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After a brief lull in the early 19805, international direct investment in the OECD area

i s again displaying strong growmh and contributing to the greater world econom c integra-
tion and interdependence that has been particularly evident in recent years. Reflecting t
he

growi ng i nternationalisation and gl obalisation of business strategies, the how of investm
ent

bet ween OECD countries is now nuch nore bal anced. with nore countries active as both

host as well as hone countries. International direct investrment is, therefore, making a
contribution to growh, enploynent, technol ogy transfer and structural adjustnent on a
much broader geographical basis and this. too. is rehected in an increasingly open and
liberal treatnent of inward investnment by host governnents.

The situation in the devel oping countries contrasts sharply with that in the OECD area
during a time when increased direct investnment woul d have been particularly desirable:
there has been a marked reversal since 1981 in the devel oping countries’ ability to attra
ct

such investnent. Previous to that date, they were receiving a grow ng share of direct

i nvest ment hows, but these have since declined in both absolute and relative terns. and

current levels of inhows have still not caught up with the 198l peak of $17 billion. The
situation has been further conplicated by the sharp fall in bank | ending which, four time
s

the level of direct investnent at the beginning of the eighties. is now about half the cu
rrent

| evel of investnent inhows. In addition, there has been an inportant shift in investnent
patterns towards Asia. particularly the newy industrialised econonmies of South East Asia

at the expense of Latin Anerica.

In response to these devel opnents. the OECDis Comrittee on International Invest-

ment and Multinational Enterprises (CIME) has devoted increasing efforts to analysing the
forces behind these events and to exam ning ways and neans to increase the How of

i nternational direct investnment to devel oping countries and its contribution to devel opne
nt .

One of the elenents of the C MeEi s approach has been to organi se Round Tabl e nmeeti ngs

with the parties directly involved in investing in devel oping countries. These meetings h
ave

the aimof stimulating an open and pragmati c exchange of ideas which should lead to
greater mnutual understanding and practical actions to inprove the situation

Following a very positive experience with the hrst International Round Table on

Foreign Direct investnent and Devel opment. held in West Berlin in May 1986. the second

I nternational Round Table on International Direct Investment and the New Econom c

Envi ronnent. hosted by the Export-Inport Bank of Japan in co-operation with the Mnistry
of Foreign AHairstthe Japanese Federation of Econonic Organisations and the OECDi s

CIME. was held in Tokyo in February 1989. The Japanese government is to be congratu-
lated for the very considerable efforts they devoted to the selection of participants fro
m

devel opi ng countries. The Export-|nmport Bank of Japan nust be equally congratul ated for
its organisational efforts and the excellent facilities nade avail abl e.

The Round Tabl e focused on three key elenents in the present position of the devel op-

ing countries with respect to international direct investnent; the general policy environ
ment for direct investnment (taken up in the discussion of trends in direct investnent in
chapter 1). and the role and inplications of debt problens and new technol ogy on direct

i nvestnment and its contribution to devel opment (chapters H and Il respectively).



The Tokyo Round Tabl e provided an effective setting for a frank, informal and
probl em ori ented exchange of views on the ability of devel oping countries to attract inte
rna-

tional direct investnment. the difficulties they currently face in this respect and ways a
nd

means by which this situation could be inproved. In this sense, the Round Tabl e was
successful with respect to the ains set for it.

The debate was generally constructive and non-ideological, with attention devoted | ess

to how particular difliculties or problens had arisen and nore so to what could be done t
0

i mprove the situation. It was particularly noticeable that these discussions |ooked at th
e role

that each of the various parties could play (host and home governnents, business, interna

tional organisations) rather than what one group of participants felt another group shou
d

be oi ng.

The di scussi ons showed that there is now, indeed, a |lot of conmon ground between the

various parties involved in international direct investnment in devel oping countries, with
al

denonstrating both an interest and a desire to inprove the flow of international direct

i nvestnment to these countries. The convergence of views reflected in the summaries by the
session Chairnmen constitutes an inportant nmovenent in attitudes which, although already
apparent at the 1986 Berlin Round Table, was nuch nore pronounced in Tokyo.

A general concern of participants was that, while there has been some recent growh in

i nternational direct investment flows to the devel oping countries, nost of these had sti

| not

caught up with the levels they attained at the beginning of the decade. Participants from

sone devel opi ng countries indicated a certain di sappointnent given the efforts that nany
have undertaken or are in the process of undertaking to liberalise their |aws, regulation

S

and practices concerning international direct investnment, and indeed private investnent

n

general. while others felt that the efforts they had made had not been nmatched by efforts
of

some enterprises to make better use of local resources or to integrate nore fully with th
e

| ocal economy. Neverthel ess. an encouragi ng feature of the Round Tabl e was that devel op-
ing country participants took a positive approach to international direct investment and
no

partici pant suggested a return to previous nore restrictive policies. In fact, even if th
ere

were differences of views on specific problens and practical approaches for resolving the
m

all participants enphasi sed the need to pursue and devel op present, nore |iberal approach
es

as the nost appropriate nmeans of increasing the attractiveness of their economes to
international direct investnent.

The proceedi ngs of the Tokyo Round Tabl e are published under the responsibility of

the Secretary-General as a contribution of the OECDIs CIME to the ongoi hg engaged

di al ogue between Menber countries on foreign direct investnent.
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WELCOM NG ADDRESS

by

M. T. Tanaka,

Presi dent, Export-I|nport Bank of Japan

This Round Table, like its predecessor in Wst Berlin in 1986. brings together those

who play a leading role in promoting international direct investment. It is with great

pl easure, therefore. that | welcome here in Tokyo, on behalf of the organiser, participan
ts

fromgovernnents. the private sector and | abour organisations fromboth the OECD

Menber countries and the devel oping countries as well as international organisations
active in pronmoting worldwi de econom ¢ devel opnent

| would, in particular like to express ny appreciation that M. Mkino Deputy
Parliamentary Mnister of Foreign Affairs, has been able to join us on behal f of the
Mnister. M. Uno. | would also like to take this opportunity to thank the CECD, the

M nistry of Foreign Affairs and the Japanese Federati on of Econom c Organi sations who
have co-operated with the Export-Inport Bank of Japan in organising this Round Tabl e.

| believe that the present tine is a nbst opportune one to neet to exchange views, to
deepen nutual understanding and to address in a positive manner the key issues surround-
ing foreign direct investment and its promotion in devel oping countries. Foreign investne
nt

programes. particularly the flow of funds fromthe private sector, are recognised for th
e

i mportant contribution they can nake to the devel opnment programres of devel opi ng coun-
tries. This is particularly so in light of the major challenges presently facing the worl
d

econony - both for devel oped as well as devel oping countries and their respective regi ona
I

econom es - and the need to achi eve bal anced and sustainable growth in the years ahead.

Si nce 1985, Japan’s currency, the yen, has appreciated rapidly and Japanese industries
have gone overseas and becone nuch nore involved in the international econony. This is
seen in the rapid growh of Japanese investnment abroad. which rose to $33 billion in 1987
and $47 billion in 1988, a rapid growh indeed! Approximately 30 per cent of this oversea
S

i nvest mnent goes to the devel oping world, particularly to the manufacturing sector of the
Asi an econoni es. These investnents have played an inportant role in pronoting structura
adjustrrent in the Japanese econony and, we hope, have nade a significant contribution to
econonic growh in the devel oping countries. The Export-Ilnport Bank of Japan is actively
supporting these investnments through its financial operations.

The Export-Inport Bank established the Research Institute of Overseas Investnment in

1974, which undertakes surveys and research related to international investnent and
econom ¢ devel opnent in devel oping countries. W are therefore pleased to have been able
to organi se and sponsor this Round Tabl e.

Over the next three days, we shall be discussing recent trends in foreign direct

i nvestment and the inpact of indebtedness and new technol ogies on direct investment in th
e

devel opi ng countries. Each of these thenmes is inportant inits own |ight and | hope that
t he

participants of this Round Table will all benefit froman enlightened di scussion of these



topics. It will clearly be an achievenent if the results of these discussions can give ne
W

i nsights and perspectives as well as sone guidelines to those involved in the process of

i nvestnment in the devel oping countries - governnents. the private sector, |abour and the
i nternational organi sations.



OPENI NG REMARKS TO THE ROUND TABLE

1. M. Sosuke Uno. Mnister of Foreign AH airs, Japan

Foreign direct investnent, the primary focus of this Round Table. is expected to

exceed $1 trillion worldw de in 1988. The inhuence of this vast sumon the gl obal econony

cannot be overenphasi zed.

Si nce the begi nning of this decade, foreign direct investnent has expanded steadily,
particularly anmong the industrialized nations. Its growh has been encouraged in severa

ways. For one, the free how of investnent has been pronoted in line with the OECD Code

of Liberalisation of Capital Myvenents. ©Market deregul ation and privatisation measures
have al so been major contributing factors. As a result, such investnents have pl ayed a
leading role in realising sustained growh and streanlinig the world economny. In ful

appreciation of this role, it is crucial that OECD Menber countries endeavour to renove
remai ni ng obstacles to progress in opening markets to even greater direct investrment from

abroad. At the sane tinme, it is equally evident that much work needs to be done to put a
halt to the protectionist novenents which have been gaining ground in recent years,

The decade has not. however, been as kind to the devel oping countries. Prices for

primary products, a mainstay source of capital to fuel their econonmies. plummeted at the

start of the global recession. seriously exacerbating the recession at hone. and thus the
debt

crisis. These developments in turn served to cut off the flow of investnment so vital to t
hei r

continued growh. Indeed in 1987. total debt accunulation for the devel oping countries wa

S

$1 300 billion. And. to make matters even worse, current efforts by debtor nations to

stimul ate the growth of, and conhdence in, their econonies seemto be having difficulties
in

even getting off the ground. Qbviously, they will have to inplenment nore aggressive

adj ustment neasures than attenpted thus far. Yet, as has been enphasi zed before. the

i ndustrialised nations can nore effectively stinulate devel opi ng econom es by sustaini ng
non-infiationary gl obal economc growth. inproving the trade environnent and boosting the
i nternational how of capital. The advanced nations are being urged to take effective and

suitable actions to help ease their plight. as called for in the communi que issued after

the

neeting of the OECD Council at Mnisterial level in 1987. Needl ess to say, the gl oba
econony cannot achi eve and sustain bal anced growth while ignoring the econom es of the
devel opi ng worl d.

These conditions underscore the tinmeliness of calls by the OECD Conmittee on

I nternational Investnment and Miultinational Enterprises for a nultifaceted professiona

di al ogue on the issue of foreign direct investnent. Such investnment is not debt creating,
and

it O05ers developing nations a variety of desired econom ¢ and social benefits, be they in
hi gher production, technol ogical transfers. or opportunities for enploynment. Yet. to enjo

fully these and other benefits, they nust first cultivate an environnent conducive to for
ei gn

direct investnment and revanp the existing institutional franework.

The first half of the 19805 saw nuch lethargy in the How of investnent to devel opi ng
nations, a trend that ended in 1986 with an annual junp of 45 per cent worldw de. This



increase was primarily due to new foreign direct investnent in the newWy industrialising
econom es of Asia. Gven the linmted demand of their relatively nodest donestic econo-

m es. these econom es had early on adopted strategies of industrialisation geared towards

the production of exports. strategies which at the same time wel conmed the i nhow of foreig
n

capital. By thus securing needed funds and advanced technol ogies to build a basic industr
i al

infrastructure. these econom es then drew on their good quality |abour force to achieve h
i gh

| evel s of productivity and econonic betternent. This receptive approach to foreign direct
i nvest mnent has been particularly pronounced in the ASEAN nenber states. Now it is also
becom ng nore apparent to the Central and South Anerican nations that seek relief from

their heavy debt burdens. Indeed, this approach holds great pronise as a viable stinmulus

to

future econom c grow h.

Thi s second Round Table cones in the mdst of such events. And Japan. as its host, is
especially interested in the course of the dialogue that will transpire. particularly con
cern-

i ng viable new investnent environments for the worlds devel opi ng regi ons. The Round

Tabl e should have a truly rich and neani ngful discussion on a host of issues : topics for
consi deration include the new debt equity swap approach to |ighten debt burdens and ot her
new approaches such as co-fnmancing, involving international financial institutions. Conpl
e_

nmentary di scussions will take up the spread of new technol ogies, including those in the
information field. and recent devel opnents concerning technol ogical transfers and the
protection of intellectual property rights. Certainly at question will be the contributio
n of

these and ot her neans. and what both the industrialised and devel opi ng nations nust do to
encourage greater foreign direct investnment. The di scussions should al so give anpl e cons
eration to the initiatives that international financial institutions can take to catalyze
capita

fl ows to devel opi ng nations.

The gl obal econony is today characteri sed by everstrengtheni ng bonds of nutua

i nt erdependence. |f balanced growmh is to be achieved in the years ahead. then it is
absol utely essential that we co-operate together to find international solutions for the
problenms it now faces. particularly regarding ways to stinulate the how of investnent
capital to the devel oping nations. The Round Table. in stimulating an open and pragmatic
exchange of ideas. WIIl help pave the way for future action

2. M. Robert A Cornell. Deputy Secretary-Ceneral, OECD

A review of recent trends in direct investnent itself as well as governnent policies

towards direct investnent reveals nuch to be congratul ated but al so sone areas of grow ng
concern.

Let us view the good news first. There is no question that direct investment is grow ng.
and that its growing at a fairly rapid pace. Investnent by firns headquartered in the
CECD countries has really taken off again during the last few years. following a fairly w
eak

performance in the early 19805. This growh rehects, on the one hand. recovery in the wor
ld

econony and, on the other hand. the relentless institutional and technol ogi cal changes th
at

have nade an interdependent world narket a fact of life.

Total outward direct investnent flows fromthe major OECD countries rose from sone

$59 billion in 1985 to $92 billion in 1986. an increase of about 57 per cent. In 1987. d
rect

i nvestment fromthe same countries surged ahead another 42 per cent to Sl 31 .4 billion
In

the case of the United States. the increase in the outward direct investnent position jum
ped

to $49.2 billion. Strong growth in outward direct investment was al so registered in 1987
by

Japan. up 34 per cent. the United Kingdom up 5! per cent. the Netherlands. up 34 per cen
t

and France. up 56 per cent.

10



1986 and 1987 al so saw what at first sight might appear to be a resurgence of the how

of direct investnment to devel oping countries. The inhow to devel oping countries for each

of

these years averaged $12.7 billion, roughly double the ambunt for 1985, and recovering th

e

1982 t hrough 1984 | evels. The increase cane fromsharply higher levels of direct invest-
ment by the United States and Japan, both of which have doubl ed since 1985.

A closer ook at the United States data shows. however, that the 1987 results did not
really represent a significant recovery of United States investor interest in nost of the

devel opi ng countries. Over half of the increase in 1987 went to Bernuda and the Nether-

| ands Antilles, and rehected essentially intra-conpany financial transactions. Hong Kong
pl ayed nmuch the sanme role for United States investors in Asia. In Africa. nost of the

i nvestment went into Nigeriais petroleumsector. Japanese hrns’ investnent in devel opi ng

countries was about equally spread between Asia and Latin Anerica, with their Asian
investment mainly going to the manufacturing sector. Over 90 per cent of their investnent

S

in Latin Anerica were in offshore banking centres and in Pananal s hag of conveni ence

shi ppi ng busi ness.

Thus, aside fromthe nore dynanic Asian countries, very few devel oping countries
experienced a significant increase in foreign direct investnent in manufacturing. What ha

S

actual |y been happening to direct investrment in devel oping countries presents, therefore,
a

| ess optimstic picture. Indeed, the main conclusion to be drawn from anal ysing investnmen

t

hows in the last few years is that the surge of outward direct investnment fromthe OECD
countries is, in fact, a surging back and forth of investnment by these countries in each
ot her.

Turning to direct investnent policies, there is again good news, but it tends to be offse

t

by other recent devel opnents. One can see a quite clear trend, both in the industrialised
countries and in a nunmber of devel oping countries in various regions of the world towards
a

liberalising of investnment policies, liberalising in the sense of relaxing controls, rela
Xi ng
screening requirenents and abandoni ng sone. though in many cases not all, performance

requi renents as instrunments of policy. A country by country exam nation of the situation
woul d be necessary to get the full flavour of these devel opments, but the broad pattern
nevertheless is quite evident.

Among the industrialised countries, the reason for this progress lies to an inportant
extent in a recognition that they play a dual role as both hone and host countries to dir
ect

i nvestnment, especially given the recent surge of investment anmong countries in the CECD
area noted above. As a result, their policies are tending towards a nore bal anced approac
h

that recognises their function as both the providers and the recipients of direct investm
ent

capital

Anong devel opi ng countries, notivations ditTer. Some di senchantment can be detected

with the policy rationales that were provided during the 19703 and early 19805 for the np
re

restrictive regimes. This is, of course, not the case for every country; equally, not eve
ryone

woul d subscribe to that view. In addition, a certain elenent of force majeure has interve
ned,

what ever the policy views that governnents may have. Countries which bear severe debt
burdens may have felt in come cases al nost pushed rather than led into rel axation of
pol i ci es which discourage direct investnent.

Agai nst this background of what seens to be a general trend towards |iberalisation

sonme devel opnents in the opposite direction al so have appeared, and here, unfortunately,
the nost significant signs of actual or potential investment protectioni sm paradoxically
occur within the industrialised countries thenselves. In the United States, an intense
political debate has developed. In the early versions of the now adopted United States
Trade Bill. sone provisions would have noved the United States definitively back fromits
two centuries old policy of having a very open investnment climate. Cenerally speaking, th
e

H



Admi ni stration was able to defeat those proposals. but that doesn’t nean that the debate
is

over. In fact, the same proposals are back on the table in Congress and one can expect th
at

the debate will go on for sonme tinme. There is thus a risk that the open investnent clinat
e of

the United States may start to close in com ng years.

Though I ess highly politicised. simlar tendencies may be devel oping in Wstern

Europe. For exanple, the use of |ocal content requirements has becone considerably nore
conmon in sone European countries and is giving rise to inportant political frictions. It
is

not yet clear whether these, as yet relatively isolated, devel opments will take form and
become a definite trend. What is clear is that they need to be watched, taken into accoun

t.

and di scussed in any neeting of this type.

The present situation therefore reveals direct investnent hows increasing but perhaps

not in the directions that are the best for stinulating rapid growh and rapid devel opnen

t.

especially in the devel oping world. At the same tinme, we see conflicting trends or confl
cting

devel opnents on the policy side with respect to direct investnment. Gven this background.

the Round Tabl e could consider the issues arising fromthese trends by addressing the

fol |l owi ng questions.

First, and in order to provide a basis for the discussion, is there agreenent on the fact

S

about what is actually happening? Second, is there agreement on the economic rationale
behind the facts and the trends observed? Third, is there agreenent on the policy reasons
behi nd these events? Here, there are clearly both econonic as well as political forces at
play, the two sonetines together, sonetines at odds with each other. Fourth. and on the
basi s of the above, is there agreenent on how to shape trends in the service of faster
devel opnent and sounder economic growth, especially in the Third Wrl d?

The objective of this Round Table is to facilitate a di al ogue between the parties
involved in international direct investnent and devel opnent. In permtting an airing of t
he

argunent, especially concerning policy, the Round Table should aimto establish a comon
ground and, in so doing, devel op a broader consensus as to the way ahead.

3. M. Adriaan Gautier. Chairman of the OECD Conmittee on International |nvestnent

and Multinational Enterprises

A casual glance at the treatnment of foreign direct investment in the econom c press

may well give the reader the inpression that this specific economc activity has that rar

e

feature of bringing major benefits. with no or only few associated costs.

In that context it is easy to understand that, whenever statistics show that a specific

section of the globe is not receiving its appropriate share of that investnent, there is

every

reason for concern. It is then only logical that there is a call for an enquiry into the
nat ure

and causes of that msfortune and that being done, numerous sources are eager to advise a

S

to how the situation should be redressed. Such advice invariably centres on the vague. bu

t

no doubt well-neant contribution that tithe investnment clinmate should be inproved"

And if there is an initial reluctance to follow i medi ately each and every piece of

advice so offered, an extensive enuneration generally follows to renind the reluctant par

ty

of the advantages that will be foregone. Such enunerations never fail to include the infl

Oow

of (interest free) foreign capital. the transfer of advanced and sophi sticated technol ogy
and

managenent practices, all of which are pointed out as essential contributions to econonic

gr owt h.

O course. there are obvious pitfalls in such a sinplification of the issues surrounding

foreign direct investnent in the devel oping countries. | amonly too well aware of the

12



attitudes towards foreign direct investnment that were prevalent in the early seventies, a
nd

the reluctance to accept multinational enterprises as partners in the process of devel opm
ent.

What ever views one holds on the past, there nmust be scope for an understandi ng of that

rel uctance. There is also anple evidence that, in general, this reluctance, by now, is
somet hing of the past. The nere fact that we neet here in this Round Table to di scuss
foreign direct investnent suggests that we are aware that, overall, it can have a clearly
positive inpact on economes and that it is worthwhile to find the ways and neans best
suited to acconplish this.

Thi s awareness, however, does not inply a willingness to accept |ock, stock and barre
each and every suggestion that is offered, because of different values and dil Terent perc
ep-

tions of what is in the interest of countries still in the process of devel opment, and so
r‘re_

times also - the past is not all that easily forgotten - because of a distrust of the not
i ves of

those too eager to offer advice.

This Round Table will discuss foreign direct investnent in the devel oping countries. Its

organi sers noted the continuance of the decline in investment flows to many parts of the

devel oping world at a time when, in fact. such investrment is nost needed. The OECD

Conmittee on International Investnent and Multinational Enterprises has discussed this

trend. It was felt that opportunities have been foregone fromwhich all parties could hav

e

benefited. And. equally inmportant, it is felt that. in light of the changes in perception

s of

and attitudes to foreign direct investnent | nentioned above, the present time is a nost

appropriate one for devel opi ng the dial ogue between all those involved in how best to

stimulate higher flows of investnent to devel oping countri es.

The CECD - one of the organisers of this Round Table - is clearly concerned with the

i mpact of foreign direct investment on devel oping countries. The industrialised countries
do

have an interest in economic growmh in that section of the world, which now absorbs a

consi derabl e share of their exports and has the potential to beconme the worlds nost

dynam c market. There is also a sense of solidarity that has been reflected in the transf

er of

devel opnent aid. Foreign direct investnent also provides OECD countries with an opportu-
nity to denonstrate that they are aware of their responsibilities. The di al ogue on gl oba
i nvestment issues in which the OECD is involved denpnstrates that this O ganisation is an

outward | ooki ng body, aware of its responsibilities towards the world at |arge. Although

t he

CECD has already for many years kept an eye on the world outside its nenmbership, this
attitude has recently been intensified in an effort to strengthen the Iinks with non-Menb
ers.

The tine and energy invested in this neeting by our co-sponsors, the Export-I|nport

Bank of Japan, equally illustrates the awareness of the global responsibility that goes w
ith

the prominent place Japan has achieved in the ranks of industrialised nations.

By now, you should have an idea of the kind of dialogue that this Round Tabl e neeting
ainms to pronote. |t-should be a dialogue in which we take it for granted that host countr
i es.

in shaping their investnent policies, have been guided by rational argunments based on the
position of their countries as they perceive it. It should also be a dialogue in which, f
romthe

outset, we respect diH erences in the appreciation of traditional values and the concept
of

nati onal sovereignty. For exanple, one topic on which we m ght concentrate concerns
differing views and possi bl e m sconcepti ons about the inpact of various policy options.

Anot her inportant topic related to foreign direct investnment issues is the absence of an
institutional framework ofrrules and procedures. In that context it has to be pointed out
how

wel |l the draft UN Code on Transnational Corporations (in which attenpts are nmade to |ink
its provision with those of UNCTAD and the ILO and the Miultilateral |nvestnent

Guar antee Agency (M GA) m ght conpl enent each other. Those conbined instrunents

coul d be seen as the nucleus of a future nultilateral framework for investnment. The next
13



few years may bring greater pressures to intensify efforts to achieve mutually acceptable
rules of the gane in the investnent area. Such ground rules woul d provide a conpetent
referee with adequate authority to blow the whistle with some elfect. whenever a country
is

envi sagi ng or enbarking on a particular practice or policy that would upset the hard-won
progress that is being achieved.

The job before this Round Table is a crucial one, because our dialogue deals with nore
than just an analysis of statistics and trends, or the theoretical merits of the one or t
he ot her

government neasure. Wien all is said and done, we are dealing with sone essential factors
of economic growh in each of our countries; and consequently - as far as economc growh
can contribute to that - our conmon future.
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SUMVARY OF THE ROUND TABLE DI SCUSSI ON

Partici pants to the Round Tabl e, who cane from OECD and devel opi ng countri es,

and from governnent. business. |abour and international organisations, confirned the

i nportance of the issues addressed - host and home country policies, the debt situation a
nd

the opportunities and chal |l enges posed by technol ogi cal devel opnents. They al so were abl e
to establish areas of conmon ground as to the way ahead and the practical steps that cou

d

be taken by all involved to increase the contribution of direct investnent to devel opnent

The remai nder of this section provides sonme comrents on the discussion of the three areas
on whi ch the Round Tabl e focused.

International Direct investment : Trends and Policies

The di scussion of trends in international direct investrment and the forces underlying
recent patterns reveal ed a broad agreenment on the part of participants on the need to
improve the climte for inward direct investnent in devel oping countries. The contributio
n

of international direct investnent to devel opment is now nmuch nore wi dely’ accepted and it
was remarked that reluctance to accept nultinational enterprises as partners in the deve
op-

ment process was now largely a thing of the past. The fact that participants from hone an
d

host countries as well as from business were willing to sit at the sane table and di scuss
trends, strategies and difficulties linked to international direct investnent was seen as
a sign

of greater awareness and invol verent with such issues.

Partici pants focused nore on the reasons underlying recent trends in internationa

direct investnment, but one or two did comment on these patterns. It was seen with sone
concern that nost of the recent growth in international direct investnent has taken place

within the OECD countries, and that once account is taken of the hows to the newy

i ndustrialised economies (N Es) of South East Asia and to of fshore banking centres, the
actual amount of international direct investment going into production, and particuarly,
manuf acturing inveStment in Latin America, Africa and other parts of Asia was quite

di sappoi nti ng.

Partici pants from nany of the devel oping countries outlined the types of changes that
have been or are being undertaken in their countries where there is a fairly broad nove

towards greater openness and |iberalisation for private investnment in general, including
i nternational direct investment. For example, participants fromsome of the NIEs recalled

the clear benefits their |iberal approaches have yiel ded. Sone other participants pointed
out

that while they are adopting a nore wel conming attitude to foreign investnent, changes in
pol i ci es have not yet been matched by any clear trend to higher direct investnment inhows.

These participants stated that home countries and international organisations, in suggest
i ng

what devel opi ng countries could be doing, should take nore into account not only the
econom ¢ probl ens of devel opi ng countries but also the social and political pressures whi
ch
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[imt the speed by which nore liberal investnent regimes can be introduced, particularly

when they are not seen to result in any i mediate and significant inprovenents.

For exanple, the protection of infant industries fromfull international conpetition is

still an inportant concern for sonme devel oping countries. as it is feared by sone that
uncontrolled entry of foreign investnent woul d hinder the devel opnent of donestic enter-
prises. It was argued that restrictions on international direct investrment or preconditio
ns

and performance requirenents should al so be seen fromthe perspective of stimulating the
conpetitive devel opnment of the donestic sector and not just that of protecting it from

foreign conpetition. Participants fromdifferent devel oping countries outlined their expe
r_

iences in this respect. In sone countries, particular sectors are still closed to foreign
i nvestnment or subject to strict linmitations; others have nmoved away from such a situation
as

previ ous approaches have not yielded the desired results.

Sone devel opi ng country participants indicated that their experience with interna-

tional direct investnent has not al ways been positive. One exanpl e given concerned the ne

t

outfl ow of capital associated with international direct investnent after the initial cap

ta

i nhow. This was felt to place economc and political pressures on sone countries, frequen

tly

| eading to the use of trade-rel ated neasures such as | ocal content or export requirenents
or

of limtations on repatriations. Sone of these participants conmented that one of the are
as

where inportant progress could be nade woul d be the devel opnent of stronger I|inks

bet ween nul tinati onal and donestic enterprises. Stronger integration of the activities of
nmul tinational enterprises with the donmestic sector would not only inprove the host countr

y

perception of international direct investment but this would, in helping the devel opnent
of

the | ocal sector, also contribute in other areas such as pronoting the return of night ca
pita

and facilitating necessary structural adjustnent.

Sone of the participants from busi ness suggested that problens with devel oping |inks

with local enterprises often stenmed fromthe |Iack of |local partners with sufiicient expe
rtise

to provide necessary inputs on a competitive basis. Mre generally, a nunber of business
partici pants enphasi sed the inportance they attach to viable, long-terminvestnents in
devel opi ng countries. A sound comercial basis and stable econonmic policies were seen by
a

nunber of these participants as the key factors; investnent incentives have often little
eli’ect on longer termviability, but frequent changes in policies and stringent performa
nce

requirenents could easily undermine the viability of projects and affect the commitnent o

f

the foreign investor to the host country.

A nunber of participants fromthe OECD area spoke of the progress made in their

countries towards liberalisation and that, while there are presently a nunber of devel op-
ments of some concern counter to this general trend, efforts are being nmade at the nation
a

and international levels to resist protectionist pressures and strengthen commtnents to
an

open international economny. Sone of these participants al so wel comed the progress made in
a nunber of devel oping countries towards the rempoval or relaxation of inpedinments to

i nternational direct investment and urged themto continue with such efforts.

Commenti ng on the outl ook, sone participants felt that the attraction of devel oping
countries to international direct investment was again inproving. There are clearly stil
many areas of difficulty covering. for exanple, particular nmeasures or the general policy

stance of sonme devel opi ng countries, the perception and attitudes of host countries to th
e

activities of multinational enterprises and the contribution that home countries could ma
ke,

but there was al so a general sense that progress had been nmade and that it provided a goo
d

basis for further efforts by all concerned. Participants wel coned the opportunity, in par

ticu-

lar, to discuss issues related to debt and technol ogy, which they felt to be key factors
i nfluencing future trends in international direct investnent to devel opi ng countries.
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Debt

Partici pants were in broad agreement that high external indebtedness posed various

difficulties to foreign investors and that progress in reducing debt burdens woul d be
required before a significant resunption of international direct investnment could be

expected. At the sanme tinme, it was also generally felt that international direct investne
nt

could make inportant contributions to alleviating debt problenms through not only the

i medi ate capital inHow associated with investments, but also its longer-termeffects

through technol ogy transfer, nanagerial and marketing practices, trade patterns and their

contribution to conpetitiveness, exports and structural adjustnent. Participants felt tha

t

the interdependence between debt and international direct investment enphasised the need

for simultaneous efforts to reduce debt and increase investnment and therefore for actions
by

all the parties involved - debtors, creditors and investors - rather than by any one grou
p

al one.

There were sone differences in views as to the overall contribution to the alleviation of
debt problens that international direct investment can nake, but all participants did fee
I

that it had some contribution to make and that efforts should be pursued with this goal

n

mnd. Clearly, higher international direct investnent is only one of a variety of factors
necessary to achieve a significant inprovenent in the situation. but a nunber of partici-
pants stated that on the basis of their experience, it is much nore preferable to induce
i nternational direct investnment than bank | oans. A

Participants were all of the view that there are no quick and painl ess ways of resolving

the debt problem Al of those involved need therefore to take a | onger-term vi ew and
expl ore various approaches. A point enphasised by a nunber of participants was the need

to restore the confidence of investors (both donmestic and foreign) in devel oping countrie

S.

For exanple. sone participants stated that progress in attracting the return of fiight ca
pita

woul d be an inportant sign of greater confidence of local investors on which could be bu
It

efforts to attract international direct investnent.

It was felt that major efforts should be devoted to debt reduction and orderly nanage-
ment of rescheduling. Some participants felt that inportant factors in this approach woul
d

be the assurance of access to CECD narkets and changes in donestic policies. Geater
access to OECD narkets was nentioned by a nunber of participants from busi ness and

from devel opi ng countries as essential if exports were to be expanded to gain nuch needed

foreign currency. The sane participants felt, however. that the industrialised countries

shoul d not expect devel oping countries to open up their markets to the same extent or at

the

sanme speed until they are able to put their domestic sectors on a sounder and nore stable

footing and until they are in a stronger position to face greater narket |iberalisation
However, there seenmed to be little disagreenent on narket liberalisation as a |onger-term
obj ecti ve.

On the donestic policy front, encouragenment of entrepreneurship and private invest-

ment was singled out by sone participants. Privatisation was indicated as an area where a
n

i mportant contribution could be expected; it would encourage private investors. donestic
as

wel |l as foreign. and contribute to structural adjustment efforts. At the sanme tinme it wou
I d

result in inmportant savings. given the very high appetite for capital of public enterpris
es. A

nunber of devel oping country participants outlined their present experience with privatis
a_

tion schemes. It was noted that while such schenes were expected to nake an i nportant
contribution, political and other pressures can limt the extent of these schemes and the
speed at which they are inplenented. .

Q her participants recalled that despite adopting structural adjustnent pohcres with a
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viewto limting debt levels. foreign investnent is still not howing. Difficulties relate
d to the

ability to inport essential equipnent, repatriation restrictions and other requirenments w
ere

nentioned as inportant inpedinents in this connection. Qher exanples were provided,
however, of successful adjustments. Participants fromsone of the South East Asian coun-
tries outlined how they have recovered froma high | evel of indebtedness and are now al so
experi enci ng higher direct investnent inhows as a result of restricting excessive interna
tional borrow ng, deval uation, encouragenent of investment in specific areas and |iberal
sa-

tion of investnent regines.

Wil e attitudes about attracting international direct investnent and about the extent

of its contribution to alleviating debt problens differ anong devel opi ng countries, parti
ci -

pants generally agreed that international direct investnent could play a positive role an
d

that it should be encouraged. Agreenment was readily reached on the common el enents that
characterise the nore successful approaches: good macroecononi c perfornmance and confi -
dence in its sustainability; sound and effective econom c policies; open, market-orientat
ed

trade and industrial policies and a dynam c private sector; stable and predictable foreig
n

i nvestment policies that provide fair and transparent rules of the gane.

Technol ogy

Al'l participants were of the opinion that technol ogy is increasingly shaping interna-
tional direct investnment patterns. There are, of course, many different technol ogies at v
ery

different | evels of sophistication. so the possible-inmpact on international direct invest
ment

will vary with the technology in question. Nevertheless, there was a broad view that a
[imted nunber of devel oping countries, particularly the NEs, will nost likely benefit f
rom

technol ogi cal advances, but that the outl ook for the poorer devel oping countries. even in
respect of the inpact of nore mature technologies, is nore sonbre. The new technol ogi es

will be transferred to the countries with the capacity to absorb them and the econom ¢ an
d

policy environment to attract them The countries presently fulfilling these conditions a
re

not that nunerous.

Participants had dili’erent views on the role of nore mature technol ogies in the poorer

devel opi ng countries. Sonme felt that the potential to adapt such technol ogies to the need

S

and capabilities of these countries, while still maintaining their econom c effectiveness
. was

limted. Ohers felt that najor difficulties lie with the noney to buy these technol ogi es
and

the ability to apply them but even when these can be overconme. there are still questions
as
to the contribution mature technologies will nake to export conpetitiveness in a world

where the technol ogi cal content of traded goods is increasing. Participants fromthe poor
er

devel opi ng countries felt, neverthel ess. that nmature technol ogi es coul d nake essential co
n_

tributions to their developnent. To stinmulate this, it was felt that multinational enterp
rises

shoul d be encouraged to help nmore in the adaptation of technologies, in training | abour a
nd

in creating a good working environnent. while O ficial Devel opnent Assistance (ODA)

could be used to devel op the infrastructure necessary to attract and support these

t echnol ogi es.

In di scussing the possible effects of the new technol ogies on international direct invest
nment, it was felt by sone participants that a real danger does exist that, increasingly,

t he

poorer countries will be cut off fromthem particularly if they are unable to attract
international direct investrment. Qther participants expressed less alarmin this respect.
concentrating their coments nore on what these countries could presently do to broaden
and strengthen their technol ogy base and inprove or maintain their conparative

advant age.
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When participants di scussed the nore advanced technol ogi es, those fromthe business
sector enphasi sed the growi ng inportance of protecting intellectual property rights (IPRs
) 1

given the role of technology in gaining and keeping a conpetitive edge, and assuring an
adequate return on investnents in |light of the very high costs of R& and the shortening
i fespan of many technol ogi es. For investors, therefore, the protection of |IPRs, measures
to

prevent counterfeiting and other nmeasures which limt technol ogy paynents. inpose tech-
nol ogy transfer or affect ownership and control are increasingly influential in decisions
on

where to invest.

There was consi derabl e di scussi on of perfornance requirenents related to technol ogy

transfer. Firns clearly seemto want better | PR protection and fewer inpediments and
performance requirements, but the differences between countries in terns of their level o

f

devel opnent and al so their political and social situations can result in devel oped countr
i es

and enterprises wanting greater and faster liberalisation than sonme devel opi ng countries
bel i eve they are able to pursue. Sone participants indicated that the political reality o

f the

situation may conpel the use of performance requirements in order for exanple, to achieve

the technol ogy transfer or higher exports needed to help pay for capital goods inmports an
d

to of fset technol ogy paynents.

QO her participants cormented that it was diflicult to target perfornmance requirenents

and their political rather than economc justification made even nore questionable their
ability to achieve intended effects. Indeed, if they have an effect, it mght very well b
e at the

expense of other conpeting locations. Al so, if performance requirenments result in invest-
ments being nade in | ess econonic |ocations or somehow tlforcel’ technology transfers, th
is

will result in costs which have to be paid by someone, for exanple, the host country,

through hi gher incentives to attract investments, or the company, via reduced conpetitive

ness and profitability. Sone participants suggested that while investnent incentives may
Sged to onset the costs inposed by performance requirenments, this is less so in the case
?;vestnents in high technol ogy. Qther participants comented that, nore generally, tech-
nol ogi es are steadily causing countries to nove towards borderl ess economies with it beco
F;g increasingly difficult. if not undesirable. to keep things within national boundaries

These participants felt that if countries do not open up and follow liberalisation trends
, they

woul d get left behind in world progress and excluded fromthe network within which
econom c activities will be increasingly organised.

Participants fromsone of the countries of South East Asia outlined changes they had

made which, in their view had successfully transforned their econom es from ones which
were relatively closed and dependent on the exploitation of national resources to ones wh
i ch

are nore open and where conpetitive positions have been gained in world markets in
particul ar technol ogy segnents such as sem -conductors. |nportant aspects behind these
changes were felt to be the initiatives taken by the governnents concerned in areas such
as

training and upgrading | abour skills, inproved infrastructure, privatisation programes
and nore open investnent policies and strengthened IPR protection. It was felt by these
partici pants that such approaches have net with considerabl e success in attracting intern
a_

tional direct investnment which not only exports to world markets but which al so denon-
strates a strong and long-termcommitnent to the host economny.

Conpari sons between the approaches and experiences of dil Terent countries high-

lighted, for sone participants, a nunber of clear nmessages. One was that the novenent in
policies towards international direct investnent and technol ogy, which has gone from
restrictiveness, through unbundling towards greater openness and fewer restrictions. has
denonstrated cl ear gains. Another was that various restrictions on foreign investnments we
re

frequently counterproductive; for exanple, the preference in sone countries for greenfie
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i nvestments over local acquisitions ignores that the latter may not only contribute to
exports, technology transfer. conpetititveness and so on. but may do so nore quickly and
nore cheaply than greenfield investnments. These partici pants suggested. therefore, that
host governments focus nore on the purpose of the investnent and less on its formor
nodality. A point referred to by many participants was the increasing interdependence

bet ween countri es and between conpani es. Business as well as governnments nust take this
nore and nore into account in their strategies and policies and those who operate outside
this framework run a significant risk of getting |left behind.
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Chapter |

RECENT TRENDS | N | NTERNATI ONAL DI RECT | NVESTMENT

1. ANALYSI S OF RECENT TRENDS | N | NTERNATI ONAL

DI RECT | NVESTMENT | N OECD COUNTRI ES

A. CGeneral trends

In the past forty years international direct investnment has played an inportant role in
the gromh of the world econony. In many countries. since the end of Wrld War 11, the
grom h of international direct investrment and of large multinational enterprises engaged
in

research, production and distribution activities has been quite unprecedented.
The general slowdown of international direct investnent in the md-1970s’, after a

| ong period of growmh, corresponded to the slowdown of economic activity in general
although in that period, it still remained nore buoyant than donestic investment. |ntena-
tional direct investnment subsequently took 011" again, after declining somewhat between
1981 and 1982, reaching record levels in 1985 and again in 1986. (see Tables 1 and 2

bel ow) .

Table |. Qutward direct investnent flows of OECD nmenber countries
(I'ncl uding reinvested earni ngs)

5 mllion

Cumul ative fl ows

1961/ 70

70576 301 106 1

Sour ce: CECD.

294403 49 740 23 193 29 545 38 441 60464 93 080

M

Table 2. Inward direct investment Hows of OECD nenber countries
(1ncl udi ng reinvested earnings)

3 mllion

Curul ative flow
191 1 /80

1961/ 70

1982

42060

Scum COECD.

187 873 218 392 40 821 30006 31 398 34 347 35 367 47153
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Since the end of the 1970s. flows within the CECD area have been nore bal anced as

nore and nore countries have becone actively involved as both i nward and outward

i nvestors. Until the m d-19705, the bulk of international direct investment in the OECD
countries and the rest of the world cane fromthe United States. Since then. however,

i nternational direct investnent by the European conpani es (especially French. German

and British) has been expandi ng and has continued in the 19805. Neverthel ess. and after a

very considerable drop in US outward investnment in 1982 to 1984. the United States has
agai n beconme the major source of international direct investment, 1986 outward Fl ows
exceeding 528 billion (see Table Al at the Annex to this chapter). The United States al so
becane the | eading host country for foreign investnent, in recent years attracting on
occasi on nore than 50 per cent of total international investnment hows. Over the sane
period. and up to now, nobst OECD Menber countries steadily increased their internationa
direct investnment. Wile the European countries which have traditionally invested abroad
are still in a strong position. Japan and Germany now | ead the held in outward direct

i nvestment, thanks to their continuing bal ance-of -paynments surpluses, the strong apprecia

tion of the yen and the deutschmark, and the dynam smof their enterprises. Besides this.
and as a result of actual or threatened trade and i nvestnent protectionist neasures in ma

jor

host countries. Japanese firns have al so been repl aci ng exports by direct investment abro
ad.

| nvest ment hows between OECD countries are now better bal anced. As can be seen

from Tables 3 and 4 bel ow (which sumrmari se Tables Al and A2 in the Annex) with. for
exanple. the United States being still one of the leading investors as well as now a ngjo
r

beneficiary of inward investnent, whereas inward i nvestnent into Japan renains very
nodest in conparison to its outward investnent hows, the bal ance of international direct

i nvest nent by European countries shows that overall they have invested nore abroad than

they have received in inward investnment in recent years, which would also seemto confirm

the trend towards a nore bal anced distribution of international investment hows between
OECD countries (as seen from Table 5 bel ow).

Bef ore di scussing the broad forces which have shaped these recent trends the above
remar ks concerning the general trend of international direct investment in recent years
require considerable qualification and comment, particularly as regards exchange rate
noverments and the role played by reinvested earnings in international direct investnent.

The dol | ar, which had depreci ated agai nst the other nmajor currencies in the late 19705.
noved in the opposite direction during the period 1980-1984 before beginning to fall aga
n

The steep rise in the dollar between 1980 and 1984 pushed up the cost of foreign investne
nt

inthe United States and, by the sanme token. reduced the cost of US investnent abroad.
However, international direct investnent hows towards the United States do not seemto
have been all that strongly influenced by these fluctuations in the dollar exchange rate.
The

same thing has been happening in Japan since |ate 1985. The steep appreciation of the yen
has made investnent in Japan nore costly, but foreign investnent in Japan has conti nued
at a brisk pace. Neither has the further fall in the dollar since 1986 reduced the how of

foreign investment by US firms which have tended to nove into new sectors and principally
into new technol ogies with the object of gaining market shares and financing their future
gromh. US firms want to be present both in Japan, in order to benefit fromthe new

technol ogies to be found there, and in Europe, in order to be prepared for the single

Eur opean market on | st January 1993. The fact that currency fluctuations do not appear to
have had all that nmajor an inpact on international direct investnment flows is a rehection
of

the inportance of actual and expected growh for major nmarkets and that cost factors.

al beit inmportant. are only one element in the decision to undertake international direct

i nvestment. Conpanies may be willing or have to undertake nmore expensive investments if
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Table 3. Inward direct investnent flows

USS mllion

Cumul ative fl ows’

1971/80 ' 1! 1981/86 9-

United States 56 276 30.0 118 420 54.2

J apan | 424 0.8 | 902 1 0.9

France 16 908 9.0 12 777 5.9

Germany 13 959 7.4 5 795 2.7

United Kingdom 40 503 21.6 29 686 13.6

1. Including reinvested earnings.

Sour ce: CECD.

Table 4. Qutward direct investnment now.

USS million

Direct invsunem fl ows’

1982 1983 1984 1985

Cunul ative fl ows

"7. 1981/ 86

1971/80 . ' 70 1981 1986

United States 134 354 9620 - 2 360 380

Annual 13 435 9 297

Japan 18052 6 39943 13.6 4894 4540 3612 5965 6452 14480
Annual 1 805 6657

France 13940 4.6 19101 6.5 4615 3063 1841 2126 2226 5230
Annual 1 394 318

Germany 23130 7.7 28265 9.6 4097 2783 3170 4401 4815 8999
Annual 2 313 4 711

United Kingdom 55112 18.2 12065 7143 8138 8098 11320 16691
Annual 5511

1. Including reinvned :amnu

Scum COECD

Table 5. Bal ance of International direct investnent’

USS mllion

1980 1981 1982 1983 1984 1985 1986

Canada 2010 9426 1540 2 515 965 5 894 2138

France - 189 2189 1500 210 -72 16 2481

Germany 3 756 3 757 1 958 1 375 3 661 4087 7 632

Italy 167 258 389 936 705 815 2 829

Japan 2117 4705 4101 3196 5975 5810 14524

Net herl ands 3 695 2 963 2 188 2 341 3 430 2 002 2 105
United Kingdom1l 234 6 174 1 856 3 006 8 339 5 646 8 746
United States 2300 - 15570 - 16160 - 11580 -22570 - 1760 3000
1. 1ncludin; reinvested earnings.

Sour ce: CECD.
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they are to foll ow devel opments in the markets concerned. These woul d appear to continue
to be powerful forces given the investment patterns described above.

Rei nvested earnings are an integral part of international direct investment Rows and
shoul d therefore be taken into account in assessing the gl obal evolution of these (| ows.
Renvest ed earni ngs have cone to represent a significant part of international direct inve
St -

ment hows for a nunber of countries and even a najor part for some countries with a | ong
tradition of international direct investnment. Unfortunately, it is not always easy or pos
sible

to nake conparisons on this basis. since data on reinvested earnings are available for on
ly a

few CECD countries and in the others have to be estimated. Al so, the differences in the
statistical definitions used for data on reinvested earnings seemnuch nore marked than

n

the case of the other conponents of capital outflows that cone under the heading of direc
t

i nvest ment .

Turning to recent devel opnments concerning the sectoral structure of internationa

direct investment a key feature is the growing inportance of international direct investm
ent

in services. The share of services in outward direct investment anounts to sonme 40 per ce
nt

of the stock of outward direct investnment, as shown by R MCullochz. In the case of the
United States, there has been | arge-scale outward investnment in services since 1950, but
its

conpositi on has changed: the share of transport and conmuni cations has declined, while
recently the highest rate of investment has been in financial services and insurance.

Bet ween 1977 and 1986 the stock of United States direct investment in services doubl ed,
from$60 billion to $119 billion, representing 43 per cent of all direct investnment. The
bul k

of investnent in the financial and insurance sectors is directed to the United Ki ngdom
Switzerland and the Cari bbean. The United States is also a | eading host country for
investment in services, with a stock of $90 billion in such investnment in 1985. In terns
of

flows, investnent in services represented nearly 50 per cent of inward direct investnent
in

the United States between 1981 and 1986.

Direct investnent in services has al so been an inmportant elenent in the growh of the
stock of outward direct investnent by Japan and Germany. Direct investment by Japan

rose by $61 billion between 1977 and 1985, of which 62 per cent was in services, with a

| arge share going to the newy industrialising countries. Since 1985. services have
accounted for about 50 per cent of the stock of direct investnent in France. the United
States and Germany, and 40 per cent in the Netherlands, Italy and Denmark. The figures
are even nore striking when expressed in ternms of investnent flows: in the period 1980-86

70 per cent of investnent flows to Canada and Gernany were in services; the corresponding
figure for the United Kingdom being 60 per cent, and 50 per cent for France. the United
States and the Netherlands (see Table 6).

The growth of international direct investnent in services reflects, anong other forces.
the prospects for expansion in a nunber of markets follow ng technol ogi cal innovations in
areas such as electronics, conputer services and tel ecormuncati ons. These devel opments
are having inportant repercussions on the structure and strategies of multinational enter
prises and as addressed in a recent work of the organi sation on the inpact of new techno
0-

gies on international direct investnmentl, eventually may lead to significant changes in t
he

| ocation of particular investnents.

The principle factors determ ning the broad patterns and trends in international direct

i nvest ment descri bed above are the general econonic conditions. the policies of hone and
host countries and, as indicated above, technol ogical devel opments and the strategies of
mul tinational enterprises. In the late seventies and early eighties the single major forc
e

i nfluencing the slowi ng down of international direct investment was the unsettled gl oba
econom ¢ situation which followed the steepest recession since the 19305. During the | ast
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Tabl e 6. Share of services in international direct investnent

Per cent age

1975-80 1981-85

Qutward direct investnent

Japan 41.8 62.2

CGermany 49.1 58.4

United States 34.3 53.2

France 44.1 43.5

United Kingdom 43.6 38.2

Canada 20.2 30.9

I nward direct investnent

Germany 68.9 72.8

Canada 58.8 69.9

France 61.6 64.5

United Kingdom 36.8 59.1

United States 43.7 48.6

Japan 27.8 31.0

Source: OECD. from UNCT C and OECD docunents.

several years there has been considerable inprovenment in the world econonic situation

with greater conndence in the resiliance and sustainability of the recovery which has als

0

now di ffused nore broadly in the OECD area and in parts of the devel opi ng worl d.

However, the energence and persistence of severe debt problens in sone devel opi ng

countries, particularly in Latin Anerica, has been an inportant negative inhuence on the
| evel of business confidence and uncertainty, particularly with respect to internationa
direct

i nvestment in these countries. This latter aspect is dealt with in nore detail in Section
2 of

this chapter.

Not only have the nore favourable econonic conditions in OECD countries made it

possi bl e for both donestic and international investment to take 011’° again, but in additi
on

Menber countries’ policies have noved towards a higher degree of |iberalisation of intema

tional direct investnment and. on the whole, a fairly broad based disnantling of nmeasures

to

control investnent.

The OECD s efforts to pronote liberalisation of international direct investment are
conducted, in particular. through its work on the Code of Liberalisation of Capital Move-
nments (which addresses the entry of investnent into a country and right of establishnment

i ssues) and its work under the 1976 OECD Decl aration on International |nvestnent and

Mul tinational Enterprises. in particular as it refers to National Treatnent (which addres

ses

the issue of investnent by foreign controlled enterprises, once established in the host
country. Since the adoption of these instrunents, COECD Menmber countries have been
conmitted to the progressive liberalisation of international capital novenments and direct
i nvestment hows and as the record shows these efforts have been associated with the stron

g

and broadly based novenent towards l|iberalisation in CECD Menmber countries.

Broadl y speaking. foreign investment in the OECD countries began to take off when

guesti ons concerning the ownership and control of national industries and resources were
no

| onger uppernopst and when attention turned to the positive contribution that such invest-
nment can nmake, rather than the potential issues and problens which it nay pose for host
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countries. Fromthen on. liberalisation gained inpetus in the second half of the 19705 an
d

continued all through the 19805, including countries such as those of Scandi navia and
sout hern Europe that had traditionally been less liberal, and in Australia, Canada and Ne
W

Zeal and. From 1973 on, Japan substantially reduced its controls on inward direct invest-
ment and. at the begi nning of the 19805, the remaining restrictive nmeasures concerned on
y

a few sectors.

Anot her exanple of liberalisation is the proposal to create a single European narket

by Ist January 1993. At stake here is not only the renoval of barriers to the free circu
ation

of goods and capital between the Twel ve but also the renpval of barriers between the

Twel ve and their trading partners. Also, Conmunity research programes such as

ESPRIT and RACE are likely to attract a certain anount of foreign investrment by firns

wi shing to take advantage of the research opportunities offered by the Community and to
be on the spot in 1993.

The deregul ation and privatisation progranmmes under way in the various OECD

countries also provide opportunities for inward direct investrment. For exanple, the dereg
u-

l ati on of the banking sector in the United States has facilitated foreign investrment int
hat

sector. Simlarly, the divestiture of AT&T in 1984 nodified international conpetition in
t he

tel econmuni cations field and opened up the US market to European and Japanese suppliers
of tel ecomuni cati ons equi prent. The privatisati on progranmes enbarked upon by Japan.

the United Kingdom and France al so of fer maj or investnment opportunities for foreign firmns

The recent noves towards increased |iberalisation of the tel ecommuni cations, banki ng and
hnanci al services sectors seens indicative of a trend that is set to continue.

Sone countries, however, still have general screening procedi’ires (e.g. the 1985 Invest-
ment Canada Act and. in Australia, the 1987 Foreign Takeover Act Amendnent). Also, a
nunber of sectoral restrictions still exist in a nunber of countries. For exanple, intern
a_

tional direct investrment nmay be restricted in natural resource sectors (land, forestry an
gxtraptive i ndustries). energy (in particular oil), services. especially transport (dones
ﬁgﬁtggr shi ppi ng and especially coastal shipping), conmunications (press, radio, televis
ggd tel ecommuni cati ons) and insurance. These restrictions may involve either an outright
ban or. more often, a number of conditions on international direct investment, such as |
g%tfhe proportion of the conpany’s capital that may be foreign-owned, or on voting rights

requi renments concerning the local content of products, and other prior conditions or per-

formance requirenents.

Despite the broad nove towards |iberalisation of investment regines. recent years have
neverthel ess witnessed in sone countries an emergence of investnment protectionist senti-
ments which raise potential risks for the climate for international direct investnent. Th
e

causes of this are varied, but they are frequently related to existing international trad
e

frictions overlapping into the investnent area. For exanple, in the United States, and in
a

climate where protectionist pressures had already built up, the above-noted upsurge of
inward direct investnment in general, but also with respect to that of Japanese investors.
gave rise to a public debate on the nerits of that investnent. a debate not too dissimla
r to

those which took place in other countries in the 1960s.

Thi s debate has tended to stress possible threats to national security of foreign penetra

tion of sectors related to defence or other sensitive sectors and threats to the nationa
interest of the control of significant portions of key donestic industries by foreign ent

er-

prises, the fear being that the countryls innovative capacity will be thereby curbed. In

addition, there is the additional concern that foreign conpanies. including those fromnm

j or

trade surplus countries are buying up Anerican conpani es and resources at bel ow rea
market value. in fact, a major feature of international direct investnent in the United
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States has been the very high upsurge in acquisitions of United States firnms by foreign
conpani es. |l nevitably, the debate has infiuenced legislators and initial versions of the

Omi bus Trade Bill contained a nunber of proposals that would have reinforced controls
on inward direct investnment. Mdst of these proposals were subsequently dropped; the major
i nvestnment elenent in the Bill which has been adopted by Congress concerns the power to

bl ock acquisitions of US conpanies by foreign investors that would inpair nationa
security. 9

Anot her illustration of events which nay be damaging to the clinmate for internationa
direct investment can be found in the allegations that recent foreign investors - such as
from Japan or from South East Asia - have had recourse to so-called ttscrewdriver opera-
tions" (assenbly plants for inported conponents with l[ittle |ocal value-added) with the
notivation of circumventing inport regulations. This is often seen in Europe as a trade
guestion rather than an international investnment matter, but some ohicials have stated th
at

this sort of investnent is not necessarily wel cone. Recent changeslto European Comunity
trade legislation are indicative of increasing pressures in certain industries to |aunch
anti -

dunpi ng i nvestigations of the activities of sone Japanese manufacturers in connection wt

the supply of conponents to their European plants. If such pressures were to becone
generalised or to prevail, the operations of a nunber of foreign enterprises established
in

Eur opean countries mght be affected.

Unjustitied pressures of a restrictive nature are indeed worrisone. signalling some
policy nmovenments in a direction contrary to the liberalisation of international direct in
vest -

ment, particularly when taken by countries with generally |liberal regines and because the
y

may reinforce parallel pressures elsewhere or at |east forestall further progress to libe
ralisa-

tion. As such, protectionist noves should not be underpl ayed, but equally they nust be se
t

in the context of the overall developments in investnent reginmes in Menber countries. For
exanpl e, work recently conpleted by the Organisation on incentives and di sincentives to
international direct investnentt has shown that, in the main, countries are increasingly
turning to a relaxation or renpval of controls and inpedinents to international investnen
t

rather than the award of various fiscal and financial incentives as a key elenent in
attracting such investnent.

B. Changes in the geographical and sectoral pattern of international direct investnent
This section analyses in nore detail the changes that have taken place in the geograph-
ical and sectoral pattern of international direct investnent flows; it exami nes inward an
d

outward investrment in and by the United States, Japan and the European countries.

United States

The period since 1980 has seen a nunber of inportant changes in United States

i nward and outward i nvestnment patterns. Principle among these has been the very consider-
abl e expansion of inward investnent and the resurgence of outward investment since 1985
after a very sharp fall in the period 1982 to 1984. This section |ooks first at the chang
es in

i nward i nvestnent and the issues to which these have given rise and, secondly, at the
outward investnent situation.

For the 1981-86 period. annual inHows to the United States averaged around $20 bil -

lion and accounted for over 54 per cent of total inward investnent in OECD countries. in
conparison to 30 per cent for the 19705 as a whole (see Table A2 at Annex). After some
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Table 7. Stock of intemmtional direct investnent

inthe United States

USS billion

1975 1980 1983 1985 1986

27.7 83.0 137.1 184.6 209.3

Source: US Survey of Current Business (various issues).

fall-off in 1982 and 1983, inward flows have expanded again reaching over $25 billion in
1986, a level simlar to that in 1981. In terns of stocks. these increased from $27.7 bi
[ion in

1975 to $83 billion in 1988 reaching $209.3 billion in 1986 (see Table 7).

Most OECD Menber countries have stepped up their investnment in the United States.
Investnent into the United States from Europe increased in the same proportion as tota
inward investnent into the United States. It seens that European firns have been attracte
d

by the strong performance of the US econony; however, an added incentive to invest in the
United States has been the desire to beneflt fromthe new technol ogi es bei ng devel oped
there. Principally since 1985 foreign investors have al so benefited from ot her favourable
devel opnents such as the fall in the dollar and the wave of industrial restructuring int
he

United States and, under the conbined pressure of these two factors, many US firns of
interest to foreign investors have come up for sale.

Unli ke their European counterparts, Japanese firns had only a limted presence in the

US in 1975, but by 1986 the stock of Japanese investnent had risen to 11 per cent of tota
I

i nward i nvestnent. Japanese direct investnment. |like its European counterpart, was
attracted to the United States by the scale of the market and by new technol ogi es but als
0.

and this is nore specific to Japanese investnment in the autonobile sector, as a reaction
to

actual and potential protectionist barriers to inports fromJapan. The United States has
taken a growi ng share of Japanese direct investnent - as much as 50 per cent of it in som
e

years. Mdst of this investnent is fairly recent, two-thirds of it dating fromafter 1981
I nvest nent has been concentrated particularly in banking, finance, the whol esale trade an
d

manuf acturing (see Tables A3, A4). Although until recently Japanese nultinationals pre-
ferred to invest in the United States via subsidiaries, they have begun, particularly sin
ce the

fall in the dollar in 1985, to invest via nergers, takeovers of existing firns. and joint
ventures, in the latter case chiefly in the autonobile industry.

Changes in the investnent position of the United States should be seen in the |ight of
the depreciation of the dollar, and in the Iight of the substantial Hows between the Unit
ed

States and of fshore banking centres, particularly the Netherlands Antilles, mainly since
1979. The picture of the United States as a foreign investor as given by the statistics h
as

been significantly affected by the financial subsidiaries that were set up in the Nether
ands

Antilles by US parent conpanies to allow themto borrow on the Eurodollar market while
ensuring that the resulting interest payments avoided wi thholding tax in the United State
Sy

as provided for under a convention. In illustration of the inportance of the associated
tinanci al Hows, interconpany debt hows approached $8 billion in 1984. During the third
quarter of 1984 the US Governnent abolished the aforesaid tax with respect to interest
paid on portfolio debt to non-residents of the United States. As a result of this there c
eased

to be any particular point in going through the Netherlands Antilles to raise funds. US
firns then began to borrow directly on European markets and started to pay back the | oans
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fromtheir subsidiaries in the Netherlands Antilles. This explains the change of sign tha
t

occurred in the net how of intercorporate debt between the United States and the Nether-

| ands Antilles from 1985 onwards. This borrowi ng served to finance transactions in the
United States, since the | ess favourable economnmic conditions abroad were an inducenment to
i nvest at home rather than to set up, expand or acquire subsidiaries abroads.

Anot her, nore recent factor, that has had an inmpact on investnent in the United

States was the Tax Reform Act of 1986. According to sone US experts, this Act, which

was passed by Congress in Septenber 1986 and cane into force on |Ist January 1987, was a
key factor in the wave of takeovers by foreign firns that took place in |late 1986. Under
t he

Act, capital gains are now taxed at the sane rate as ordinary incone (with a maxi numrate
of 28 per cent in 1987). whereas previously they were taxed at a rate of 40 per cent of
ordi nary income tax (which meant an effective nmaxi mumrate of 20 per cent). This change
in the tax | aw was a strong i nducenent to sellers of assets to conplete their transaction
S

bef ore end- 1986. Purchasers were al so encouraged to conplete their transactions before t
he

end of 1986, followi ng the nodification of the uAccel erated Cost Recovery Sys-

tem’ (ACRS) which | engthened the period over which assets had to be depreciated.

thereby nmaking the system of depreciation | ess advant ageous.

More generally, the analysis of the effects of changes in fiscal policy on internationa

i nvest nent Hows is not conclusive. Nevertheless, quite a nunber of OECD countries have.
in recent years, undertaken inportant fiscal reformnms, including those which are maj or hom
e

and/ or host countries to international direct investment such as Canada. France, Germany,
Japan, the United Kingdom and the United States. These changes are as yet too recent to
provi de hard evidence on their possible inpact on international direct investnent pattern
S

but there nmay be sone rethinking as to where to set up new operations and a revi ew of

exi sting ones. Wat does seemclear is that foreign investors may now have to pay greater
attention to international differences in tax rates when considering international invest
ment

deci sions and that tax factors have becone relatively nore inportant now due to the

i beralisation of restrictions on international direct investnment.

Despite their rapid growh in international direct investnent in the United States. it is
quite clear that, in ternms of penetration. foreign presence is still relatively | ow when
the

share of inward direct investrment in total fixed investment in the United States is conpa
red

with that of domestic investrment (see Table 8 below). Simlarly, the share of foreign fir
ns

Table 8. Stock (book value) of internationa

direct investment in the United States

as a percentage of investnent by US firmns

in the United States

.6

DODOUOINNNOITO

Federal Reserve Board. 1986.
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Table 9. Enploynment in the US subsidiaries of foreign firms
as a proportion of total enploynent

Per cent age

1974 nv np ' ' 1982 1934

Extractive and oil industries 16.8 13.0 12.4 14.5 16.1
Manufacturing 2.7 3.5 5.4 6.6 7.1
Construction 0.2 0.3 1.0 1.3 1.0

I ndustrial goods 2.8 3.3 5.0 6.2 6.4
Wol esale trade 2.8 3.2 4.1 5.3 5.3
Retail trade 1.0 1.0 2.0 2.6 2.7

Fi nance. insurance and real estate 1.1 1
Services and trade in services 1.0 1.0 6
As percentage of total enploynent 1.6 1.8 2.7 3.3 3 5

Source: R Lipsey and the United States Departnent of Conmmerce. 1986.

in enmploynment was only 3.5 per cent of total enploynment in the United States in 1985 (see
Table 9). Such data suggest that foreign investrment still plays only a marginal role int
he

US econony although its inmportance for sone specific sectors or regions is, neverthel ess.
consi derable. 1

Looking at the stock of foreign investment in the United States in 1986 it can be seen

1.1 2.12.3 2.2
1.6 2.1 2.2

from Tabl e 10 that European firms still control two-thirds of it. In 1985 the United
Ki ngdom and t he Net herl ands al one accounted for over 40 per cent of foreign investnent.
Japan3s share of the stock was then relatively snall, since Japanese firns arrived on the

scene later than their European counterparts.

The shares of the various countries in international direct investnent in the United
States al so vary according to the type of industry: for exanple, the Netherlands and the
Tabl e 10. Stock of foreign investnment in the United States
in 1986, by origin

Percentage of tota

Canada

Eur ope

France

Ger many

Net her | ands

United Ki ngdom

Switzerl and

Japan

Latin America

Net herl ands Antilles

M ddl e East

Kuwai t

820

NM

NuauasoaOoew

Source: The United States Department of Commerce. 1986.
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Uni ted Kingdom account for 80 per cent of investnent in the oil industry; they al so provi
de
40 per cent of investment in manufacturing, the remainder comng from France (9 per
cent), Germany (10 per cent) and Switzerland (12 per cent). Japanese investnent is
heavily concentrated i n whol esal e trade, accounting for over 40 per cent of foreign inves
t-
ment in that sector which until now benefited fromaid fromseveral states. Japan also p
ays
an inportant role in investrment in banking, with over 20 per cent of investnent in that
sector. Most of the investnment originating fromLatin Arerican countries canme fromthe
Net herl ands Antilles and was concentrated in real estate. Major changes in the pattern of
i nvestment seemunlikely in conming years, apart froma decline in investnent fromthe
Net herl ands Antilles. and the above-nentioned trends will probably continue.
Unlike US firms, which expanded internationally at a very early stage, foreign firms
set up in the United States much later. This can be seen by conparing the degree of
maturity of US investnent, nost of which was in the form of reinvested earnings between
1984 and 1985. with that of foreign investnment in the United States, which expanded over
the sane period predominantly via equity participation and | oans.
The growth of foreign direct investment in the United States in recent years has given
rise to a number of criticisns; the same criticisns are also to be heard in a nunber of o
t her
CECD countries, although they are voiced perhaps a little less forcefully. The Tol chins,
in
their book Buying into Anerica7, sumrmari se the main allegations as follows:
- by setting up in the United States foreign lirms acquire US technol ogy which they
then export to their home country, thereby depriving the United States of the
potential spin-oh’s fromtheir own technol ogy;
- when foreign firnms invest in the United States they often do so in the form of
assenbly plants. with the aimof circunventing inport controls, and then inport
conponents. which has an adverse effect on the trade bal ance. Furthernore, they
create few jobs
- the incentives offered by sone State governments in the United States to Japanese
and West European investors in the formof tax exenptions or financial aid place
donestic firns at a di sadvantage and give foreign firnms a conpetitive edge over
them such incentives rehect a short-termview of the econony;
- some US firnms have al so conpl ai ned about the | ack of reciprocity on the part of
foreign countries when it cones to inward investnent in certain sectors or
activities.
Al ongside the critics of foreign direct investnment. there are those who take a much
nore favourable view, arguing that such investnment is a source of new jobs and funds and
hel ps to keep interest rates |ow. They say that one should see the benefits to be had fro
m
i nternational direct investnment instead of harbouring fears about a |iberal approach to
international direct investment. This is the approach taken by the United States govern-
ment, seeing international investnent as benefiting both host and home countries. Mre
generally, and for sonme tinme now. host countries have been focusing nore on the advan-
tages to be gained frominternational direct investnent, and keepi ng whatever controls or
neasures they have. which are geared to ensuring such benefits, to a mninum Al so, and
n
respect of the allegation noted above on the role of Investment incentives, a study condu
cted
by the Organi sati on3 shows that while considerable investnent incentive programmes exi st
in nmost countries the incentives on offer (at national or sub-national |evels) are genera
[y
available to all enterprises. regardless of their origin. in addition, and as concerns sc
rew
driver operations". criticism at least in the United States, has beconme nore muted as
3
l.
.uwm , -
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forei gn-owned factories have begun to buy nore inputs from existing conmpani es. Mreover,
i ndi vidual states do wel cone assenbly plants. Also, and as al ready nmentioned, early

versions of the Omibus Trade Bill contained a nunber of restrictive proposals nost of
whi ch have not been included in the version recently adopted by Congress.
Turning to outward investnment, the United States is still one of the najor sources of

international direct investnment but its position has changed quite significantly over the
| 981-86 period as well as in respect of its position in the 19705. United States outward
i nvestment hows in 1985 and 1986, at $17 billion and $28 billion made it the single |arge

st

source of international direct investnent. For the 1981-86 period as a whole, the United
States accounted for 19 per cent of total outward flows from OECD counties (in conpari -

son to 22 per cent for the United Kingdom and 14 per cent for Japan) as opposed to over

44 per cent of such Hows for the 19705. Thus, while remaining a major source country, its
relative position has declined significantly in apart due to the growh of outward invest
ment

by other countries, but also due to very |low (and sonetinmes negative) outflows between
1982 and 1984.

On the basis of the stock of international direct investnment, the United States stil

accounts for over 40 per cent of the total stock of investnment in the OECD countries. US

foreign investment on the whol e predated other countries’ investment in the United States
by quite some tinme, and took place when asset prices were substantially |lower, so that it
is

underval ued as conmpared with foreign investnment in the United States. It has been grow ng

at an average annual rate of 20 per cent since 1980, up froman annual rate of 18 per cen

t

during the 19705. Considering the higher inflation rate during the 19705, the real increa

se

has been much larger than the nom nal figures indicate.

The geographi cal pattern of US investnent abroad has remained virtually unchanged

bet ween 1980 and 1986, the OECD countries still receiving over 70 per cent thereof. In
1986 the | argest proportion of investnment went to Canada. US investnment in Canadi an oi

operations and manufacturing accounted for over 20 per cent of US investnent in these

sectors. The recent trade agreenent signed between the United States and Canada. can

only accentuate this trend and increase the overall How of investnent between the two

countries. Another country that receives a large share of US investnent is the United

Ki ngdom followed by Germany and the ot her European countries. Japan, too, is becom ng

a major host country for US direct investnent. From 1980 to 1986 the US investnent

position in Japan. starting froma snmall base, increased by 82 per cent, particularly on

account of the yen rise which swelled the dollar value of reinvested earnings. The patter

n of

US direct investnment in the devel oping countri es has changed somewhat. US investnent in

the Asian countries as a whole rose steeply after 1980 and al so increased in the Mddle

East, although to a lesser extent. Investment in Latin Anerica was hat. except for Brazi

Japan

Anot her inportant trend in international direct investnment has been the energence of
Japan as both a major investor inits ow right and a new host country for foreign
investnment. Up to the late 1960s foreign investnent in Japan was very limted and accepte
d

by the Japanese governnment only on a case-by-case basis so as to enhance the technol ogy
and managenent skills of Japanese firnms through a careful choice of inported technol ogies

Most of the governnental barriers to investnment that used to exist have now di sappeared
and since 1980 foreign investnment in Japan has risen by 16 per cent a year on average.
Direct investment Hows into Japan for 1981-86 averaged $317 nmillion per annum in
conparison to $142 mllion per annum over the seventies. |Indeed. nore investnment has
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taken place in Japan in the 1981-86 period than during the previous thirty years. Foreign
lirms see the size and sustained growth of the Japanese market and the hi gh-performance
technol ogies to be found there as offering a nunber of investment opportunities, and rea
i se

that in order to benefit fromthose technol ogi es they nmust be present in the narket.

Al t hough international direct investrment in Japan has increased significantly since the
begi nning of the eighties. it is still well behind Japanese outward direct investnent. Th
isis

due partly to the restrictions inmposed in the past. Over a relatively short time, however
(1973 to 1980) Japan went ahead with liberalising international direct investnent, and by
the beginning of 1980 the last remamining restrictions on direct investnment apply to only
a

few sectors. The chief remaining diliiculties facing foreign investors arise fromthe com
pl ex-

ity and high cost of setting up business in Japan, which is all the nore expensive due to
t he

current steep rise in the value of the yen. In addition, a nunmber of factors related to
Japanese business practices are still tending to linmt direct investnment in Japan. These
i ncl ude systens of distribution that seemtoo conplex in the eyes of Wstern investors,
practices such as returning unsold nmerchandi se to the manufacturer, discounts offered to
retail traders - all transaction costs to which Western lirms are unaccustoned. \Wen ot he
r

factors such as life-time enploynent, high wage costs, high property prices and the conpe

t-

itive strength of donestic firms in many sectors, are added, foreign firms could well be
deterred frominvesting in Japan. In fact, however, international direct investnment in Ja
pan

has grown rapidly over the past five years. Foreign investors in Japan at present tend to
opt

for subsidiaries over joint ventures as the neans of introducing their products, services
and

technol ogy into the Japanese narket; acquisitions of stakes in Japanese firms are becom n
g

increasingly frequent, although acquisitions of nmajority interests are still rare, since
Japa-

nese firns are usually not interested in a foreign takeover.

Al so, and although in the early 19705 investnent in Japan was |ess profitable than in
other countries, the rate of return on investnment in Japan is now al t oget her conparabl e

with that to be had in other OECD countries (see Table 11). Furthernore, the steep rise

n

the yen agai nst other currencies in 1985 and 1986 neither danped the How of internationa
direct investnment to Japan nor led to the withdrawal of foreign firns already present in

t he

country, nost of which have every intention of stepping up their production in Japan, as
shown by a recent study by 8002, Allen and Ham | ton9.

The main reason for this new direct investnment strategy by foreign firns in Japan is

their desire to gain inside access to Japanese technology and to be able to keep close tr
ack

of howit is evolving; indeed, Japanese technology is attracting an increasing nunmber of

firms in | eading-edge sectors such as new naterials and bi ot echnol ogi es. Anot her reason

S

that a local manufacturing operation is often the key to gaining a firmfoothold in the

Japanese narket; frequently it is the only way to neet delivery deadlines or to tailor

Table 11. Rate of return on United States outward direct investnent, by area

Per cent age

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985

Japan 23 14 24 13 13 14 9 15 9 17

Europe 11 12 15 21 17 12 9 8 7 19

Rest of world 16 14 15 21 18 17 12 11 11 9

Source: 8002. Allen and Ham | ton.
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Tabl e 12. Cunul ative investnment in Japan

Per cent age

1972 1975 1980 1984 1985 1986

United States 66 66 54 49 48 49

Europe 18 21 23 22 24 27
Gthers 16 19 23 29 28 24
Total (USS billion) 1.0 1.5 3.0 5.5 6.4 7.4
Source: Mnistry of Finance. Tokyo.

products to the needs of the Japanese custoner. and al so to take advantage of a stable wo
rk
force and the | atest Japanese managenent nethods (e.g. Kanban).

US firnms are still the leading foreign investors in Japan, as seen from Table 12,
accounting for 49 per cent of total cunulative investnment, followed by Europe with 24 per
cent. The share of US firns in total inward investrment into Japan has declined since the
19805, but this is due nore to the energence of new investors than US firns becom ng |ess
interested in the Japanese nmarket. In terns of industrial sectors, and as seen from Tabl e

13,
chem cal and pharnmaceutical firns have been the | argest investors in Japan, increasing
their investnment at an annual rate of 15.5 per cent since 1981. The nachine tool industry
has caught up with the chemical industry. with an annual rate of increase of nearly 20 pe
r
cent since 1981. Investnent in the new materials, biotechnology and superconductor sector
S

is rising constantly. By contrast. investnent in the oil industry seenms to be falling.
Nonet hel ess. the | evel of foreign investnent in Japan is still low, especially if it is
conpared with that of Japanese outward investnment (Tables A5 and A6 at Annex)| 0.
Al though it is true that up to the md-19705 Japan placed a nunmber of restrictions on
inward investnent, it is also true that foreign investors did not regard the country as a
priority investnent area. But although policies and priorities have changed, foreign firm
S
still play only a marginal role in Japan. accounting for less than 2 per cent of sales an
d Il ess
than 1 per cent of jobs in Japan. US firns al one have invested ten tinmes as nuch in Europ
e

as in Japan. |In 1986. European investnent in Japan was al so much smaller than Japanese

i nvestnment in Europe. The Mnistry of International Trade and Industry (MTI) has

cal cul ated that Japan has invested four tinmes as nuch in the United States and Europe as
Tabl e 13. Breakdown of international direct investnent

in Japan, in 1986, by sector

Per cent age

# -

Machi ne tools 24 Food 2

Metal lurgy 6 Qther products 5

C hem cals 24 Commerce 13

Ol 8 Services 5

G ass and ceramics 2 Ohers 12

. Anmgjor part of this is represented by invesineni in biotechnol ogy.

Source: Mnistry of Finance. Tokyo.
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both of them have invested in Japan. Tables 14, 15 and 16 illustrate these differences in
i nternational direct investment in and by Japan
Particularly since the beginning of the eighties. Japan has emerged as a nmj or source
of international direct investnent, accounting for nearly 14 per cent of total outward fl
ows
from OECD countries in the 1981-86 period in conparison to 6 per cent for the 19708.
From 1981 to 1985. Japanese outward investnent averaged about $5 billion per annum
and 1986 witnessed a major jump to $14.5 billion (see Table Al).
Bet ween 1980 and 1985, the number of Japanese subsidiaries abroad increased by
30 per cent and the conpetitiveness of the Japanese nultinationals strengthened Japan’s
position as an international investor. The above devel opnents in Japanese outward invest-
ment have al so been associated with a switch frominvestnent in comercial activities to
production i nvestrment - the surplus funds that Japanese lirms have at their disposal and
their fears that protectionist barriers will be raised in the main US and European market
S
hel ping to explain this. The steep rise in the yen has al so pronpted Japanese firns to
expand their overseas production, to neet not only foreign but al so donestic demand.
Besi des using direct investnment as a neans of commercial penetration, Japan has al so seen
it as a neans of gaining access to foreign technology via joint ventures or eross-licens
ng
agreenents.
Tabl e 14. Cunul ative international direct investnent
in and by Japan
USS billion
1975 1980 1935 1986
Japanese outward investment 9.7 17.6 38.6 51.1
[nward investnent in Japan 1.5 3.0 6.4 7.4
Source: Mnistry of Finance. Tokyo. Including share investnents. excluding debt.
Tabl e 15. Cunul ative international direct investment
by the US in Japan and by Japan in the US
USS billion
| 975 1980 1935
US investnment in Japan 0.9 1.6 2.7
Japanese investnent in the US 2.5 5.3 12.2
Source: Mnistry of Finance. Tokyo. Including share investnents. excluding debt.
Table 16. Cumul ative international direct investnent
by European countries in Japan and by Japan in Europe
USS billion
1975 1980 1985
Eur opean investnent in Japan 0.3 0.9 1.2
Japanese investnent in Europe 1.6 . 2.8 5.7
Source: Mnistry of Finance. Tokyo.
W
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Table 17. Japanese investnent flows to the devel opi ng countries
USS million

1984 1985 1986 1937

Latin Anerica 2 290 2 616 4 737 4 816

Asia 1 629 | 436 2 327 4 868

Africa 326 172 309 272

The foregoi ng remarks woul d suggest that Japanese investnent abroad will continue to
grow at its present rate. But the pattern of Japanese direct investnent abroad has been
changing. particularly since 1985, as a result of the appreciation of the yen (although a
s has

al ready been nmentioned the rise in the value of the yen has so far not affected internati
onal

inward direct investment in Japan). As noted earlier, Japanese overseas investnent

i ncreased steeply in 1986, an increase ascribable, first, to the the steady increase in e
Xcess

liquidity in Japan and, second, to increased purchasing power abroad as a result of the r
i se

in the yen. The features of recent Japanese direct investnent differ fairly markedly from
those of simlar investment in the 19705. First. investnent in the non-manufacturing sect
or

- hnance. real estate and conmerce - has risen," accounting for over 70 per cent of tota
Japanese investnment. Second, the proportion of direct investnent in the industrialised
countries is growing and in 1985 represented over 50 per cent of total investnent. Third.
there has been a structural shift frominvestnent in | abour-intensive or raw materi al
processing sectors to nore capital and technol ogy-intensive sectors. After falling off
bet ween 1981 and 1983. Japanese investnment in the devel oping countries has picked up
again since 1985. to the beneht of both South-East Asia and Latin Anerica (as seen in
Table 17).

E urope

1n the ten years between 1975 and 1985, Europe. after having been the prem er host

region for international direct investment. becanme the world' s | eading foreign investor.
primarily in the United States. The main investors are France, Germany. the Netherl ands
and the United Kingdom which together account for 90 per cent of investnent flows to and
fromEurope. It was the United Kingdom and Gernmany that saw the bi ggest expansion in
their direct investnent abroad over the period 1981-1986. despite a certain slowdown (in
percentage terns) since 1984 (see Tables A7 to Al2 at Annex and Table 18 bel ow) which
shows how the share of certain EEC countries in international direct investment by the
CECD countries has changed). Since early 1985, European investnent in the United States
has speeded up, the depreciation of the dollar and major restructuring efforts in the Uni
ted

States facilitating takeovers of US firns. There has al so been the attraction of the grow
thin

US markets. together with the relatively high prolits to be nade, conpared with sl ower
gromh in sone parts of Europe. Mention should al so be made of the | arge ampbunt of intra-
Eur opean investnent that can be expected to take place with a view to achieving economni es
of scale by the time the Single European Market cones into force on |st January 1993.

At the nmonment the United Kingdom the Netherlands. Germany and France are the

| eadi ng outward investors, and it seens that they will remain so in coming years; the fir
st
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two countries still account for nobst foreign direct investnent from Europe. Mst invest-
ment hows from EC countries are directed to other EC countries and to the United States,
as may be seen fromthe Tables in the Annex showi ng the flows of outward direct invest-
nment by country. For this there are two explanations: the conpletion of the single Europe
an

Mar ket by the end of 1992 represents a najor growh opportunity for European conpanies:
the | ower costs. economi es of scale and enhanced conpetitiveness that should result from
it

will create new investment opportunities. Firns will want to be as competitive as possib
eto

cope with the new expanded market. Equally, non-EC firns are wishing to establish
subsidiaries in the ECin order to be in a position to share in the advantages of the us
ngl e

market’'|. This is likely to nean that some firns. including those where the investment ha
s a

| ong gestation period. will already have been investing in anticipation of 1993. and as t
hat

dat e approaches nore are likely to follow Also, as was nentioned earlier. European firms
are turning increasingly to the United States; this is the case of firns in the Netherlan
ds.

the United Kingdom France, ltaly and Germany. Bel gi um and Luxenbourg, which prior

to 1983 invested relatively little abroad. are now starting to expand their investnent.
Furthernore. since 1983 there has been a steep increase in foreign investnent by a nunber
of non- EEC Eur opean countries such as Switzerland and Sweden".

At the same tinme, the share of European countries in total OECD i nward direct

i nvestment has fallen, apart fromthat of the United Kingdom (see Table 19 bel ow).

Table 18. Qutward direct investnment flows from sel ected European countries

as a percentage of investnent by the CECD countries

1971/ 30 1981 1982 1983 1984 1985 1986

France 4.6 9.28 13.2 6.57 5 .53 3.68 5.62

Germany 7.7 8.24 12.0 10.73 11.45 7.95 9.67

ltaly 1.2 2.82 4.42 7.2 5.19 3.01 2.85

Net herlands 9.2 9.52 14.31 12.75 13.28 5.21 4.50

Switzerland n.a. n.a. n.a. n.a. 2.96 7.56 1.46

18.0 24.25 30.08 27.54 21.07 18.72 17.93

United Ki ngdom

n.a. Notavail abl e.

Source: CECD

m

Table 19. International direct investnment flows to sel ected European countries

as a percentage of the inward investnment received by the OECD countries

1981 1985

1982 1984

France 9.0 .

Germany 7.4 0.83 2.75 5.72 2.15 2.05 2.

Italy 3.0 2.81 2.12 3.79 3.65 2.84 -0.36

Net herlands 5.8 4.34 3.77 4.54 4,88 3.24 4.41

Switzerland 0.91 1.51 2.97 2.98

United Ki ngdom

n.a. Not avail abl e.

Source: CECD
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Japarl ese tirrns have been expanding their investnment in Europe, their preferred i nvestne

nt

| ocationstbeng the United Kingdom and the Netherlands, Luxembourg for financial invest-

ment (Wth a very big increase in 1986), followed by France and Germany (see Table 20

bel ow). After an average annual growh exceedi ng 30 per cent between 1980 and 1985

Japanese foreign direct investnent in Europe has since grown very strongly - in 1986 it

grew by 80 per cent to $3.7 billion and by a further 90 per cent in 1987. to $6.6 billion
Thi s

Jttnp has resulted, as noted above, fromthe financial surpluses of Japanese conpanies, t

he

hi gh val ue of the yen and the expectations of Japanese investors concerning the single

Eur opean Market in 1993. The mmjor recipient countries, especially in 1986 and 1987. have

heen the United Ki ngdom and Luxemnmbourg, but it nmay also be nmentioned that Japanese

I nvestnment in Spain starting froma |ow base in 1986 tripled in 1987.

Tabl e 20. Japanese investnent in Europe

USS mllion

1984 1935 1986 1987

United Ki ngdom 318 375 984 2473
Net her| ands 452 613 651 829
Luxenmbourg 315 300 1 092 1 764
Germany 245 172 210 403

France 117 67 152 330

Spain 86 283
Total’ 1 937 1 930 3 669 6 576
M

1. Including other European countries.
Sour ce: JETRO

Wth a viemfta_inproving conpetitiveness of European industry, the European Eco-

nom c Conmunity is seeking to pronote industrial innovation via its research progranmres
on information technol ogies (ESPRIT), tel econmmunications (RACE), the introduction of

| eadi ng- edge technol ogies in traditional industries, advanced materials and bi otechnol og
es.

Advances in these technologies will facilitate the expansion of services within the EEC
These efforts nay have the elfect of not only stinmulating intra-Community investnent. but
al so investnment by the Community in the United States and Japan. and vice versa.

2. | NTERNATI ONAL DI RECT | NVESTMENT | N DEVELOPI NG COUNTRI ES

Direct investnent in the devel oping countries is of particular inportance at a tine

when many of these countries are experiencing fmancial difhculties as a result of their h
eavy

ext ernal indebtedness or when they are attentive of the inplications for international d
rect

investment flows to their countries as a result of various other devel oprents incl uding,
for

exanpl e, changing policy regines for such investnment or the chem of advanced technol o-
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gi es. Increasingly, many devel oping countries are taking a different and nore positive vi
ew

of the role that international direct investnent can play in their devel opnent.

This section considers these trends and issues, focusing first (in Part A) on the main
features of recent trends in international direct investnent in the devel oping countries
as a

whol e and the broad determinants of these patterns. Part B then examines in nore detai
the geographi cal and sectoral pattern of investnent hows to three groups of devel opi ng
countries: Latin America and the Cari bbean, Africa and the South-East Asian countries.

A. Recent trends in international direct investnent in devel oping countries

A nunber of inportant changes have taken place in the patterns of international direct

i nvestment in devel opi ng countries since the beginning of the eighties. Principle anong
these are the changing share of total international direct investnent going to the develo
pi ng

countries, changes in the distribution of international direct investment between the ma
n

devel opi ng country regi ons, and changes in the position of international direct investnen
t

vis-a-vis total private financial flows to the devel oping countries. The grow ng share of
services in total international direct investnent in devel oping countries is also of note

In the 1975-79 period, the devel oping countries as a whole, maintained their ability to

attract international direct investnent, and the How of international direct investnent t

0

these countries at that tine was nore sharply upwards than for the CECD countries on

average. The reverse situation is found since the beginning of the eighties, when interna

tional direct investnent by the OECD countries has been expanding, but that going to the

devel opi ng countries has been slowi ng down, although it did pick up again in 1986 (see

Annex Tabl e Al13). International direct investnent in the devel oping countries has

remai ned fairly steady despite a fall in 1985, at averaging around $1041 billion per annu
m

which is well belowits level at the beginning of the eighties which stood at $17 billion
in

1981.

The decline in foreign investment in the devel oping countries has not affected all of

themto the sanme degree: direct investment Hows are channelled primarily to countries tha

t

are wel |l -endowed with natural resources, to those that offer a vast |ocal and regional ma
rket

and to those that possess a skilled and | ow cost | abour force. Thus, over the period 1980
- 86,

18 devel opi ng countries received 86 per cent of international direct investnent. They wer
el

for Africa. Egypt, Nigeria, Oman and Tunisia; for Latin Arerica and the Cari bbean

Argentina, Brazil, Chile. Colonbia, Mexico, Trinidad and Tobago, Venezuel a; and for

Asi a, China. Hong Kong, Indonesia. Ml aysia, Singapore, Taiwan and Thail and.

Wthin this shift in the distribution of international direct investment hows between
OECD and devel opi ng countries, there has also been a shift in the eighties in respect of

the

relative attractiveness of different devel oping countries to international direct investm
ent .

The role of the Latin American countries as host countries for international direct inves

t-

ment has declined, primarily on account of the debt crisis and the problens to which it h
as

given rise, and the share of the African countries is still small. while international d
rect

i nvestnment in the newl y-industrialising, high-income South-East Asian countries is rising

at the expense of other less industrially devel oped regions.

Total private resource hows to the devel opi ng countries have fallen dramatically over

the period 1980-86, from $66 to $26 billion. Wiile the share of international direct

i nvestnment in these Hows has increased over this period. from8.7 per cent in 1980 to 14.
2

per cent in 1986, this relative increase is not due to any upsurge in international direc
t

i nvest ment, which as noted above has remained relatively hat over the period. but rather
to

the very significant drop in other private Hows, particularly bank Iending. In 1980 these
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accounted for over a third of the total hows in conparison to a nere 6 per cent in 1986 (
see

Annex Tabl e A13). The mmin reason for the latter is of course the serious and persistant
ext ernal indebtedness of a nunber of nmmjor devel opi ng countri es.

The share of services in foreign direct investnment in the devel oping countries has

i ncreased consi derably as conpared with manufacturing investnent. The bulk of this

i nvest ment has been in banking, insurance, advertising, information and engi neering con-
sultancy. The nultinationals that have invested in these sectors have done so primarily

n

order to be close to their customers. Anpbng the host countries, 29 devel oping countries
account for 75 per cent of the stock of investnent in services. In many countries the sha
re of

services in inward investnent exceeds 40 per cent. In 1985, 50 per cent of US investnent
in

the devel opi ng countries was in services; the respective share for Germany, Japan and the
Net her | ands bei ng 40 per cent.

In this connection, it should be noted that these figures are heavily influenced by

i nvestnment in countries with offshore banking centres (Bahamas. Bernuda, Cayman

I sl ands, the Netherlands Antilles. Panama) and by investnment in countries offering flags
of

conveni ence. These countries received 70 per cent of investnent in services in the develo
p_

ing countries by the United States and Japan between 1977 and 1985, and this was not an

i solated case. It seems that direct investnment in services in devel oping countries is cha
n-

nelled primarily to those countries with offshore banking centres or offering Hags of con

ve-

ni ence. Foricountries that do not provide such facilities, the share of services in the d
i rect

i nvest ment that they receive has fallen’z.

The changes in the pattern of international direct investment sunmari sed above can be

traced to the effects of a nunber of forces. Principal ampng these is the general econoni
c

situation in both home and host countries, where in the case of the latter. the debt situ
ation

has had a major inhuence. In addition. a significant role nust also be given to technol og
ica

devel opnents and changes in the market situation for goods and services and the genera
econom c climte and policy environment in devel oping countries for direct private invest
nment (both by domestic as well as nultinational enterprises). The follow ng paragraphs
address these determ nants.

The particularly favourable gromh period in devel oping countries ended with the

worl d recession of the early eighties. The recession had prof ound consequences for a
nunber of devel opi ng econoni es which had built up their external debt position to inpru-
dent levels, partly to finance anmbitious industrial policies inline with the Iiunbundlin
g

approaches towards international direct investnent, or to finance natural resource invest
ments that often provided | ower-than-anticipated returns. In view of the debt-servicing
burdens they have had to assume, the economc growth of these countries did not inprove

with the econom c recovery in industrial countries and is now expected to renmain severely
constrained for the next few years.

H gh | evel s of external indebtedness have, of course, underlined the need to encourage

as nmuch capital inhow as possible and, in particular. stable hows of productive equity fu
nds.

At the same time. international |ending. whose volunme had cone to overwhel mthat of
direct investnent to devel opi ng countries, has becone nuch nore scarce. as the banking

sector in devel oped countries has nmoved to limt its exposure. Furthernore. the contrasts
bet ween successful experiences with inward direct investnent projects and nore negative
experiences with other, overanbitious and costly industrial projects that were geared to
assunpti ons about productivity or demand prospects that proved to be incorrect have
become nore and nore striking. In this harsh new setting, devel oping countries as di scuss
ed

later in this section, have generally cone to a nmuch nore positive assessnent of the role
of

the international direct investnent package.
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Notwi t hstanding this nore receptive attitude, international direct investment Hows to

the devel opi ng countries have consi derably decreased since 1982, and the nore so in
countries where such flows would seemto be nbst needed. This apparent contradiction
shoul d cone as no surprise, however. as inward direct investnent was on the increase in
devel opi ng countries in the 19705 despite nore restrictive policies on their part during

t hat

period. It underlines that the nain determ nants of international direct investnment are t
he

basi c, nmedium and | ong-term econonic opportunities in host countries resources, cost
structures and growm h prospects - and it is essentially the change in this latter el enent
t hat

constitutes the main explanation of the contraction since 1982. This expl ai ns why one of
t he

factors underlining the decline in international direct investment in the devel opi ng coun
tries

has been that firms in the OECD countries have focused on strengthening their conpetitive
position in their honme nmarkets and in the markets of the OECD area. hence the concentra-
tion and shift in direction of international direct investnment.

For the heavily indebted countries, the magnitudes involved - direct investnent inflows

for the fifteen nost heavil y-indebted devel oping countries ambunt to less than $5 billion
per

year. while their annual debt service exceeds $50 billion - show that the capital inflows
t hat

could be involved in an increase of foreign direct investnment can have no nore than a
l[imted effect in inproving the bal ance of paynents situation of heavily-indebted countr
es.

The bal ance- of - paynments gai ns of successful international direct investnment operations.
especially if the latter are export-oriented, nay go well beyond the initial capital inho
w;, but

these additional gains are likely to accrue only in the longer run. as part of the initia
| capita

inflowis often spent on inports of equipnent. As a consequence. other approaches. such a
S

the rescheduling of debt, need to be pursued in parallel. But it is also unlikely that an
y

singl e approach will prove by itself sullicient to bring the debt of devel oping countries
to

reasonabl e | evel s. The contribution that could be brought by increased international dire
ct

i nvest nent hows woul d be particularly welcone in view of the beneficial. |ong-termeffect
S

they are expected to have on the productive potential, restructuring requirenents and the
bal ance of paynments of host countries.

An additional factor which seenms to have started recently to decrease the attractive-
ness of parts of the developing world to foreign direct investnent is the devel opnent in
t he

| ate seventies and the early eighties of a nunber of mmjor technol ogi cal changes. These
have begun to have a nmjor inpact on production structures, nostly in OECD countries.

The basi c technol ogi cal innovations were undoubtedly avail able earlier, but the slow grow
th

of demand and the cost-conpetition context of the md and | ate seventies seemto have bee
n

particularly favourable to their wider inplenentation. Many of these innovations - e.g.
robotics - are nostly | abour-saving and thus tend to reduce the attraction of investnent
in

| ow | abour-cost countries, particularly devel oping countries. O her devel opments, such as
those in the computer and comuni cations area. could be nmore neutral as to their |abour
impact - with the exception of the services activities - and could, in certain cases, fav
our

decentral i sati on of production and thereby increase the chances of devel opi ng countries.
However. they require the availability of a skilled | abour force that can be found only

n the

devel oped countries, or in the newy industrialising economes (N Es) which al so have | ow
| abour costs. Developnents in the area of new materials, raw materi al -savi ng, and energy-
savi ng techni ques could have the effect of pushing further to the future a significant re
Vi va

of mineral resources industries that would represent one of the very few opportunities fo
r

some devel opi ng countries - notably in Sub-Saharan Afri ca.

It is difficult to gauge the scale on which growh in industrial activities is shifting b
ack



to the OECD area or concentrating in NIEs as a result of the technol ogi cal changes
descri bed above. and especially to estimate how |l ong the process will continue. O course
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conpar abl e shifts have sonetinmes devel oped, at |east to sonme extent, in the past, under t
he

i nfl uence of previous waves of technol ogi cal innovation. During the |ate 19505 for exanpl

ey

a nunber of textile conpanies sought to rationalise their activities in order to keep fro
m

novi ng production to devel opi ng countries, but they were ultimately defeated by conpeti -

tors choosing to follow that strategy instead of trying to resist it. Because they are so
wi de-

rangi ng, the effects of the present technol ogi cal wave coul d appear to be both nore
powerful and | onger-lasting than those involved in earlier periods. Far from being confin

ed

to any particular activity, they seemto be in the course of reshaping a w de range of
industries. If this assessnent proves well-founded, the capacity of very broad regi ons of
the

devel oping world to attract international direct investnent could prove to be further and
nore pernmanently reduced. In the longer term the countries concerned coul d be altogether
cut off fromthe devel opment of a new technol ogical culture. This could ultimately | eave

themin a weak position to take advantage of the eventual resunption of nore favourable

trends. and even |l ess prepared to face the consequences of yet newer generations of

technol ogy appearing on the horizon".

The policy environment in devel oping countries. with respect to both donestic and

foreign investnment is both a key factor in the ability of devel oping countries to attract
and

hol d i nternational direct investnent and al so one that has been changing since the early
eighties. In the 19705, foreign investnent regi mes were generally restrictive although th
ere

were exceptions and variations between countries. A few devel oping countries practised

very liberal investnent regimes throughout the seventies. Anong these are sone of the
present-day NIEs. In other NIEs |iberal conditions for foreign investors were confined to
particul ar sectors in particular periods. in line with well-devel oped industrial policies

International direct investnment continued to take place even in some of the npbst restrict
ive

countries. often in cases where the conditions inposed on them were transparent and kept

stable. Many enterprises engaged in new form of investnment. which, although not generally

their preferred formof investnment, had the advantage of reducing their commitnents in a
period of rising uncertainties.

A few poiicy-nmakers in devel oping countries have al ways been convi nced of the bene-

iits of foreign direct investnment for devel opnent: such investnent constitutes a tightly
bound package of capital infiows (with associated outhows being nore closely tied to the
profitability of the operation). of technologies that are often new to the host country.

and of

manageri al and marketing services that are locally in short supply. Furthernore. the

experience with the technol ogi es and services capabilities of the foreign enterprise that
is

gained by its local work force and its | ocal suppliers and clients is likely to be transm
itted to

some extent to the rest of the economy. Devel oping country critics of foreign direct inve

st -

ment have. on the contrary. stressed that a significant proportion of the capital infiow
involved is likely to be spent on inported equi pnent or other inputs. and that the transf

er of

profits abroad tends to be excessive. In their view, multinational enterprises have a bhia

s for

i mported rather than local supplies. while the experience gained with new technol ogies is
m nor. or inaccessible to local firms because of the gap between inported technol ogi es an

d

those that can develop locally at any significant scale. Mre generally, nmultinationa

enterprises are seen, in this view as being in a position to extract. notably through th

eir

pricing policies. npost of the advantages fromthe situations in which they are invol ved.

with

few of these advantages accruing to host countries. The detail ed anal yses and assessnents

of the inpact of foreign direct investnent generally underline its |long-termcontribution
to

the efficiency and the devel opment of the host econom es. and they do point, with sone

exceptions. to positive overall effects. But they are too dated. too variable in their fo
rmat s

and approaches. or too narrowy focused to convince the critics or to persuade themto pu

t
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into perspective their concerns as to the risks that inportant foreign direct investnent
may

inmply for the econom c independence of their countries”.

As a consequence of such negative perceptions, the foreign investnent regi mes of

many if not nost devel opi ng countries have always included strong restrictive el enents.
Entire sectors, often anbng the nobst interesting ones for foreign investors, have been
conpletely closed and, in the early 1970s, a nationalisation wave devel oped, in particula
rin

the natural resources sectors. In other cases. in particular when the technol ogi es avail a
bl e

to a few nmultinational enterprises could not be foregone, conditions have been inposed w

th

the ai mof increasing the share of the host country advantages derived from foreign

i nvest ment operations, often to the detriment of the viability of these operations or dis
cour -

agi ng them al t oget her. Anpong these conditions are significant trade-rel ated investnent
neasures, that are much nore w despread than in OCECD Menber countri es.

I nvest nent incentives were sonetinmes provided to encourage nultinational enterprises

to go along with these approaches and to conmpensate partly for the etTects of some of the
conditions inposed on them as well as for some of the general difliculties of doing bus
ness

in certain areas of the developing world (lack of adequate infrastructure. low |level of p
ublic

and admini strative services, and other costs resulting fromred tape and/or inadequate |le
ga

infrastructure. etc.). Wile those nmeasures were often of a financial or fiscal nature,

n a

consi derabl e nunber of cases they took the form of trade measures protecting the |oca
production of the investing foreign enterprise fromconpetition by inports or by subseque
nt

i nvestments. The risk that the resulting investnents would not be viable internationally
in

the absence of continued support is evident. -

Wi | e many devel opi ng countries still maintain often inmportant restrictive nmeasures
concerning international direct investnent. their policy approach in the eighties, in cle
ar

conparison to that of the seventies, is much less restrictive. Mire and nore devel opi ng
countries - even those in which inward direct investment was fornerly forbidden, or. for
al

practical purposes, inpossible - now actively seek to attract foreign investors and nmany
have rel axed their foreign investnment regines. Sone still retain interventionist |egislat
i on,

but grant nore and nore authorizations, in an increasing nunber of sectors. and forego
many conditions that they tended to enforce strictly in the past.

It is also true that in certain devel oping countries a nunber of major restrictions
continue to prevent or inpede inward direct investnent. In Brazil, for exanple, despite t
he

poor donestic situation, there are restrictions on investnent in sectors such as that of
advanced technol ogy. I n Mexico, compul sory |ocal content requirenents continue to be set.
Furt hernore, although several heavily-indebted countries have taken neasures to facilitat
e

the i nHow of foreign capital, they still restrict, or are taking nmeasures to restrict .or
to

prevent. the repatriation of capital or earnings by foreign firnms. Such nmeasures are majo
r

i npedi ments to foreign investment’5. Also, the need to nmeet high debt service paynments ha
S

| ed sonme host countries to take enmergency neasures that restrict access to foreign exchan
ge

or inports and thereby inpede the eiliciency of established foreign firms and di scourage
new entrants. More generally, the debt crisis has led to neasures and situations renderin

g

day-to-day business activity nore difficult in the countries nost affected, and this has
had

an inpact on foreign investors as well. But it is striking that the sonetinmes significant
i beralisation of investnment regi nes has not produced the hoped-for results in highly

i ndebted countries; nor in nost of the poorer countries which are sinply unable to offer
t he

opportunities which could attract international investnent on any significant scale.

The external environment for nobst devel oping countries is now even | ess favourable

than it has been so far during the 19805. The distinctly counter-productive results of ma



ny
devel opi ng countries’ previous donestic policies (policies towards saving and investnment,
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public finance and nmonetary policies) are by now all too evident and the fact is increas
ngly

bei ng recogni sed by devel opi ng countries’ governments thensel ves. This shoul d | ead,
through the inplenentation of successful structural adjustnent programres, to an

i mprovenent in the general climate for business, a feature considered by nultinationa
enterprises as an essential prerequisite for investnent. Al so encouraging is the change

n

attitude towards foreign investnment itself which is increasingly seen as making a positiv
e

contribution in the context of nore nmarket-oriented donestic policies.

The present situation shows that there is roomfor new approaches to encourage nore
foreign direct investnent and one approach which has been di scussed a great deal recently
is that of the debt/equity conversion schenes recently put in place by a nunber of
devel opi ng countries’'6. Such schenes, which are sonmetines associated with |local privatiza

tion progranmes, seemto represent a step in the right direction. Cbviously some experi-

nentation will be necessary before ensuring that the nodalities of these schenes are int
he

optimal range. Furthernore. the recent evolution of secondary nmarket prices for devel opin
g

country debt may act as a negative factor. Also worth noting are the efforts nade to
devel op stock markets in sonme devel oping countries’7 and the renewed interest in
approaches such as that of buiid-own-transfer (BOT) franchising operations.

The Multilateral Investnment Guarantee Agency (M GA) should contribute in inpor-

tant ways to foreign direct investnent in devel oping countries through its insurance mech
a-

nism and sonme additional investment is expected to result fromthis. The pronotiona
activities through which M GA shoul d advi se devel opi ng countries on the creation of
favourabl e conditions for foreign investors and. in particular, on those conditions requ
red

for the insurance nechanismto be applicable, may prove of equal inportance, as these
conditions should affect a broad range of foreign investors beyond those seeking i nsuranc
e.

Foreign direct investnent decisions are and should renmain the responsibility of corpo-
rate investors. The role of OECD governnents, be it through their influence on world
econom c growh or otherwise, is therefore an indirect one. Encouragenent is being pro-

vi ded by a nunber of OECD Menber countries for investnent in devel oping countries,

nostly but not exclusively through the support of national investnent guarantee schenes
(tax credits. soft loans, and grants for feasibility studies are sonetines involved). At

| east

sonme countries feel that a significant increase in. or a broadening of, such assistance

S

general ly not envisaged favourably, as it would deviate too much fromthe principle of
neutrality. Anong the possible additional approaches that may be offered is that of promo
t-

ing a better utilisation of Oficial Devel opnent Assistance hows, ainmed at inproving the
general conditions for doing business and the conditions in which foreign investors are t
0

oper ate.

As nentioned above. recent technol ogi cal changes may affect the ability of devel oping
countries to attract foreign direct investment - essentially positively for NNEs and cl ea
rly

negatively for nost other devel oping countries. Encouraging direct investnent in the latt
er.

so as to avoid the devel opment of a further technol ogical gap, undoubtedly involves suppo
rt-

i ng appropriate host countries policies regardi ng education, training and technol ogi ca
transfers. It also raises inportant issues related to better protection of intellectual p
roperty

ri ghts. Another question is that of the policy role of the NIEs in view of their recently

acquired position, and, inter alia, of the possible assistance that they could provide,

n view

of their own recent experience in industrial take-olf.

Export-oriented direct investnment can play a particularly inportant role in reducing

the burden of heavily-indebted countries, as it is |ess dependent on | ocal demand conditi
ons

whi ch are expected to remain somewhat depressed. COECD Member countries have. in this
respect. the inmportant responsibility of facilitating access to their nmarkets for the cor
re-
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spondi ng i mports wi thout which such investrments will not take place. The sensitivity of
international investors to potential risks in this respect is easily understandable, as t
hey

have to conmmt thenselves to particular operations for relatively long tine periods. Disp
el -

ling such risks and building the conhdence of investors is an inportant task for internat
i ona

econom ¢ co-operation in the years ahead.

B. Geographi cal and sectoral patterns of flows

Latin America and the Cari bbean

Latin Anerica traditionally accounted for over half of the total international direct

i nvest ment going to the devel oping countries. but for the period 1981-86, its share fel
to

around 48 per cent, in conparison to around 52 per cent for 1976-80. As seen from Table
21 below. investnment 110ws to the region have remained fairly flat since 1981, averaging
between $5 to 6 billion per annum except for a sharp fall in 1983 to just over $3 billion

As seen from Table 21, it has been the major countries of the region. Brazil, Argentina
and particularly Mexico which have fared worst. For exanple, in 1986 Brazil achieved only
15 per cent of its 1981 level of inward investrment, the comparable figure for Argentina
being 49 per cent. Mexico. in three of the six years in the period 1981-86 experienced ne
t

di sinvestnent. As a result, these three countries which accounted for 46 per cent of Hows
to

Latin Anerica in the period 1976-80 attracted only 25 per cent of themin the 1981-86

peri od.

United States compani es have traditionally been major investors in Latin America and
while this is still true, the relative inportance of their investnment in this area has ce
rtainly

fallen off considerably since the beginning of the 19808. For exanple. and on the basis o
f

stock data. Latin Anerica accounted for 18 per cent of United States worldw de stock of
outward investrment in 1981. but this had dropped to 13 per cent by 1986. Despite this
decline in the relative inportance of Latin Arerica as a destination for United States
investnment. international direct investnent by United States firnms in Brazil (on the bas
s of

stock data) has grown steadily, but slowy over the period, from$5.4 billion in 1981 to
$6.5 billion in 1984 with the 1985 |l evel being $7.1 billionl3. The situation for Mexico
S

relatively sinmlar. although 1984 and 1985 levels of the stock of United States investnen
t,

Table 21. International direct investnent in Latin Arerica by DAC countries, 1976-1983’
USS mllion

Annunl fl ow

1983 1984

Cumul nu’ ve fl ows

1976/30 7.1 1981/86 v.2

1981 1982 1985 1986

Latin America 27 872.2 51.6 32641.9 47.8 6234.9 5897.9 3817.3 5899.1 5057.1 5735.5

Mexi co 3740.9 751.8 1225.7 - 1038.5 -325.5 580.2 359.4 -49.5

Argentina 2370.1 1653.2 580.1 378.9 104.7 134.6 171.5 283.4

Brazil 6717.1 5 855.5 1348.5 1609.8 674.0 1478.5 549.2 195.5

Total devel oping countries 53974.4 68240.4 16850.8 12358.2 9127.411332.1 6527.3 12044.6
1. Some data include reinvested eanminu. others do not. and some al so include oil

2. Share of the total devel oping countri es.

Source: CECD
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for both years at around $4 billion, has not yet surpassed the 1981 level of $5.2 billion
By

conparison. there has been a relative growh in investnent by Japanese. British and
German firns, though nmuch of this has been channelled to Panamani an and Cari bbean

of fshore banking centres. Data on the stock of German direct investnent show a picture, f
or

Brazil, simlar to that for the United States, i.e., steady but slow growh of the stock
of

German investment, fromDM 5.5 billions in 1978 to DM 6.9 billion in 1981 and

DM 7.4 billion in 1983 (the last year for which statistics are currently available). The

st ock

of German investnent in Mexico reached a peak of DM 1.6 billion in 1981, since then it
has fallen off markedly, the 1983 | evel being DM 896 million

The deterioration of the international direct investrment situation in Latin Anerica,

and particularly in Mexico. Brazil and Argentina, is of course very closly related to the
fact

that they have been confronted. to a nuch greater extent than other najor devel oping
countries, with the problem of servicing and rescheduling their external debt. Severe
external disequilibria. depressed donestic demand, wi de swings in real exchange rates and
hi gh donestic inHation have all contributed to a clinmate that is nuch | ess conducive to
international direct investment. Associated with these features, restrictions on inports
and

repatriations as well as other neasures with restrictive effects on international direct

i nvest mnent have neant that investors are still very nmuch concerned about the conditions o

f

investment in the area. They also note that the rate of return on investrment in the area.
as

seen from Tabl e 22 bel ow, now conpares unfavourably with that in other devel opi ng
countries or in the industrialised countries. Al in all, the economc situation is there

fore

potentially very discouraging to investors.

At the sectoral level it is difficult to generalise, but industrial output has begun to p
i ck

up since 1984, rising by about 6 per cent in 1986. Since 1984 manufacturing and services
have spearheaded restructuring in Latin Anerica. The only exception is Mexico. where
donestic demand contracted in 1986. as a result of which industrial demand fell by about
5.5 per cent; all industries, apart from petrochenicals, were affected, and particularly

the

aut onobil e industry. Brazil experienced three consecutive years of steady industrial grow

t h,

Table 22. Rate of return on US outward investnent by industrial sector

Per cent age

1980 1981 1982 1983 1984 1985

I ndnstrinlised countries 16.5 11.7 8.0 9.0 9.0 16.2

Q1| industry 26.5 20.3 12.9 14.8 16.8 16.2

Manufacturing 12.4 8.1 5.9 7.5 6.3 17.8

Oher 15.7 10.9 7.4 7.1 7.2 1

Latin Anerica 18.8 15.8 7.6 2.4 5.4 10.0

Gl industry 23.0 23.0 17.1 9.7 0.2 8. 3

Manuf acturing 158 11.5 1.6 - 1.4 6.6 10.1

O her 20.0 17.4 10.4 3.3 10.3 11.0

QO her devel oping countries 41.3 40.9 29.9 22.5 23.8 18.6

011 industry 79.7 65.3 42.6 26.1 28.5 21.2
Manufacturing 18.3 18.2 12.8 18.4 20.1 17.6

O her 24.2 25.9 22.9 19.7 18.7 15.2

Sourre: UNCTC Trends and prospects 1988; US Survey of Current Business. various issues.

46



the rate reaching 11 per cent in 1986. This was made possi ble by the excess capacity that

was available in many industries, and particularly in the electrical industry, on account
of

the nmmssive investnent that had been undertaken prior to the start of the hnancial crisis

The entire increase in industrial output was absorbed by the donestic nmarket after substa
n-

tial wage increases had been awarded. It seems, however, that the remaining slack will no

t

be taken up. Argentina al so experienced renewed growth in 1986, with industrial output up
by 12.8 per cent after rising by 10.5 per cent in 1985. This expansi on was nade possible
by

grom h in donestic demand and by production for the external market. The installed

i ndustrial capacity avail able allows an increase in output to be envisaged. Simlar growt
h

took place in Chile, Colonbia, Peru, Uruguay and Venezuel a.

In all these countries there was little investnent in new plant and equi pnent; nost

i nvestment was carried out to replace or to nodernise existing plant, except in Col onbia

where there was substantial investnent, especially in the nmining sector. Qther countries

in

the region (for exanple those in Central Anerica and the Caribbean), with smaller mar-

kets, continue to be burdened by chronic overcapacity; the plants in these countries were

desi gned to produce for the regional market, and |ocal nmarkets are incapable of absorbing

all their output’9. In respect of the Caribbean countries, it nay be noted at this point

t hat,

to inmprove international direct investment in the Caribbean basin, the United States

initiated a few years ago the || Cari bbean Basin Initiativell to hel p encourage new United

States investnment in this zone.

Many of the large, capital-intensive and export-oriented industries of Latin Anerica,

such as mning, need to be restructured if they are to be conpetitive in foreign markets.
In

Sout h- East Asia, the introduction of new technologies in the textile, clothing, electron

cs

and autonobile industries has allowed these industries to be restructured. Conpanies in

Latin Anerican will have to invest on a large scale in equi pnrent and technology if they a

re

not to go under. The survival of these industries will depend on their ability to becone

conpetitive vis-a-vis both the industrialised countries and the newy industrialising eco

no-

m es of South-East Asia. To do so will require considerable investnment to increase capac

ty

and to create new products. But the Latin Anerican countries external deficit and the |ac

k

of private investnent may severely curtail their ability to restructure and to expand the

ir

producti on capacity, especially in industries that use new technol ogi es to design conpl ex

products. The scientific and technol ogical infrastructures that Latin Anerica needs to

expand are still weak; adjustnents and i nnovations are required to achi eve an optina

capital -1abour-new technology m x via various forns of international direct investnent.

For the reasons given above in Section A of this chapter, international direct invest-

ment can make an inportant contribution, both short run as well as long run, to the effor

ts

of the countries of this region to resolving their serious economc difliculties. But, at
t he

same time. it is the economic situation and related policy regines for international dire

ct

i nvestment that have in fact depressed international direct investnment flows to the area.

Clearly, headway will have to be nmade on a nunber of fronts before significantly higher

| evel s of international direct investnment will be forthcom ng.

On the policy side, there have been a nunmber of devel opnents which investors have

viewed positively such as, for exanple. the now |l ess restrictive Andean Pact regine for

direct investment. Investors have certainly wel coned those rel axati ons that have taken

place. Simlarly, privatisation eH orts may open up a nunber of areas for investment as

ong

as these are accessible to foreign investors on acceptable terns and conditions. Neverthe

l ess. controls and restrictions on international direct investnment are still w despread

n many

countries; not only have many such neasures been maintained in the face of deteriorating

ci rcunst ances, but new ones have al so been introduced. The danger is, however, that such
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nmeasures, including trade-related investnment nmeasures and ot her measures with simlar

ef fects, which nmay have been accepted by sonme investors in the past may now bite much
harder into the viability of projects or may be seen even nore negatively than before as
indicative of the climate for and attitudes towards international direct investnent. The
rel axati ons whi ch have taken place in sonme countries and for certain activities do sugges
t

that some countries are attenpting to strike a new balance in their policy stance to equa
te

their desire to obtain nmore investnent with political and econom c pressures, but it is a
I so

clear that investors will wish to see further such noves before the countries of this reg
i on

can regain their previous attractiveness to international investors.

Africa

Africa receives a relatively small anmount of international direct investment. Since

1976. it has, on average. received only around 10 per cent of total outward investnent ho
ws

from Devel opnent Assistance Conmittee (DAC) countries to devel oping countries. In fact,
and as seen from Table 23 below. its situation significantly deteriorated after 1982; for
the

peri od 1983-86, Africa received only 5 per cent of total hows. The main reasons behind th
is

bl eak picture are of course the lack of |local markets, and a trained | abour force, as wel
| as

poor infrastructure. To this can be added the stagnati on of demand for raw materials and
increasingly, the growth of external indebtedness of the region

As in the other devel oping country regions, direct investment hows to Africa are
concentrated on a relatively small nunmber of countries, nost of which are oil exporters.
Thus. over the period 1981-1985, Algeria, Caneroon, N geria and Tunisia accounted for

90 per cent of foreign investnment in Africa. Higher crude oil prices and the entry into t
he

mar ket of new oil -exporting countries gave a boost to oil prospecting in Africa and there
by

to investnent; since then, however. the how of investnment has dried up. For exanple,
United States international direct investnment in Africa, by the end of the seventies,
anounted to around $5 billion. of which South Africa received $2 billion. In 1986 and
1987. there was net disinvestnment by United States conpanies in South Africa, but on the
ot her hand. oHicial incentives to invest in the rest of Africa are growing. This is not t
0 say

that investnent trends will be reversed and that United States conpanies will invest nore
i n Sub-Saharan Africa. Apart from South Africa, United States conpanies had invest

$400 mllion in Nigeria by the end of the seventies, particularly in banking and oil but
t he

Tabl e 23. Foreign direct investnment in devel oping countries by DAC countries’

USS million

Cumul ative fl ows

1976/80 1.1 1981/86 1.1

1986

1982 1983 1984 1985

Africa 5932.1 11.0 6515.9 9.5 1983.0 2447.6 978.4 25.4 630.2 451.3

North Sahara 1 188.5 1822.9 152.6 160.4 605.8 249.1 789.6 - 134.6

Sout h Sahara 3177.6 4614.9 1808.9 2239.4 337.1 - 228.9 - 64.7 543.10

12044. 6

53974. 4 68240.4 16850.8 12358.2 9127.4 11322.1 6527.3

1. Sone figures include reinvested earnings. others do not. and sonme al so include oil

2. Share of ne total devel oping countries.

Source: CECD

Total devel oping countries
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Tabl e 24. Sub- Sahann Africa: external debt

USS billion

K

1980 1981 1982 1983 1984 1985
R

103.2 112.2 119.9 130.4 133.0 143.7

Source: World Bank.

K

sl owdown of the oil industry in Nigeria in 1985 and 1986 has |limted their interest in

Ni geria. More generally, it can be said that the economic situation in Africa is not
encouragi ng for foreign investors.

The situation of Sub-Saharan Africa is still critical, and an increasing debt burden (see
Tabl e 24) and the coll apse of commodity prices coupled with the drying up of investnent
flows are inpeding efforts to inprove it. Further, the reforns and structural adjustnent
nmeasures inpl emented have often been costly. Many countries have pushed through

reforns to increase their financial resources - for exanple, nmeasures to assist the priva
te

sector such as liberalisation of narkets and investment.

Concerted approaches are bei ng devel oped to pronote econonic recovery in Africa.

For exanple, the Economic Conmmunity of West African States has announced its intention

to launch a joint plan of action. The countries of southern Africa are devel oping trade,
financial, industrial and energy ties with the object of making their economnies |ess depe
n_

dent on South Africazo.

The ni ne nenber countries of the SADCC (Sout hern African Devel opnent Co-

ordi nati on Conference) are seeking to pronote conditions conducive to investnment, despite
the fact that their external debt rose from$13 billion in 1984 to nearly $15 billion in
1985.

In January 1988 the Nordic G oup (comprising Sweden, Norway, Finland and Dennark)
announced that its total ODA to the region would attain $1 billion, and that it was setti
ng

up a NORSAD fund of US$32 million to assist the creation of joint ventures in the
regionz’. The United States Overseas Private |Investnment Corporation, with a viewto
encouragi ng privatisation in African countries, intends to create a fund of $30 nmillion
Al so.

bilateral creditors have proposed neasures to reschedule the region’s debt and to reduce
interest rates. Canada, for exanple, has cancelled the debt of seven African countries an
d

the Net herl ands has exenpted a nunber of African countries from debt service paynments

in 1986-87 to the amobunt of 62 mllion guilders. As well as the schenes to recycle funds

totalling more than $30 billion. Japan will increase its assistance to inpoverished and d
ebt -

burdened Sub- Saharan Africa and | east devel oped countries (LDCs) in other regions.

Japan will assist these countries, including the provision of non-project grants worth

approximately $500 mllion over the next three years to help in such areas as structura
adj ust ment .

As regards industry, the inprovenent in mning and industrial production recorded in

1984 did not continue at the same rate in 1985 and 1986. The sl owdown in demand in the

i ndustrialised countries resulted in a slowdown in demand for raw materials. Al though it
rose slightly, industrial output felt the effects of supply bottlenecks and the fl atness
of world

demand. African ore production was hit by both these factors, with the result that uraniu
m

phosphate, iron ore, cobalt, bauxite, copper and natural dianond prices fell. Nonethel ess
, In

the mning sector investnent is required for nodernising and expandi ng m nes and for
prospecting, thereby providing opportunities for foreign investors.



1985 was the first year of inplementation of the Progranme for the Industrial Devel -
opnent Decade for Africa, in the course of which a nunber of projects are to be inple-
mented to speed up the rate of growth of industrial output. During the period 1980-1984.
the manufacturing sector grew by 1.5 per cent a year, and at only a slightly higher rate
in

1985 and 1986. In countries |ike Senegal and Zi nbabwe, industrial output picked up in
1985. CGood harvests enabl ed the agro-food industries to increase their output in the |vor
y

Coast and Zi nbabwe. Textile output rose in Tanzania, Ml aw , Mzanbi que and

Zi nbabwe. The tobacco industry expanded in Zanbia and Mal awi. Sugar production rose

in Nigeria and Mbzanbi que, while paper production increased in Kenya, N geria and

Tanzani an.

On the other hand, several countries continued to be hit by the recession in their

manuf acturing sector - which was due mainly to the shortage of raw materials, spare parts

fuel and transport facilities - as a result of which production capacity was | argely unde
r_

utilised. Many countries enbarked on programes ainmed at nodernising their industria
sectors: the lvory Coast and Mbzambi que in the sugar industry, Ghana in the textile

i ndustry and Zanbia in the brewi ng industry. These progranmes offer investnment opportu-
nities for foreign investors, provided that the African countries are able to find the fi
nance

for them

Nonet hel ess, the volunme of direct investnent in Africa renmains fairly small. For

m ddl e-i ncome countries like the Ivory Coast, Mrocco and Zanbi a. annual direct invest-
ment hows range between $50 and $100 mllion. For |owincone countries, the ambunt of
direct investment is very small - a fewmllion dollars. Ill-endowed with natural resourc
es,

| acking a | arge donestic market and a well-trained | abour force, these countries are
relatively unattractive to foreign investors. Al so, nmany Sub-Saharan countries are record
ing negative growth and investnment rates, largely on account of the collapse of comodity
prices.

Sout h- East Asi a

Asia’'s share of total international direct investnment flows to the devel opi ng countries
has increased substantially, from21.5 per cent in 1976-80 to 29.8 per centfor 1981-86.
This change is due, in part to the declining share of international direct investnent rec
ei ved

by other regions. particularly Central and Southern America. but also to Asials own abil
ty

to attract higher levels of inward investnment. The annual average flow for the period
1981-86 was $3.4 billion, in conmparison to $2.3 billion for 1976-80. Neverthel ess. and as
seen from Tabl e 25, annual inflows dropped significantly after 1981 and particularly in
1985. Al t hough i nhows have picked up again in 1986, they are still well below the 1981
peak.

As in Latin Anerica, international direct investnent flows to Asia are concentrated in

a smal |l nunber of countries: Hong Kong, |ndonesia, Mlaysia, Korea. Singapore. Taiwan

and Thail and. plus the special case of China. These countries received over 90 per cent o
f

foreign investnment in Asia between 1981 and 1985. In fact, foreign i nvestnment accounted
for over 50 per cent of total resources in Hong Kong, 73 per cent in Singapore and 62 per
cent in Taiwan. against only 10 per cent in Malaysia and 12 per cent in Thail and.

The above noted resunption in 1986 of international direct investnent Hows occurred

as some countries, e.g. Malaysia. introduced liberalisation nmeasures. conmobdity prices
recovered and currency realignments restored to these countries conpetitive advantages
that made them once again an attractive destination for international direct investnent t
hat

was nmainly directed towards stepping up exports: this has resulted in higher exports of
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Tabl e 25. Foreign direct investrment in devel oping countries by DAC conntrl ee

USS million

Cumul ative 110w

1976/80 1.1 1981/86 951

1981

1982 1983 1984

Asia 1162.3 21.5 20336.6 29.8 6504.8 2459.0 3412.4 4731.2 694.2 2535.0

Hong Kong 1247.3 3685.3 1087.8 651.8 603.0 696.4 - 134.5 778.7

| ndonesi a 1015. 4 3096.3 2583.5 537.4 302.7 494.6 311.3 -506.6

Korea 88.2 1062.2 260.6 107.3 -62.4 246.2 168.1 362.4

Singapore 1 304.3 3 484.2 979.5 280.4 417.8 889.6 327.3 589.6

Taiwan ' 294.1 885.4 118.9 57.1 120.1 208.1 109.7 271.5

Thail and 355.0 767.7 219.3 127.9 200.1 348.3 - 96.9 - 31.0

Philippines 871.0 71.3 114.4 125.6 -168.2 167.1 -248.9 81.3

53970.4 16 350.8 12358.2 9127.4 11332.1 6527.3 12044.6

1. Sone data include reinvested earnings. others do not. and sone 1150 i ncl ude oil

2. Share of the grand totnl.

Sour ce; CECD

Total devel opi ng countries

energy products from Thail and and Mal aysi a. heavy industry by-products from Ml aysi a,
hi gh technol ogy products from Mal aysi a, Singapore and Taiwan, and financial and com
puter services from Singapore. South-East Asia has a nunber of features that make it
attractive to international direct investment. For instance, |ndonesia and Thail and have
| arge donestic markets; Hong Kong, Ml aysia, Singapore and Tai wan have | arge, cheap
and wel | -trained industrial workforces; Mlaysia and | ndonesia are also well-endowed with
natural resources such as oil, tin, etc.

The attitude of Asian countries towards international direct investnment is also chang-

ing. After the deterioration in their trade balance as a result of the fall in commobdity
prices

- especially that of oil - and the increase in their external debt, sone Asian countries
have

nodified their attitude to foreign investment and have started to open up their economi es
to

foreign capital. Countries such as Hong Kong and Singapore have becone even nore

liberal while liberalisation in Taiwan has nmade nmatters nuch easier for foreign investors

However. unlike the [ong-established free-market countries in the region, India, South
Korea and Sri Lanka have maintained restrictions on international direct investnment unti
only recently (1977 in the case of Sri Lanka, 1984 in the case of South Korea)? By
conparison, in South Korea the government has introduced a policy liberalising the entry
of

foreign capital. In October 1985 it announced the opening up of several sectors to foreig
n

i nvestment. The Si ngapore government has introduced a package of new policies to revital -
ise the econony and to nake it easier for foreign firms to set up in the country; for exa
npl e,

if aforeign firmestablishes its head oflice in Singapore, the rate of tax on its profit
s can be

reduced to 10 per cent. Special tax relief, too, is oHered to firns in | eadi ng-edge secto
rs such

as bi ot echnol ogy, engi neering and financial services; and Thailand is also inplenenting
nore |iexible policies towards foreign investors.

The newly industrialising econonies have introduced new econom ¢ policies that

recogni se the role to be played by direct investnent in technology transfers. The areas o
f

i nvestment are changing, indicating industrial restructuring simlar to that experienced
by

Japan. The wei ght of the non-manufacturing sector is tending to increase, especially int
he
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new y industrialising econom es; the manufacturing sector is undergoing a change that wil
I
tend to strengthen advanced-technol ogy sectors such as information technol ogy, el ectronic
S
and bi ot echnol ogy.
As a result of the new policies inplenented by the newy industrialising econom es, the
attitudes of foreign investors have al so changed. Since 1985 the yen rise has helped to
i ncrease the share of Japanese investnment in total foreign direct investrment in the Asian
countries. The stronger yen particularly affected Japanese exporters after the second ha
f of
1985. Nonet hel ess, by increasing the overseas purchasi ng power of Japanese hrns. it
contributed to a substantial increase in direct investnment. Asian countries are now cons
d-
ered by Japanese investors to offer the nost attractive |ocations for new plants, and th
S
view is shared by US firns who have at the sane tine benefited fromthe advant ages
of fered by the newy industrialising econom esu.
In Korea, Japanese, US and European direct investnent has risen steeply since Janu-
ary 1986. Japanese investnent has doubl ed, accounting for over half of all foreign invest
ment in the country - nost of it in the electronics sector - followed by the autonobile
i ndustry. Ford and Toyo Kogyo have sinmultaneously invested in a Korean firm and Ford
has al so strengthened its production capacity in autonotive spare parts. Foreign, and
particul arly Japanese investnent has taken place on a large scale in the information
technol ogy, electronics and plastics sectors, and has been wel comed on account of the
advanced technology it brings with it. Investment in the cosmetics and ready-to-wear
sectors is also starting to expand. |In Taiwan. Japanese investnment accounts for 42 per ce
nt
of foreign investnent, up by 26 per cent on 1985. It should al so be noted that much of th
is
i nvest ment goes to small and nedi um si zed enterprises, especially manufacturers of electr
i-
cal equi pnent and metal products. In 1985 US firms expanded their high val ue-added
production and their R& activities in Singapore. They also transferred certain | abour-
intensive activities there. Japanese iinns, too, stepped up their offshore investnent in
Si ngapore. |In Ml aysia. Japan is the leading investor, with 25 per cent of total foreign
i nvestment, despite a tax reform quadrupling the amount of foreign capital required to st
art
a manufacturing business. Thus, since the beginning of 1986, and in contrast wi th devel op
nents between 1980 and 1985, Japanese investnent in Asian countries has risen steeply,
while the share of other foreign investors has fallen. These far-reachi ng changes concern
in
particul ar the chem cals, electronics and autonobile sectors, as shown by the exanpl es
of
Si ngapore and Hong Kong.
China is sonmething of a case apart. Since opening up its econony to foreign invest-
nment, it has beconme one of the nmjor host countries to foreign investnment. According to t
he
| M-, between 1980 and 1985 China received 5.8 per cent of investment flows to devel opi ng
countries. noving into fifth place behind Malaysia (8.9 per cent), Singapore (9.5 per cen
t),
Mexi co (10.8 per cent) and Brazil (16.7 per cent). Between 1979 and 1987, cunul ative
i nvestment hows to China anpunted to al most $20 billion, of which nearly $7 billion had
been i npl enented at |st January 1987, corresponding to 8 000 contracts, a large proportio
n
of which invol ved conpensatory purchasing deals ($1.5 billion at |Ist January |987)25.
The nunber of investments that were authorised in 1985 was particularly high and
related to the decision to open up to private investnent seventeen coastal towns in addit
i on
to the four Special Economic Zones created in 1979, which had attracted a total of
$569 mllion in investment by |Ist January 1987, of which $127 mllion had al ready been
realised. It seenms that 1985 was a particularly good year for international direct invest
ment
in China, with a total of $6.3 billion, or 40 per cent of the total investment authorised
for
the period 1979-85. Investment in 1986 is reported to be around $3 billion, suggesting a
rel ative sl owdown in investnent.
52



Tabl e 26. Foreign investnent in China, 1986
Per cent age

&
Hong Kong and Macao 66.0
Japan 11.5

United States 9.5

United Ki ngdom 2.9

France 2.6

Si ngapore . 1.6

Cermany 1.3

Bel gium Italy and the Netherlands 1.0

The type of investnent in China is also tending to change: 45 per cent of contracts

bet ween 1975 and 1985 related to industrial projects and co-operative agreenents for the
expl orati on and devel opnent of Chinals natural resources, principally oil (41 contracts
totalling over $2 billion), the renminder going to tourismprojects - hotel construction
and

taxi firnms. The new 1986-1990 five-year plan gives priority to investnment in machine too
s.

el ectronics, raw materials, light industry and textiles. The Chi nese governnent hopes to
attract foreign investors and thereby to nake China nore internationally conpetitive; it
is

for this reason that it gives priority and offers special conditions to investnent enbody
i ng

advanced technol ogy. Thus, in 1986, in contrast with the previous period, 76 per cent of
contracts were related to industrial projects in manufacturing, agriculture, transport an
d

tel ecomuni cati ons, worth $11 billion. The main investors were Hong Kong and Macao,
followed by the United States and Japan (see Table 26).

Al in all, the situation of Asia in respect of international direct investrment is relati
vely

favourabl e, particularly in conmparison to other world regions such as. Latin Anerica.
Neverthel ess. there are still a nunber of worrisone devel opnents within this genera

pi cture. Where international direct investment levels for the industrialised countries ha

ng/overtaken their previous peaks at the beginning of the decade. 1986 investnent flows

Lgia as a whole are still well below their 1981 |evels. Thus, while Asials share of tota

i nternational direct investment going to the devel oping countries has increased, its shar

Eofrd international direct investnent has fallen. At the |evel of individual countries, t
ere

has certainly been a resurgence of inward investnment since the mgjor fall in 1981 and
particularly in 1985, but this has not been the case for all countries, for exanple in

| ndonesi a, Thailand or the Philippines where international direct investment is still at
very

| ow or even negative |evels.

As a whole, Asia does not face the sane level of difficulty as Latin Arerica in ternms of
econom c growth or external indebtedness but its ability to maintain and inprove its
attractiveness. will depend on nmany factors including, for exanple. the extent to which
i beralisation of investment regimes will be pursued, the ability of some countries to of

fset

the decline in their conparative advantage due to | abour-related factors by other forces,
t he

ef fect of advanced technol ogi es on the del ocalisation of investnment and the extent to whi
ch

ot her regions, particularly Latin America, inprove their econonic climte for internation
a

direct investnment in their countries. In addition, the nmmjor devel opi ng econom es of Asia
are

increasingly in direct conpetition (for investnent and trade) with OECD countries and wi |
I

be under increasing pressure to adapt to international disciplines and practices if they
are to

neet the new chal | enges thereby posed.
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CHAI RVAN' S SUMVARY OF THE DI SCUSSI ON

Dr. A GAUTIER

Chai rman of the ClI Mg

M nistry of Economic Affairs, the Netherlands

This first session of the Round Tabl e di scussed recent trends in direct investnent to the
devel opi ng countries and the forces underlying the changi ng patterns observed. The broad
trends are quite clear. Direct investnent worldwi de has been growi ng strongly, but nost o
f

this has been confined to the industrialised countries, where particularly the US and Eur
ope

have achi eved nmuch hi gher | evels of inHows. Direct investnent in devel oping countries has
been stagnant or declining, so they have been losing out in relative ternms. in sharp cont
rast

to the situation up to the early 80s. Wile there has been a notable rise in the last cou
pl e of

years, this is not a clear sign of recovery of interest in investing in devel oping countr
i es once

account is taken of financial transactions in oH shore banking centres.

So, while there has been sonme good news in respect of direct investnent, much of this

has been concentrated in the OECD area. The newly industrialising economes (N Es) of
Sout h East Asia have al so been attracting nore direct investment but, overall, this has t
o be

seen in the perspective of little inprovenent in direct investnent in manufacturing in th
e

devel opi ng countries. Clearly, care nust be taken in interpreting statistics on direct in
vest -

ment, but in the end, it seens that the above picture still bears out.

There has al so been sone good and bad news in the area of policy regines related to
direct investnment. In the OECD area, strong econonic growth together with an increasingly
open investrment climte have been the najor forces behind the growmh of investnment. In
fact. liberalisation (enconpassing privatisation, deregulation and the renoval or rel axat
i on

of controls and restrictions on direct investrment) has played a dual role - stimulating

n an

interactive way econonmic growh in general as well as direct investnment. But there are
al so recent and worrisone signs of countertrends to this broad liberalisation, such as th
e

grom h of protectionist pressures in the investment area and the use of |ocal content
requi renents which threaten the achi evenents so far gained.

It is also apparent fromour discussion that there has been a quite evident opening up

of devel oping countries to direct investment. Sone countries have traditionally been open

whil e others have clearly noved in that direction. in some cases because of a certain

di senchantment with earlier approaches, in other cases because severe debt problens
pushed for relaxation of investnent regimes. The result, one way or another, has been a

generally nore positive view of direct investnent, though there are still nuances and

difficulties on the part of those invol ved.

For exanple, one of the points that was noted concerns the continued restrictions on

direct investnent in particular sectors such as services. This has often been the result
of a

wi sh to devel op infant domestic enterprises where it is felt that uninpeded foreign conpe

ti-

tion would not allow the devel opnent of the donestic sector. In other exanples, however,
countries have nodified their views on this matter - and accordingly their policies too -
as it
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was found that the approach of reserving certain activities to the donestic sector caused
a

bottl eneck which unduly restricted the overall devel opnent of the economny.

A further concern addressed by participants was that of the invol venent between the

foreign investor and the local sector. In sone instances, it was felt that foreign invest
ors

were reluctant to accept |ocal partners, though it was also stated that |ocal partners in
the

areas or activities wanted were not always available. It was pointed out that sone countr
ies

have been relaxing their policies or at |east taking a nore pragmatic approach to questio
ns

of local ownership, but perhaps the point to single out fromthis discussion is that of t
he

need to develop a strong local sector. Not only would this provide partners for foreign
investors, it would also signal a good economic climte and a commtnent to private

i nvestnment in general, be it by donestic or by foreign-controlled enterprises. It was als
0

suggested in this context that devel oping a strong private sector could pronote the retur
n of

hi ght capital.

Fromthe perspective of foreign investors, it was recalled that business wel coned the

i mproved openness towards direct investnent. Neverthel ess, sone specific points were made
in respect of areas of concern which nmake doing busi ness nore conplex or difiicult.
Mention was nmade, in particular, of dinculties with the availability of l[ocal inputs and
ability to inport necessary production goods, restrictions on the nobility of personnel a
nd

the need for fiscal regines which permitted a conpetitive return on capital. The probl em
of

counterfeiting was al so raised as one which is having very serious consequences.

To recall the words of one of the speakers of this session. there has been both good

news and bad news, but from our discussion, the feeling is that the good news predom nate
S.

at least in the sense that the idea of pronoting and liberalising direct investrment is no

W

much nmore shared by all the parties involved. There also seens to be a quite general des
re

on the part of all to work towards renoving or renmedying the forces that may restrict or
distort investrment flows, but it is also clear that there are inportant dil Terences betwe
en the

approaches of countries. The discussion of countertrends to liberalisation in the OECD
econoni es enphasi ses that the industrialised countries are worried about protectionism
wherever it occurs. Efforts are therefore required by all countries, devel oped and devel o
p-

ing, as well as by international organisations to resist such pressures and strengthen
conmtrments if we are not to | ose the benefits of an open and increasingly interdependent
econom ¢ system

The di scussion provided all participants with something to think about and sone ideas

on which to reliect. It does appear that there is now nore common ground between all of
those involved with direct investnment, providing a firmer basis to devel op nmutual under-
standi ng and co-operation geared to inproving the flow of direct investnent to devel opi ng
countries and its contribution to devel opnent.
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