981 156 2155 2142 325 698 
1982 233 1489 2647 363 204 
198~ 80 •27 1456 126 172 
198• 41 381 1559 76 262 
1985 104 494 1341 63 897 
1986 14 1290 380 51 491 
1987 "' 2497 352.4* 81 -13 

Source: IllF Balance of Payments Statistics Yearbook, Part 2, 1988. 
* Preliainary information. from .Journal of Lalin American Studies. llay 1989. 

In this region, FDI has often been of two types: firstly. that in 
countries with a relatively high level of economic development and rather 
large domestic markets; and secondly, that in countries with raw material 
resources or with relatively low labour costs. Where the resurgence has 
occurred, it has tended to be in countries of the second type, notably Mexico. 
which has succeeded in attracting FDI lo its "maquiladoras" region on t~e 
border with the US market. where firms are offered low labour cost 
advantages. At the same time. the impact of the debt crisis on TllCs involved 
primarily in servicing the local markets has been particularly damaging and it 
has sharply reduced demand in these countries. These TllCs have been even 
further affected by the impact of developing country indebtedness on the 
availability of foreign exchange and by resulting difficulties over profit 
remittances and the repatriation of capital. 

(ii) Asian countries 

As in Latin America. the flow of FDI into Asia is heavily concentrated in 
a few countries and territories. Out of 20 countries and territories, eight 
(China, Hong Kong, Indonesia, Malyasia, the Republic of Korea, Singapore, 
Taiwan Province and Thailand) received 921. of FDI flows during the 1981-85 
periodl. 

1 UllCTC, 4th Survey, R.Y., 1988. 
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These eight countries possess certain characteristics attractive to 
foreign investors. Among thea are relatively large doaestic markets (China, 
Indonesia, and Thailand); conditions favourable to the establishment of 
low-cost. export-oriented manufacturing industries. including low labour 
costs. availability of skilled aanpower and well-developed infrastrucuture 
(Hong Kong. Ralaysia, Singapore and Taiwan Province); and petroleum and other 
natural resources (Indonesia and Ralaysia). 

As can be noted from the Table 16 on FDI flows to Thailand, Indonesia. 
China. Ralaysia. Singapore and the Republic of Korea. the picture is nuch more 
favourable than that of Latin America. However. there are still a number of 
particular characteristics within this overall picture. First. three 
countries with high econmnic growth rates - namely Thailand. Indon~sia and the 
Republic of Korea - still receive relatively small amounts of FDI. Rather. as 
is well illustrated. the upsurge in FDI flows to the region. as a whole, is 
particularly accounted for by China. Since opening up its econmny to foreign 
investors. it has become one of the world's major host countries to FDI. 
Between 1982 and 1987. its inflow increased fivefold to stand at $1790 
aillion. more than the combined totals of Singapore. the Republic of Korea. 
Thailand and Indonesia. To some extent. the relatively poor performances of 
the above countries are due to China's own prodigious achievement. Second, 
FDI flows are sensitive to government policy and slowness in progressing 
towards full liberalization of country investment regimes has dampened inf lows 
to a certain extent. Ralaysia, for example. has lost 607. of its FDI inflow 
between 1982 and 19871. due in part to uncertainties over its policy towards 
foreign corporations. 

Third. FDI flows are being affected by some countries' inability to 
offset the decline in their comparative advantage of relatively cheap labour 
factors by other advantages. The fall in inflows to Singapore in the 1980s 
can partly be thus explained. 

1981 
1982 
1983 
1984 
1985 
1986 
1987 

1981 
1982 
1983 
1984 
1985 
1986 
1987 

Table 16. FDI IllJFLOWS TO SELECTED ASIAH COUllTRIES, 1981-1987. 
(million SOR) 

Thailand Indonesia China Ralaysia 

249 113 1073 
175 205 389 1266 
327 274 595 1179 
394 221 1227 718 
159 304 1634 684 
225 221 1598 473 
146 236 1790 445 

Singapore Republic of Korea 

1408 86 
1451 62 
1061 65 
1270 109 
1031 227 

555 365 
894 462 

Source: IKF Balance of Payments Statistics Yearbook, Part 2, 1988. 

-----1 Calculated from IHF, Balance of Payr~nts Statis~ics Yearbook, Part 2, 
1988, Volume 39. 
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Finally, all these countries face the problem of possible renewed 
competition from Latin American, whose declining capacity to attract new 
inflows in the 1980s was a factor in the r~latively strong performance of the 
Asian region. 

(iii) African countries 

Of all developing country regions, Africa has clearly fared the worst. 
Whereas in 1980 it received about ~ of total FDI outflows to developing 
regions, primarily because of foreign investments in the extractive 
industries, by 1987, its share was 5.6~1. In the 1960's, Africa's share in 
total flows of FDI was comparable to, or greater than, that of Asia. Even in 
the early 1980s, its share received from the leading investors was still 
within the range of the other two regions but the gap between it and Asia and 
Latin America has since increased enormously. For comparative purpos~s. the 
whole of Africa received substantially less FDI inflows than Singapore in 1987. 

As in the other developing regions, the flow of FDI to Africa is 
concentrated in a relatively small number of countries, practically all of 
which are oil exporters. During the 1981-85 period, Algeria, Cameroon, Egypt, 
Rigeria and Tunisia accounted for almost 90f. of FDI inflows into the African 
region2. With the exception of Egypt, all FDI flows into these countries 
have fallen by varying degrees throughout the 1980s. The sharpest fall was 
registered by Bigeria. While, Bigeria received 463 million SDR in 1981, 
large-scale disinvestments by companies operating in the oil industry account 
for the decline to 53 million SOR in 1987. In contrast, Egypt has attracted 
new inflows into this industry in recent years. In 1985 and 1986, it received 
over 1 billion SDR (see Table 17). Egypt is now, far and away, the biggest 
recipient of FDI in the region. 

The overall decline in FDI inf lows into these countries has not been 
compensated for by the emergence of other countries as significant recipients 
of FDI. Indeed, of major concern is the failure of middle-income countries 
like Kenya, Morocco, Zambia and Zimbabwe to attract such investments. The 
volume of investment flows into these countries has never exceeded 100 million 
SDR per annum. Zimbabwe, for most of the 1980s, bas recorded negative 
inflows, while Kenya's annual average inflow was just 20 million SOR (see 
Table 18). 

Ta1>J.e 17. FDI IllFLOWS INTO SELECTED AFRICAH COUNTRIES AHO EGYPT, 1981-1987. 

cate 
(mn SOR) Algeria Botswana Cameroon d'Ivoire Ghana Morocco Tunisia Egypt 

1981 11 75 115 28 14 50 251 638 
1982 -49 19 101 43 15 72 308 266 
1983 22 200 35 2 43 172 458 
1984 1 61 17 3 2 46 111 711 
1985 53 311 29 6 20 106 1160 
1986 77 16 92 4 54 1038 
1987 97 4 70 

Rotes: - means zero or insignificant 
means data risk. 

Source: IMF Balance of Payments Statistics Yearbook, Part 2, 1988, Vol. 39. 

1 OWn calculations based on IMF Balance of Payments Sources. 
2 UlfCTC, 4th Survey, N.Y., 1988. 
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Table 18. FDI I HF LOWS INTO SELECTED AFRICAlll COUNTRIES, 

Kenya Nigeria 
(nn SDR) 

1981 12 463 
1982 12 389 
1983 22 331 
1984 10 184 
198~ 18 462 
1986 28 167 
1987 53 

Holes: - means zero or insignificant 
... means data N.A. 

Zambia 

-33 
35 
24 
17 
51 

1981-1987. 

Zimbabwe 

3 
-1 
-2 
-2 

3 
4 

Source: IMF Balance of ~ayments Statistics Yearbook, Part 2, 1988, 
Vol. 39. 

For low-income African countries, net FDI flows ranged from a negative 
balance to a few million SDR per year in most cases. For example, Ghana•s 
annual flows fell to single digit figures after 1982. For countries like 
Ghana, the dismal picture was partly due to the collapse in primary conmodity 
prices between 1980 and 1987. Many of these sub-Saharan countries' exports 
are derived from one or two primary conmodities. Declining export revenues 
not only caused a cut-back in imports essential for domestic investment 
projects, but also increased debt-service-to-export ratios, to between SOT. and 
lOOT.. Poor prospects for primary c0111DOdities were also responsible for the 
decline in FDI inflows, since the production of primary conmodities for export 
is the major reason Tiles invest in those countries. 

One of the most significant changes has been the elimination of 
government hostility among African countries towards FDI and this has resulted 
in new policy efforts to attract foreign investments. But there is no 
conclusive evidence, one way or the other, as to whether these policies will 
succeed in attracting new flows. 

On the one hand, there are the cases of Botswana and the Ivory Coast, 
which both have long-standing liberal investment regimes, as exemplified by 
the absence of any laws for the transfer of technology associated with foreign 
investments or any provision limiting repatriation of profits and capital. 
FDI inflows, as can be seen, have been relatively healthy. For the most 
recent year for which data is available, these two countries both received 
almost 100 million SDR. On the other hand, few countries in Africa have a 
more liberal set of incentives for foreign investors than does the Gambia, yet 
there has been hardly any increase in FDI in that country following the 
introduction of more favourable policies. 

Thus, although it is usually necessary to improve both the general 
climate for FDI and the range of particular incentives in order to increase 
the inflow of foreign investment into a country, such improvement is not, in 
itself, sufficient to guarantee increased FDl inflows. 

At the same time, recent new government policies in Africa, such as the 
selling of state or parastatal entec-prises (Ghana, for instance, in early 1988 
named another 32 domestic companies for which it is seeking foreign 
purchasers), will provide foreign private investors with new business 
opportunities. 
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FurtheC"!l\Ore, government policies to accelerate agricultural development 
and the comparatively high profits earned by TllCs involved in African 
agriculture may lead to others increasing their investments on the continent 
in the future - all tbe more so, if progress in reducing controls on 
agricultural trade i~ the current CATT round is sustained. 

3. Distribution by economic sector 

For developing countries, the sectoral composition of FDI has changed as 
well, but the trends are by no means as clear-cut here as in the case of 
developed countries and the impact on developing countries has varied 
substantially among individuai countries. 

As it concerns the major home country of FOi to developing countries, the 
US, the share of services has moved upwards, but not consistently and not in 
all regions. 

Table 19. US outflows to developing regions*, 1982-1988, distributed according 
to industrial sector. 

(US n:n S> Primary Secondary Tertiary 

1982 2673 -34 541 
1983 695 -801 518 
1984 -27 1037 819 
1985 -780 533 -289 
1986 620 1016 701 
1987 367 1650 1285 
1988 -1390 3240 1403 

* Includes Asia, Africa and Lalin America without the Caribbean. 

Table 19 shows that in 1988, US FDI into manufacturing in developing 
countries was $3.2 billion, outstripping FOi into services, which amounted to 
US Sl.4 billion. From its earlier prominence in 1982, investment in primary 
products fell lo a negative $1.3 billion. These trends are repeated when the 
sectoral inflows of US FDI into the three main regions of developing countries 
are examined. 

US FDI in services to Lalin America has remained more constant than 
either its investment in manufacturing or in primary products from 1982-1988. 
In contrast, US FDI in the Latin American primary products sector has fallen 
sharply, while that in manufacturing has climbed comparably. 

In Asia, US FOi into manufacturing has become the most important ~ector, 
taking over from primary products, while us FDI in services has increased here 
more significantly than in Latin America. In Africa, the fall in US FDI in 
the primary products sector is amply illustrated, while in cont~ast to Latin 
America and Asia, there has been no evidence of a compensating upswing in FDI 
into either the manufacturing or service sectors. 
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FIGURE 11 

U.S. FDI outnOV3 to Latin a.e:-:.ca•. 1~2-1988, 
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These data show that predictions of a substantial decline ia US 
manufacturing FDI to developing countries are premature, at least for certain 
countries and regions. For example, there were significant flows to Mexico in 
bond .. maquiladoras .. manufacturing firms. As can be seen from Table 20, in 
1988, Mexico's manufacturing sector received a total of $651 million in us 
FDI, in contrast to both services and primary products, which recorded 
negative inflows of $-86 and $-5 million respectively. Electronics 
manufacturing and assembly in S.E. Asian countries also registered increases. 
Asia became the most favoured production site for US TNCs in the electronics 
industry to source the most labour-intensive parts of their operations. 

It would seem, therefore, that the growth of investment in developing 
countries for export back t0 the US or other industrialized countries has not 
been greatly impaired, as had been predicted by the possibility of 
protectionist legislation in the US. Also, it would seem that the new 
organizational structures apparent in many US TNCs, which emphasize nearness 
to the main home customer base, have also neither led to substantial 
relocation to the US nor to any major decline in the use of suppliers based 
rather far from the US market. At the same time, these new organizational 
strategies have undoubtedly enhanced Mexico as a site for offshore production. 

Table 20. US FDI outflows to Mexico, 1982-1988, 
Distributed according to Industrial Sector. 

(US mn $) 1982 1983 1984 1985 1986 1987 

Manufacturing -890 -400 164 444 -71 274 

Primary * -3 -107 1 -32 -10 23 

Services -242 42 68 52 -73 -58 

Other 
industries -85 -28 -43 -25 ** ** 

Total -1,254 -493 190 439 -132 275 

* For 1982 and 1983, includes mining and petroleum. After 1983, 
classification no longer includes mining. 

** Suppressed to avoid disclosure of individual companies. 
Source: US Survel of current Business, various years. 
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FIGURE 16 
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The upsurge of FDI in services to developing countries is much more 
noticeable in the Japanese case. As can be seen from Table 21, which records 
Japan•s FDI outflows to developing countries, more than two thirds has been 
concentrated in the services sector from 1985 to 1988. In Latin AJDerica, the 
services sector is by far and away the largest recipient of FDI. In 1988, out 
of a total Japanese outflow of US $6.4 billion into Latin America, $5.9 
billion was directed towards service industries. In Asia, investment by 
Japanese firms in the service sector was half of that invested in Latin 
America. at $2.7 billion, but still over half of total Japanese FDI to that 
region. And even for Africa, well over three quarters of Japanese FDI went 
into the services sector (see Tables 22 and 23). 

Table 21. Japanese FDI flows to developing regions, selected years, 
distributed by industrial sector 

(US mn S> 

Primary 
Secondary 
Tertiary 
Total 

Primary 
Secondary 
Tertiary 
Total 

Primary 
Secondary 
Tertiary 
Total 

L.A. 

14 
324 

2276 
2614 

32 
161 

4619 
4812 

54 
443 

5930 
6427 

Asia 

329 
460 
630 

1419 

275 
1679 
2867 
4821 

275 
2371 
2708 
5354 

Africa 

1 
4 

161 
172 

2 
2 

270 
274 

2 
1 

650 
653 

Total 

350 
788 

3067 
4205 

309 
1842 
7756 
9907 

331 
2815 
9288 

12,434 

Source: Calculated from data from the Japanese Ministry of International 
Trade and Industry, 1989 (JETRO]. 
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Table 22. Ja2anese FDI OUtflc;ws to Asia 1 1985-1988 1 

Distributed According to Sector and Industry 

(mi USS) 1985 1986 1987 1988 

PRIMARY 329 245 275 275 
Agr.+forestry 2 3 15 15 
Fishery+marine 10 4 21 25 
Mining 317 238 239 235 

twruf ACTURillO ~•o 10~ 1679 2371 
Food 33 29 141 91 
Textiles 9 21 28 149 
Lumber+pulp 4 10 12 177 
Chemicals ~9 41 246 200 
Metals 36 61 306 204 
Machinery 76 95 1453 258 
Electronic machinery 52 262 467 852 
Transport machinery 151 130 206 155 
Other manufacturing 59 251 169 284 

SERVICES 630 1210 2867 2708 
Construction 31 13 16 101 
Comnerce 136 212 212 431 
Banking+insurance 168 288 378 1062 
Services 194 588 684 538 
Transportation 81 4 140 191 
Real estate 15 96 442 384 
Others 5 9 995 1 

Branch openings/ 
expansions 18 66 41 215 

Real estate acquisitions 0 0 0 0 

TOTAL 1436 2327 4868 5569 

Source: Calculated from data from HITI, 1989, [JETRO]. 
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Table 23. Japanese FDI outflows lo Africa. 1~85-1988, 
distributed according to sector 

(US 1ml S> 1985 1986 1987 

Primary 7 12 2 
Manufacturing " 8 2 
Services 161 289 270 
Total 172 309 274 

Source: MIT!, 1989. [JETRO). 

Table 24. Japanese FDI outflows lo Africa. 1987-1988 

Source: MIT!, 

(US ml S> 

Liberia 
Zaire 
lfigeria 
Zambia 
Others 
Africa total 

1989 [JETRO). 

1987 

267 

5 
272 

1988 

648 

0 

5 
653 

1988 

2 
1 

650 
653 

Table 25. Japanese FDI outflows to Latin America, 1985-1988 
distributed according to sector and industry 

(US mn S> 1985 1986 1987 

PR I KARY 14 115 32 
Agr.+Forestry 3 5 7 
Fishery+marine 1 16 1 
Mining 10 94 24 

KAl!IUFACTURillG 324 273 161 
Food 2 10 8 
Textiles 11 2 9 
Lumber+pulp 0 0 3 
Chemicals 0 2 3 
Metals 183 35 77 
Machinery 7 2 5 
Electric machinery 7 17 42 
Transport 
machinery 113 202 13 
Other 1 3 2 

SERVICES 2276 4350 4619 
Construction 22 13 3 
Commerce 144 131 165 
Banking+insurance 975 2519 2638 
Services 123 9'1 145 
Transportation 981 1547 1632 
Real-estate 1 5 36 
Other 30 38 0 

Branch openings/ 
expansions 0 2 2 

Real-estate 
acquisitions 0 0 0 

Total 2616 4737 4816 

Source: HITI, 1989 [JETRO). 

1988 

54 
4 

42 
8 

443 
16 
11 

0 
28 

169 
17 

125 

55 
20 

5930 
5 

111 
4077 

105 
1545 

87 
0 

0 

0 
6436 
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This dramatic shift in Japanese FOI into services abroad is largely 
accounted for by finance (banking, insurance and other financial services) and 
trade-related services (wholesale and retail trade and marketing). In 
developed countries, we have seen that expansion vas largely due to the 
deregulation of certain leading financial centres. In developing countries, 
to some extent, expansion by Japanese financial TllCs reflects this trend 
towards deregulation. However, it is more accurate to say that a significant 
amount of Japanese investment in the services sector is accounted for by 
offshore banking, especially, as noted above, in Latin America and Africa. 
Banking and insurance alone accounted for almost $11 billion or over one third 
of cU11aJlative Japanese foreign investment in Latin America by 19881. About 
6<n. of capital outflows by Japan to Latin America in 1988 went to such 
offshore banking centres as the Antilles, Cayman Islands, Bermuda and the 
Bahamas. The best illustration of how this type of service investment can 
distort the figures is provided by the example of Japanese FOi investment to 
Africa. In 1988, recorded outflows of Japanese FDI for all sectors was $653 
million, of which services made up $650 million. All but $2 million of this 
total was accounted for by one country, Liberia, where the bulk of Japan's 
international shipping is registered (see Table~ 23 to 25). 

Table 26 shows the sectoral breakdown of FDI in 38 developing countries. 
While the value of service FDI has been growing in most of these countries, it 
has often been at a slower pace than for other sectors. 

As a result, few of these countries have experienced the dramatic 
increases in the share of services in their inward FOi experienced by some of 
the devr~oped countries. Bevertheless, for quite a few of them (Ecuador, 
Panama, Paraguay, Bangladesh, Hong Kong, Malaysia, Singapore, Sri Lanka, 
~iland, Egypt, Liberia, Morocco and Higeria), the share of services in the 
total inward stock has surpassed 4<n.. However, it should be taken into 
account that in a number of thes~ countries, the level of FOI is quite small, 
so that any major investment into a sector can change significantly the 
composition of inward FOi. 

Only relatively fev developing countries statistically and accurately 
record the changing sectoral distribution of their stock of FDI. When these 
are brought together - as seen in the cases of Indonesia, Malaysia, Singapore, 
Province of Taiwan, Thailand, Republic of Korea and Colombia - they show a 
good deal of variation between countries in those industries in which FOI is 
prominent. For example, comparing Mexico and Brazil, while investments by 
foreign firms in the automobile industries in both countries have been strong, 
other branches of heavy industry - especially chemicals and, to an increasing 
extent, iron and steel - rank highly in Brazil, while food processing is of 
substantial importance in Rexico. In short, FOi does not appear significant 
in particular industries for every developing country. It may well be true 
that FDI in developing countries is concentrated in fever industries than in 
developed countries, reflecting the developing nature of their economies, as 
well as, to some extent, the barriers to entry which some of these countries 
still raise to foreign firms. 

In the Andean region (Bolivia, Colombia: Ecuador, Peru and Venezuela), 
services account for only 15~ of total foreign investment, excepting 
Venezuela. However, the Andean group has a large ard growing deficit in 
traders' services, which even exceeds its payments for servicing extended debt 
and investments. The Andean experience may well reflect the situation in many 
developing countries. Their services sector is largely comprised of 
traditional activities which have lov productivity and employ large numbers of 
people; modern services are relatively underdeveloped. 

l MITI, 1989 (JETRO). 
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Table 26. Inward stock of foreign direct investment in services, selected host 
developing countries and territories, various years 

Country/territory Year 

Latin America 
Argentina !_/ 

Bolivia !_/ 

Brazil 

Chile 

Colombia £I 

Ecuador £_/ 

Mexico 

Panama 

Paraguay 

Peru 

Venezuela 

Asia 
Bangladesh ~/ 

Hong Kong 

India 

1981 
1983 
1985 

1981 
1986 

1971 
1976 
1985 

1973 
1983 

1975 
1980 
1985 
1987 

1981 
1986 

1980 
1985 
1987 

1975 
1980 
1983 

1984 

1978 
1980 
1985 
1986 

1981 
1986 

1980 
1982 

1981 

1980 

Total foreign 
direct 

Value 
Foreign direct 
investment in 

investment services 
(Billions of dollars) 

2.4 
2.8 
3.1 

0.46 
0.53 

2.9 
9.0 

25.7 

0.4 
2.0 

0.6 
1.1 
2.2 
3.0 

1.0 
1.3 

8.5 
14.6 
20.9 

0.3 
0.3 
0.4 

0.3 

0.8 
0.9 
1.4 
1.4 

1.8 
2.4 

0.013 
0.018 

3.8 

1.2 

0.6 
0.8 
0.9 

0.05 
0.06 

0.5 
1.9 
5.6 

0.1 
0. 7 

0.2 
0.2 
0.4 
0.4 

0.5 
0.6 

1.5 
2.9 
4.8 

0.1 
0.1 
0.2 

0.1 

0.2 
0.2 
0.4 
0.4 

0.61 
0.65 

0.009 
0.012 

2.4 

0.05 

Share of services in 
total foreign direct 

investment 
(Percentage) 

25 
27 
26 

11 
11 

16 
21 
22 

27 
33 

29 
23 
16 
12 

48 
44 

18 
20 
23 

32 
37 
48 

45 

25 
27 
29 
30 

34 
27 

64 
69 

64 

4 
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Table 26. (cont'd) 

Value 
Total foreign Foreign direct Share of services in 

direct investment in total foreign direct 
investment services investment 

Country/territory Year (Billions of dollars) (Percentage) 

Indonesia ~/ 1977 2.9 0.3 11 
1980 4.0 0.4 11 
1986 6.9 o. 7 10 

Malaysia f/ 1972 0. 7 0.2 37 
1984 2.9 1.2 40 

llepal 1986 0.1 0.007 7 

Pakistan 1980 0.2 0.02 15 
1985 0.3 0.04 13 

Philippines 1976 0.5 0.2 34 
1983 2.0 0.5 26 
1986 2.7 0.6 23 

Republic of 1981 1.9 0.5 24 
Kore3 ~/ 1987 4.0 1.4 34 

Singapore 1970 0.6 0.3 55 
1976 2.8 1.3 47 
1981 8.2 4.2 51 

Sri Lanka g/ 1985 0.7 0.4 57 

Taiwan Province 1985 5.2 1.2 23 
of China ~/ 1986 5.9 1.4 23 

Thailand hi 1975 0.5 0.3 56 
1980 0.9 0.5 54 

Western Samoa 1980 2.9 0.003 0.1 

Africa 
Cameroon 1981 0.7 0.001 0.2 

Central African 1981 0.1 0.03 25 
Republic 

Ivory Cost 1980 0.6 0.1 23 

Egypt !f 1979 7 .o 4.0 51 
1984 H.9 6.7 50 

Gabon :.981 1.4 0.02 1.6 

Kenya 1984 C.3 0.1 29 

Liberia 1987 0.007 0.003 45 



Country/territory Year 

Kalavi 1981 

llorocco 1982 

lligeria 1975 
1980 
1982 

Zimbabwe 1982 
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Table 26. (cont•d) 

Value 
Total foreign Foreign direct 

direct investment in 
investment services 

(Billions of dollars) 

0.4 0.05 

o. 7 0.4 

3.0 0.6 
4.9 1.9 
4.3 1.6 

1.9 o. 7 

Share of services in 
total foreign direct 

investment 
(Percentage) 

12 

55 

20 
40 
37 

34 

Source: United llations Centre on Transnational Corporations. based on official 
and other sources. 

Rote: The shares of services were calculated before the rounding of the stock 
figures. They may. therefore. differ from the shares which would result from 
the rounded figures. 

~I CUmulated approved foreign direct investment since 1 Karch 1977. 
~I Based on approvals. 
£1 Excluding oil. 
~I CUmulative flows since 1977. 
~I Excluding oil. insurance and banking. 
fl Equity shares held by foreign residents in limited liability 

companies incorporated in Malaysia as of 31 December 1972 and 31 
December 1984 (paid-up value). 

&I On approval basis. CUmulative flows since 1977. 
hi CUmulated flows since 1971. 
ii Projects established under the Investment and Free Zones Law. 

cutmllative 1974-1984. 
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From the preceding. it can be noted that the sectoral and industrial 
distribution of FDI to developing countries is far more heterogenous than has 
been the case for developed countries which have. generally speaking. 
experienced a shift to high technology manufacturing and services. This 
reflects the fact that FDI flows to developing countries have been uneven: a 
relatively small group of developing countries bas succeeded in capturing 
increased inflows, in spite of the overall decline in FDI to developing 
countries. while the flows to the majority of developing countries helve either 
declined or remained static. Within the group of newly industrializing 
countries, which have succeeded in attracting increased flows, FDI has 
concentrated in different sectors and industries according to the 
particularities of the country concerned. In total, the prominence being given 
to services in FDI flows to developing countries is probably overplayed. This 
is because of the role of off shore banking and tax havens in attracting large 
inflows from financial service TllCs from developed countries. Also. services 
have come to take on an importance in many cases not because of actual real 
increases in FDI flows. but as a result of the sharp decline in FDI into other 
sectors - most notably, in primary products. Finally, FOi into services may 
also have been inflated by the inclusion of sales offices of TllCs operating in 
these developing countries. In countries like Brazil and Mexico. FDI flows 
into services (partly as a result of government policies) have been 
negligible. Honetheless. in the fast growing economies of Asia, which operate 
fairly open door policies toward FDI in the service sectors, FDI has been 
substantial. 

In the ASEAll region (data is available only for Indonesia, Malaysia. the 
Philippines, Singapore and Thailand), services account for more than 25'1. of 
foreign investment it1 a.~l countries but Indonesia, and the share of services 
exceeds 45'1. in Singapore and Thailand. The region also shows, in some years, 
a surplus in the balance of payments for trade in services. This is because 
the fast growth in manufacturing has. to some extent, outstripped the capacity 
of the tertiary sector to service this expansion. In many of these countries, 
strains are found in almost all components of infrastructure, including roads, 
railroads, power and water supplies, posts and telec0111D1nications. In some 
cases, these service bottlenecks have dissuaded foreign companies from 
investing. In order to alleviate this problem, many of these economies have 
permitted FDI inflows from foreign investors in service industries. Another 
reason for this services sector growth has also been the clear decision by 
some govenunents to target the sector as the future main motor of the economy 
in the face of intensified competition from neighbouring countries in the 
manufacturing sector. Singapore's decision to develop its economy into a 
leading international financial services center is a good illustration of this 
new thinking. 

The Changing Branch Pattern of FDI Flows: the labour. capital. 
knowledge-intensive and natural resources mix 

The changi-g branch pattern of FDI has some important implications for 
the type of skills being created and required in developing countries. In 
developing countries, generally speaking, throughout the 1980s, FDI has 
declined in natural resources and increased in services, even though not as 
much as in developed countries and has increased in manufacturing in some 
developing countries and declined in others. While fluctuating in this way, 
FDI in manufacturing, overall, has not advanced to the same degree as it did 
in the 1970s. 
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As it concerns FDI in manufacturing, this decline from its earliler 
prominence in the 1970s is due, to some extent, to new technological 
developments in developed countries where the application of microelectronics 
to production has substituted skill-intensive jobs for lower skilled ones. 
For developing countries which succeeded in attracting FDI into 
labour-intensive assembly in manufacturing, these developments tended to halt 
and, in some cases, even reverse this flow in new investment back to the 
developed countries. These innovations. however. in such areas as in computer 
aided manufacturing are increasingly eliminating not all requirements for 
manpower. but only the large-scale requirements for comparatively unskilled 
manpower for repetitive tasks. Indeed, some of these innovations result in 
greater demand for more highly skilled manfowar with sound industrial and/or 
computer experience. 

Many of these newly industrializing countries have acquired a competitive 
advantage in such activities as data collection and processing and this is 
reflected in the relocation of the US TNCs' data processing centres. For 
example. the Caribbean is becoming the offshore computer processing centre for 
the United States. Engineering software skills of Indian manpower are 
increasingly being used by TNCs in the electrcnics industry. a!so. since the 
costs are lower than at R&D centres in developed countries. These trends. 
however. towards higher skilled jobs in manufacturing FDI to dev~loping 
countries will only affect a ~elatively small number of countries and only 
those which possess the skilled manpower. 

As it concerns the services sector. most developing countries have 
traditionally been less enthusiastic towards FDI in services than in 
manufacturing. Typically. they have seen rDI in services as low technology, 
low skilled activities which can, at best, absorb some unemployment at the low 
skill end of the labour market. Their hope has generally been that investment 
in services will lead eventually to investment in manufacturing as, for 
example, in the conversion of sales subsidiaries into m&nufacturing facilities. 

There is, however, evidence that TNCs in the service industries transfer 
a higher level of skill than previously thought. Associated with FDI in 
services are the so-called "soft" technologies - that is to say, know-bow, 
management, marketing, technical, professional and other skills - as opposed 
to the hard technologies associated with FDI in manufacturing, which are 
embodied in plant equipment and industrial processes. 

There are some differences between manufacturing and service 
transnationals which affect their propensity to transfer these two types of 
skills. Manufacturing TNCs in the building of transnational networks tend to 
allocate capital- and skill-intensive activities to the parent's headquarters, 
while labour-intensive (and, particularly, unskilled labour-intensive) 
operations are allocated to foreign affiliates, especially in developing 
countries. In contrast, service TNCs cannot split production activities: 
service affiliates abroad are more like miniature versions of their parent 
firms. For this reason, skills seem to spread more readily to host-country 
operations. This is confirmed by several studies which show that service 
affiliates are relatively high-skilled operat.io1asl. This is borne out by 
the fact that differences in pay between service affiliates in developing 
countries and their home country operations are much narrower than the gap in 
pay between home and host operations in the manufacturing sector2. 

1 

2 

Riddle, p. 1. Service-led Growth: The Role of th." 
Development, Hew York, 1986. 
Bhagwati, Jadish, "Why are servjces cheaper in po<. 
Journal, Vol. 94 (June 1984), 279-286. 

rice Sector in World 

: ,.ies?", Economic 
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Indeed. in a number of service industries. such as management consulting. 
engineering and architectural services. the average pay in developing 
countries i~ even above that of the parents in the United States and above 
that of affiliates in developed countries. 

The transfer of what is termed high technology services to developing 
countries depends on the economic development of the country concerned. These 
very modern services. like software data processing. telecotmUnications and 
certain activities in insurance. investment and commercial banking. demand 
high level skills and have increasingly been transferred to developing 
countries rich in skilled workers (for example. computer programmers in 
India)1 . 

However. such transfers rarely take place in the case of most developing 
countries where lhe service sector comprises traditional activities which have 
low productivity and employ large numbers of people. 

4. The increasing role of foreign investors from developing countries 

The interest in foreign direct investment from developing countries has 
been based on the assumption that TNCs from these countries would provide 
technology. managerial skills and other aspects of FDI more suitable to 
developing countries thgn that provided by TNCs from developed countries. 
Furthermore. developing countries THCs, it is generally perceived, can play an 
important role in the economic development of their home countries. Access to 
markets and to advanced technology plus the potential for increasing exports 
and generation of positive balance of payments effects. are conceivable 
benefits of their FDI activities abroad. 

For a long time, it has been observed that while developed country TNCs 
tended to establich subsidia~ies worldwide, TNCs from developing countries 
operated most frequently in the region where they originat·"?d, sometimes in 
other developing countries and only occasionall} .n developed countries. For 
instance, in the 1970s, the more advanced developing countries in Latin 
America, such as Argentina, Brazil and Mexico, conr.entrated their FDI in other 
Latin American countries. In the case of Argentina, more than 90T. of projects 
undertaken from 1973-76 were located in Latin American countries. In the case 
of the Republic of Korea, 437. of that country's total FDI in 1978 was 
concentrated in South East Asia. In fact, prior to 1980, no firm from the 
Republic of Korea m&de any manufacturing investment in the developed countries 
in Europe and America, while about 607. of all its manufacturing FDI took place 
in South East Asia2. 

one of the new features of FDI from LDCs is a certain tendency to locate 
in developed countries. It would seem that having begun their FDI activities 
in other develcping countries within their own cegion at a time when economic 
regional co-operation was fashionable, developing countries TNCs have now 
acquired the necessa·cy proprietary advantages to compete in the markets of 
developed countries. For example, the foreign direct investment stock from 
developing countries in 34 host countries (12 developed and 22 developing 
countries) was estimated at about $50 billion 1n 1985, of which $36 billion 
and $13 billion was invested in developed and developing countries, 
respectively3. This changing focus reflects increased FDI flows from 
developing co~ntries. For example, the share of inward foreign direct 

1 Foreign Direct Investment and Transnational Corporations in Services, 
United Nations, New York, 1989. 

2 Jo, Sung-Hwan, "Overseas Direct Investment by South Korean firms" ;_n 
Kumer, K. and McLeod K.G. (1981), Multinationals from Third World 
Countries, Lexington. 

3 UN ~COSOC, Reporl of the Secretary-General, Non-conventional 
rransnational Corporations, N.Y., 2-11 April 1990. 
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investment stock from developing countries in the total FDI stock of these 
same 34 countries increased to almost lot. in 1985. Abo~t 81. and 16~ of inward 
FDI stock in developed and developing countries. respectively. in 1985 were 
from developing countriesl. 

There is a marked tendency for many of these countries t~ understate. in 
official statistics, the amount of FDI flows, especially in those countrie~ 
which place restrictions on the export of local currency. Moreover, overall 
transnational activities of developing country firms are greater than 
demonstrated by such statistics. as these firms prefer new forms of investment 
to wholly/majority-owned subsidiary forms of investment. For example, in the 
international construction industry. there were 43 developing country firms in 
the top 250 international contractors in 1988 1 capturing a 71. share of foreign 
contracts2. 

In the 1980s 1 the growth of outflows of FDI from Asia has been dramatic. 
This is partly due to the surge of FDI from China. which has become one of the 
:argest investors in developing countries. and to the accelerating flows from 
the Republic of Korea and Taiwan Province. 

In terms of investment value. the US is the largest host country, 
absorbing $22 billion of FDI from developing countries in 1985 accounting for 
44~ of total FDI from developing countries in 34 host countries. Developing 
host countries like Brazil. China. Indonesia and Singapore each attracted more 
than $1 billion in FDI from developing countries and in China and Malaysia. 
about half of inward FDI was from developing countries in 19853. 

Although there are some count~ies/territories which invest more in 
developing countries than developed countries (Liberia. Uruguay, United Arab 
Emirates. China. Hong Kong. India, Malaysia, the Philippines, Singapore and 
Thailand), the importance of developing countries as a group of host countries 
declined from 3~ in 1975 to 27~ in 19854 . 

outward data fr~ the Republic of Korea and Taiwan Province point to the 
increasing importan~e of developed countries as host countries. The share of 
developed countries (Horth America and Europe only) among recipient countries 
increased from 14,. in 1974 to 33,. in 1983 and to 41,. in 1988 for the Republic 
of Korea, while f.or Taiwan Province, the importance of the us as a host 
country among all countries increas~d from 43,. in 1980 to 55,. in 1985 and to 
60T. in 19885. 

The motivation for FDI in developed countries by THCs from developing 
c~untries is predominantly to circumvent tariffs and quotas imposed by 
developed countries. The primary motivations for FDI to other developing 
countries, as it conc~rns many of the developing country investors, are the 
increasing labour costs at home, and the general shortage of the semi-skilled 
labilur. 

1 UN ECOSOC, Report of the Secretary-General, Non-conventional 
Transnational Corporations, N.Y., 2-11 April 1990. 

2 UNCTC, Services and Development: The Role of Foreign Direct Investment 
and ~rade, N.Y., 1989. 

3 UN ECOSOC, Report of the Secretary-General, Non-conventional 
Transnational Corporations, N.Y., 2-11 April 1990. 

4 Ibid. 
5 Ibid. 
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Since 1986, FDI by Republic of Korean companies has increased rapidly 
because of several factors affecting the economy of the Republic of Korea. 
The appreciation of the currency has made the Republic's exports less 
attractive and the fall in export growth has led to current account surpluses 
that have financed overseas investment. Rises in domestic wages also made 
production overseas more attractive vis-a-vis exporting, while growing 
protection in the industrialized countries led the Republic's companies to set 
up shop abroad to avoid trade barriers. The number of cases of overseas 
investment by the Republic of Korean firms has jumped from 46 in 1984, worth 
$57 mn, to 50 in 1986, wo1:th $172.0 nm, to 165 in !988, worth $212.9 mnl. 

The structure of Republic of Korean FDI outflow has also changel and is 
now '!llOVing from concentration in the natural resources sector to emphasis on 
manufacturing: while there were only 10 cases of Republic of Korean overseas 
investments in manufacturing in 1984, worth $13.4 mn, there were 64, worth 
$74.5 mn, in 19882. 

There are also trends to be recognized in the geographical distribution 
of Republic of Korean FDI. Manufacturing operations are shifting to the US 
and EC countries to get around protectionist measures and to counter the 
decline in Korean exports due to the strong won. (The US is Korea's largest 
trading partner). This includes electLical appliances, electronics and 
automobiles. Asian countries have seen a rise in Republic of Korean inflows 
into labour-intensive industries such as textiles, footwear, and toys to take 
advantage of the lower labour costs there. Indonesia received 13 of the total 
18 cases of Korean FDI in the footwear industry3. 

Although there is a regional concentration of Republic of Korean FDI 
occurring in South East Asia and North America, the concentration has been 
faster in South East Asia since 1988, since many small and medium-sized firms 
from the Republic of Korean in labour-intensive industries have become very 
active in setting up production in low labour cost countries such as 
Indonesia, Thailand, Malaysia and the Philippines. This emergence of small 
and medium-sized Republic of Korean companies as active investors abroad can 
be seen as another trend. FDI by these companies was 1.97. of total Korean FDI 
in 1986, 15.17. in 1988 and as 11Uch as 23.17. by the first half of 19894. 
Kost was concentrated in Horth America (to avoid trade friction) and South 
East Asia (to benefit from lower labour costs), and in manufacturing. 

Until recently, developing country governments adopted a cautious 
official attitude towards FDI by their firms, principally because of balance 
of payments worries. For instance, the initial capital outflow of investments 
by developing country THCs can be considerable. The recent acquisition by a 
Mexican glass firm of a US company was in the region of US $1 billions. It 
takes a considerable amount of time, usually between 5-10 years, for an 
outflow such as this to be recouped by remittance of profits, interest, 
dividends, etc. Bankers, too, in developed countries have criticised recent 
outflows of this kind from developing countries as these may, as they see it, 
delay debt repayments6. 

1 Korea Exchange Bank, Monthly Review, August 1989, Vol. 23, No. 8 
2 Korea Exchange Bank, Monthly Review, August 1989, Vol. 23, No. 8 
3 Ibid. 
4 Korea Exchange Bank, Monthly Review, August 1989, Vol. 23, No. 8. 
5 Le Honde, 22 October 1989. 
6 Ibid. 
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FDI by developing countries appears increasingly similar to that by 
developed countries. Until rather recently, it had been assumed that THCs 
from developing countries possessed only such advantages which could be 
exploited in other developing countries. Such proprietary advantages were 
often seen to be based on so-called tropicalized technologies, that is, 
technology adapted to the special needs of countries located in less developed 
regions of the world, with the fiscal conditfons and factor costs similar to 
those found at home. 

Such advantages, which may, for example, have given Brazilian firms in 
the engineering and construction industries the technology to build dams and 
highways in remote parts of developing countries, could not be transferred 
easily to the more competitive markets of developed countries. In addition, 
THCs from developing countries have been found to be smaller and to use more 
labour-intensive technologies than THCs of developed countries. This 
difference, however, is often exaggerated. The greater amount of 
labour-intensive technologies used by THCs from developing countries reflects 
the fact that these firms tend to operate in lower technology and hence 
labour-intensive industries. 

While this discussion will proceed, the essential point is that the shift 
in developing country THC investments from developing to developed countries 
will intensify the challenges which they will face. It will, at the same time 
and in the long run, increase the benefits t~ the home developing country to a 
greater extent than would have occurred had these investments remained within 
a developing country context. Apart from access to far larger and lucrative 
markets for their products, another advantage is that investment in developed 
countries will facilitate access to new and more advanced technologies which 
will enhance domestic capabilities of investing developing country firms. 
Direct exposure to more advanced managerial and organizational skills provides 
developing country investors with opportunities to gain internationally 
competitive managerial and marketing experience. There is also the 
possibility of diffusion of acquired know-how to other firms in developing 
home countries through spill-over effects. 

Given these considerations, policy-makers may, through various 
instruments, try and ensure the proper envtronment in which developing country 
FDI to developed countries can be effected. Special incentives to encourage 
FDI and information concerning markets and competing firms in host countries 
might be usefully provided. As we shall see, Singapore has already begun such 
a policy for its own enterprises. such a policy is needed, since such 
resources which are, in many cases, purchased or internalized by the THC from 
developed countries are often not available to THCs from developing 
countries. Because they have limited resources compared to developed country 
THCs, they are often not in a position to investigate market opportunities 
abroad. 



- 57 -

Part C 

c. Policies of govenunents of developing countries towards FDI and 
111Jltilateral and bilateral schemes to promote FDI flows to LDCs. 

1. LDC Govenunent policies 

General trends 

Changes in the government policies of developing countries towards FDI in 
the past five years have confirmed and strengthened an apparent trend, begun 
in the mid-1970s, towards liberalization of inward FDI regulation. Rather 
than seeking to exercise new controls over FDI, countries now seek primarily 
to encourage inward FDI by reducing obstacles, restrictions and requirements, 
and by offering guarantees and incentives. 

A number of factors appear to have played a significant part in bringing 
about these changes. 

The experience of controlling inward investment through laws and 
restrictions has, for the most part, proved disappointing. Sluggish growth 
and low levels of capital accUDaJlation have tended to remove many doubts these 
governments had on the utility FDI could provide for their econoai.es. The 
refocusing of foreign companies on the markets of developed countries, 
particularly in high technology industt·ies, has highlighted the vulnerable 
position of developing countries and their lack of access to technology. 
Finally, the indebted nature of many of these economies and the resulting debt 
service paJ1Dents reduce the amount of capital available for capital formation 
and for necessary imports of goods and services. The reinvestment of earnings 
by foreign-controlled enterprises and the inflow of new capital from abroad 
emerge as important means by which to r~y the situation. 

While liberalization towards FDI has been the clear general trend among 
developing countries as a whole, this does not mean that the previous 
institutional mechanisms for monitoring and controlling FDI do not still 
operate and that the entry and operations of TllCs are not subject to some kind 
of assessment. Liberalization, moreover, remains country-specific and no 
cross-the-board generalization for all developing countries as it refers to 
FDI policy is valid, especially as the various country and regional nuances 
can play such an important part in how FDI is received. Finally, the approach 
to FDI varies considerably depending on the specific economic sector, 
industry, or technology transfer concerned. 

It is self-evident that there will be wide disparities among the various 
countries' approaches to FDI within this broad trend of increasing 
liberalization; in order to better asses these differences and the reasons for 
these, we have selected four countries from different regions and stages of 
development which, as far as possible, represent certain conmon approaches to 
FDI as displayed currently by developing countries. 

(i) SIIJGAPORE 

The case of Singapore is not typical of developing countries as a whole, 
given its high per capita income and the large involvement of 'nJCs. It 
demonstrates however, the new policy challenges confronting those newly 
industrializing countries which, having developed so fast in the 1960s and 
1970s through labour-intensive manufacturing, are now having to shift equally 
quickly into higher technology and skill-intensive activities in manufacturing 
and, increasingly, into services, to retain their competitive advantage. 
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Singapore•s policy towards FDI has traditionally been one of total 
openness. !~ imposes no anti-monopoly laws, no approval or licensing process 
for foreign investments and no technology transfer controls or compulsory 
registration of contracts. Companies do not have to comply with any domestic 
content legislation or requirements. They are free to import capital, remit 
profits and repatriate capitall. 

This open door policy towards FDI should not be confused with laissez 
faire. In fact, the Singaporean government plays an active role in guiding, 
promoting and encouraging FDI into those sectors and industries most in 
keeping with its overall development objectives and has done so over almost 
three decades. 

These policies are strongly epitomised by the Economic Developmental 
Board (EDB) which was established in 1961 to create the proper environment in 
which FDI could best contribute to the country•s industrialization prograll'llle. 

In these early years, the goal of the EDB was to use foreign investment 
to alleviate the prospect ot massive unemployment from the impending British 
military withdrawal. It therefore encouraged FDI in labour-intensive and low 
technology industries, offering the attraction of its geographical location 
(at the centre of the ASEAll region) and low cost labour. Although the 
unemployment threat receded in the 1970F, the EDB continued to promote 
investment to fully convert the economy from a trading entrepot to a base for 
the export of manufactured goods. 

In the late 1970s and early 1980s, as unemployment continued to fall and 
with wages rising, competition from other industrializing countries with far 
lower wage rates increased. Protectionism too increased against some 
labour-intensive products in Singapore's markets abroad. The EDB thus 
instituted policies to accelerate the shift in the manufacturing sector away 
from labour-intensive industries with low value added per worker towards 
capital- and skill-intensive industries with higher value added per worker. 
The EDB, in co-operation with various other industrial departments, encouraged 
investment away from textiles, sawn timber and food processing into 
electronics, professional and scientific instruments, and into other higher 
technology industries. 

Beginning in the mid-1980s, the country instigated a further shift in 
industrial planning, accelerating the pace towards high technology industries 
and targeting the service sector as another pillar of economic growth. The 
EDB thus expanded its activities beyond that of industrial development to 
include the promotion of services. 

The aim here was to alleviate Singapore's growing labour shortage problem 
by focusing on improving productivity in service industries, which typically 
could be done without the need to expand the workforce. In the same fashion, 
the EDB has tried to encourage manufacturers into very specialized, high 
technology niche markets, where skill rather than manpower is the main 
requirement. 

Indeed, the labour shortage is the main factor behind the EDB's new 
strategical initiative to encourage Singaporean manufacturing firms to become 
1m.1ltinationals themselves and, in this way, to get firms to relocate their 
most labour-intensive operations abroad and concentrate on more value-added 
activities in Singapore2. 

1 Singapore and the Role of Multinational Corporations, H. Mirza, Croom 
Helm, 1986. 

2 Economic Development Board, Annual Report, Singapore, 1987/88. 
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The main point is that with all these shifts in economic and industrial 
conditions. the EDB has involved itself fully in shaping and encouraging FDI 
to respond adequately and effectively to these developments. 

The Mature of Investment Promotion and Incentive Schemes 

FDI, in both quantative and qualitative terms, plays a major role in the 
restructuring of the Singaporean economy and this, in part. is due to the way 
the government has utilized a full range of promotional and incentive schemes 
to encourage FDI. Of all developing country agencies, the EDB must rank as 
one of the most sophisticated FDI promotional agencies, comparable indeed to 
the very best of similar agencies in developed countries. 

The EDB is a one-step investment centre, providing a comprehensive range 
of services and facilities to investors. Its first task, promoting 
investments, is initially undertaken by its international network of offices 
established in 20 major world business centres. These offices provide 
companies with information about the country, assistance in project 
feasibility studies, the nature of the incentives they might expect, 
assistance with visits to survey sites and introductions to potential partners 
for collaboration. In particular, the EDB tries to locate potential foreign 
investors among THCs with little or no international experience and/or 
knowledge about Singapore and the region, as well as in the most appropriate 
industry to serve the country's needs. The long-term and difficult nature of 
such activities sometimes means that FDI eventually occurs only after 5-10 
years of mutual contact between firm and agencyl. 

The EDB administers incentives to attract FDI. The basic incentive is 
pioneer status, which provides for exemption from the 401. company income tax 
for a period of 5 to 10 years. A second incentive encourages exports by 
offering low taxes on export profits. Tax concessions are applied to those 
firms for special reasons, including the export of high value added products. 

The special treatment that large THCs received because they tended to be 
the firms which exported high value added products led to concern over the 
Lompetitiveness of indigenous enterprises. Thus, the EDB promoted local 
Singaporean business, especially in the small and medium-sized sector. 

A major plank to EDB's strategy is manpower development and training. 
Its aim is to provide the whole economy with the necessary skills, systems and 
knowledge to operate a modern economy. In combination with industry and other 
government departments, it organizes schemes in industry to raise the level of 
awareness and use of information technology. It investigates precise manpower 
needs of actual and potential investors and works with the relevant 
educational bodies to try and ensure that such needs will be matched by the 
appropriate labour supply. 

Singapore's future FDI promotion schemes 

The Singaporean government bases its actual policies towards FDI on its 
future strategic goals for the economy. Overall, its aim is to develop the 
economy as a service centre for finance, business and trade: a "technopolis" 
or "total business centre" of South East Asia2. 

In manufacturing, it is seeking to base those high 
technology/software/service functions more and more inside the country, while 
relocating lower value added activities in nearby countries abroad. 

1 Economic Development Board, op. cit. 
2 Financial Times "Sur.vey" on Singapore, 16 November 1989. 
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The EDB is actively involved in pursuing this more long-term strategy. 
It is helping Singaporean and foreign companies diversify their more 
labour-intensive activities into neighbouring countries and to link these 
operations with those in the home base. The Indonesian island of Batam is 
being promoted as an ideal site for such moves by the EDB. The EDB is also 
helping Singaporean companies make direct investments overseas. including 
strategic acquisitions. in order to develop true heme-grown TNCs. Under the 
International Direct Investments Progranme. there are several tax and fiscal 
incentives for companies whose direct investments overseas are considered of 
importance to Singapore. 

The EDB urges firms to upgrade their activities from production into 
developing a more rounded capability. stretching from production engineering 
and product design to marketing technical support and ultimately regional 
management. The EDB ~lso encourages. through special schemes and incentives. 
foreign corporations to make Singapore their regional headquarters. Over 20 
foreign firms alone did this in 1988. thereby qualifying for special 
concessions. 

The aim to establish Singapore as the operational headquarters of TNCs 
and of Singaporean TtlCs is part of their 6Verall conmitment to develop 
tradable services which are inherently technology- and knowledge-intensive. 
including medical and computer education and training servicesl. 

(ii) MEXICO 

The Mexican government's policy towards FDI is now rather typical of the 
new. more liberal approach to FDI among developing countries more generally. 
particularly among those like Mexico. which bad operated rather tight and 
restrictive policies towards foreign THCs. In the past. Mexican policy 
restricted FDI in certain industries and sectors. particularly the 
petrochemicals industry. limited profit repatriation and royalty payments and 
prevented acquisitions of shares in locally traded companies. The aim of 
these restrictions was to protect Mexico's own natural resources, so that 
production remained in the bands of nationals. and to protect local firms in 
nascent industries. particularly high technology ones like computers and 
pharmaceuticals which were especially vulnerable to competition from more 
developed foreign firms. 

The main exception to this restrictive framework was the maquiladoras -
special sites situated close to the US frontier, offering firms operating 
inside special trading benefits into the US market, as well as a large pool of 
rather low cost labour. These proved highly successful in attracting large 
stocks of FDI. 

The shift in government policy towards FDI has come about, firstly, as a 
result of the declining international competitiveness of its indigenous firms, 
including some foreign finns which have operated in certain protected 
industries. The government hopes that by liberalizing previously closed 
industries, the competitive effects will raise the efficiency and earnings of 
Mexican corporalions2. 

Secondly, the government needs more foreign investment to exploit and 
develop certain industries. In many of these industries. FDI had been 
restricted. With the country's debt problems, local firms and state 
enterprises have not been able to make the necessary investments. The lack of 
investment has become a major problem in the Mexican economy in all industrial 
sectors. For example, the country must import certain petrochemical products 

1 Economic Development Board, op. cit. 
2 "Why Mexico is Looking Better", Fortune, 15 January 1990. 
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because its own state firm, PEKEX, has no resources to develop the products 
itself, despite its access to the necessary raw materials. The failure to 
develop its own resources properly means that the economy loses the 
opportunity to earn foreign exchange from exports and thereby reduce its debt 
repayments. In the service sector, too, FDI is needed to build up the 
country's decaying infrastructure and new roads and highways which can boost 
the flow of exports into the US market are also urgently needed. 

Thus, Mexico's policy changes are a function both of its drastic economic 
problems, as well as of the failure of its previous investment regime, which 
led to the development of inefficiencies in many industries and sectors. 

There are two thrusts to Mexico's reform of its FDI legislation. First, 
previously closed industries have been liberalized so that FDI can take 
place. In this connection, the gove:-nment has embarked on a major scheme of 
privatization in which foreign corporations will have the right to tender for 
shares. 

In August 1989, the govenunent re-classified basic petrochemicals and 
removed 15 products from the list of 34 basic petrochemicals reserved for the 
oil and gas producing monopoly. This opens up new possibilities for foreign 
investment and participation of multinationals as minority partners in joint 
ventures seems assured. The list of .. secondary" petrochemicals has been 
reduced to 66. In this category, foreign participation of up to 401. is 
allowed and as of May 1989, some categories may be eligible for majority 
control by foreign companies for a 20-year period. For all other 
de-classified products, foreign investments of up to $100 mn. are now 
automatically approved unless queried within a period of 45 days. 

To a large extent, such moves may be accounted for by the fact that 
Mexico's 1988 deficit of $550 mn was wholly attributable to the inabilit~ of 
Pemex to satisfy the domestic demand for basic productsl. This is because 
Pemex has been forced to devote a rising propQrtion of its income to the state. 

In addition, the government recently announced that it is opening its 
market in two of the three still restricted sectors, computers and 
pharmaceuticals, where imports have, up until now, been subject to licenses. 

Licensing restrictions on the import of computers will be dropped from 
mid-March and a system of exemptions from duties on components for a 3-year 
period should further stirm.alate the domestic computer industry. 

In the pharmaceuticals industry, the import permit system would also be 
abolished for 46 out of 80 inputs and raw materials. Restrictions would be 
removed on 12 more in the course of 1990, while imports of the rest would be 
liberalized in the 1991-1993 period2. 

The administration's general policy of liberalization has included the 
banking sector only to the degree that interest rates have been decontrolled 
and restrictions on letters of credit have been eased, but as far as 
privatization goes, any move to raise maxin.im possible private participation 
in the banks from 34~ to the maximum is ruled out, for the time being. 

A second major area of reform has been a simplifying of the rules 
governing the transfer of technology announced in early 1990. Under the old 
law governing technology transfer, the government decided whether the 
technology would be valuable to Mexico, if the terms of the deal were 
acceptable and how much in royalties would be paid. Now the agreements take 

1 financial Times, Survey on Mexico, 12 October 1989. 
2 Financial Times, 9 February 1990. 
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place between businesses with no government interference. Full protection of 
intellectual property is now seen as a third area of reform necessary to 
attract new FDI on a large scale. 

Thus. in January 1990 1 the government announced that legislation would be 
submitted to Congress to colllllit Mexico to observe patent and proper~y rights 
in line with international standards. as part of the 1990-94 National Plan for 
Industrial Modernization and External Commerce. 

(iii) IHDIA 

Unlike Mexico, India has done little in recent years to revise its highly 
selective and rather r~strictive approach to FDI. India receives very little 
FDI and. indeed. for many years. has been a net exporter of FDI as many of its 
own companies have become quite active investors in foreign markets. FDI, 
when allowed. mainly comes in the form of joint ventures or non-equity 
collaborationsl. India's policy towards FDI is based on the belief that 
full political independence can be achieved only when there is also full 
economic independence and when the economy is free from foreign control and 
domination. Its policy too is based on certain competitive advantages: a 
large supply of relatively cheap but, in some cases. quite skilled labour 
(India has the third largest pool of engineer graduates in the world) and a 
huge internal market where demand from an emerging middle class. although low 
by world standards. is nonetheless growing. This has encouraged India to 
prevent FDI entering those industries on the mature and low technology end of 
the spectrum. where Indian firms have the capabilities to compete, while 
permitting, to a certain extent, FDI in the high technology industries. where 
Indian firms are looking to increase their competitiveness. To some extent, 
FDI is also welcomed if production is primarily for export. 

Tlws, in general, private overseas capital is not given much emphasis as 
a source of financial flow to augment national savings. And in particular, 
foreign investment is not regarded as a major factor in overall economic 
growth. though it is now recognized as important in certain industries -
electronics and vehicles - and for specific purposes: acquiring technology and 
increasing exports. 

Government of India's policy towards FDI 

Govermnent policy towards FDI is laid down in the 1973 Foreign Exchange 
Regulation Act (FERA) which was designed as a mandatory measure to achieve the 
"Indianisation" of wholly foreign-owned companies. This Act•s initial impact 
was to cause foreign firms to disinvest. Since the imposition of FERA in 
1984, out of a total of 800 affiliates. 61 left. 112 ~ere asked to dilute 
foreign shares to 51~ - 74~. 231 to dilute to 4~ or less, 72 diluted on their 
own, and the rest were already under the 40!. limit2. 

Having achieved this result, the government has determined that its 
primary objective for FDI is J obtain new or upgraded technology; it states 
that it "looks upon foreign investment as a vehicle for the transfer of 
technology required by the country". In pursuance of this objective, the 
Indian authorities screen all proposals for foreign collaboration to detennine 
if the technology is modern, necessary to the economy, and unavailable locally. 

1 "Foreign Collaboration Policy in India: A Review", The Journal of 
Developing Areas, July 1989. 

2 Developing with Foreign Investment, ed. Vincent Cable and Bishnodat 
Persaud, Croon Helm, 1987. 
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The Government•s preference is that technology transfer be in the form of 
.. technical collaborations'' (sale or licensing of technology and know-how) 
rather than .. equity collaboration" (joint ventures). In the case of technical 
collaborations. it prefers that payments be in the form of a lump sum rather 
than royalties or fees continuing over time. Where royalties or fees are 
allowed. the government tries to limit them to 5~ of the .. net ex-factory 
selling price .. and to a period of five years. 

In orde~ to promote more rapid and widespread diffusion of technology, 
the government has adopted the philosophy that once one Indian company has 
acquired a technology, it should be available to all companies. Hence India•s 
patent laws afford less protection than do the laws of most industrialized 
countries. 

Indian policy towards FDI has often been criticized. Limitations on 
equity ownership prevent many TNCs from putting in their state-of-the-art 
equipment, production processes or know-how because they fear they will lose 
control of their proprietary knowledge. Their fears are exacerbated by the 
lack of adequate patent protection and by the government•s attempts to diffuse 
technology to other firms once one local company has obtained it. 
Furthermore. the attempts to limit fees and royalties may have, in some cases, 
caused some foreign firms to transfer older technologyl. 

At the same time, studies have shown that THCs playing a leading role in 
the Indian economy in the high technology industries, such as pharmaceuticals 
and computer software and hardware, and collaboration with Indian firms have 
enabled the latter lo upgrade their technology and exploit it in overseas 
markets. 

As it concerns the mature, low-technology products which the Indian 
policy has protected from foreign competition. it has. it is claimed, produced 
firms which are quite insulated from foreign competition and, thus. 
uncompetitive and unable to sell products in highly competitive export markets. 

Concerning the future course of government policy. there is little 
evidence that many of the restrictions mentioned above will be lifted or 
relaxed, especially the 4°" ceiling on the equity participation in foreign 
investments which has probably, more than anything else, been the principal 
discouragement to FDI2. 

(iv) CH.AHA 

Since its independence, Ghana's policy towards FDI has not been typical 
of other states in Africa. Africa is a region where a liberal attitude and a 
desire to encourage inward FDI through guarantees and incentives have long 
characterized the investment laws and regulations in effect in most 
countries3. Many African states have enacted "investment codes" designed to 
promote both domestic and foreign investment. Such codes usually provide for 
the granting of certain general guarantees (for example, against expropriation 
or nationalization without fair compensation and for non-discriminatory 
treatment and repatriation of capital and profits within certain specified 
limits) on all investments and for special advantages (particularly tax and 
customs exemptions) when the investment meets certain additional criteria. 

1 "India urged to ease equity rules", Financial Times, 30 October 1986. 
2 "Delhi shelves decision on Industdal Policy", Financial Times, 9 

1''ebruary 1990. 
3 UNCTC, 4th Survey, New York, 1988. 
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In contrast, Ghana is more like one of the states in Latin America which, 
having had a restrictive regime towards FDI is now - even if selective - in 
the proces~ of liberalizing it. For example, the Ghana Investment Policy 
Decree, 1975, imposed strict limitations on the equity holdings of foreign 
investors in specific sectors of the economy. Thus, in the mineral and timber 
industries, foreign equity participation was limited to a maxilllJm of 45~. The 
same equity limitation applied to a range of manufacturing enterprises, 
including such industries as sugar, salt, soap, detergents, textiles, cement 
and beer. The decree further specified lists of projects which were reserved 
for full Ghanaian ownership and others which permitted joint foreign and 
Ghanaian ownership. 

The Ghana Investment Code of 1981 attempted to modify some of those 
provisions. both with respect to limitations on equity participation and with 
respect to the projects or enterprises in which foreign participation was 
permitted. Honetheless, the Code represented little fundamental change from 
the previous legislative stance towards FDI. 

The respose of the Ghanaian government towards FDI began to change in the 
early 1980s when the economic climate in the country began to deteriorate. 
Over 5~ of the country's foreign exchange earnings come from agricultural 
products, principally cocoal. In the 1980s, the price of cocoa fell 
sharply. In 1983, the government adopted an IMF- and World Bank-sponsored 
structural adjustment programme. The loans the government received from this 
deal meant that the government had to pay a large percentage of its export 
earnings to service these debts. In 1988, the Ghanaian government had 
acquired a total debt of US $2.4 billion, accounted for principally by these 
official international institutions (the World Bank and IHF's share was over 
6~ in Ghana's total _debt). In 1988, Ghana used 75~ of its foreign earnings 
to meet debt repayments2. 

As a consequence of the government's tight Financial situation, it could 
not fund moves to diversity the economy away from reliance on a single export 
earner, like cocoa, to other sources, notably minerals. In the gold industry, 
many seams remained unexploited because of insufficient state funds. 

The Rew Ghanaian Programme towards FDI 

The new approach towards FDI is essentially found in two legal 
instruments, the Investment Code of 1985 and a Mineral Code (1986), to update 
the law relative to investme .. t in mining activities. 

The Investment Code of 1985 represents a change of attitude towards 
foreign investments3. It removes all equity limitations on foreign 
investment. Instead, the Act defines a list of priority areas for foreign 
investments in those areas which shall qualify for a set of defined incentives 
and guarantees. These priority areas are agriculture, manufacturing 
industries, construction and building industries, and tourism. In 
manufacturing, those industries which undertake manufacturing for export, that 
predominantly use local raw materials or that pr.oduce agricultural equipment 
receive a number of fiscal incentives as well as exemption from the payment of 
customs import duties in respect to plant, machinery, etc.4. 

l "Gold makes a comeback in Ghana", Financial Times, 1 February 1990. 
2 Newsletter Government of Ghana, 1989. 
3 UHCTC, Rational Legislation and Regulations Relating to Transnational 

Corporations, Vol. VII, New York, 198g. 
4 "Investment Code", Republic of Ghana, 1985. 
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Second. the Investment Code of 1985 has reduced the list of enterprises 
wholly reserved for Ghanaians. Third. the Code provides for considerable 
investment guarantees. including the right not to be expropriated. and 
contains no restriction on the remittance of capital. and transfer of profits. 

In some respects. however, while the Investment Code liberalizes the 
legislation concerning FOi. it by no means dismantles the entire legal 
framework for exercising control over TNCs or for evaluating the benefits and 
burdens of particular foreign investment proposals. The new Ghanaian 
Investment Centre established under the terms of the Code is empowered to 
appraise the project to ensure it meets certain conditions (for example. 
whether it utilizes local materials. supplies and services. creates employment 
opportunities in Ghana or whether it contributes to the upgrading cf 
indigenous technology). Furthermore. although red tape surrounding the 
approval of new projects has been relaxed and speeded up. it has by no means 
been removed altogether. For example, the Centre nust approve an FOi project 
in liaison with relevant Ministries and Departments. Thus. Ghana at least. is 
very far from having the quick one-step approval centres established in other 
developing countries to facilitate the establishment of FDI. 

As it concerns the mining industry. new Ghanaian legislation has been 
passed to encourage FOi in the gold industry. since the development of the 
country's gold resources has become a matter of considerable urgency. Hew 
incentive packages are offered to foreign firms. Between 1986-89. 70 
prospecting licences have been issued (a third to predominantly foreign-owned 
companies) and four mining leases have been granted. one to a Canadian mining 
corporationl. The urgency of the govarnment's task is reflected in the fact 
that the government has favoured foreign investors over the heads of the local 
traditional mining co11Ul1Jnity. which. generally speaking. does not have the 
technology to mine the substantial amounts of gold needed2. 

Finally. in response to its pressing financial difficulties, the 
government has begun a process of privatizing its large state sector and 
within certain industries. it is encouraging foreign investors to purchase 
shares. For example. Ghana's hotels have. for the most part. been 
traditionally state-run concerns. Poor management and lack of funds. 
according to the government. has led many of them to fall into disrepair. 
Consequently. the government has launched a programme to encourage foreicn 
investment in this industry and partly because of the latent opportunities 
existing in the country's underdeveloped tourist industry. has been meeting 
with some success. In one new development. the .. Hovotel Accra" was 
reestablished as a joint venture between the Ghanaian government and private 
shareholders and a French hotel management group, Accor3. 

In conclusion, the liberalization of Ghana's FOi legislation has 
consisted of two main types of efforts: on the one hand, the government has 
lifted some of the onerous conditions on the entry and operations of TNCs, 
such as exclusion from certain industries, requirements of local 
participation, etc.; on the other, it has simplified the mechanisms whereby an 
FDI project is approved. At the same time. not all the restrictions of the 
previous investment regime have been lifted. 'In the former case, conditions 
remain. like the minimum capital requirement for FOi. In the latter case. 
while the approving mechanism has been improved and certralized into one body. 
the new Ghanaian Investment Centre. its power is circumscribed. to some extent. 

1 .. Gold malces a comeback ... ". op. cit. 
2 Ibid. 
3 .. Foreign fund Ghana•~ revival". Financial Times. 9 Hay 1989. 
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by the requirement on it to consult other ministries and departments before 
taking a decision. Nevertheless, the govenunent now sees that FDI can play an 
important role in the country's economic recovery and while FDI is encouraged 
across the board, the govenunent is tending to target its natural resources 
sector (gold) and services sector Ctourisa) as sites for new inflows. 

Concluding conunents 

Increasingly, developing countries are adopting those practices and 
policies pursued by the OECD countries with respect to FDI and with respect to 
economic policy more generally. This convergence in approach to FDI is 
influenced by the increasing globalization of the economy which, in turn, is 
encouraging closer co-operation between developing and developed countries. 
This has encouraged a minimum set of co11llll0n standards and, to a somewhat 
lesser degree, similarities of institutions. 

As it concerns direct policies towards FDI, a common position of most 
developing countries is now well on its way to being established, which in 
itself represents something of a change from the 1970s and early 1980s: 

only a very few industries are still totally closed to foreign 
investors and even these are being reduced 
higher degrees of foreign equity holdings in approved industries are 
now permitted 
controls over the financing of investments are being loosered and, in 
particular, access to local markets for funds is being recognized as 
legitimate 
limitations on repatriation ~f principal and profits are being eased 
the concept of national treatment is being established 
guarantees againts expropriation are provided. 

Indirect policies towards FDI are being pursued by developing countries 
in line with current policies of OECD Governments. Such policies, widely 
icnown and discussed, include reduction of public sector deficits, deregulation 
of markets and privatization. The privatization drive, in particular, is in 
several countries explicitly formulated with a view to encouraging foreign 
collaboration. Governments are changing fiscal schemes which, among other 
things, open up government procurement to foreign firms. Governments are also 
amending tariff and trade policy which, while challenging those foreign firms 
which originally had set up operations to overcome tariff walls, allows 
greater intra-firm trade and competition within home markets and is 
undoubtedly favourable to foreign investors. 

Institutional organization for the handling of FDI also shows sig~s of 
convergence between developing countries. The two important trends are 
towards separation of promotion from regulation and the establishment of 
single stop agencies through which all formalities can be handled. 

Developing countries, aware, too, that competition to attra~t FDI is 
intensifying, are beginning to borrow the external practices of OECD 
countries. These practices and institutional arrangements have been highly 
successful and are becoming increasingly sophisticated. They have involved 
the setting up of country promotional schemes abroad in the hopes of 
attracting foreign investors. In some instances, these agencies have 
targetted certain local firms in certain industries as a hoped-for first step 
~n getting the firm to set up in their own r.ountries or regions. There is 
growing evidence from developing countries of more careful targeting of some 
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companies and better specification of branches and types of activities. In 
this respect. as we have seen the degree of sophistication displayed by the 
EDB in Singapore could well qualify some of it~ practices as a model not just 
for some developing ~ountries, but for many developed countries as well. In 
some instances. developing c~untries have been able to enlist the support of 
powerful institutions within OECD countries to assist them in the external 
promotion. The Foreign Investment Authority of Indonesia (BKPK) has an 
arrangement with JETRO, through which that organization represents BKPK's 
interests in Japan and seeks to promote Japanese corporate activities in 
Indonesia. 

2. Home Country Measures for Encouraging FDI flows to Developing 
Countries 

Having examined current approaches by developing countries to attract 
inward investment. we now investigate the actual and potential role of th~ 
donor or home countries and their efforts, both at the multilateral and 
bilateral levels. to stimulate FDI flows into developing countries. 

As we have seen. the problem of boosting FDI flows to developing 
countries. concerns. in the main. two important groups of developing 
countries: those .tlich previously were important recipients of FDI - that is 
to say, certain newly industrializing and middle income Latin American and 
African countries which have seen their shares decline sharply in the 1980s; 
and those developing c~untries, the so-called least developed countries, whose 
low economic position bas steadfastly prevented them from ever attracting 
important FDI flows. As we have noted concerning the first group, a 
combination of short-term economic factors, e.g. debt crisis and long-term 
structural changes ass?ciated with new technological developments, has 
contributed to their difficult situation. The least developed countries. 
however, have never succeeded in attracting FDI flows and for this reason, the 
problem in their case is more difficult and intractable. Different home 
country measures would then be more effective if they were targeted to this 
group; however, donor countries do not as yet make a distinction between these 
two groups when designing measures to encourage FDI flows to developing 
countries. 

As it concerns all developing ccuntries but, in particular, the least 
developed group of countries, a major obstacle in their capacity to attract 
FDI flows is the low income levels of their populations, their inadequate 
infrastructure (teleconununications, water supply, etc.) and the poor state of 
their human resources Clow literary, low level skills. etc.). In order to 
mitigate some of these factors, many home countries and multilateral 
organizations provide assi~tance to develop these infrastructures. The th"."Ust 
of more recent initiatives is to strengthen the private enterprise sector as a 
means of raising the performance and level of the business system in these 
countries. Host of these weasures are aimed at improving the overall economic 
climate in developing countries. but aiso benefit foreign investors indirectly 
as well. 

Concerning those specific measures taken by the home countries to promote 
FDI to developing countries, most of the 17 developed countries listed in 
Table 27 have adopted a rather wide range. 
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Table 27. Proootional measures by developed countries to encourage 
foreign investment in developing countries 

Fiscal measures Development finance other official Bi1ateral investment Investment 
institution support treaties (guarantee schemes) 

Tax treaties Yes Yes No Yes 

Tax treaties No Yes No Yes 

Tax treaties Yes Yes Y2s Yes 

Tax treaties No Yes Yes Yes 

No Yes No Yes Yes 

Tax treaties Yes No Yes Yes 

Tax treaties Yes 

Federal Republic 

of Germany Tax treaties Yes Yes Yes Yes 

Italy No No Yes Yes Yes 

Japan Tax treaties Yes Yes Yes Yes 

Netherlands Tax treaties Yes Yes Yes Yes 

Nev Zealand Tax treaties No Yes No Yes 

Norway Tax treaties No Yes Yes No 

SNeden Tax treaties Yes No Yes Yes 

Switzerland Tax treaties No No Yes Yes 

United Kingdan Tax treaties Yes Yes Yes Yes 

United States No Yes Yes Yes Yes 

Source: UN ECOSOC, Report of the Sec.retary-General, Hem! country Incentives for Investment in Least Developed 

Countries, N.Y., 2-11 April 1990. 
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Table 28. Bilateral investment treaties and double taxation agreements 
of selected developed countries 

Bilateral investment treaties Double taxation treaties 

No. of least No. of least 
Developed Total No. of developed Total No. of developed 
countries countries countries countries countries 

Australia 20 0 
Austria 4 0 11 0 
Belgium 19 2 27 0 
Canada 4:; 1 
Denmark 7 1 40 1 
Finland 3 0 37 1 
France 31 6 47 4 
Federal Republic 

of Germany 70 20 47 0 
Italy 9 2 27 0 
Japan 2 0 33 0 
Betherlands 23 4 35 0 
Bew Zealand 1 0 21 0 
Borway 5 0 41 1 
Sweden 12 1 49 2 
Switzerland 37 13 26 0 
United Kingdom 28 5 88 9 
United States 10 2 47 1 

Source: UHCTC, Bilateral Investment Treaties (United Rations Publications 
Sales Bo. E.88.II.A.1) and Internatinal Tax Treaties of All Rations, 
CUnulative Index (Oceana Publication, 1983). 



- 10 -

As can be seen. most developed countries have signed bilateral agreements 
with developing countries to avoid double taxation. In the absence of a 
double taxation treaty. some of them have adopted special provisions to 
mitigate the effects of double taxation or to avoid nullifying fiscal 
incentives given by developing countries. Australia. Belgium. Canada and the 
Federal Republic of Germany &pply tax saving credit as a fiscal incentive 
against taxes temporarily foregone by a developing country with which they 
have signed a bilateral tax agreement. Finland and Sweden in their tax 
treaties with developing countries allow for higher taxation in the host 
country. in which case the head office would generally be exempt from income 
tax on dividends from a subsidiary. 

As it ~oncerns financial incentives, ten developed countries CDAC 
members) have established "'Public Development Finance Corporations" (PDFCs) to 
encourage private investment in developing countries. While the functions of 
PDFCs vary from country to country. they all act as investment banks and/or 
development agencies (see Annex 2). 

All PDFCs require host governmental approval of the projects that they 
finance. Usually. they take a minority stake in projects financed by home 
and/or host country investors, invest in both loan and equity, and do not 
normally require host country guarante~s or collatoral for their loans. 

Whi!e PDFCs have this financial role, they also play a part in 
encouraging their home firm enterprises - in the main, small and medium-sized 
enterprises - to invest in developing countries. Reconmendations have been 
made to broaden this co-operation between the public and private sectors and 
to expand the ~ole of PDFCs to include larger THCs. 

Apart from the PDFCs, some developed countries provide development 
finance through separate institutions. The Australian joint venture scheme is 
designed to Australian development assistance funds to enable equity purchases 
by South Pacific countries in joint ventures with Australian partners. The 
Federal Republic of Germany provides loans, principally to small and 
medium-sized enterprises, to partly finance their projects in developing 
countries or to assist them in conducting pilot studies of investment 
opportunities there. In addition, the government grants loans to those 
enterprises which restructure their ventures in developing countries and which 
use new technologies. The loans are meant to introduce new products and 
technologies to developing countries. 

There are also special financial schemes at the regional level offering 
financial ass~stance similar to that offered by PDFCs but differing in terms 
of the selection of special groups of developing countries for this 
assistance. The Bordie countries have created a special fund with the SADCC 
countries to promote investment and trade by Bordie enterprises in these 
so-called "fcont-line"' states. The EEC established a scheme in 1988 to 
stinaalate EEC private sector investment in certain countries in Latin America, 
Asia and the Mediterranean region. 

Most developed countries appreciate that 'rinancing of projects in 
developing countries constitutes only part of the problem of FDl in these 
countries and they have est~blished various service departments for their own 
companies, which provide information on business possibilities and organize 
investment missions in these countries. The Canadian International 
Development Agency offers support to Canadian enterprises wishing to invest in 
developing countries, without placing any limits on the enterprise's size. 
The Federal Republic of Germany, since 1984, has operated a Programme for the 
Promotion of Business Co-operation which acts as an advisory service for small 
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and medium-sized enterprises wishing to invest in developing countries. 
Similarly. the Overseas Private Investment Corporation (OPIC) of the US offers 
several services. including the Investment Mission Progranme; the Opportunity 
Bank, a computerized data-base matching US companies with investment projects 
in developing countries; and the Investor Infonaation Service. offering US 
investors basic information about developing countries and their business 
environment. 

As can be seen, many of these schemes are rather recent but they do 
demonstrate that developed countries are aware that special measures are 
indeed necessary to stiDJlate FDI flows into developing countries. 

At the same time, for many developed countries, investment promotion 
measures are still essentially synonymous with investment protection schemes. 

The most long-standing of these are bi!ateral investment treaties. These 
treaties guarantee fair and equitable treatment of foreign investors through 
the protection of foreign investments. Kost developed countries have signed 
bilateral investment treaties with developing countries (see Table 28). 

Hmne countries also administer investment guarantee schemes to cover 
certain economic and political risks of investment in developing countries. 
They are adopted by all developed countries to cover problems regarding 
inconvertibility of local currency for dividend remittances, expropriation and 
loss due to civil war. Table 29 presents these schemes in summary form. 
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Table 29. Investment guarantee schemes by developed countries 
and •ltilateral agencies 

Mainistration Type of risk covered 

Export finance and Insurance Expropriation. exchange transfer 
Corporation blockage. var ct.age 

Osterreichische Kontrollbank Three .ain political risks 

Office National du Oucroire Political risk 

• 

Criteria for coverage 

Applies to both developed .tnd 
developing countries. 

Project •st contribute to the 
econaaic and social de1telopnent 
of recipient country; it •st 
pnmote Belgi•'s ea-;a1ic 
interests abroad. 

Export Develqment 
Corporation 

Transfer of funds. expropriation. Schelle available only to new 
war. revolution or insurrection invest.ents. 

Danish International 
Development Agency 

Export Guarantee Board 

Three .ain political risks 

Exproprio1tion. serious disturb­
•nce in econo11ic condition of 
host country. restrictions in 
capital and earnings repatriation 

Intel"llinisterial Conittee Exproprio1tion. nationalization 
fran "inistries of Econo111ics. war. revolution. nontransferabi-
Finance, Foreign Affairs lily of capital and earnings 
and Economic Co-operation 

Nev investments only. where 
investor has cor.trol over 
enterprise. lnvest.ent •st 
have positive developnental 
effect on host country econoay. 

Invest.ent •st be in fol"ll of 
equity participation, loans of 
loan guarantees. or licenses. 

Nev investlllent. positive effect 
on hone and hc:st country 
economy. Situation in host 
country arst appear satisfactory 
at time of ;approval with respect 
to legal protection against 
political risks . 

... / ... 
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Countryllllultilateral Adninistration 
agency 

Japan "inistry of International 
Trade and Industry 

Table 29. (cont'd) 

Type of risk covered 

war. expropriation. exchange 
transfer and C01111ercial risk 
(bankruptcy) 

Criteria for coverage 

Direct investllent by Japanese or 
non-Japanese cmpany. Portfolio 
investment and long-te ... loans 
for Japanese and non-Japanese 
cmpanies if engaged in exploi­
tation of aineral and natural 
resources. 

T~ Netherlands Netherlands Credit Insurance Expropriation. nationalization New investllerits in developing 
countries, subject to satisfac­
tory procedura 1 arrangeEnts for 
dealing with disputes. 

llonlay 

Switzer 1 and 

United IC i ngdal 

Colllpany var. revolution, non-transfera­
bility of capital and earnings 

Export Guarantee Office 

System presently suspended 

Swedish Export Credits 
Guarantee Board 

Deparbllent of EconGllllCS 

Export Credits Guarantee 

Exchange transfer expropriation. New equity investaents. 
var d.mage 

llew systea under evaluation 

currency transfer, expropriation, lnvesblent •st have positive 
and war impact on Swedish econaay. 

Three aain types of political 
risks 

Expropriation, war, restriction 
of remittances 

Equity participation. only new 
invesblents pl'OllOting econo11ic 
development of host country 
and reinvested earnings. 

New investments, assisting in 
the development of host country . 

. . . I ... 
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Table 29. (cont'd) 

Country/lllultilateral 
agency 

~ited States 

World Bank 

Mninistration 

overseas Private lnvestlllent 
Corporation 

,...ltilateral Investment 
Guarantee Agency 

International Finance International Finance 
Corporation/Guaranteed Corporation 
lecowery of Investment 
Principal 

Type of risk covered 

Currency i nconvertab i1 i ty 
expropriation, political violence 

Issue of guarantees including 
insurance with, and re-insurance 
of existing political risk 
insurers. In addition risks 
covered include creeping expro­
priation, currency inconvert 
ability 

Threat of capital loss 

Criteria for coverage 

Projects of clear development 
interests for host country. 

Benefit host country econony. 
project •st shoN financial 
proaise. 

Source: UN ECOSOC, Report of the Secretary-General. Hole Country Incentives for lnvesblent in Least Developed 
Countries, N.Y .• 2-11 April 1990. 
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Complementing these bilateral and national investment guarantee schemes 
are various 1m.1ltilateral investment arrangements. For example, the 
Inteniational Centre for Settlement of Investment Disputes was created under 
the auspices of the World Bank to settle disputes between host governments and 
foreign investors and to foster conciliation anu arbitration to encourage the 
growth of FDI. Many above-mentioned bilateral investment agreements include 
provisions to submit disputes to the centre and to accept its judgement. The 
Multilateral Investment Guarantee Scheme, established also by the World Bank, 
is intended as a measure of protection to foreign investors, particularly, but 
not exclusively, in developing countries of non-conunercial risk. Another 
scheme by the Inteniational Finance Corporation, Guarantee Recovery of 
Investment Principal, facilitates FDI to developing countries by removing the 
threat of capital loss. 

In addition to the measures described above, there are a number of 
trade-related programmes at the bilateral and ll'Ultilateral level giving 
preferential access to exports from developing countries, which thereby 
encourage THCs to choose these favoured countries as locations for investment 
in the production of export-oriented products. Under the Caribbean Basin 
Initiative, which came into effect in 1984, the US encouraged its firms to 
enter into manufacturing arra~ements with CB-based firms, guaranteering 
duty-free access to the US. 

Effects of Home Country Schemes to Promote FDI flows to developing 
countries 

Although it is impossible to offer definitive conclusions as to the 
impact of these measures on FDI flows to developing countries, there is clear 
evidence that FDI flows have tended to be encouraged, in the main, into the 
more developed of these countries rather than into the least developed 
countries, or, in other words, to those countries which may have attracted 
such investments even if these schemes had not existed in the first place. 

For instance, in 1988, the Overseas Private Investment Corporatiou 
insured or financed 165 projects in developing countries. Of these projects, 
only 6 were located in the least developed countries. Similarly, out of the 
$722 million of insured investment in developing countries by the OPIC in 
1987, only $127 mill1on or 16.5~ was in the least developed countries, while 
for 1988, the amount was even smaller. 

In tenns of the involvment of the least developed coYntries in schemes to 
protect and insure FDI flows, Table 28 suggests a rather low level of 
participationl. 

1 Above section based on UN ECOSOC, Report of the Secretary-General, Home 
Country Incentives for Investment in Least Developed Countries, N.Y., 
2-11 April 1990. 
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PART D 

D. OTHER ISSUES 

1. The Emergence of CKEA Countries as host countries to FDI 

The CKEA countries have emerged as one of the most attractive potential 
sites for foreign direct investments. This attractiveness is due essentially 
to the tremendous political changes and the gradual establishment of 
Western-style democratic frameworks in these ~ountries and to the fact that, 
until recently, they had clearly not been important host sites for FDI. 
Govenunents in countries which have traditionally been hosts to FDI in the 
past - developing and developed countries alike - have raised, publicly and 
privately, their fears that existing and future FDI will be divert_J from 
their territories into the CKEA countries. 

Although the interest of THCs in doing business in the CKEA countries has 
only rather recently emerged, it should be borne in mind that FDI inflows into 
these countries have predated the political upheavals in 1989 and indeed the 
reform movement in the Soviet Union in 1985. 

Table 30. Socialist States Allowing Foreign Investment 

Yugoslavia 
Hungary 
Rumania 
Poland 

Year 

Bulgaria 
Czechoslovakia -
USSR 
Viet Ham 
China 
Cuba 
PDR of Korea 

of enactment of 
allowing FDI 

1967 
1972 
1972 
1976 
1980 
1986 
1987 
1977/1987 
1979 
1982 
1984 

Source: UHCTC, H.Y., 1989. 

law 

As can be seen from the Table 30 above, laws allowing foreiin investment 
in these states have a rather long history. However, these laws only allowed 
foreign enterprises access to their markets through joint ventures with a 
state trading organization or a foreign enterprise. These laws, in most 
cases, restricted the foreign firms to minority ownership and set limits on 
profit remittances. Typically, and as a result of such restrictions, foreig~ 
enterprises used joint ventures as trading operations rather than full-scale 
manufacturing activities. With limited investment opportunities, the number 
of joint ventures and the amounts of capital invested by forei~n firms were 
small. 

2. N~w Legislative Improvements for FDI ~n CKEA countr~es 

To create more attractive conditions fer foreign direct investment in 
their economies, the USSR, Bulgaria, Czechoslovakia, Hungary, and Poland have 
made significant amendments to their joint venture laws and regulations in 
1989. 
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There are a number of coll'lllon elements in the new legislations aimed 
largely at separating public administration from economic management in 
running these economies. Screening procedures for joint ventures have been 
simplified and the scope and eligibility for such partnerships expanded. The 
autonomy of enterprises in appointing top management and setting wages and 
prices has been further increased. Principles controlling the repatriation of 
profits, foreign majority share-holdings, the nationality of directors, and 
taxation have been substantially modified and a number of important legal 
guarantees against expropriation and divestment have been provided to foreign 
firms. In one or two cases, the right of domestic enterprises to participate 
directly in foreign trade operations has been extended. These developments 
are exemplified below. 

(i) The USSR: Entitled .. On Further Development of Foreign Economic 
Activities of State, Co-operative and other Social Enterprises, Amalgamations 
and Organizations", the new Soviet decree dated 2 December 1988 significantly 
broadens the scope for foreign and local participation in joint ventures. 
Among other things, the decree enables foreign majority holding and foreign 
chairmanship or directorship of enterprises. Now both state enterprises and 
co-operatives may become joint venture partners. Joint venture enterprises 
have been given complete discretion in hiring and firing employees and in 
fixing salaries. The decree grants special incentives to joint ventures 
establishing operations in t.1e Soviet Far East. including a three year tax 
holiday and substantial concessions to firms manufacturing consumer goods, 
medical equipment and high-tech products. 

(ii) HUNGARY: Act Ho. VI on "Economic Associations .. and Act Ho. XXIV on 
.. Investment of Foreigners in Hungary.. in effect dismantle the centralized 
organization of Hungarian enterprises and permit the creation of economic 
organizations previously unheard of in socialist countries. 

The Act on .. Economic Associations .. allows individual citizens to form 
business ventures with local or foreign companies. Further, it facilitates 
such collaborations by allowing those forms of partnership best suited for 
small and private entrepreneurs, namely, unlimited and limited liability 
companies. Citizens may invest their assets in business ventures. Act Ho. 
XXIV ~llows foreigners to hold up to 100'1. interest in a Hungarian company and 
provides important safeguards for their investments. A third and most 
important piece of legislation, which entered into force on 1 July 1989, 
enables the tr.;i.nsformation of state-owned enterprises into ••self-governing .. 
shareholding companies. 

(iii) POLAND: The law entitled .. Economic Activity with Participation of 
Foreign Partners ... enacted 1 January 1989, creates a ~nified legal framework 
for forei~n investments in Poland. Earlier, Poland had a double system of 
foreign investment: small private investments by foreigners of Polish 
descent, "Polonia" firms, were administered differently than larger 
imrestments in joint ventures with state enterprises. The law creates a 
unique, high-level Foreign Investment Agency, responsible for approving and 
promoting foreign investment agreements. 

(iv) BULGARIA: Decree No. 56 on "Economic Activities" went into effect 
on 11 January 1989. It provides the legal basis for foreign economic 
participation through wholly-owned ~ubsidiaries or through representative 
offices and joint ventures, and strengthens the position of foreign firms. 
Foreign banks may be similarly established, but a minimal capitalization is 
imposed. Foreign firms may now issue shares locally. 
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(v) CZECHOSLOVAKIA: The law on .. Enterprises with Foreign Capital 
Participation". enacted l January 1989, establishes a comprehensive legal 
framework for foreign investment in Czechoslovakia. replacing the 
non-statutory operating principles used previously. Czechoslovakian firms, 
co-operatives. and banks may become partners. Joint ventures may retain all 
foreign earnings. keep a foreign currency account in a local or foreign bank, 
and set their own prices according to market conditionsl7. 

3. Impact of Hew Legislative Changes 

There has been a very strong growth in the number of joint ventures 
registered in the European countries of CKEA and Yugoslavia. According to the 
data base of the Economic Commission for Europe. there were, in total. 165 
joint ventures at the beginning of 1988. By the end of June 1989, that figure 
had climbed to 1,375. By mid-October, more than another 700 joint ventures 
were added to this total and by the year•s end, the overall total had climbed 
even further to 3,345. 

The three CKEA countries which have most liberalized their joint venture 
legislation accounted for the bulk of this FDI surge: the USSR. Hungary and 
Poland. This is well illustrated in the figure below. which shows the number 
of new ventures until 15 October 1989. 

In the Soviet Union. since the registration of joint ventures began on 1 
January 1987, the number has increased dramatically and, as the table below 
shows. the major increase has occurred in 1989. This acceleration can be 
attributed, at least in part, to the new regulations adopted in December 1988, 
authorizing co-operatives to participate in joint ventures. 

1 Above section based on UNCTC Transnationals Newsletter, OcLober 1989. 
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FIGURE 17 

CMEA MEMBER COUNTRIES 
GROWTH OF JOINT VENTURE REGISiRATIONS 

BY NUMBER 
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Table 31. JOINT VENTURES IH THE USSR, BY KOHTH OF REGISTRATION 

MONTH/YEAR 

Kay 1987 
June 1987 
July 1987 
August 1987 
September 1987 
October 1987 
November 1987 
December 1987 
January 1988 
February 1988 
Karch 1988 
April 1988 
Kay 1988 
June 1988 
July 1988 
August 1988 
September 1988 
October 198R 
November 1988 
December 1988 
January 1989 
February 1CJ89 
Karch 1989 
April 1989 
Kay 1989 
June 1989 
July 1989 
August 1989 
September 1989 

TOTAL 

1987 
1988 
1989 

Total 
(Kln SUR) 

0.8 
5.4 

57 .1 
0.0 
2.0 

37.3 
11.4 
45.4 
40.0 
0.0 

28.0 
13.2 
58.0 
54.1 
74.1 
33.2 
44.6 
13.7 

183.9 
109.S 
140.2 

99.7 
143. 7 
125.3 
260.8 
429.7 
113.9 
219.3 
110.2 

159.3 
652.3 

164L..7 

2454. 4 

STATUTORY CAPITAL 
Foreign 

(Kln SUR) (Kln USD) 

0.4 
2.5 

19.5 
0.0 
0.8 

11.6 
5.6 

15.1 
14.9 
o.o 

10.4 
6.2 

23.0 
18.3 
30.9 
14.3 
16.2 
5.1 

71.8 
41.0 
55.1 
33.3 
69.0 
51.1 

120.1 
202.8 

31.0 
96.2 
45.2 

55.5 
252.7 
711.l 

1019.3 

0.6 
3.9 

30.5 
0.0 
1.3 

18.4 
9.2 

25.5 
25.1 
0.0 

17 .5 
10.4 
38.7 
30.4 
49.t 
22.8 
25.8 
9.1 

118.9 
68.2 
92.1 
53.9 

111.2 
92.1 

184.8 
312.0 
48.8 

151.5 
69.9 

89.3 
416.6 

1115.0 

1620.8 

Number 

l 
4 
2 
0 
1 
3 
3 
9 
6 
0 
1 
5 

10 
12 

9 
16 
17 

8 
30 
48 
53 
46 
87 
53 

101 
160 

66 
126 

58 

23 
168 
738 

929 

llote: On l October 1989, figures may not add up to totals because of 
rounding. 

Source: ECE data base on joint ventures. 
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In cumulative terms, in the period from 1987 until the third quarter of 
1989, the total capitalization of joint ventures in the USSR reached 2454.4 
million SUR (Soviet Union Roubles) (see Table 31). As compared with the end 
of 1988, when total ~apital was 811.6 million SUR, the total capital thus 
increased threefold. The cumulative foreign capital invested up to the 
beeinning of October amounted to US $1620.8 million. After the relaxation of 
foreign participation rules in December 1988, from which date foreign partner.s 
have been allowed to hold majority shares in joint enterprises, 65 companies 
were registered in which foreign partners hold more than 50~ of the statutory 
capital. In 19 joint ventures, foreign participation is more than 60~ and in 
6, it is more than 70~. No enterprises have been registered in which the 
foreign share in capitalization exceeds 90~1. 

In Poland, since regulations changed in December 1988, thereby 
liberalizing, to some extent, foreign investments in the country, the number 
of joint ventures has increased. By 30 September 1989, a total of 490 new 
joint ventures had been approved, with total equity paid up by foreign 
partners amounting to $70.3 m?.. By October 1989, over 600 new joint 
ventures had been approved, as shown in Table 32 

Table 32. New Joint Ventures in Poland 

Dec. 31 1988 - July l 1989 
Jan. l 1989 - Feb. 28 1989 
March 1989 
April 
Hay 
June 
July 
AJgust 
September 
October 

Total 

* Under 1986 joint venture law. 
** Under 1988 investn.ent law. 

52* 
9** 

21 
41 
60 
72 

105 
92 
90 

115 

657 

The total paid-up equity of 605 new joint ventures approved until 
end-October 1989 is estimated at approximately $?.20 m, plus 
investment loans amounting to about $350 m. 
Source: Foreign Investment Agency in Poland. 

The number of joint ventures in operation in Hungary by the end of March 
1989 was 178 (see Table 33). This underestimates the total number of joint 
ventures and other ventures where the foreign enterprise has full ownership. 
For example, it is estimated that by the end of October 1989, the total number 
of foreign direct investment projects in that country (including both joint 
ventures and wholly foreign-owned co~panies) was about 6003. 

As it concerns the 178 operating joint vehtures, in the period from 1985 
to ~he end of the first quarter of 1989, the total amount of capital invested 
grew from 3.6 to 27.8 billion HUF - that is, almost eight-fold. During the 
same period, the cumulative sum of foreign capital invested grew from 44.l to 
263.3 mln USD - that is, sixfold - at current official exchange rate£. 

l ECE data base on joint ventures. 
2 Financial Times, Survey on East-West Trade, 8 December 1989. 
3 ECE data base on joint ventures. 
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Table 33. HUNGARY 
GROWTH OF OPERATING JOINT VENTURES 

1974 - 1st Quarter 1989 

Capital of which: Foreign Number 
Year HUF USO of JVs 

1974 92.2 45.0 4.9 2 
1975 118.2 57 .8 6.4 3 
1976 118.2 57 .8 6.4 3 
1977 118.2 !' 1. 8 6.4 3 
1978 118.2 57 .8 6.4 3 
1979 829.8 527.2 19.6 4 
1980 969.2 595.8 21. 7 6 
1981 1094.8 654.8 23.4 1 
1982 1540.li 859.8 29.0 12 
1983 2108.0 1088.1 34.3 20 
1984 2350.3 1143. 7 35.5 27 
1985 3568.3 1565.7 44.1 45 
1986 5207.0 2501. 7 64.5 62 
1987 8799.1 3973.3 95.8 102 
1988 27167.6 12239.5 259.8 176 
1989(1) 27764 .8 12424.l 263.2 178 

Total 27764 .8 12424.1 263.3 178 

Note: On l April 1989. Figures may not add to totals because of 
rounding. 

Source: ECE data base on Joint Ventures. 
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FIGURE 18 

HUNGARY 

~-¥OR FOREIGN PARTNER COUNTRIES OF OPERAUNG JOINT VENTURES IN HUNGARY 
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Source: ECE data base on joint ventures. 
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In other CHEA countries. recent growth in joint ventures has been less 
impressive. The number of registrations in Czechoslovakia grew from 7 to 50; 
Bulgaria registered an increase from 15 to 35. Ro new joint ventures were 
registered in Romanial. 

Nevertheless. the reforms in laws affecting FDI in these countries is in 
part responsible for the steep increasP in the number of joint ventures. which 
is particularly evident in the cases of the Soviet Union. Poland and Hungary. 

4. Countries of origin of foreign direct investment in CHEA countries 

Taking CKEA countries as a whole. the main investors in these countries 
come irom EEC countries. followed by investors from the EFTA countries. 
Rather far back are foreign investors originating from other planned economies 
or from the United States and Japan. Developing countries. as a group. only 
have a marginal interest in foreign investments in CHEA countries as yet. but 
for certain individual developing countries. such FDI is gaining in 
significance. 

In the USSR. as seen from Table 34. 599 joint ventures (or 64.5~ of the 
total) have foreign partners who originate in Western Europe. Of these. 35.~ 
have parent companies in the membe~ countries of the ~EC and 26.6~ in EFTA 
(the rest of Western Europe accounts fo\.· 2.5~). Companies from the United 
States and Japan established 9.3~ and 1.9~. respectively. of the joint 
ventures. while the sh&re of developing countries is 5.3~. 

The Federal Republic of Germany is the main foreign investor. accounting 
for 139 or 15~ of all joint ventures. followed by Finland with 101 or 11~. 

Table 34. JOINT VENTURES IN THE USSR. BY ORIGIN OF FOREIGN PARTNER 

STATUTORY CAPITAL 
REGION/COUNTRY Total Foreign Humber 

CHln SUR) (Mln SUR) (Mln USD) 

Western Europe. of which: 1588.3 639.4 1C17 .2 599 
EEC 992.6 390.7 620.4 327 

Belgium 2.1 1.2 1.9 7 
Denmark 2.5 0.9 1.6 2 
France 190.l 80.4 127.9 32 
Germany. F.R. of 358.0 144.0 227.1 139 
Greece 5.8 2.8 4.4 5 
Ireland 16.8 8.1 l'.L3 3 
Italy 227.7 77.2 124.9 53 
Luxembourg 1.3 0.5 O .. i 6 
Netherlands 40.0 15.1 23.4 15 
Spain 46.9 19.3 31.1 12 
united Kingdom 101.4 41.2 64.0 53 

EFTA 491. 7 202.5 321.4 247 
Austria 142.9 45.5 72.2 53 
Finland 183.9 8Y.4 127.7 101 
Norway 3.5 0.9 1.5 4 
Sweden 78.4 3 7. 5 59.6 32 
Switzerland 67 .0 29.4 47.9 45 
Lichtenstein 15.9 7 .8 12.4 12 

-----
1 ECE data base on joint ventures. 
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Table 34. (cont'd) 

REGIOl!l/COUllTRY Total 
OUn SUR) 

STATUTORY CAPITAL 
Foreign 

(Kln SUR) (Hln USO) 

Other Europe 
Cyprus 
Kalt.a 
Yugoslavia 

.Japan 
United Stat~s 
Developing countries 

Afganistan 
Brazil 
Hong Kong 
India 
.Jordan 
Korea, Republic of 
Kuwait 
Lebanon 
Pakistan 
Panama 
Saudi Arabia 
Singapore 
Syrian Arab Republic 
Thailand 
United Arab Emirates 
Venezuela 

Planned Economies 
CMEA 

Bulgaria 
Czechoslovakia 
German Democratic Republic 
Hungary 
Poland 
Viet Ham 

Other, of which: 
China 
Korea, Democratic P.R. of 

Other countries 
Australia 
Canada 
Hew Zealand 
Multi-party 1) 
'i'OTAL 

104.0 
7.2 
1.5 

95.3 
44.4 

250.2 
56.2 

2.2 
9.2 
0.6 

13. 7 
0.3 
0.5 
3.1 
2.4 
5.5 
2.3 
0.2 
3.1 
6.7 
0.6 
3.0 
2.7 

253.6 
199.1 
100.9 

4.0 
5.0 

50.0 
36.1 
3.0 

54.5 
25.5 
29.0 

262.8 
19.1 
56.2 
1.5 

186.0 
2454.4 

46.2 
2.6 
0.6 

43.0 
21.2 

121. 7 
23.1 
1.1 
2.3 
0.3 
5.4 
0.2 
0.3 
1.5 
1.2 
3.3 
1.1 
0.1 
1.1 
2.6 
0.0 
1.5 
1.1 

113.1 
87.9 
43.8 
1.8 
2.5 

21.9 
16.5 
1.4 

25.3 
11.1 
14.2 

101.1 
9.5 

24.6 
0.6 

66.4 
1019.3 

75.5 
4.1 
1.0 

70.4 
33.9 

190.6 
36.6 
1. 7 
3.8 
0.5 
8.6 
0.2 
0.4 
2.5 
1.9 
5.1 
1.8 
0.1 
1.8 
4.2 
0.0 
2.3 
1.8 

181.6 
141.6 

71.6 
2.9 
4.0 

34.9 
26.0 
2.2 

40.0 
17.4 
22.6 

161.2 
15.1 
39.8 
0.9 

105.4 
1620.8 

Humber 

25 
9 
1 

15 
18 
86 
49 

1 
2 
1 

14 
2 
1 
3 
2 
1 
3 
1 
5 
3 
1 
2 
7 

88 
68 
26 

3 
1 

12 
23 

3 
20 
13 

7 
89 

9 
20 

2 
58 

929 

Note: •)~ 1 October 1989. Figures may not add to totals because of rounding. 
1) Joint ventures with foreign partners from two or mor~ countries. 
Source: ECE data base on Joint Ventures. 
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Table 35. which shows foreign investment in Poland by origin <>f the 
foreign partner, demonstrates even more clearly than the case of the Soviet 
Union that the preponderance of foreign investors - no less than 150 joint 
ventures (or more than 82i.) - originates in Western Europe. 

The Federal Republic of Germany accounts alone for 43.47. of the total 
number of joint ventures - that is, 79. The dominance of this country•s 
investments in Poland is revealed by the fact that the next biggest investor 
in the country - Austria - has only 16 joint ventures. Few developing 
countries have joint ventures in Poland. while Japan has none. 

Table 35. FOREIGH IllVESTKEHT IR POLAND. BY ORIGIN OF FOREIGN PARTHER 

REGION/COUNTRY 

Western Europe. of which: 
EEC 

Belgium 
Denmark 
France 
Germany. F.R. of 
Italy 
Netherlands 
Spain 
United Kingdom 

EFTA 
Austria 
Finland 
Lichtenstein 
Norway 
Sweden 
Switzerland 

United States 
Developing countries 

Lebanon 
Thailand 
Tunisia 
United Arab Emirates 

Planned Economies 
Hungary 
USSR 

Other 
Canada 
Multi-party 1) 
Unknown 
TOTAL 

Total 
(IUn PLZ) 

25189.6 
19015.8 

450.6 
81.0 
20.0 

8101.4 
3743.4 
584.6 
170.4 

5864.5 
6173.7 
3427.3 
388.5 
536.0 

49.9 
867 .4 
904.7 

4289.l 
162.8 
62.0 
42.0 
55.0 
3.8 

689.0 
119.0 
570.0 

2295.6 
420.2 

1218.2 
657.2 

32626.0 

STATUTORY CAPITAL 
Foreign 

(Kln PLZ) (Kln USD) 

10711.4 
8307 .5 

217 .1 
39.7 
10.3 

4211.0 
900.7 
415.5 

78.0 
2435.3 
2403.9 
1106.7 

61.8 
263.5 
39.9 

457.7 
474.2 

2279.8 
114.1 

62.0 
25.2 
25.0 
1.9 

310.8 
47.6 

263.2 
871.6 
195.6 
505.1 
170.9 

14287.4 

21.0 
16.2 
0.4 
0.1 
0.0 
7. 7 
1.2 
o. 7 
0.1 
6.0 
4.8 
2.0 
0.1 
0. 7 
0.1 
0.9 
1.0 
4.1 
0.2 
0.1 
o.o 
o.o 
0.0 
0.1 
0.1 
0.6 
2.0 
0.3 
1.3 
0.4 

28.0 

Number 

150 
112 

5 
2 
1 

79 
6 
7 
2 

10 
38 
16 

1 
3 
1 

10 
7 

13 
4 
1 
1 
1 
1 
5 

4 
10 

4 
5 
1 

182 

Note: On 1 June 1989. Figures may not add to' totals because of rounding. 
1) Joint ventures with foreign partners from two oc more countries. 
Source: ECE data base on Joint Ventures. 
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In Hungary. in almost half (46.6~) of t~e operating joint ventures, the 
foreign partner is from a West European country which is not a member of the 
European Economic Co1llllUnity (EEC). In the total population of 178 joint 
ventures. the foreign partner is from Austria in 49 cases. from Switzerland in 
18 1 and from Sweden in 10 (see Figure 18). In one third (34.~) of the cases, 
the foreign party originates from the EEC. In this group, the Federal 
Republic of Germany holds first place with 37 joint ventures, followed by the 
Netherlands with eight, and the United Kingdom with 5 joint venturesl. 

If foreign participaticn is measured by the amount of capital invested by 
foreign parties. the picture changes somewhat from the foregoing (see Chart 
27). By this yardstick, the Republic of Korea is first, with 95 million USO 
invested, which am.>unts to 36. 47. of the total foreign investment. That 
country is followed by the Federal Republic of Germany (28.6 million USO) and 
Austria (28.5 million USD). Companies from these five countries account for 
177.1 million USD - that is. 67.37. - of the total foreign investment of 263.3 
million USO. The statutory capital of the joint ventures in which these 
companies participate is 18.0 billion HUF - that is, 64.97. of the total 
statutory capital of the joint ventures reviewed2. 

In Czechoslovakia, as in the case of Hungary, it is Austria which is home 
to most joint ventures in terms of numbers. It has 10 (267.) of joint ventures 
and is followed by France (5 joint ventures). the USSR and the Federal 
Republic of Germany (4 each), and the Netherlands (3) (see Table 36). 

Table 36. JOINT VENTURES IN CZECHOSLOVAKIA, BY ORIGIN OF FOREIGN PARTNER 

REGION/COUNTRY 

Western Europe, of which: 
EEC 

Belgium 
Denmark 
France 
Germany. F.R. of 
Betherlands 
United Kingdom 

EFTA 
Austria 
Sweden 

Planned economies 
CHEA 

Bulgaria 
Hungary 
USSR 

Othec-
China 

Multi-party 1) 
TOTAL 

Total 
(Kln CSK) 

770.1 
599.0 

4.5 
165.3 
134.5 

31.2 
241.0 
22.5 

171.1 
162.2 

8.9 
245.~ 

190.4 
10.0 
65.0 

115.4 
54.8 
54.8 
98.3 

1113.5 

STATUTORY CAPITAL 
Foreign 

(Hln CSK) (Hln USD) 

286.4 
206.7 

1.5 
81.0 
65.1 
14.7 
33.4 
11.0 
79.7 
75.2 
4.5 

122.6 
95.2 
5.0 

32.5 
57.7 
27.4 
21. 4 
42.6 

45Y.6 

42.0 
30.2 
0.1 

14.9 
7.3 
1. 7 
5.5 
0. 7 

11.8 
11.5 
0.3 

18.4 
13.4 
0.3 
5.2 
7.9 
5.0 
5.0 
2.8 

63.2 

Number 

28 
17 

1 
2 
5 
4 
3 
2 

11 
10 

1 
7 
6 
1 
1 
4 
1 
1 
3 

38 

Note: On 1 October 19?,9. Figures may not add to totals because of rounding. 
1) Joint. ventures with fot'eign partners fc-om two oc- moc-e countc-ies. 
Source: ECE data base on Joint Ventuc-es. 

1 ECE data base on joint ventuc-es. 
2 Ibid..:. 
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5. Distribution of Joint Ventures by Sector and Itdustry 

The ECE data base provides a rather detailed industrial and sectoral 
breakdowr. for FDI in the USSR. Poland and Hungary. Given the smallness of the 
sample (38). such data is less useful for Czechoslovalda. 

In all three countries. tnost joint ventures. in terms of number. are 
concentrated in the manufacturi111; sectoL - 48.8~. 65~ and 60.7~ for the Soviet 
Union. Poland and Hungary. respectively. These investments account for 73~ of 
the fori::ign capital in Poland. 6~ in the Soviet Union. and 35~ in Hungary. 
The rest of j·~int venture activity is practically all accounted for by the 
service sector. as FDI in primary products for these countries is negligible. 

Within the Soviet Union•s manufacturing sector. in terms of the number of 
joint ventures. production of office equipment and computers represents the 
largest branch (15.5~ of total joint ventures), followed by non-electrical 
machinery and instrument engineering. The manufacture of chemicals. rubber 
and plastics accounts for 8.6~ of the total number of joint ventures in 
manufacturing. while food production accounts for 9~ of manufacturing joint 
ventures. 

As can be so::,en ft·om Table 37. in Poland. too. joint ventures are 
particularly prominent in the food industry {the largest account for 19~ of 
the total in manufacturing). metals. wood processing and chemicals, although. 
unlike in the Soviet Union. wearing apparel is im:'ortant in terms of number 
(12.6~ of all joint ventures). 
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Table 37. MANUFACTURING FOREIGN IHVESTKENT IN POLAND, BY INDUSTRY 

ISIC STATUTORY CAPITAL 
CODE INDUSTRY Total Foreign Number 
Rev.3 OUn PLZ) (Kln Pi.Z) (Mln USD) 

15 Food 2693.9 1345.9 2.7 23 
16 Tobacco 61.l 30.5 o.o J. 

17 Textiles 324.0 142.6 0.2 2 
18 Wearing apparel 860.7 562.0 0.9 15 
20 Wood and wood products 2285.4 1980.8 3.3 11 
21 Paper and paper products 160.0 80.0 0.1 2 
22 Publishing and printing 232.5 126.0 0.3 2 
24 Chemicals, of which: 1130.3 340.0 o. 7 7 
241 Basic chemicals 68.0 33.3 0.1 l 
242 Other chemical~. of which: 1062.3 306.6 0.6 6 
2424 Cosmetics 42.0 25.2 0.0 1 

Other 1020.3 281.4 0.6 5 
25 Rubber and plastics 92.7 ~6.0 0.1 3 
26 Non-metallic products 770.8 356.1 c. 7 10 
28 Metal products 4465.1 1217.4 2.5 12 
29 Machinery and equipment 

V.E.C., of which: 3315.2 1341.0 2.3 11 
291 General purpose machinery 1855.2 69?.0 1.3 3 
292 Special purpose machinery, 

of which: 1520.0 644.1 1.1 8 
2921 Agriculture and forestry 

machinery 686.9 B6.7 0.5 3 
2925 Food processing machines 100.0 44.0 0.1 1 
2926 Textile machinery 48.0 25.0 0.0 1 

Other" 685.0 338.5 0.5 3 
30 Off ice equipment and 

computers 222.0 115.l 0.3 2 
3l r:omnunication equipment, 

of which: 293.6 89.7 0.2 3 
3220 TV, raC:.io trans:ni tters 96.4 36.6 0.1 1 

Other 19?.2 53.1 0.1 2 
33 Precision instruments 206.1 118.0 0.2 2 
34 Mutor vehicles 200.0 8<i.O 0.2 1 
35 Other transport equipment 3503.7 772. 7 1.1 3 
36 Furniture and manufactur-

ing N.E.C. 2026.l 734.9 2.6 3 
37 Recycling 2252.!' 949.3 2.3 6 

TOTAL 25b5. 7 10358.0 20.~ 119 

N'lt~: On 1 June 1989. Figures may not ad~ to totals because of ro1mding. 
Source: ECE data base on Joint Ventu~es. 
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In Hungary, within manufacturin~. food productlon, comnJnications 
equipment, non-metallic mineral products, office and computer equipment, and 
chemicals, respectively, hold the largest shares (see Table 38). 

Within all three countries, trade, hotels and restaurants, and business 
services represent consideLable poles of attraction for joint ventures in the 
service. sector. 

In the USSR, almost 15"£. of the joint ventures (138) belong to the group 
.. other business activities .. , which includes services relating to engineering 
management, marketing, advertizing, law, architecture and other business 
services. 7"£. belong to the hotel and restaurant business, while 6"£. are 
accounted for by computer-related activities. 

In Poland, where joint ventures in services are less developed, about 8"' 
of forP-ign investments engage in trade, and 7"£. in h~tels and restaurants. In 
Hungary, in contrast, two branches of services alone - financial services, on 
the one hand, and hotels and restaurants, on the other - attract 30"£. and 18.3~ 
of total foreign capital, respectively. 

An assessment of the role of these joint ventures within these host 
economies can also be made from the point of view of the destination of their 
products and services. One categorization used was those joint ventures 
oriented towards satisfying local consume: demand in goo6s and services. The 
role of consumer goods and services amounted to 52"' of foreign investments in 
Poland, 47.5"£. in USSR and 40"£. in Hungary. 

Table 38. KAllUFACTURIHG JOINT VEHTUP..ES IN HUNGARY, HY INDUSTRY 

nJDUSTRY 

Food 
Textiles 
Wearint apparel 
Leather 
Wood and wood products 
Paper and paper products 
Publhhing and prir.-'.ing 
Chemicals 
Rubber and plastics 
Non-metallic products 
Basic metals 
Metal products 
Machinery and equipment 

N.E.C. 
Off ice equipment and 

computers 
Electrical equipment 
Communication equipment 
Precision instruments 
Motor vehicles 
Other transport equipment 
Furniture 
Recycling 

TOTAL MANUFACTURING 

Capital 

1464 .5 
932.0 
552.6 

51.6 
800.1 
11.9.5 
153.8 
946.2 
82.7 

1088.3 
21.4 

348.6 

524.2 

H>Oo .5 
128.9 

1294.4 
500.7 

44.0 
158.4 
181.4 
219.2 

10619.1 

HUF 
of which: 

535.8 
464.l 
217 .1 
19.7 

383.1 
fi\J. 8 
84.2 

362.4 
36.0 

498.1 
10.7 

165.6 

?.44.5 

325.7 
52.9 

439.1 
250.1 

25.5 
80.8 
81.0 
96.1 

4433.L 

Foreign 
USD 

11.50.5 
9.269 
4.5'18 
0.395 
7.854 
1.207 
l.668 
8.095 
0.841 

10.280 
0.223 
3.335 

5.493 

6.501 
1.129 
8. 798 
5.332 
0.506 
l.603 
l.6~7 

l.':134 
92.203 

Humber 
of .JVS 

10 
4 
7 
2 
7 
3 
6 

12 
3 
7 
2 
8 

13 

3 
4 
5 
3 
1 
1 
4 
3 

108 

Note: On 1 April 1989. Figures may not add to totals b~~cause of roundir.g. 
Sourc~: ECE data base on Joint Ventur.es. 
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6. Implications for Developing Countries 

There are two principsl questions concerning the implications for 
developing countries of the emergence of joint venture activity in East 
European countries: (i) is the amount of FDI moving into these new markets of 
such a scale as to have a deleterious effect on developing countries and (ii} 
is such FDI actually or potentially substituting FDI to developing countries. 

As it concerns the first question, actual amounts of FDI into CHEA 
countries up until the end of 1989 were relatively small. 

In terms of US dollars, it can be estimated that the total foreign 
component in the statutory capital of the 2090 foreign investments in 
Czechoslovakia. Hungary, Poland and the Soviet Union was (at current exchange 
rates} about 2.2 billion USD on 15 October 19891. 

Comparing this to the total stock of inward FDI to Mexico in 1988 1 it can 
be seen that $2.2 billion represents under 101. of the $21.9 billion registered 
by this single Latir. American country2. 

Nevertheless. it is clearly a growing figure and recent developments like 
the spate of deals which have tak~n place in the automobile industry (see 
Table 39) may boost stocks and flows of FDI into CHEA countries significantly. 

TABLE 39. Deals announced by THCs in the Automobile Industry 

Foreign Corporation 

Renault (France) 

General Motors (US) 

Volkswagen (FRG) 

Suzuki (.Tapan) 

Daihatsu (Japan) 

Source: ECE/UNCTC data. 

~ountry and 
joint venture partner 

Czechoslovakia (Bratislava 
Automobile Zavodi) 

Hungary 

East Germany 

Hungary 

Poland 

1 ECE data base on Joint Ventures. 

Hature of deal 
and date 

Local assembly of 
light commercial 
vehicles; January 1990 

$100 million joint 
venture to build 
engines and assemble 
cars; January 1990 

Production of small 
cars or light com­
mercial vehicles; 
December 1989 

Small cars; 
December 1989 

Small cars; 
December 1989 

2 Director General of Foreign Investments, Mexico, 1989. 
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It is perhaps too early to speculate about the future course of FDI flows 
to these countries. However. even at this stage. a number of salient factors 
are worth bearing in mind. Despite liberaliza~ion in the investment codes of 
these countries - most notably. Hungary, Poland and the Soviet Union - such 
measures alone probably still have not created the conducive environment for 
FDI that would be required to attract substantial inflows. To some extent, 
this is due to the still untried nature of the legislation. Despita the 
existence of new investment opportunities, foreign companies have tended to 
prefer the traditional joint venture form of arrangement until the other 
options become more tried and tested. After all the reforms in all these 
countries, joint venture legislation still does not allow for the free and 
easy repatriation of profits. Alternatives to profit repatriation. like the 
taking over of raw materials as a substitute for hard currency, are commonly 
practised in the case of joint ventures between Finnish and Soviet Union 
firms. However, it is difficult to imagine how arrangements such as these 
could succeed in encouraging the scale of FDI inflow that these countries seem 
to wish and require. Thus. until more attractive investment regimes emerge in 
these countries, FDI flows will probably remain rather small. 

Concerning the question of whether FDI flows to CHEA countries are 
substituting investments that normally would have gone to developing 
countries, the upsurge in investment into the CHEA countries is still too 
recent as yet to have had a major impact. At the same time, if it could be 
established that certain investors who had favoured developing countries were 
now investing in these new markets, then clearly the potential impact could 
well be negative for the developing countries concerned. To answer this 
question would require knowledge about the country of origin of the investor, 
the industry in which FDI took place, and the main motive for FDI. 

As we saw above, the main investors in CHEA countries came from Western 
Europe and, particularly because of historical, linguistic and geographic 
ties, the Federal Republic of 3ermany and Austria. Heither of these two 
countries are, as we have shown, substantial investors in developing 
countries. While there has been a decline in the Federal Republic of 
Germany's share of total OECD FDI flows to developing countries, this decline 
began in the 1970s - that is to say, before ttew political and economic 
developments in CHEA countries. Thus, it would be erroneous to argue that any 
decline in FDI to developing countries from the Federal Republic of Germany 
has been caused by increased activity in Eastern Europe. Moreover, the United 
States and Japan, the number one and number two principal foreign direct 
investors in developing countries, have not as yet figured largely in the 
establishment of joint ventures in CHEA countries. 

For these reasons, there is, thus far, lit~le evidence that countries 
with traditionally strong FDI ties to developing countries are now investing 
in CHEA countries. 

The evidence on whether FDI in CHEA countries is occurring in those 
manufacturing industries in which it takes place in developing countries is 
rather inconclusive. FDI in developing countries, as we have seen, is spread 
rather widely, although in many developing countries, the chemicals and 
electrical/electronic equipment industries are especially favoured. In CHEA 
countries, FDI in the chemicals industry, especially in Hungary and the USSR, 
was significant. In contrast, in no CHEA country did the 
electrical/electronic equipment industry receive a large share of 
manufacturing FDI inflow. 
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In the CKEA region, in fact, machinery and equipment N.E.C. played a very 
substantial role in the manufacturing FDI inflow to those countries, ranking 
as the number one sector for FDI manufacturing inf low in Hungary and 
Czechoslovakia, number two in the USSR and number four in Poland, as a 
percentage of the number of joint ventures in manufacturing. 

Food and food products was another important area for FDI inf low into 
manufacturing in the CHEA region, ranking number one in Poland and number 
three in both Hungary and the USSR. Metal products, wood and wood products, 
and wearing apparel also claim substantial shares in the total inflo~ of FDI 
into manufacturing in the CKEA region. 

There is a general tendency, however, for FDI to be concentrated in the 
low technology, more mature industries in CKEA countries where demand and 
e>q>ansion possibilities in TNCs' home countries are rather limited. 
Developing countries, and especially those with generally large markets, have 
received FDI of this sort. Kore specifically, finns in such mature industries 
as power generating and food processing, which need to increase market share, 
have moved, in recent times, into developing countries. In the same fashion, 
it is logical to predict that such TNCs will, all things being equal, develop 
their businesses in CKEA countries but it is difficult to say whether this 
would necessarily impact badly on FDI flows to developing countries. 

Finally, concerni~g the overall purpose of FDI in CHEA countries, if new 
ventures were established as a relatively cheap labour production site for 
export back to developed market countries, then clearly, FDI in certain 
developing countries could be affected. But so far, the motive of these firms 
has predominantly been to increase market share within the CHEA countries. As 
seen above, a sizeable proportion of FDI is directed towards the production of 
local consumer goods and services. However, there are, of course, exceptions: 
the Republic of Korea's investment in Hungary is clearly aimed at using a 
cheap manufacturing base there to export to West European markets, which not 
only restrict access from Republic of Korea locations, but also have strong 
local content requirements for Republic of Korean FDI within their countries. 
As such, the preferential access which Hungarian-based manufacturers possess 
to the EC is attractive to a foreign investor with the type of market access 
problems faced by firms from the Republic of Korea. 

7. FDI and Other forms of Technology Transfer by r.1EA enterprises to 
developing countries 

Generally speaking, technology transfer to devel,,ping countries by CKEA 
enterprises hardly ever takes place in the form of FDI. Rather, technology 
transfer takes place through a wide range of new types of involvements, 
including: (1) turn-key plant deliveries; (ii) exports of technology-intensive 
products; (iii) industrial co-operation agreements; (iv) licensing contracts; 
(v) exports of engineering, consultancy and technical services; (vi) joint 
ventures; and (vii) technical assistance and training. 

FDI is not prominent, principally because technology transfer between 
CHEA countries and developing countries takes place in the context of 
intergovernmental agreements on economic, commercial and technical 
co-operation. Traditionally, these agreements involved the exchange of CMFA 
technology for the raw material products of developing countries. CKEA 
enterprises had neither the autonomy to make FDI decisions nor did they 
possess any of the proprietary advantages that would have been necessary to 
compete on international markets or in developing countries. 
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The major channel for East-South technology transfer has remained the 
export of technolo~-intensive products. although in recent years and owin~ to 
economic problems affecting both groups of countries. this has lagged behind 
other forms of foreign technological expansion. Apart from this form of 
technology transfer. there have developed the more integrated or 
system-oriented type of transfers. These include turn-key plant deliveries, 
accompanied by licensing agreements. transfer of technical documentation and 
technical training of local personnel. There are some differences among 
particular socialist countries in their approach to technology transfers to 
the developing countries. 

Technology flows from the Soviet Union to the developing countries 
consist. in the main, of turn-key plants deliveries and technical assistance 
in human resources. As a rule. the Soviet Union delivers technolog) to 
large-scale projects. Czechoslovakian technology transfers to the developing 
countries have quite a different pattern, the main mode of transfer being the 
export of software. with technical assistance and complete plant exports 
playing a relatively small role. This country is the biggest CMEA exporter of 
licenses and one of the major exporters of engineering and consulting services 
to the developing countries. The main channels of technology transfer between 
Bulgaria and the developing countries are technical assistance and engineering 
and consulting services. However, lately. two other forms have been gaining 
in importance: turn-key plant deliveries and joint ventures with firms from 
developing countries. 

(i) Extent and Spread of CMEA entreprises' activities in dev~loping 
countrie~ 

There is little syst~matic data on the extent of CMEA entreprises' 
activities abcoad, as well as a recurrent problem over whether these 
activities fall within the activities of the CMEA state or within those of the 
enterprise. These difficulties notwithstanding, one source has calculated 
that at the end of 1983, there were 236 joint East-South enterprises in the 
developing countries (see Table 40). 

Table 40. Humber of entreprises with CMEA capital participation 
in developing countries, 1983 

Region Bulgaria Czecho­
slovakia 

German Hungary Poland Romania USSR Total 
D.R. 

Africa 15 
Asia 6 
Latin America 1 
Middle East 12 

TOTAL 34 

8 
3 

24 
3 

38 

2 

2 

13 
6 

11 
14 

44 

20 
8 
6 
3 

37 

33 
3 
8 

10 

54 

13 
9 
1 
4 

27 

Source: G.H. McMillan, Multinationals from' the Second World. Growth of 
Foreign Investment by Soviet and East European State Enterprises (McMillan 
Press, London, 1987). 

102 
36 
52 
46 

236 

As can be seen from Table 41 below, most occurred in Africa, followed by 
Latin America, the Middle East and Asia. Another sources estimates that by 
the end of 1989, there were 268 CHEA affiliates in developing countries -
again, predominantly in Africa. 
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Table 41. Distribution of foreign affiliates from Eastern Europe. end--1989 ~/ 

Region of destination 

Developed countries 

Western Europe 
Horth America 
Other developed 

Developing countries 

Africa 
Asia 
Latin America 
Kiddle East 

Total 

lfulllber 

579 

494 
64 
2:;. 

268 

98 
51 
59 
60 

15 ~/ 

662 

Source: East-West project. Carleton University, Ottawa. Canada, and 
UllCTC, "Activities of the United Nations Centre on Transnational 
Corporations and the activities of the joint units with the regional 
COlllllissions", E/C.10/1987/4, 23 February 1987. 
~I Excluding Yugoslavia. 
~I Kid-1985. 

As can be seen froa Table 42 below on the distdbution of CllEA investment 
in developing countries by lype of activity, most are found in non-specified 
manufacturing or raw material processing. In developing countries, CKEA 
investment~ are usually established as service firms to market products 
already produced at home. In contrast. the trading activities of CKEA 
enterprises in developing countries are rather small. 

Table 42. Distribution of CMEA investments in the South by type of activity 

Activity 

Trading 

Production 

Manufac~uring and assembly 
latural resources prospecting 

and development 
Forestry and wood industry 
Fishing and fish processing 
Agricultural production 

McMillan 
1983 

Ho. 

60 

108 

59 

20 
3 

16 
10 

25.4 

45.8 

25.0 

8.5 
1.3 
6.8 
4.2 

Zaleski 
1984 

Bo. 

25 14 .9 

65 38. 7 

27 16.1 

14 8.3 
6 3.6 
7 4.2 

11 6.S 



Activity 

Services, excluding trading 

Construction 
Banking and insurance 
Transportation 

Unknown 

TOTAL 
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Table 42 (cont'd) 

llcllillan 
1983 

llo. ~ 

63 26.7 

9 3.8 
9 3.8 

26 11.0 

5 2.1 

236 100.0 

2alestci 
1984 

Ho. ~ 

23 13.7 

9 5.4 
6 3.6 
1 4.2 

55 32.7 

168 100.(\ 

Source: G.H. llcllillan, Multinationals from the Second World ••. , op. cit. pp. 
40-41; E. 2aleski, "Socialist 11.1ltinationals in developing countries••, in: G. 
Haailton, Red Multinationals or Red Herrings, the Activities of Enterprises 
from Socialist Countries in the West (Haailton, 1986), p. 162. 

Generally speaking, joint venture activity involves little technology 
transfer by CltEA enterprises. As previously noted, technology transfers 
occurs in other formsl. Prominent among these are the export of turn-key 
plants. By the early 1980s, the CllEA countries 1'.ad exported .ore than 4,600 
to developing countries, of which about 3,100 bad been completed2. The 
sectoral structure of turn-key plants exports seems to be concentrated in 
traditional seg11ents of industry in which the CliEA countries have a lung 
history of experience. The exports are mostly in raw .aterial-intensive and 
labour-intensive sectors. Kost of these plants are exported to 
socialist-oriented econoaies, including Mongolia, Cuba and certain Kiddle 
Eastern countries such as the Republic of Iran and Iraq. 

(ii) Current and Future Prospects 

As to the future course of technology transfers from CllEA countries to 
developing countries, it is safe to predict that such transfer will take place 
under substantially new conditions. Given that technology transfer bas often 
traditionally been a by-product of trading agreements between CKEA governments 
and governments from developing countries, the ~banging nature of many 
governments within the CMEA region could possibly alter these established 
trading patterns and, therefore, technology flows. Furthermore, the growing 
trend for the increased econoaic autonomy of CMEA enterprises, the substantial 
level of indebtedness of their home economies and the possibility of new 
equity relationships with firms from developed countries, together, could 
substantially transform existing technology ·ransfer of CMEA enterprises to 
developing regions. 

Taking one factor in particular, the possibility of new equity 
relationships with firms from developed countries, we have seen that there bas 
been a notable increase in East-W~st joint ventures in recent years, 

1 .. Trends in East-South Technology Transfer", J. Maciejewicz, UBCTAD/TT/88. 
2 Veneshniaia Torgovlia SSSR, llo. 3, 1983, P. 11. 
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particularly as a result of the liberalization of CHEA legislation. It should 
be recalled in this context that past developments in East-South technology 
transfer have been determined, to smne extent, by technology borrowed from the 
Westl. Technology imported by CHEA countries from the West. has, in the 
past, been adapted and then redeveloped for export to foreign markets, 
including developing markets. 

For this reason, it may be possible to perceive a role for CHEA countries 
in this process of technological adaptation of Western technology for 
consumption in developing country markets, especially - and this remains 
problematic - if the growth in joint ventures in CKEA countries promotes the 
transfer of Western technology. 

Such future scenarios will only be realisable, however, if the economies 
in both the CKEA and developing countries achieve greater stability. The debt 
problem existing in both gcoups of countries will most probably be a limiting 
factor in both East-South trade and technology transfer for the forseeable 
future. 

8. Small and mediua-sized enterprises (SKEs) as foreign direct investors 

Interest in the role of SKE TBCs derives from the potential special 
contribution these companie:" can make to developing countries. Their 
relatively recent arrival as THC actors provides a new source of FOi for these 
countries. Their assumed specific characteristics - that is to say, t~eir 
greater flexibility, their labour-intensive as opposed to capital-intensive 
nature, their greater adaptability to local economic conditions, their 
capacity to serve small conmunities - make them, it is widely thought, more 
suited. it would seem, to the conditions of most developing countries than 
their la~e TRC counterparts. 

Howevvr, the degree to which SKEs are different from their larger TRC 
count~rparts is not empirically proven. Moreover, in certain global 
industries where TRCs dominate and which are of interest to dev~loping 
countries, tht small and mediua-sized enterprise do not have the scale of 
operations required to play a substantive role. 

Hevertheless, for policy makers in developing countries, the FDI flows 
that SKEs can pro~ide may constitute a valuable supplement to flows of more 
conventional types of TICs, which, as indicated above, have been reducing 
their involvement in certain regions of developing countries in recent years. 

In developed countries, interest in SKEs rose particularly in the 197~s 
as a possible source of alternative employment for those people aff6cted by 
the restructuring of the traditional heavy industries lik~ iron, coal and 
steel. Indeed, since the mid-1970s, 3KEs have generated more employment than 
large firms, both in manufacturing and particularly in services sectorsl. 
The importance of SKEs in employment creation is due to their higher rates of 
establist.ment, higher internal growt~ and high labour-intensity than large 
firms. 

l One piece ~f research undertaken for the Polish engineering industry has 
indicated that as 111.1ch as one-fifth of the technol~gy exported by this 
industry during the 1970s had its origin in teehnology imports from the 
market economy countries. Cited in E. Maciejewicz ... 22.,:_Cit. p. 36. 
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Recently. SKEs have begun to enter the internatio~lal mark.et, facilitated 
by new technological developments in conmunication. transportation and 
financial sectors. In most cases. SKEs invest abroad for the same reasons as 
large firms. As with large firms, they need to be close to the market they 
are se"t"Ving. Local production is necessary when tariff barriers that obstruct 
their imports exist. Also, those SKEs which supply components and other parts 
to large enterprises f ollov their clients abroad as they themselves 
internationalize their activities. ltany TlfCs now have. through the system of 
"partnership sourcing ... rather close relations with their suppliers. Instead 
of using many small suppliers. they tend to choose a few and contract with 
them to supply goods produced to the highest standards of design and 
production and delivered to strict schedules. By using these closer 
relations, supplier firms can follow their clients abroad, knowing that their 
products will have a ready-made mark.et. 

In one study on Japanese SKEs2. the main reason for investing overseas 
in the developing world was to reduce production costs. When making decisions 
a~ to the country location for investment, whether in the developed or 
developing countries. a large number of factors come into play. These have 
been ranked, as seen in Table 43, according to their il!lpOrtance. 

Table 43. Purpose of Foreign Direct Investment in Different Periods 
(Percent: na1ltiple answers) 

Reason 

Among firms 
which are 

Up to 1965 1966-70 1971-75 1986-80 1981+ planning to 
invest 

1. Securing market of 
host countries 50 

2. Export. to Japan 30 
3. Export to Third 

Countries 20 
4. Securing materials 20 
5. Utilize cheap labour 

cost 40 
6. Technology export O 
7. Information collection 

and making contacts 10 
8. Follow parent companies 20 
9. Risk covering of 

currency 
10. Trade friction 
11. Utilizing promotion 

policies 
12. Other 

0 
10 

0 
0 

67 
21 

24 
12 

58 
24 

21 
12 

3 
3 

9 
0 

~ource: KITI. Survey of SKls. July 1985. 

, 

52 
27 

21 
13 

45 
26 

23 
11 

2 
1 

12 
4 

71 
21 

21 
~2 

26 
21 

28 
14 

3 
3 

3 
1 

20 
10 

16 
21 

42 
15 

2 
2 

7 
4 

68 
26 

14 
19 

29 
41 

29 
13 

1 
2 

9 
7 

1 Ull ECOSOC, Repo:·t to the Secretary-General, Mon-conventional Transnational 
~orporations. M.Y., 2-11 April 1990. 

2 Small Business Finance Corporation, Survey of SMis, July 1985, conducted under 
KITI. 
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Of primary importance is securing the market of host country. The 
availability of pools of cheap unskilled labour appears to be of declining 
importance among Japanese firas seeking overseas locations. Labour-intensive 
production processes are relatively easily copied by local firms in the host 
country such that Japanese finas are increasingly wary of setting up such 
operations overseas. Cheap labour is still of some importance, but only if it 
is allied with some level of skill and competency. 

In industries such as automotive parts and electronics, which figure 
significantly in the relocation drive. firms require workers with a relatively 
high level of skill in operating production machinery. In these industries, 
machinery cannot be substituted for labour and lo maximize productivity. 
workers are expected to handle the machinery efficiently. For this reason. 
Japanese investors favour countries with such skills, especially Province of 
Tawain and the Republic of Korea, and. to some extent. Ho11g Kongl. 

Referrirag to SMEs as a whole. the heightened risks of 
internationalization because of these firms• small resource base tuean. 
generally speaking. at least in the early stages, a cautious approach to 
international production; they often establish a sales office or agency first. 
usually in developed market economies. 

According to one source, based on evidence from 735 small and 
mediua-sized transnational corporations, such FDI has tended to concentrate in 
developed market ec~nomies, which host more than 807. of foreign affiliates. 
About 707. of foreign affiliates of Western European countries are in the same 
region2. Among the developed countrias, Japanese transnational corporations 
are exceptional in that they demonstrate a re.arkably higher preference for 
locating their foreign affiliates in developing countries- Within developing 
host regions, Latin America is the major host region for us small and 
mediua-sized TlfCs, South and East Asia for Japanese SMEs, and Latin America 
and Southeast Asia are al.most equally important host regions for Western 
Europe (see Table 44). 

1 

2 

[Source: (ASEAll ECOHOKIC Bulletin), March 1988 .. Decision-making 
Pasok Phongsaichit, p. 39]. 
Ull ECOSOC, Report of the Secretary-General. Hon-conventional 
Transnational Corporations. 2-11 April 1990. 
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Table 41. llumber and geographical distribution of foreign affiliates of 
small and medium-sized transnational corporations based in 18 developed 
countries by country of origin and by sector of parents. 1986-1987 ~/ 

Total Number of 
Distribution by group of 

economies (percentage) Total number of 
transnational 

Region/country corporations 
surveyed 

number of foreign Developed Developing Centrally 

United States 171 
Japan 120 

Europe of which: 365 
France 23 
Germany.Fed.Rep. 59 
Italy 24 
Retherlands 23 
Sweden 28 
SVitzerland 24 
United Kingdom 18 

Total 735 

Primary 25 
&nufacturing 514 

of which: 
Textile~&clothing 45 
Chemicals 56 
llE:tals 57 
Technical equip. 105 
Electrical equip. 64 
Servi-:es of 195 
which: 

Distributive trade 87 
All industries 734 

Sour•:e: UllCTC, database on 

foreign affiliates 
affiliates per company 

BI countrf of origin c/ 
426 2.49 
438 3.65 

1308 3.58 
63 2.74 

237 4.02 
69 2.88 
60 2.61 

113 4.04 
95 3.96 

278 3.96 
2369 3.22 

BI sector of parents d/ 
86 3.44 

1511 2.95 

101 2.24 
202 3.61 
186 3.26 
328 3.12 
112 2.69 
765 3.92 

307 3.53 
2368 3.23 

market market planned 
economies economies economies 

82.6 
46.6 

92.1 
92.1 
91.1 
91.3 
86.7 
99.1 
91.6 
90.3 
81.4 

86.0 
85.1 

81.2 
82.2 
81.1 
88.4 
18.5 
73.5 

75.2 
81.4 

16.9 
52.3 

7.8 
7.9 
8.9 
8.7 

13.3 
0.9 
8.4 
9.7 

18.3 

14.0 
U.5 

16.8 
11.8 
12.9 
11.0 
21.5 
26.3 

24.4 
18.3 

b/ 

0.5 
1.1 

0.1 

0.3 

0.4 

2.0 

0.6 

0.3 

0.3 
0.3 

small and medium-sized transnational corporations. 

~I Includes all identified foreign entities regardless of forms uf organization 
(i.e .• subsidiaries. branches. representative offices. etc.). Small and mediwa-sized 
transn~tional corporations here are those whose employment is less than 500 in all 
sectors. Banks. insurance and other financial companies are excluded. 

~I Includes China. 

~I Countries which do not appear in this table but are included are Canada, Austria, 
BelgiUlll, Denmark, Finl.nd, Ireland, Borvay, Auotralia and Rev Zealand. 

~I Sectors are classified according to the primary business of the company. 
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The high concentration of SKEs in developed countries is probably due to 
the fact ~hat the process of transnatio&alization begins with an expansion 
into markets whose characteristics are similar to those in home countries. 
This is more evident for SKEs, as their foreign expansion is still a 
relatively recent phen~on. 

The geographical distribution by sector of parents points to more 
concentration in developed countries in manufacturing than in services. 
Distributive trade in services and non-metallic mineral products and 
electrical equipment in manufacturing are the industries in which SMEs tend to 
establish foreign affiliates in LDCs JDOre often than in other industries. 

Japanese small and medium-sized transnational corporations. similar to 
large transnational corporations, started with Southeast Asia as their 
preferred location for foreign production. This region still accounts for 
about one-third of new equity investment cases for both large and small and 
medium-sized transnational corporations. About 407. of the total number of new 
equity investments by Japan froa 1980-1986 were by small and medium-sized 
transnational corporations. In terms of value, these transnational 
corporations accounted for about 15'1. of all foreign direct investment during 
tt.e saae period, but this share is three times as high as in the latter half 
of the 197osl. Foreign direct invetment by these transnational corporations 
first increased around the 1970s, due to the labour shortages in Japan. From 
the aid-1970s to aid-1980s. their foreign direct investment was directed 
towards developed countries, because of the strong demand for their products. 
Since 1985, due to the drmnatic appreciation of yen, small and mediu.-sized 
transnational corporations tn0ved back to Southeast Asia once again. In tl-.e 
years 1986-1988, al1t10st the same number of new equity investments was made in 
Southeast Asia a~ in Borth America, which together accounted for about 907. of 
all investments. These two regions are also the largest host regions for 
large Japanese transnational corporations, accounting for about 707. of their 
investment2. 

Other countries• Sl!Es do ~ • .,t figure particularly largely in the share of 
total foreign activities by these firms. In the US, the large size of the 
home market reduces the incentives to SMEs to gn abroad, while in lhe UX, ir. 
spite of the challenge presented by the creation of a Single European Market 
in 1992, small and mediUll-sized firms seem too accustomed to serve local 
markets and too bound by local culture and traditions to venture abroad. 
Also, the UX's comparative advantage bas declined in precisely those 
manufacturing industries in which internationalization of Sl!Es is occurring. 

In contrast to the ~ and the US, the smaller European countries, such as 
Denmark, Ireland, Sweden, Finland and Switzerland, have relatively large 
numbers of foreign affiliates owned by SKEs, due to the small size of their 
home markets. 

As to the contribution of SKEs to economic development in developing 
countries, the evidence is still patchy. The early research into the question 
tended to paint a positive picture of these new TllCs' contributions to 
developing countries' economic development.' For e~ample, based on experiences 
in the early 1970s, it was suggested then that SKE~ tended more towards 
tr~nsf~:ring technologies that lent themselves to smaller-scale production, 
required less capital and could be used to produce less sophisticated goods 
that uere belt.er suited to local demand3. 

l UICTC ~ata base on small and medium-sized transnational corprrationc. 
2 Jbid. 
3 (l,~ipzi~er, *'5ltinational corporation~ in LOCs: the choice of technology, 

Q.!f9_r;d 8u!Jetin ..21._!.c;ouomi_f!! -9n~ ~.ati~~!cs, 1q75 j. 



- 102 -

Although small and medium-sized enterprises operate on a more 
labour-intP.nsive basis and create more job opportunities in the national 
economy. small and medium-sized transnational corporations and their foreign 
affiliates are not necessarily more labour-intensive than large transnational 
corporations and their foreign affiliates. However, Japanese data indicates 
that the labour-capital ratio of Japanese small and medium-sized transnational 
corpocitions was 151. higher in manufacturing, 161'1. higher in services and 32'1. 
higher in all industries in fiscal 1983 than the co111f)arable figures for large 
transnational corporationsl. This data does show thaL the average 
labour-capital ratio of Japanese foreign affiliates as a whole in host 
developing countries was about three times higher for those of small and 
medium-sized transnational corporations that for those of larger THCs in 
1927. If this is true for other developed country small and medium-sized 
transnational corporations (for which the relevant information is not 
available), their affiliates could generate more employment per unit of 
capital than those of large transnational corporations. 

In terms of adaptation of technologies to suit host country conditions, 
there is evidence that small and medium-sized transnational corporations aiso 
make such efforts. For example, about 631. of Japanese small and medium-sized 
transnational corporations as of 1988 had given training in Japan to local 
employees. The growth rate of acceptance of local labourers from developing 
countries tor training in Japanese companies was higher in small and 
medium-sized enterprises than in large firms from 1978-19842. In Argentina, 
Brazil and Kenya, there is evidence of frequent adaptation by small and 
medium-sized transnational corporations. 

One of the elements in the question of appropriate technology in 
developing countries is the issue of scale. Small and medium-sized 
enterprises• experience is usually associated with small-scale operation 
suited to developing country conditioas in which smaller volumes of output are 
relevant. especially in products meant for domestic conSt.-mption. 

It is difficult to assess what impact SKEs will have in the. d~veloping 
country context, especially as this remains a recent pheomenofi. The evidence 
from the Republic of Korea, where large enterprises or large businesses groups 
have played a dominant role in leading the economy, shows that SKEs have grown 
enough to account for 831. (55 cases) of total joint ventures (671 cases) with 
foreign firms during the period 1984-87 and accounted for more than 407. (863 
cases) of the introduction of technology from abroad (total of 2,045 cases) 
during the same period3. 

The importance of SKEs to developing countries is being increasingly 
recognized by these countries• governments themselves. Several countries have 
changed their regulations to attract SHEs from abroad. In Indonesia, 
regulations on minin.nn investment by foreign firms were abolished in 1988. 
This followed similar revisions by the Republic of Korea and Chile. 

1 UNCTC ECOSOC, Report of the Secretary-General, Non-conventional 
Transnational Corporations, H.Y., 2-ll'April 1990. 

2 UH ECOSOC, Report of the ~~cretary-General, Hon-conventional 
Transnational Corporations, H.Y., 1.-11 April 1990. 

3 UNCTC data base on small and medium-sized enterprises. 
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There has also been an increasing interest in developing local SMEs in 
developing countries. Some governments in developing countries have initiated 
specific schemes for the prot110tion of joint ventures or other forms of 
co-operation between their SKEs and those from developed countries. For 
example, the Republic of Korean Small and Medium Industry Promotion 
Corporation, in collaboration with ••Association pour la Promotion et le 
oeveloppement Industriel de France", set up a programme for transfer of 
technology and joint ventures between the Republic of Korea and France in 
1984. The governments of Argentina and Italy concluded a treaty which seeks 
to mobilize Sl.5 billion for private investments through joint ventures 
between SKEsl. In Mexico, Hacional Financiera (the State Bank) has created 
co-investment funds with several European countries to promote joint ventures 
between SKEs. 

What can be said with certainty is that interest in ways of tapping ~he 
potential of SHE THCs will grow. Those corporations will become increasingly 
important foreign investors but (with few exceptions) they tend to invest 
primarily in other geographically contiguous developed market economies. They 
do not have the managerial or financial resources to scan developing countries 
for profitable investment opportunities, assuming, of course, that those exist 
in the first place. For their part, governments and potential joint venture 
parLners in developing countries are often upaware of these companies' 
products or technologies which, in many cases, are quite suitable to the 
smaller markets of the developing countries. 

9. The Importance of Hew Forms of Investment in Developing Countries 

An increasing trend in relations between THCs and developing countries 
concerns new forms of investment (HFI) under which a home country THC supplies 
resources - material, financial and/or technical - for an investment project 
or enterprise in a host country but majority or whole ownership of the project 
or enterprise is retained by domestic interests in the host country. 

HFis can take many forms, including licensing agreements, franchising, 
turn-key and ••product-:.n-hand"' contracts, production-sharing and risk-service 
contracts, R&D co-operation, international subcontracting (in which the 
subcontracting firm is at least SOT. l~cally owned) or joint ventures (in which 
foreign equity is no greater than Se>i.). HFI then goes beyond the definition 
of simple industrial co-operation, which are non-equity agreements, in that 
HFis may include foreign equity participation in projects or enterprises, as 
long as domestic host country interests retain at least SOT. control (which 
ilklSt not be strictly monetary). 

A distinction must be made bet~een HFI, especially joint ventures, which 
have characterize~ and, in sOllle sectors, dominated foreign investment in 
certain industries in the developing countries, and the wave of co-operation 
agreements, joi~t ventures and joint R&D programmes which have swept the 
developed world - 15-20 years later, in the 1~80's - involving many of the 
world's leading THCs, in predominantly high technology industries. 

The flow of NFI to developing countries began in the mid 1970s and was 
primarily the result of host government regulations which restricted f orP.ign 
ownership of investment and, thereby, allowed the developing countries to 
retain local control over manufacturing and important natural resources. 

l UN ECOSOC, Report of the Secretary-Gener.al, Hon-conventional 
Transnational Conioration~. N.Y., 2-11 April 1990. 
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At this time. many developing countries also found it easier to do 
without traditional FDI because low or even negative real interest rates 11\if.de 
foreign bank loans easier to obtain. These circumstances als~ t!lade 
non-financial investments from abroad more appealing. In addition. 
technological change lowered some barriers to entry (as in the petroleum. 
metals and petrochemicals sectors). thus making it easier for the smaller. 
less experienced developing country firms to enter the industry without 
completely depending on already-establishe•J foreign TNCs. 

As discussed above. the indebted nature of their economies has hampered 
developing countries' ability to obtain new bank lentling. Traditional FDI 
has. therefore. become nuch more att.ractive. On the other hand. the TNCs now 
see adv~ntages in retaining these new forms of investment. principally in the 
context of reducing the risks involved in their forei~n operations in these 
countries. It is for this reason that NFI still continues in developing 
countries. although not to the same extent as in the 1970s. 

(i) Industrial and Sectoral Breakdown of BFI 

(a) Primary Sector 

It is in the extractive industries - metals. m1n1ng and petroleum - that 
the strongest evidence of BFI superseding traditional FDI is found. Movement 
from FDI to BFI in petroleum began as far back as the late 1950's and by the 
end of t~e 1970's. FDI was almost obsolete in this sector. Today. NFI has 
practically entirely displaced traditional FDI in petroleum extraction in 
developing countries. 

In metals mining. the shift from FDI to NFI did not occur until the late 
1960's/mid-1970's. By the early 1980's. however. low world market prices for 
metals prompted developing countries to seek equity from foreign investors but 
although these governments were now anxious to receive traditional FDI, the 
TNCs were not very willing to take such a stake in what had proved to be a 
risky business. Therefore, the picture is still mixed but NFI has basically 
dominated, although not superseded, FDI. However. in metals mining in 
developing countries, the risk has definitely shifted shoulders from the TNCs 
to the host countries and to in~ernational lenders. 

Cb) Services 

HFI is particularly found in the services sector. Host service TNCs. 
particularly large ones. engage in a wide range of non-equity ventures and a 
host of quite specific co-operative arrangements. 

Franchising is a type of contractual arrangeme~t widely ·.sed by many 
service TNCs, both at home and abroad, in order to distribute brand-name 
services under licence: the franchisor provides the business system and trade 
mark, and the franchisee operates the business under the franchisor's name. 
This practice is growing. In the case of the United States, 342 US 
franchising companies operated 30,188 outlets in foreign countries in 1985, 
compared to 156 franchisors with 3,365 outl~ts in 19711. These forms of 
activities are found especially in international fast-food chains. restaurants 
and hotels. Other service industries in which the incidence of non-~quit) 
forms is relatively high include car rentals and health services. 

1 'Foreign Direct Investments and Transnational Corporations in Services", 
UNCTC, New York, 1Q89. 



- lOJ -

It also appears that, especially in developing countries, there has been 
a long-tet"'11l shift from FDI to such non-equity forms as turn-key and technical 
assistance contracts in public utilities, pu~lic transportation networks, port 
facilities, railro~ds, international shipping and air transportationl. At 
the same time, in all of these industries, FDI can play a significant role as 
well. For instance, in shipping, countries offering flags of convenience have 
attracted considerable FOi. It is thus difficult to say, precis~ly, the 
e~tent to which NFI is used bf service TNCs. 

In manufacturing, there are few sector-wide but rather more 
industry-specific patterns. NFI, like traditional FDI, tend lo be 
concentrated in the host country's higher-growth industries. These new forms 
of investment are also more frequently found, within the manufacturing sector, 
in local-market-oriented-investments, whereas traditional FDI occurs more 
often where exports are important. 

In general, NFI in manufacturing has become increasingly importanl since 
the 1970's Lut the timing and pattern of this shift diffe~ among host 
countries and sectors and according to the share of foreign investment, as a 
whole, that exists in a country. In Brazil, for example, NFI is important in 
manufacturing but FDI has still remained prominent, whereas in Singapore, NFI 
is almost insignificant and FDI is very important. In Algeria and the 
Republic of Korea, NFI is very significant. 

The relative importance of NFI as opposed to FDI discussed above does 
not, however, take account of the fact that, for example, the share of total 
foreign corporate involvement (NFI plus traditional FDI) in all manufacturing 
investment is high in Rrazil and very high in Singapore and Algeria, but low 
in lhe Republic of Korea. 

Within the manufacturing sector, NFI have gained in importance in such 
industries as food ~roduction and processing, but especiclly in p~trochemicals 
and automobiles and, in fact, have superseded traditional FDI in areas such as 
textiles. Each industry has its own particular reasons for the predominance 
of one or the other form of foreign investment and the form may also vary from 
one geographic region of investment to another. 

NFI was common almost from the very beginning in THC petrochemical 
investments in developing count.ries. With the exceptions of Argentina and 
India, there was very little FDI in this industry in developing countries in 
the late 1950's and early 1960's. Not only are hr'I in petrochemicals in 
develo9ing countries today probably irreversible, but foreign participation, 
as a whole, bas been dwindling and is tending to be replaced by indigenous 
investments. The widespread use of NFI can, therefore, perhaps be seen as a 
transition from dominance of this industry by foreign TNCs to gradual control 
by the host country, whether govenunent or private. However, this may be more 
duP. to TNC strategy than to any desire by host country nationals to regain 
control, since many TNCs have already developed exit strategies out of 
petrochemicals and have chosen to invest in biotechnology, specialty chemicals 
and high-grade new materials. 

-----
1 OECD. New Forms of Investment in Deye_loping Co1mtries, Charles Oman, 

Paris, 1989. 
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In the automobile industry today, NFI, on the ~nole, has become more 
important than FDI in developing countries, although the predominance of NFI 
i~ ~r1 ~1~~rl1 B~~n in AliG. while in Latin America. FDI still re~ins very 
important. Traditional FDI was dominan~ through the mid-1170's but expansiJn 
of the automobile industry in Asia in the late 1970's meant that NFI, which 
were the more common form of investment in that region. also gained in 
importance. NFI are found, particularly, in China, the Republic of Korea, 
India and Taiwan Province in the automobile industry. 

In the textile industry, it is also clear that NFI has largely superseded 
traditional FDI, although foreign investm~nt on the whole has not been that 
significant in ~his industry. This may be because textiles has not been a 
major growth industry (except in the Republic of Korea, Taiwan Province and 
Hong Kong, where NFI played a significant role in promoting the industry). 

Another factor in explaining lhe low level of foreign investment in 
textiles may be that low barriers to entry prevented the type of oligopoly 
(except in synthetic fibers) among OECD-based firms that occurred in many 
other manufacturing industries. 

In the food industry, NFI is more widespread in primary food production -
principally, in contract production - than in food processing, and is very 
important in Latin America. The shift to NF~ was part of the adoption in many 
Latin American countries of import-substitution industrialization strategies. 
Recently, such NFI have also taken the form of multipartite agreements but 
the~e has also been a move away from contract growing, where NFI had 
superseded FDI. and into more reliance on open market operations. Therefore, 
although NFI has dominated the nature of foreign investment in fond production 
in developing countries, the overall level of foreign participation in this 
industry in developin[ countries may be declining as open market operations 
begin to replace contract growing and TNCs generally start divesting out of 
this segment of the industry in developing regionsl. 

(ii) The implications of non-equity fcrms of investment for developing 
countries 

As we have see, NFI developed primarily in response to regulations of 
developing countries. There seems so far little evidence that as developing 
countries iessen these regulations, the incidence of NFI will in turn 
decrease. This is partly because THCs themselves now appreciate the lower 
risks involved in NFI in comparison to traditional FDI, and will wish to 
continue benefiting from these increased advantages. It is not inconceivable 
that benefits to developing countries too will emerge from BFI. For example, 
NFI is being increasingly used by smaller firms from developed countries to 
transnationalize their operations. These firms are finding that they can use 
non-equity arrangements to exploit certain type of assets, such as 
organization or products or process technology, suitable to small-scale 
production or to other conditions prevaling in developing countries. 

However, there are greater risks as well to developing countries frora 
NFI. For instance, most non-equity arrangements carry the implicatio" that 
host-country enterprises will assume all or most of the risks associated with 
investment projects. Of dominant concern, however, is that the financial 
situation existing in many developing countries prevents them from supplying 
th~ financial assets to the project concerned. 

1 OECD, New Forms ... ,Charles Oman, op. cit. 
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~nncx l 

US FDI OUTFLOWS TO SELECTED COUNTRIES 

(US$ mn) 
Recipient 1982 1984 1986 1987 1988 

-
Europe 783 47 14054 22376 3335 

EC -257 --65 12778 18916 4439 

Other Europe 1040 .i.12 1276 3460 -1104 

Canada -1616 22~;9 2565 7450 4101 

Japan -2 -361 1987 2908 1976 

Asian lHCs 1) 434 836 1110 1497 1727 

Latin America 2) 9S5 28 1638 1271 1117 

1) Hong Kong, Singapore, Thailand, Taiwan Province and S. Korea. 
2) Hot including offs~ore banking. 
Source: US Survey of current Business, various years. 
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~ <Public Development Finance Corporations) 

I. UlllTED KlllGOOK: 

CDC (Ccmmonwealth Development Corporation) 

The C0111DOnwealth Development Corporation (CDC)'s goal is to assist 
overseas countries in the development of their econ01Ri.es: 

(a) by providing long-term finance in the form of loans and risk capital 
(equity} for projects; 

(b) by managing projects and resources; 
(c) by providing ancillary services such as purchasing. marketing and 

personnel for projects. 

Co-investors with the CDC are Development Finance Institutions 
(111.1ltilateral. bilateral and regional development banks); British private 
sector companies; host country govenu&ents; and local private sector 
companies. Among the British private sector co-investors. the great majority 
are large. well-known corporatior•s. including many ncs. As yet. few small 
and medium-sized British enterprises have participated in CDC projects in 
developing countries. 

Out of a total of 254 deals in developing countries to which the CDC had 
cOllllli.tted itself as of 31 December 1988, less than 2~. or 53, were in least 
developed countries. 48 of these were in least develop~ countries in Africa. 
3 in Asia and 2 in the Pacific Islandsl. 

1 Above section based on Commonwealth Development Corporation. Report and 
Accounts 1988. 

I 
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Table 1. TOTAL COltKITKEllTS AS OF 31 DECEMBER 1988 

Region I of projects I of projects in 
least developed 

countries 

Pacific islands 8 2 
Caribbean 34 
Latin America 20 
East Africa ) 48 14 
Central Africa ) 43 21 
Southern Africa ) AFRICA 140 25 10 
West Africa ) 24 3 
South Asia ) 12 3 
S.E. Asia ) ASIA 49 37 
Other 3 

Total 254 53 (less than 
20T.) 

Source: Calculated from the Comnonwealth Development Corporation. Report and 
Accounts, 1988. 

Operations in approx. 50 countries. 

Table 2. 

CDC Bev Conmibnents in 1988: 

Pacific Islands 
caribbean 
Latin America 
East Africa 
Central Africa 
Southern Africa 
west Africa 
South Asia 
South-East Asia 

Total: 

(£mn) 

33.158 
29.086 
9. 706 
2.600 

14.769 
2.435 
8.500 

25.748 
21.803 

147 .8 

Source: Calculated from the Coaawealth Development Corporation. Report and 
Accounts, 1988. 
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FIGURE 19 

TOTAL NEW COMMITMEt'iTS JN l988: n 47.8m 

--
...,_ - uy, 

.. 

·-· .,. .. 

___ ,_.....,_ ... ~ 

Source: c-onvultn Development Corporation, Report and Accounts 1988. 
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FIGURE 20 
C:\PITAL DISTRIBUTION BY ARE.li.-1..1188 
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Source: ec-onwealtb DeYelopmerit Corporation, Report ~ Accounts 1388. 

FIGURE 21 
CAPITAL DISTRISUTiON BY AREA 
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Source: eo..onvealth Developaent Corporation, Renort and Account! 1288. 
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FIGURE 22 
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Source: Commonwealth Development Corporation, Report and Accounts 1988. 
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II. SWEDEll: 

~ (The Swedish Fund for Industrial CO-operation with Developing 
Countries) 

Swedfund•s goal is to promote industries in developing countries, in 
collaboration with SVedish industrial enterprises, by participating as a 
ainority owner on co..-ercial tet"llS in joint venture c09panies together with 
developing country partners and SVedish finns. 

By the end of 1988, Swedfund had ~tr.ents of SB 186 mt in 29 
cQllPanies in 19 countries, where total investlllellts 1'J' all partners equalled 
SB 1,850 mi. These projects are expected tu generate 6,000 jobs. 

SVedfund participates in 11 joint venture companies in Africa, 9 in Asia 
and 3 in Latin America. In 1988, 2 new projects were undertaken in Africa 
(Tanzania and Rwanda) and 1 in Ash (India). Wo new c.-itaents were aade in 
Latin America. 

out of these 29 projects in which Swedfund is involved, about one third, 
or 10, are in least developed countries (9 in Africa, 1 in Asia)l. 

Ill. JAPAll: 

Japan is the second largest donor ~r ODA (Official Development 
Assistance) 8llOtlg DAC Mllber countries, .• aving donated approxi.aately $7 ,5 bn 
or 0.31T. of GllP in 1987. The Japanese government has further set a goal of 
providing over $50 bn in ODA over the period 1988-1992. 

Ci) JICA (Japanese International Co-operation Agency) 

The JICA (Japanese International Co-operation Agency) is an agency for 
government-based technical co-operation for developing countries and for 
adainistration of eai.gration services, which is budgeted by the Japanese 
r.overmaent under its ODA progr..-e. 

JICA is active in the following areas: 

(1) government-based technical co-operation 
(2) The grant aid progra.-e 
(3) Dispatch of JOCV (Japanese overseas Co-operation Volunteers) 1lellbers 
(4) The development co-ope~ation prograane (investment in and financing 

of developments projects) 
(5) Emigration set"Vices 
(6) Recruiting and training of qualified Japanese experts for technical 

co-operation. 

In 1987, Asia accounted for 49.lT. of expenses of JICA'S Technical 
Co-operation (30.6~ for ASEAll countries, 18.ST. for other Asia), Lalin America 
accounted for 22.lT.; Africa for 13.~ and the Middle East for 7.5T.. 

I 

The aspect of JICA's programme which can be most closely linked to 
pr01D0tion of investments in developing countries is point 4 of the agency's 
categories of activities, the Development Co-operation Programme (investment 
in and financing of developinent projects). 

1 Above data taken fr0111 Svedfund Annual Report, 1988. 
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Throu~h this progr~. JICA offers long-tena. low-interest loans to both 
Japanese corporotions and foreign corporations financed by Japanese firas. 
which require funds for illprove.ent and expansion of facilities and for 
experimental proj~ts in developing countries. These funds are used. however. 
in pro~ects which do not pay on a coamercial basis and which pt"OllOte social 
development. agricultural and forestry develop11e11t. and aining and 
aanufacturing activities. 

JICA provided 2,648.0 •• yen for l experi11ental project in 1987i 1.886. 7 
ml yen in loans for 28 experimental projeclsi and conducted lo\ basic surveys. 
while providin., 35 experts and accepting 29 .. rainees related to technical 
guidancel. 

(ii) The Export-Import Bank of Japan 

Promoting the development of LDC's econoaies is also an aspect of the 
Export-lllport Bank of Japan•s activities (the Export-lllpOrt Bank of Ja~an is 
an independent governmental financial institution). While the bank is active 
in providing export and illlport credit; guaranteesi overseas invesbnent credit 
and overseas project loansi and untied direct loans, it is through the latter 
two that the Bank seeks to further .Japan's stated goal of recycling its huge 
current account surplus to the developing countries as a means of econOllic 
co-operation with thea. 

Overseas investment credit and overseas project loans ar- extended to 
Japanese corporations for overseas investJDent activities and projects, as well 
as to overseas joint ventures with .Japanese capital and to foreign governments 
for their capital contributions and loans to these joint ventures vi.th 
.Japanese capital. 

Untied direct loans are extended to foreign governments, foreign 
governmental institutions. foreign financial institutions and 1m.1ltilateral 
development banks for specific purposes, such as energy development and 
developing countries' priority-sector projects and econoaic restructuring 
progranaes. This use of untied loans to recycle capital to the developing 
countries is an extension, first undertaken in 1~86, of their original 
purpose, which vas restricted to providing Joans to multilateral development 
banks and l~ resource development projects. The maounl of credit coaaitments 
providea in terms of untied loans increased by over 2007. from 1985 to 1986. 
In 1986, untied direct loans were also extended to Colombia, Mexico and 
Indonesia to help the capital flows to these developing countries. 

A distribution of credit c01l'll&itments by area shows a large increase in 
Lalin America's and in S.E. Asia's shares from 1985 to 1986, from CJT. to 15,. 
a~d from ~ to 29'", respectively. The year also saw substantial decreases for 
Borth America and East Asia, from 23,. to CJT. and from 26,. to 16,., respectively. 

Total credit eonaitments for the Export-Import Bank of .Japan were 1,035 
bn yen ($5.4 bn) in 1986, up fr01ll 888 bn Yen ($4.l bn) in 19852. 

i Above data taken from Japan International Cu-operation Agency, Annual 
Report, 1988. 

2 Above data taken from the Export-Import Bank of Japan, Annual Report for 
the Fiscal Year ended 31 March 1987. 
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IV. THE FEDEBAL REPUBLIC OF GERltAllY: 

Ci) DEG (The Geraan Finance C911pan1 for Invesbaent in Developing 
Countries) 

The DEC is the Genaan Finance and Advisory Institute for promotion of 
private enterprise in th~ Third World. The DEG supports the co-operation of 
Geraan corporations vith comp<:>nies in the Third World in the fora of private 
invesbaent or other types of co-operation by both advising interested partie$ 
and providing long-tet"ll credit and risk capital for projects in developing 
regions. 

The DEG claims to have established and contributed funds to experience in 
over 450 project financings in over 80 countries. Of the approximate 300 
projects listed in the 1988 annual report. only 37 were in least «.!~ .. ~loped 
countries (32 in Africa. 5 in Asia). 

52 new projects worth 161 mil Oil were approved in 1988 0 covering 30 
ciP.veloping countries. Ellphasis was on Asia. where 22 of the new project 
approvals were located (worth 93. 9 1ml mt or 587. of the new financing). Africa 
received 12 project approvals. worth 37.7 mil Oil or 241.; Latin America received 
107. and Europe (Portugal. Greece and Yugoslavia) n.. 

Projects in 1988 were concentrated in chemicals. electro-teclmical 
products. development banks. hotels and faras/fisberiesl. 

(ii) UW: ~itanstalt fiir Wiederaufbau 

The UW Bank of the FRG has 2 goals: the pr01D0tion of German enter'i>rise 
t.brough investment- and export-credit.. as well as financial co-operation. in 
the D8lle of t.116 Get1DBll government. vitb developing countries through credits 
and grants. 

In 1988 0 the German government. through the uw. approved 2.9 bn DK in 
credit and grants for developing countries. i.3 bn Dll of which went to Asia; 
1.2 bn Dll to Africa and 0.2 bn Dll to Latin America. Almost half of the 
countries in which new projects were ap~roved in 1988 were least developed 
countries. the great majority in Africa . 

V. THE UIITED STATES OF AKERICA: 

OPIC (The Overseas Private Investment Corporation) 

OPIC is the federal agency for promotion of American business investment 
in developing regions. OPIC primarily provides political risk insurance. but 
also provides loan guarantees. direct loans to small businesses and 
co-operatives. and various pre-investment and investment-encouragement 
programmes. 

OPIC claims to be active in over 100 developing countries. Since the 
early 1980's, it has become successful in ils effort.a to stimulate the 
participation of SKEs of the US in overseas venture:;. Kore than 4~ of the 
1985-supported projects were sponsored by small businesses or co-operatives. 

1 Above data taken from the German Finance Company for Investment in 
Developing countries (DEG), Annual Report. 1988. 

2 Above data taken from Kreditanstalt fur Wiederaufbau, Annual Report, 1988. 
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Investment encouragement proJ~cts -· especially the feasibility study 
progranne, which doubled in size from 1984 to 1985 - were targeted to those 
industries and companies whose products, 3ervices and expertise were most 
compatible with Third World development needs. 

In 1985, the total finance portfolio was distributed 37~ in Africa, 27~ 
in Latin America and the Caribbean, 23~ in East Asia, and 13~ in the New East, 
S. Asia and Europe. Tbe 157 investment projects with which OPIC assisted in 
1985 involved a total investment of about $5.2 bn, of which $2 bn will be 
provided by US investors. These projects will directly contribute to 2 of the 
Third World's most urgent needs; creation of employment and generation of 
foreign exchange. During the first 5 years of operations, the 1985 
OPIC-assisted projects are expected to generate 27,587 jobs. 

74 of these 157 projects are located in the least developed countries. 

OPIC also screens each proposed investment to ensure that it contributes 
positively to the host country's development and that it will not have a 
significantly adverse effect on tt.e us economy or US employment1 . 

1 Above data taken from the Overseas Private Investment Corporation, 1985 
Annual Report. 
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Annex 3 

Direct Investment flows to East Asian Countries 
Cun usS> 

China 1985* 1987 1988 

Japan 100 1,266 296 
US** 172 BA 99 (1988/89) 

Hong 'Kong 1985* 1987 1988 

Japan 131 1,072 1,662 
us -38 381 729 

Thailand 1985* 1987 1988 

Japan 48 254 859 
us -49 194 -154 

s. Korea 1985* 1987 1988 

Japan 134 647 483 
us 36 215 629 

Taiwan Province 1985* 1987 1988 

Japan 114 36) 372 
us -2 432 230 

Philippines 1985* 1987 1988 

Japan 61 72 134 
us -258 -89 77 

Singapore 1985* 1987 1988 

Japan 339 494 747 
us -58 275 629 

Malaysia 1985* 1987 1988 

Japan 79 163 387 
us 43 20 316 

Indonesia 1985* 1987 1988 

Japan 408 545 586 
us 165 -288 61 

Sources: US Survex of current Business; JETRO. 
* Japanese figure from Financial Times, 30.1.90 
** US figures on China from FT, 30.1.90. 
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Annex 4 

The World's Biggest Industrial Corpo1..·ations 

Rank Company Headquarters Industry 

1 
2 
3 
2 
5 

8 
10 

6 
1 
9 

11 
16 
21 

18 
17 
19 

15 
12 
14 
20 
24 
22 

27 
32 
25 
29 
35 
26 
23 
28 
34 
37 
33 
39 
30 

31 
36 
38 

47 
41 
42 

40 

General Motors Detroit 
Ford Motor Dearborn. Ki ch. 
Exxon Hew York 
Royal Dutch/Shell Group London:The Hague 
International Business 

machines 
Toyota Motor 
General Electric 
Mobil 
British Petroleum 
IRI 
Daimler-Benz 
Hitachi 
Chrysler 

Siemens 
Fiat 
Matsushita Electric 

Armonk, H.Y. 
Toyota City(Japan) 
Fairfield, Conn. 
Hew York 
London 
Rome 
suttgart 
Tokyo 
Highland Park, 
Hieb. 
Munich 
Turin 

Industrial Osaka 
Volkswagen Wolfsburg (FRG) 
Texaco White Plains. 11. Y. 
E.I. Du Pont de -:'lemours Wilmington, Del. 
Unilever London/Rotterdam 
Rissan Motor Tokyo 
Philips' Gloeilampen-

Motor vehicles 
Motor vehicles 
Petroleum refining 
Petroleum refining 

Ccmputers 
Motor vehicles 
Electronics 
Petroleum refining 
Petroleum refining 
Metals 
Motor vehicles 
Electronics 

Motor vehicles 
Electronics 
Motor vehicles 

Electronics 
Motor vehicles 
Petroleum refining 
Chemicals 
Fcod 
Motor vehicles 

fabl"ieken 
Reslle 
Samsung 
Renault 
Philip Morris 
Toshiba 

Enchoven (llL) Electronics 

DI 
Chevron 
BASF 
Hoechst 
Peugeot 
Bayer 
Honda Motor 
CGE CCie Generale 

d'Electricite) 
Elf Aquitaine 
Amoco 
Imperial Chemical 

Industries 
REC 
Occidental Petroleum 
Procter & Gamble 
Ferruzzi Finanziaria 
United Technologies 

Vevey(Switzerland) Food 
Seoul Electronics 
Paris 
Hew York 
Tokyo 

Motor vehicles 
Tobacco 
Electronics 

Rome Petroleum refining 
San Francisco Petroleum refining 
Ludwigshaf en (FRG) Chemicals 
Frankfurt Chemicals 
Paris 
Leverlcusen (FRG) 
Tokyo 

Paris 
Paris 
Chicago 

London 
Tokyo 
Los Angeles 
Cincinnati 
Ravenna 
Hartford 

Motor vehicles 
Chemicals 
Motor vehicles 
Scien. & Photo. 
Equip. 
Petroleum refining 
Petroleum refining 

Chemicals 
Electronics 
Food 
Soaps, ~~smetics 
Chemicals 
Aerospace 

Sales 
S mn. 

121,085.4 
92,445.6 
/9,557.0 
78,381. l 

59,681.0 
50,879.9 
49,414.0 
48,198.0 
46,174.0 
45,521.5 
41,817.9 
41,330.7 

35,472.7 
34,129.4 
34,039.3 

33,922.5 
33,696.2 
~3,544.0 

32,514.0 
30,488.2 
29,097.1 

28,370.5 
27,803.0 
27,386.l 
27,109.7 
25,860.0 
25,440.8 
25,226.8 
25,196.0 
24,960.5 
23,308.1 
23,249.7 
23,025.9 
22,236.5 

Profits 
S mn. 

4,85~.3 

5,300.2 
5,260.0 
5,238.7 

5,806.0 
2,314.6 
3,386.0 
2,087.0 
2,155.3 

921.9 
953.l 
989.0 

1,050.2 
151.0 

2,324.7 

1,177 .2 
420.1 

1,304.0 
2,190.0 
1,485.6 

463.0 

477 .1 
1,392.7 

464.3 
1,496.7 
2,337.0 

438.9 
917 .3 

1, 768.0 
802.2 

1,037.8 
1,485.8 
1,055.5 

819.5 

21,487.5 362.4 
21,175.0 1,20~.9 

21,150.0 2,063.0 

20,839.0 
19,626.l 
19,\17.0 
19,336.0 
18,311.1 
lC,087.8 

1,490.9 
183.4 
302.0 

1.,020.0 
425.6 
659.l 
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The World's Biggest Industrial Corporations (cont'd) 

Rank Company Headquarters Industry Sales Profits 
S mn. S mn. 

4:a Atlantic Richfield Los Angel~s Petroleum refining 17,626.0 1,583.0 

Asea Brown Boveri Zurich Indus.&Farm Equip. 17,562.0 386.0 

Daewoo Seoul i:lectronics 17 ,251.2 33.3 

49 Rippon St.eel Tokyo Metals 17,108.9 291. 7 

Eastman Kodak Rochester, H.Y. Scien.& Photo.Equip. 17,034.0 1,397.0 

46 Boeing Seattle Aeros!'ace 16,962.0 614.0 

44 RJR l!labisco Atlanta Food 16,956.0 1,393.0 

Mitsubishi Electric Tokyo Electronics 16,857.4 160.6 

Thyssen Du:o.sburg (FRG) Met1ls 16,796.0 372.3 

Dov Chemical Midland, Mich. Chemicals 16,682.0 2,398.0 

Xerox Sta~ord, Conn. Scien.&Photo.Eq~ip. 16.441.0 388.0 

usx Pit··.sburgh Petrol~U1'l refining 15,792.0 756.0 

50 Volvo Goteborg (Sweden) Motor vehicles 15,752.l 807 .3 

Source: Fortune Magazine, 31 July 1988. 




