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Widespread growth
in FDI



Global FDI flows approach their 2000

peak level

FDI inflows, global and by group of
economies, 1980-2006

($ billion)

World ot

10
Develpng economes
10|
Developed economes
i
, //
i
O0uEas Europeand O ,W,H,”j/
0 HINHHHY
IO NN
FERRRRR0RR 0000004 Y
| " SHO000000000000000
o ,u!k“mf}[l/// AT T

e (1TTTTTTTTTRTINTRTTIALALITALLIIIY mg
0lmmihmmnunmummmummmnmmmmmm\ W

QrfNOYTOONQOOrNONYTODONOOQrNOT DO
0000000000000 00000000000000
0000000000000 00000000QQ000000
Frrprprprpppppreprrrepre s NNNNNNN

= Global FDI
flows grew for
the third
consecutive year
to $1,306 billion.

* Inflows to
developed
country rose by
45% ($857
billion).

= Developing
countries
recorded a 21%
growth rate
($379 billion).

= Inflows to
South-East
Europe and CIS
countries
jumped by 68%.
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Widespread growth of FDI inflows in 2006 due

to:
(strong economic growth; increased corporate profits;
increasing commodity prices; rise of cross-border

-~ M&As; and the weakening of dollar)

FDI flows by region, 2005 and In developing regions:
2006
*FDI inflows in Africa: a new
FDinflows ($ bittion) record level (due to buoyant
390657 314 319 global demand for

commodities).

osneeesnneesnannanannn e a s = [nward FDI to Latin America
A im | and the Caribbean: unchanged
S A— - S— if offshore financial centers are
' excluded.

= The FDI inflows to South,
East and South-East Asia:
maintained upward trend.

=Turkey and oil-rich states
accounted for most of the FDI
Doviopad Developng — Aca LalnAmarca Soulh Easl Vst s Sl odn jncrease to West Asia.

counlries  countris andthe  and Soulhe Europeand  LOCs
Carbbean  EastAsta (IS :
it G = Flows to Asia accounted for

most of the FDI increase in
developing countries.
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In developing countries FDI
continues to be the most important
source of external financing
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Total net resource flows to developing countries, by type
of flow, 1990-2006

($ billion)

Total resource flows

FOl inflows

Commercial bank loans

Portfolio flows

Official flows

0




Top 10 recipients of FDI

inflows
($ billion)

Unled Stales A% A
= United States 10f
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Largest 10 sources of FDI

outflows
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*Honk Kong (China)

ranked within top

ten investors.
=Brazil ranked 12th

levels for the first

=Spain: record
time.

investor.
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bil), China 18th ($16

bil) in the world.
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Indices of inward FDI
performance

—_—2and-potential

InnadH] Rafonancelndkx Inward FDI Potential Index
rakirg ranking
Eormy 465 A6 Economy 2005 2006
Letnug S 1 United States 1
Hgkog Gira 4 2 Singapore 2
Siirene 3 3 United Kingdom 3
Srgoe 7 4 Canada 4
Mita M 3 Luxembourg 5
lcdard 13 6 Germany 6
Blgaia 8 7 Norway 1
Jodn pd) 8 Sweden 8
Eoia 6 9 Qatar 9
Bigum © 0 Iceland 10

= Bahrain and Tajikistan entered the top 20 rankings for
inward FDI performance

= As to the potential index, there are no notable changes
compare to last year indices

= Some country improved their FDI position in
performance, potential or both (e.g. Botswana, Croatia,
Lithuania)



Indices of outward FDI
performance
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*Hong Kong (China) remained one of the top
outward FDI perfomers.

= |srael and Estonia entered the top 20 for outward
FDI performance




Main reasons for continued rise
in cross-border M&As

@ = rising corporate

Global cross-border M&As, 1988-2006 .
profits

= higher stock
market valuations
1000 (in developed

- countries and in

i emerging markets)
600

100 1200

Per cent
| e}
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uoiic g

o = favorable
financing
0 conditions
g
f

cags = increased
,,,,,,,,,,,, RERRRR participation of

CVale  =#=Cotowth rate private equ ity
funds/firms
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Main features of cross-border
M&As

Cash and debt financing rather than exchange
of shares

Doubled in value in North America due to deals
in mining

In Europe
* the United Kingdom - the main target
« Spanish companies - active acquirers

Increasingly acquisitions by developing
countries and economies in transition TNCs

Emerging economies, awash with petrodollar
(e.g. United Arab Emirates) and with foreign
exchange (e.g. China) are active in cash-based
acquisitions

Growing importance of private equity funds
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Growing importance of private
equity funds in cross-border
M&As

a Cross border M&As by private equity

funds
Number of deals Value

o Nunber tSoT:{?wla'; §blion tSoT:{?alﬁr;
1996 390 85 24 143
1997 415 8.3 30 121
1998 393 [ 46.9 88
1999 567 8.1 b2.7 6.9
2000 636 8.1 58.1 51
2001 545 9.0 4 120
2002 478 108 438 118
2003 649 142 025 177
2004 773 151 837 220
2005 889 145 1346 188
2006 889 124 1581 180

= Benefiting from ample
liquidity
= Some equity funds are

listed in the stock
markets

= Doubts of their
sustainability in FDI
activity

= competition is
becoming stronger
(lower returns)

= financial
instability (too
much borrowing
from banks; rising
interest rates)

= tax treatments
being examined
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Current FDI surge resulted in
further
growth in international

production

= Nearly 20% rise in FDI stock and assets of foreign
affiliates

= Foreign affiliates accounted for 10% of world GDP
(2006)

= Employment of foreign affiliates account for 3% of
global employment

Selected indicators of FDI and international
production. 2005-2006

Value at current prices Annual growth rate
(Billions of dollars) (Per cent)

ftem

2005 2006 2005 2006
Inward FDI stock 10048 11999 5.0 194
Qutward FDI stock 10579 12474 4.2 17.9
Sales of foreign affiiates 2034 BT 3.0 i
Gross product of foreign affiiates 4184 4862 6.3 16.2
Total assets of foreign affiiates 42637 51187 93 201
Exports of foreign afiliates 4197 4707 10.7 122

Ermployment of foreign affiiates (in thousands) ~ 637/0 72627 16.3 13.9
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The five largest South-South
cross-border M&As deals

Valug
Sbion)  Target company ~ Targetcconomy Acquirng company ~ Acquirng economy

L4 Hucnion Port Holdngs Lid Hong Kong, China ~ POA Corp Lt nqapore

3 0RO Udmutnet Russan Federaion - Sinopee Corp Qingdao BrChina - Chig

21 NNPGONL1Y0 Nigera (NOOGL (hing

26 PakistnTeecom ColLty  Pelisian ETISALAT Unted Ave Emiraes
23 Tunise-Teleooms Tingia vestor Group Unted Avab Emiras
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Changing pattern of FDI by
sector

Sectoral distribution of cross-border M&As, by industry of
seller, 1987-2006 (%)

World Developed countries Developing and transition economies

19871990

1991-1995

0 2 4 60 8 100 0 40 60 8 10

0
- Primary - Secondary - Services

= Shift towards services over the past quarter
century

= Rebound of FDI in extractive industries

= Share of manufacturing has declined
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Changing pattern of FDI by

country

= Geographical
proximity has
become important
(e.g. in the top 50
pairs of countries
with the strongest
links in terms of
bilateral inward FDI
stock, in 2005 22
were from Europe
compared to 17 in
1995)

= Geographical
pattern of FDI
towards greater
South-South FDI
(e.g. the second
largest bilateral FDI
stock was held in
China by Hong
Kong investors in
2005)

Top 20 bilateral FDI relationships, 1985, 2005

(FDI stock, $ billion)

Rank Home econormy Host economy 1985 1995 200
1 United Kingdom United States L [
2 Hong Kong, China China S V' R Y
3 United States United Kingdlom 8 K W
4 Japan United States 9 108 190
§  Germany United States B4 18
6 United States Canada 4 8B 1
7 Netherlands United States ¥ M
§  China Hong Kang, China 03 28 18
9 Brish Virgin [slands Hong Kong, China L0 16
10 Canada United States 7 4 14
i1 France United States [
12 Switzerland United States o 12
13 Luxembourg United States 03 6 1
14 Netherlands Germany 5 3
15 Netherlands France 03 102
16 United Kingdom France 9 % 9%
17 Netherlands United Kingdor o %
18 Germany United Kingdlom I W8
19 United States Netherlands 8§ 5 M
20 France United Kingdom 5 1 K
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FDI relationship between host and home
countries: how to measure?: an FDI intensity to
compare the actual value and the expected value

FDIintensity ratio (R) = FDJ Exp

@ FDI; = Actual amount of FDI stock from country 110 .

ExpFDI; = Expected value of FDI stock from country 7 o country |

:FDJ*FDJ*FQJ
FD] FD]

where,
FD[=Total imward stock n the } country;
FD ETotal outward FDI stock of 1 country 1n the world; and

FD[=Worldwide inward or outward FDI stock.

If the intensity ratio is greater than 1, the FDI relationship is
stronger than would be expected based on the relative
importance of the two economies as home and host; if it is
less than 1 it is weaker than expected.

17



i

FDI intensity index (results)

The FDI intensity of United States as home:
= with its traditional partners such as Japan, Canada,
and the United Kingdom is higher than one;

= while there is a growing importance of Asian host
economy partners, the intensity with Latin American
countries has fallen more than expected.

Japan’s FDI intensity with respect to Asian
developing countries is more stronger than other
developing countries and has increased over the
past decade.

Bilateral FDI relationships between European
countries have increased from 1995 to 2005.

Home developing countries have established
stronger than expected FDI intensity with other
developing countries (e.g. China - Hong Kong
(China); Malaysia - Cambodia; the Republic of
Korea - China)
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The world largest non-financial
TNCs

= Top 100 account for 10%, 17% and 13% of estimated
foreign assets, sales and employment of all TNCs

= Foreign sales and employment increase faster than
domestic ones

($ billion and number of

employees)
Tarking
Assels Sales Erployment
. oy
Fazr;;?sn Gomporation Homme economy Foreign — Totd  Foreign — Totdl  Foreign Totd
f General Electric Uniteef States 6L G332 538 9702 4ER000 16000
2 Vodgfone Group PLC UntedKingdom 196306 20499 304%  R46 510 BI6
3 General Motors Unitedf States k4 6078 6h286 192604 194000 335000
4 BrtshPetroleun CompanyPLC ~ UnfledKingdom 161174 206914 20028 283621 76100 96200
5 Royal DufciStell Goup Hgfﬁedﬂﬁ'n”d%dom’ BIpd 00516 8407 6T @O0 090N
6 Exonhobi Unitedf States 38R0 2083% 24640 BEWH  R2W0 84000
7 ToyolaMetor Comoration Japan {30676 244300 Wr7 weATT ATV 29T
& FordMotor United! States 9430 20046 803H {7089 160000 00000
9 Tot France 06086 25717 132000 178300 6418 H267
0 Elécticté de France France o4e  A243 6000 63578 7A0 16150
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The largest non-financial TNCs
from developing economies

" Five largest TNCs account for one third of all foreign assets of
the top 100 TNCs of developing countries

= Hong Kong (China) and Taiwan Province of China dominate as
home of top 100 TNCs of developing countries

* The most important industry is electrical/electronic equipment,
followed by petroleum

($ billion and number of

emplovees)
Rarking by Aasels Sals Ermployment
Foreign ‘ . . |
i Gomoration Home econory Foein Total  Forign Tofd — Foregn Total
I Hutehison Whampoa Limted Hong Keng, China 6Ie07 7701 24720 31101 1eh S0 200000
2 Pelronas-Petrolam Nagional Bhd - Melsla HAH) A0 1205 M43 4016 394
3 CemexSA Mexico A7 648 12088 1491 P60 267
4 GngtelLtd Singapcre B0 2078 5% 796 B8R 10X
5 Samsung Electronics Co, Ld Republic ofKorea frdg 7484 82100 73017 27664 40549
6 LGCom Republc of Korea bee 061 419 6086 4060 /000
7 Jardne Matheson Holdings Ld Hong kong, China 70 15440 840 1199 585 110000
§  CITIC Group Ching 4 900 2109 602  BYS B3
8 Hyundai Motor Company Republic ofKorea {3015 6465 18676 H81% S5 BIfA
10 FormesaPleetic Group Tatwan Province of Ching 12607 57910 9706 37664 6166 G230
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Most policy changes in 2006 continue
to favour FDI

fen 1000 1663 1664 168 109 1097 1098 1999 2000 2001 2002 2003 2004 2005 200
N of countes it hoceederanges 43 %6 &0 63 66 b R0 69 N0 N M R KN K
Nimberof ey chngs 001 e 10 W 18 10 AF M6 0 10 X6 i
Here favoatto ) M %10 16 % 10 106 10 W7 195 24 28 234 184 W
Less voralto ) N A T T I VA

* 184 policy changes were introduced in 93 countries,
80% of which were favorable to FDI

* 59% of regulatory changes were adopted in developing
countries

* Introduction of new promotional incentives (e.g. India,
Brazil)

» Opening up of industries to FDI (e.g. services sectors
in ltaly; telecommunication in Botswana, Cape Verde
and Kenya; banking industry in Belarus and Mali)

» Some restrictions emerging:

* in extractive industries (e.g. Bolivia, Peru and
Venezuela)

* nationalization (e.g. Venezuela) or restrictions
(e.g. Russian Federation) in “strategic sectors”

21



Prospects for FDI flows
.- remain positive

Prospects for global FDI flows in
2007-2009:
UNCTAD survey responses (%)

100

01-

201-

2007 2008
M Decrease & No change

2009

¥ Increase

=However
several risk
could hinder FDI
flows

e global current
account
imbalances

e high and
volatile oil prices

e real estate
market in the
United States
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Part 2

Transnational
Corporations,
Extractive Industries
and Development

23



Why Extractive Industries

Matter

Oil and gas reserves,
consumption and
production, 2005

Minerals are
essential to all
economies

Mineral resources

are unevenly y

@ Resenes

m Production

0 Consumption |-

B

distributed 80
70 7
Many low-income 60 %
countries depend %
. 50 | b
on mineral
resources 40 -
::::: ]
30 i t 2 2
Current boom:
a window of 20
opportunity 10 | }oe b 94
i t 2 2
i t 2 2
0 i t 2 2
TNCs key players )
Developed Developing
for bOth hOSt and countries countries

home countries

South-East
Europe and the
CIS
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Some Countries Receive Much
FDI into the Extractive

Industries

Globally:
share of Els
only 9% of
inward FDI...

...but share is
high in some
countries

Share of extractive industries in
inward FDI stock, 2005 or latest
year, %

Sytian Arab Rep. %03
Papua New Guinea 15
Nigetia

Bolivia

Botswana

Oman

Kazakhstan
Venezuela

United Rep. of Tanzania
South Aftica

Chile

Argentina
Bangladesh
Mongolia

1<)

Russian Fed,




TNCs Involvement Different in
Mining
and Oil/Gas

Metal mining Oil and gas

Developed-country « SOEs from

TNCs dominate developing and
world production transition
economies
dominate world
Top 3 (2005): BHP -
Billiton, Rio Tinto, production
CVRD

 Top 3 (2005):
Saudi Aramco,

Concession — main
form of TNC Gazprom, NIOC
involvement
* Production-sharing
agreements —
most common
form of TNC

involvement




ining

nM

Foreign affiliates’ share of non-fuel mining

production, 2006, %

Foreign Affiliates Key Players

i

Source: UNCTAD, based on data from Raw Materials Group
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Foreign Companies Less

Prominent in
Oil & Gas Production

Share of foreign companies in oil and gas production, selected
countries, 2006, %

100
80
60
Ll
2

0

i

Source: UNCTAD, based on data from IHS .
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SOE TNCs in Oil & Gas are
Expanding Abroad But From
Low Level

Oil and gas production of selected TNCs outside their home
country, 2005,

million barrels of oil equivalent
@ BoaMid 14
P
Rod DikhSd

C¥ORioGim| |
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0 a0 10 an an 1000 120 140
Source: UNCTAD, based on data from IHS



‘ Foreign Production Locations
.- of Oil & Gas TNCs from
Emerging Economies

China India Brazil Malaysia Russian Federation

@cuooc ° CNPC/PetroChina @ SINOPEC . ONGC liTﬂ Pefrobas 6’ Pefronas Lukoi
Source: UNCTAD, based on data from IHS
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...and In

China India Brazil Malaysia Russian Federation

@CNDOG ° CNPCIPetraChina ga SINOPEC . ONGC ﬁ Pefrobas 6 Pefronas Lukoil

Source: UNCTAD, based on data from IHS 31
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Key Development Challenges

« The economic challenge

— To create value from the mineral
deposits

— To capture that value locally

— To manage and use revenues
efficiently and equitably.

 The environmental challenge

 The social challenge

— How to protect human rights,
compensate for resettiement and loss
of traditional livelihoods;

— How to address health concerns and
workers’ safety.

 The political challenge

— How to avoid corruption and the
apparition of “rentier States”,
unaccountable to their citizens and
authoritarian.
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Implications of Involving
TNCs

Potential economic impacts:

Capital, technology, management skills,
Income, government revenue

$ Share of rent, repatriation of profits, few
linkages, few jobs

Environmental, social and political impacts
implies need for appropriate policies as well
as corporate social responsibility

Net outcome depends on: global market
conditions; host country’s policies and
institutions; TNC behaviour

Challenge:

— Take advantage of TNCs as a catalysts for
economic development while minimizing the
costs

— Balance social and env.ironm_ental concerns
against economic considerations.
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Addressing Development Challenges
Requires Concerted Effort From All
Stakeholders

/ Host-country gov’t\

@ « Governance, institutions
/ Home-country "\ - Sectoral policies and /" INCs

gov't institutions
. + Abide by local
Promotg » TNC-specific policies laws
responsible ) .
TNC behaviour (entry and operations, » Uphold high
contracts, taxation,llAs) standards when
 Assist host local

N

/ Civil society\

/Int. Community .
* Monitor

« Guidelines TNCs and

* Pressure, gove.rnments
sanctions . Prowdg

« Assist host kexpertlse j
countries

\ J

Making minerals work for sustainable

development
34



Many International Initiatives
Exist

« Extractive Industry Transparency
Initiative

* Kimberley Process

* UN Global Compact

* Voluntary Principles on Security
and Human Rights

* Global Reporting Initiative

But for greater impact, more firms -
and more countries- need to be
involved

35



Some Policy
Recommendations

Strengthen host-country governance and

capacity to design and implement
appropriate policies

Strengthen capability to negotiate with
TNCs

Invo!ve all stakeholders in decision-
making process

Use progressive taxation to cope with
price fluctuations and avoid need for
renegotiation

More countries and companies should
commit to enhanced revenue
transparency

Promote the use of high corporate
behavioural standards

36



UNITED NATIONS CONPERENCE ON TRADE AND DEVELOPMENT

WORLD
INVESTMENT
REPORT

Transnational Corporations,
Extractive Industries and Development

Thank You!

Visit UNCTAD
websites:

www.unctad.orqg

and

www.unctad.org/wir

www.unctad.org/fdista
tistics
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