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PREFACE

The World Investment Report supports policymakers by monitoring global and
regional foreign direct investment trends and documenting national and international
investment policy developments. The policy chapter of this year’s report takes stock
of efforts being made towards the reform of international investment agreements
and surveys new measures.

Inclusive sustainable development depends on a global policy environment that
is conducive to cross-border investment. Last year, global flows of foreign direct
investment fell by 13 per cent, to $1.3 trillion. This represents the lowest level
since the global financial crisis and underlines the lack of growth in international
investment this decade. The significant acceleration required to meet the investment
needs associated with the Sustainable Development Goals is not yet apparent. We
need to raise ambition on climate action, address debt vulnerabilities and reduce
trade tensions to foster environments that are conducive to scaling up long-term
and sustainable investments.

Among the most important instruments for attracting investment are Special
Economic Zones. The number of zones around the world has grown rapidly this
decade to more than 5,000, with many more planned. This World Investment
Report provides an overview of the global SEZ landscape and offers advice on
how to respond to fundamental challenges for zones posed by the sustainable
development imperative, the new industrial revolution and changing patterns of
international production.

| commend this year’s World Investment Report for both industrial and investment
policymakers, and as an important tool for the international development community.

sz =

Antonio Gutgres
Secretary-General of the United Nations
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FOREWORD

For some time now, the global policy climate for trade and investment has not been as benign as it was in
the heyday of export-led growth and development. Yet the need to attract investment and promote exports
to support industrialization, economic diversification and structural transformation is as great as ever for
developing countries, especially the least developed countries.

The many new industrial policies that have been adopted in recent years — in both developing and developed
countries — almost all rely to a significant degree on attracting investment. At the same time, we are observing
a declining trend in cross-border productive investment.

The market for internationally mobile investment in industrial capacity is thus becoming increasingly difficult and
competitive. The demand for investment is as strong as ever, the supply is dwindling and the marketplace is
less friendly then before.

It is in this context that we are seeing explosive growth in the use of special economic zones (SEZs) as key
policy instruments for the attraction of investment for industrial development. More than 1,000 have been
developed worldwide in the last five years, and by UNCTAD’s count at least 500 more are in the pipeline for
the coming years.

There are many examples of SEZs that have played a key role in structural transformation, in promoting greater
participation in global value chains and in catalyzing industrial upgrading. But for every success story there are
multiple zones that did not attract the anticipated influx of investors, with some having become costly failures.

In countries with an SEZ portfolio or with ambitious SEZ development programmes, policymakers and
practitioners — in ministries responsible for industry, trade and investment; in SEZ authorities; and in export and
investment promotion agencies, to mention a few — are looking to turn around underperforming zones and to
ensure that new ones meet expectations.

In doing so, they not only have to contend with the challenges associated with a more difficult trade and
investment climate. They face other challenges as well. One is the new industrial revolution, which could erode
the importance of low labour costs, the traditional competitive edge of most SEZs. SEZs will need to anticipate
trends in their targeted industries and adapt.

But even more important is that, today, sustainable development — as embodied in the UN Sustainable
Development Goals — must guide SEZ strategy and operations. In a break from the past, adopting the highest
social, environmental and governance standards for zones is becoming a competitive advantage.

The World Investment Report 2019 surveys the universe of SEZs today, provides an overview of SEZ laws and
regulations, and assesses the sustainable development impact of SEZs. The report offers recommendations
through three lenses: lessons learned from the past, a forward-looking perspective and a pioneering idea in the
form of “SDG model zones”.

| hope that the report will inspire and reinvigorate efforts around the world to make investment work for
development through SEZs. UNCTAD stands ready to support stakeholders in this endeavour.

M(AXLM /? W—

Mukhisa Kituyi
Secretary-General of UNCTAD
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KEY MESSAGES

INVESTMENT TRENDS AND PROSPECTS

T Global foreign direct investment (FDI) flows continued their slide in 2018, falling by 13
Global FDI per cent to $1.3 trillion. The decline — the third consecutive year’s fall in FDI — was mainly

- /I 3% 201 8 due to large-scale repatriations of accumulated foreign earnings by United States
multinational enterprises (MNESs) in the first two quarters of 2018, following tax reforms

1 1
EB/] 3 tﬂ | ||On introduced in that country at the end of 2017.

FDI flows to developed economies reached the lowest point since 2004, declining by
27 per cent. Inflows to Europe halved to less than $200 billion, due to negative inflows
in a few large host countries as a result of funds repatriations and to a sizeable drop in
the United Kingdom. Inflows in the United States also declined, by 9 per cent to $252
billion.

Flows to developing countries remained stable, rising by 2 per cent. As a result of the
increase and the anomalous fall in FDI in developed countries, the share of developing
countries in global FDI increased to 54 per cent, a record.

e FDI flows to Africa rose by 11 per cent to $46 billion, despite declines in many of
the larger recipient countries. The increase was supported by continued resource-
seeking inflows, some diversified investments and a recovery in South Africa after

FDl downward trend several years of low-level inflows.

e Flows to developing Asia, the largest recipient region, were up 4 per cent. In a sign
7061 of continued dynamism, greenfield project announcements in the region doubled in
5706 bn
Developing $557 bn value, recovering from their 2017 pause.

Developed

s34l e FDI in Latin America and the Caribbean was 6 per cent lower, failing to maintain

= $34 bn

2007-2018 Transition momentum after the 2017 increase halted a long slide. FDI in the region is still 27
per cent lower than during the peak of the commodities boom.

e FDI flows to structurally weak and vulnerable economies continued to account for
less than 3 per cent of the global total. Flows to the least developed countries
recovered from their 2017 fall, back to $24 billion, the average for the decade.

FDI flows to economies in transition continued their downward trend in 2018, declining
by 28 per cent to $34 billion, driven by a 49 per cent drop in flows to the Russian
Federation.

The tax-driven fall in FDI was cushioned by increased transaction activity in the second
half of 2018. The value of cross-border merger and acquisitions (M&As) rose by 18 per
cent, fueled by United States MNEs using liquidity in their foreign affiliates that was no
longer encumbered by tax liabilities.

In 2019, FDI is expected to see a rebound in developed economies as the effect of
the tax reforms winds down. Greenfield project announcements — indicating forward
spending plans — also point at an increase, as they were up 41 per cent in 2018 from
their low 2017 levels. Despite this, projections for global FDI show only a modest
recovery of 10 per cent to about $1.5 trillion, below the average over the past 10 years.
The underlying FDI trend remains weak. Trade tensions also pose a downward risk for
2019 and beyond.
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The underlying FDI trend has shown anemic growth since 2008. FDI net of one-off
factors such as tax reforms, megadeals and volatile financial flows has averaged only
1 per cent growth per year for a decade, compared with 8 per cent in 2000-2007,
and more than 20 per cent before 2000. Explanations include declining rates of return
on FDI, increasingly asset-light forms of investment and a less favourable investment
policy climate.

The long-term slide of greenfield investment in manufacturing halted in 2018, with
the value of announced projects up 35 per cent from the low value in 2017. Among
developing countries — where manufacturing investment is key for industrial development
— the growth was mostly concentrated in Asia and pushed up by high-value projects in
natural resource processing industries.

The number of State-owned MINEs (SO-MNEs) stabilized, and their acquisitions abroad
slowed down. There are close to 1,500 SO-MNEs, similar to 2017. Their presence in the
top 100 global MNEs increased by one to 16. The value of their M&A activity shrank to 4
per cent of total M&As in 2018, following a gradual decline from more than 10 per cent
on average in 2008-2013.

Much of the continued expansion of international production is driven by intangibles.
Non-equity modes of international production are growing faster than FDI, visible in the
relative growth rates of royalties, licensing fees and services trade. The top 100 MNE
ranking for 2018 confirms that industrial MNEs are sliding down the list, with some
dropping out.

MNEs in the global top 100 account for more than one third of business-funded R&D
worldwide. Technology, pharmaceutical and automotive MNES are the biggest spenders.
The R&D intensity (relative to sales) of the developing-country top 100 is significantly
lower. International greenfield investment in R&D activities is sizeable and growing.

A significant part of investment between developing countries (South-South FDI)
is ultimately owned by developed-country MNEs. New data on the global network
of direct and indirect bilateral FDI relationships shows the important role of regional
investment hubs in intraregional FDI and in South-South FDI. Indirect investment also
has implications for the coverage of international investment agreements.

INVESTMENT POLICY DEVELOPMENTS

New national investment policy measures show a more critical stance towards foreign
investment. In 2018, some 55 economies introduced at least 112 measures affecting
foreign investment. More than one third of these measures introduced new restrictions or
regulations — the highest number for two decades. They mainly reflected national security
concerns about foreign ownership of critical infrastructure, core technologies and other
sensitive business assets. Furthermore, at least 22 large M&A deals were withdrawn or
blocked for regulatory or political reasons — twice as many as in 2017.

Screening mechanisms for foreign investment are gaining importance. Since 2011,
at least 11 countries have introduced new screening frameworks and at least 41
amendments have been made to existing regimes. Changes included adding sectors
or activities subject to screening, lowering the triggering thresholds or broadening
the definition of foreign investment. Other new regulations have expanded disclosure
obligations of foreign investors, extended statutory timelines of screening procedures
or introduced new civil, criminal or administrative penalties for not respecting
notification obligations.

Qreenfield investment
N manufacturing

N

Top 100 MNES

account for more than
1 /3 of business—fumded
R&D worldwide

Liberalization/promotio

Restriction/requlatior

661 |

National investment
policy measures
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Nevertheless, attracting investment remains a priority. The majority of new investment
policy measures still moved in the direction of liberalization, promotion and facilitation.
Numerous countries removed or lowered entry restrictions for foreign investors in a
variety of industries. The trend towards simplifying or streamlining administrative
procedures for foreign investment continued. Also, several countries provided new
fiscal incentives for investment in specific industries or regions.

International investment policymaking is in a dynamic phase, with far-reaching
implications. In 2018, countries signed 40 international investment agreements (IlAs).
For at least 24 existing treaties, terminations entered into effect. The impact on the global
IIA regime of novel features in new agreements, including some megaregional treaties
with key investor countries, will be significant. Many countries are also developing new
model treaties and guiding principles to shape future treaty making.

lIA reform is progressing, but much remains to be done. Almost all new treaties contain
numerous elements in line with UNCTAD’s Reform Package for the International
Investment Regime. UNCTAD’s policy tools have also spurred initial action to modernize
old-generation treaties. Increasingly, countries interpret, amend, replace or terminate
outdated treaties. However, the stock of old-generation treaties is 10 times larger
than the number of modern, reform-oriented treaties. Investors continue to resort to
old-generation treaties; in 2018, they brought at least 71 new investor-State dispute
settlement (ISDS) cases.

IIA reform actions are also creating new challenges. New treaties aim to improve
balance and flexibility, but they also make the IIA regime less homogenous. Different
approaches to ISDS reform, ranging from traditional ad hoc tribunals to a standing
court or to no ISDS, add to broader systemic complexity. Moreover, reform efforts are
occurring in parallel and often in isolation. Effectively harnessing international investment
relations for the pursuit of sustainable development requires holistic and synchronized
reform through an inclusive and transparent process. UNCTAD can play an important
facilitating role in this regard.

Sustainable capital market trends

Capital market policies and instruments designed to promote the integration of
sustainability into business and investment practices are transitioning from niche to
mainstream. A growing number of investors are integrating ESG factors into their
investment decision making to enhance performance and mitigate risk. The positive
track record of sustainability-themed products is reinforcing the views of asset managers
and securities regulators that such factors are material to long-term investment
performance. As these sustainable investment trends take root and expand, they can
have a stronger influence on the operational policies and practices of MNEs.

SPECIAL ECONOMIC ZONES

Special economic zones (SEZs) are widely used in most developing and many developed
economies. Within these geographically delimited areas governments facilitate industrial
activity through fiscal and regulatory incentives and infrastructure support. There are
nearly 5,400 zones across 147 economies today, up from about 4,000 five years ago,
and more than 500 new SEZs are in the pipeline. The SEZ boom is part of a new wave
of industrial policies and a response to increasing competition for internationally mobile
investment.

World Investment Report 2019  Special Economic Zones



SEZs come in many types. Basic free zones focused on facilitating trade logistics
are most common in developed countries. Developing economies tend to employ
integrated zones aimed at industrial development, which can be multi-industry,
specialized or focused on developing innovation capabilities. The degree and type of
specialization is closely linked to countries’ level of industrialization, following an SEZ
development ladder.

Many new types of SEZs and innovative zone development programmes are emerging.
Some focus on new industries, such as high-tech, financial services or tourism —
moving beyond the trade- and labour-intensive manufacturing activities of traditional
SEZs. Others focus on environmental performance, science commercialization, regional
development or urban regeneration.

International cooperation on zone development is increasingly common. Many zones
in developing countries are being built through bilateral partnerships or as part of
development cooperation programmes. Regional development zones and cross-border
zones spanning two or three countries are becoming a feature of regional economic
cooperation.

SEZs can make important contributions to growth and development. They can help
attract investment, create jobs and boost exports — both directly and indirectly where
they succeed in building linkages with the broader economy. Zones can also support
global value chain (GVC) participation, industrial upgrading and diversification. However,
none of these benefits are automatic.

In fact, the performance of many zones remains below expectations. SEZs are neither a
precondition nor a guarantee for higher FDI inflows or GVC participation. Where they lift
economic growth, the stimulus tends to be temporary: after the build-up period, most
zones grow at the same rate as the national economy. And too many zones operate as
enclaves with limited impact beyond their confines.

Only a few countries regularly assess the performance and economic impact of zones.
Doing so is critical, because the turnaround of unsuccessful SEZs requires timely
diagnosis, especially when there has been a significant level of public investment
in zone development. UNCTAD’s SEZ Sustainable Development Profit and Loss
Statement (P&L) can guide policymakers in the design of a comprehensive monitoring
and evaluation system.

The decades-long experience with SEZs provides important lessons for modern zone
development:

o Strategic design of the SEZ policy framework and development programme is
crucial. Zone policies should not be formulated in isolation from their broader policy
context, including investment, trade and tax policies. The types of zones and their
specialization should build on existing competitive advantages and capabilities.
And long-term zone development plans should be guided by the SEZ development
ladder.

e Zone development programmes should take a frugal approach. The Sustainable
Development P&L emphasizes the need for financial and fiscal sustainability of
zones, as their broader economic growth impact can be uncertain and take time
to materialize. High upfront costs due to overspecification, subsidies for zone
occupants and transfers to zone regimes of already-operating firms pose the
greatest risks to fiscal viability.

e The success of individual SEZs depends on getting the basics right. Most failures
can be traced back to problems such as poor site locations that require heavy capital
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expenditures or that are far away from infrastructure hubs or cities with sufficient
pools of labour; unreliable power supplies; poor zone design with inadequate
facilities or maintenance; or overly cumbersome administrative procedures.

Active support to promote clusters and linkages is key to maximizing development
impact. Firms operating in zones have greater scope to collaborate, pool resources
and share facilities — more so in specialized zones, but multi-activity zones can
extract some of the benefits of co-location. Pro-active identification of opportunities,
matching efforts and training programmes, with firms within and outside the zone,
significantly boosts the impact.

A solid regulatory framework, strong institutions and good governance are critical
success factors. The legal infrastructure of SEZs should ensure consistent,
transparent and predictable implementation of SEZ policies. The responsibilities of
SEZ governing bodies should be clearly defined. Zones benefit from having public
and private sector representatives on their boards.

Looking ahead, SEZs face new challenges:

The sustainable development agenda increasingly drives MNES’ strategic decisions
and operations, which should be reflected in the value proposition that SEZs market
to investors. Modern SEZs can make a positive contribution to the ESG performance
of countries’ industrial bases. Controls, enforcement and services (e.g. inspectors,
health services, waste management and renewable energy installations) can be
provided more easily and cheaply in the confined areas of SEZs.

SEZs are traditionally big employers of women, with about 60 per cent female
employees on average. Some modern zones are implementing gender equality
regulations, such as anti-discrimination rules, and support services, such as child
care and schooling facilities, setting new standards for SDG performance.

The new industrial revolution and the digital economy are changing manufacturing
industries — the main clients of SEZs. SEZs will need to adapt their value propositions
to include access to skilled resources, high levels of data connectivity and relevant
technology service providers. SEZs may also have new opportunities to target
digital firms.

The current challenging global policy environment for trade and investment, with
rising protectionism, shifting trade preferences and a prevalence of regional economic
cooperation, is causing changes in patterns of international production and GVCs.
These changes can significantly affect the competitiveness of SEZs, which function
as central nodes in GVCs. International cooperation on zone development is likely
to become increasingly important.

Finally, the 2030 Agenda to achieve the Sustainable Development Goals (SDGs)
provides an opportunity for the development of an entirely new type of SEZ: the SDG
model zone. Such zones would aim to attract investment in SDG-relevant activities,
adopt the highest levels of ESG standards and compliance, and promote inclusive
growth through linkages and spillovers.

The recommendations in this report aim to provide guidance for policymakers in their
efforts to revitalize and upgrade existing zones, and to build new ones that avoid
the pitfalls of the past and are prepared for the challenges ahead. The key objective
should be to make SEZs work for the SDGs: from privileged enclaves to sources of
widespread benefits.
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2

A. CURRENT FDI TRENDS

1. Global trends

Global foreign direct investment (FDI) flows continued their slide in 2018, falling by 13
per cent to $1.3 trillion from a revised $1.5 trillion in 2017 (figure 1.1).! The decline — the
third consecutive fall in FDI — was mainly due to large repatriations of accumulated foreign
earnings by United States multinational enterprises (MNES) in the first two quarters of 2018,
following tax reforms introduced at the end of 2017, and insufficient compensation from
upward trends in the second half of the year.

The fall took place despite an 18 per cent rise in cross-border merger and acquisitions
(M&As) (from $694 billion in 2017 to $816 billion in 2018). The negative trend is also in
contrast to a 41 per cent jump in announced greenfield investment values (from $698 billion
to $981 billion).

FDI flows declined sharply in developed countries and economies in transition while those
to developing countries remained stable, rising by 2 per cent. As a result, developing
economies accounted for a growing share of global FDI, at 54 per cent, from 46
per cent in 2017.

Repatriations of United States multinationals’ foreign earnings abated in the second half of
2018. The lifting of tax liabilities on accumulated foreign earnings of United States MNEs
may have contributed to the M&A boom recorded in the last quarter, limiting the global
FDI decline for the year, after projections based on the first six months had estimated that
annual inflows would be down by more than 40 per cent.

Figure L.1. | FDI inflows, global and by economic group, 2007-2018 (illions of dollars and per cent)
@ World total @ Developing economies
@ Developed economies [ Transition economies
2500
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A
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Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).
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Even disregarding the fluctuations caused by the tax reform and the increase in cross-
border M&As, the underlying FDI trend — which discounts the volatility caused by one-off
transactions and swings in intra-firm financial flows — was still negative. Average annual
growth in the underlying trend, which was above 10 per cent until a decade ago, has since
stagnated at less than 1 per cent. That weak underlying trend will continue to affect FDI
prospects (see section .B.)

2. Trends by geography

FDI flows to developed economies reached their lowest point since 2004, declining
by 27 per cent (figure 1.2). Flows to Europe more than halved to $172 billion while those
to North America were more resilient, declining by 4 per cent to $291 billion. Although
cross-border M&A deal making remained active, rising by 21 per cent in value, it was not
enough to compensate for the negative outward FDI from the United States caused by
the tax reforms.

In Europe, a few important host countries, such as Ireland and Switzerland, registered
negative inflows of -$66 bilion and -$87 billion, respectively. FDI flows to the United
Kingdom also declined, by 36 per cent to $64 billion, as new equity investments halved.
Despite the repatriations, the completion of a number of megadeals resulted in higher
flows to the Netherlands (up 20 per cent to $70 billion) and Spain (where inflows doubled
to $44 billion).

In the United States, FDI inflows declined by 9 per
cent, to $252 billion, mainly due to a fall of one third

in cross-border M&A sales. Australia’s FDI inflows Fiqure 1.2 FDI inflows, by region, 2017-2018
reached $60 bilion — a record level — as foreign 9 "= | (Billions of dollars and per cent)
affiliates reinvested a record $25 billion of their profits
Per cent
in the country.
. . . World — 13
FDI flows to developing economies remained
stable, rising by 2 per cent to $706 billion, with Developed F 557 .
significant differences among regions. Developing economies 759
Asia and Africa recorded higher FDI inflows in 172
. , . . Europe F 384 -55
2018, while FDI contracted in Latin America and
the Caribbean. North America P 0 -4
Developing Asia, already the largest recipient region
; : Developing
of FDI flows, registered an FDI rise of 4 per cent to economies _ +2
$512 billion in 2018, with positive growth occurring
in all subregions. China, the largest developing- Africa Hgﬁ +11
economy FDI recipient, attracted $139 billion, an
increase of 4 per cent. Flows to South-East Asia Latin America and jmm 147 -6
. . the Caribbean 155
rose — for the third consecutive year — by 3 per cent
to a new record level ($149 billion). Asia F 512 +4
FDI flows to Africa expanded by 11 per cent to .
. . Transition § 34 28
$46 Dillion, still below the annual average of the economies I 48

last 10 years (at about $50 billion). The rise in flows
was mainly due to the continuation of resource-

@ 2018

Seeking investments, slowly expanding diversified Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).

Chapter |



4

investments in a few economies, and a more than doubling of FDI flows to South Africa
(from $2 billion to $5.3 billion).

FDI in Latin America and the Caribbean was 6 per cent lower ($147 billion) in 2018, failing to
maintain momentum after the 2017 increase (which followed five years of negative growth).
In South America, FDI declined due to lower flows to Brazil and Colombia; in Central
America inflows remained stable.

After a plunge in 2017, FDI flows to transition economies continued their downward trend
in 2018, declining by 28 per cent to $34 billion. The contraction was driven by a halving of
flows to the Russian Federation, by far the biggest economy and largest FDI recipient in
the group, from $26 billion to $13 billion. Part of the decline was due to re-domiciliation of
overseas entities that hold assets in the Russian Federation.

Half of the top 20 host economies in the world continue to be developing and transition
economies (figure 1.3). Despite the FDI decline, the United States remained the largest
recipient of FDI, followed by China, Hong Kong (China) and Singapore.

Looking at FDI to selected regional and interregional economic groups, flows remained
relatively stable (figure 1.4).

Figure L.3.
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Figure 1.4. | FDI inflows to selected groups, 2017 and 2018 (Billions of dollars and per cent)

Share in world Inward Share in world Share of world
Selected groups  FDI inflows FDI inflows (%) FDI stock  inward FDI stock (%) GDP (%)
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Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).
Note:  Data for G20 do not include the European Union.

b. FDI outflows

In 2018, MNEs from developed countries reduced their investments abroad by 40
per cent to $558 billion. As a result, their share in global outward FDI dropped to 55 per
cent —the lowest ever recorded (figure 1.5). The significant decline was less a reflection of real
investment intentions than of the impact of the large-scale repatriations of accumulated
foreign earnings by United States MNEs, which resulted in negative outflows. In the first half
of 2018, the reinvested earnings of United States MNEs slumped by a net $367 billion and
turned sharply negative, at -$200 billion, compared with a positive $168 billion in the same
period in 2017. Although reinvested earnings in the second half of the year reverted to a
positive value, FDI outflows from the United States for the full year still declined sharply, to
-$64 billion, compared with $300 billion in 2017. In addition to the immediate repatriation
effect, the tax reforms resolved the tax liability overhang on overseas assets, which may
have contributed to a jump in cross-border M&A purchases by United States MNEs to
$253 billion — a record high. Aimost half of those purchases were registered in the fourth
quarter of 2018. The majority of acquisitions took place in the EU, mainly in the United
Kingdom and Germany, but also in India and Japan.

Outflows from European MNEs rose by 11 per cent to $418 billion. French MNEs invested
more than 100 billion in 2018, all in equity investment, becoming the third largest investor
country in the world. Outflows from Ireland and Switzerland, both of which had recorded
negative outflows in 2017, turned positive, reaching $13 billion (up $52 billion) and $27
billion (up $62 billion) respectively.

In contrast, outflows from the United Kingdom declined to $50 billion from $118 billion in
2017 despite a significant rise in cross-border M&As. Investment from German MNEs also
declined by 16 per cent to $77 billion. Although the value of their net M&A purchases more
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Developed economies: FDI outflows, and share in world outflows, 2005-2018

Figure 1.5.
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Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).

than doubled to $73 billion due to the merger of Bayer with Monsanto (United States) for
$57 billion — the largest deal in 2018 - large negative flows of intracompany loans netted
out much of the increase in equity investment.

Japanese MNEs became the largest investors in the world, despite a decline in outward FDI
of 11 per cent to $143 billion. The slow-down in the overall M&A activity of Japanese MNEs
was the result of a 40 per cent decline in their outward FDI in developed countries, mainly
in the United States but also in the United Kingdom. Their investment in Asia increased by
31 per cent to $49 billion, mainly in China, India and the Republic of Korea.

Outward investment by MNEs from developing economies declined by 10 per cent
to $418 billion. Outflows from developing Asia fell by 3 per cent to $401 billion. Investment
from Chinese MNEs declined for the second consecutive year — by 18 per cent — to $130
billion, as a result of government policies to curb overseas investment, as well as increased
screening of inward investment in the United States and Europe. The country, nonetheless,
was the second largest investor in the world after Japan (figure 1.6).

Outward FDI from West Asia reached a historic high of $49 billion in 2018, with MNEs from
Saudi Arabia, the United Arab Emirates and Turkey mainly responsible for the increase.
FDI from Saudi Arabia aimost tripled to $21 billion, mainly in technology, finance and
infrastructure activities. Turkish companies are increasingly investing in Africa.

Outward investment by Latin American MNEs plunged in 2018 to a record low of $7 billion,
heavily influenced by negative outflows from Brazil and decreased investments from Chile.
Outflows from Brazil fell to -$13 billion, as foreign affiliates continued funneling financial
resources (often raised in overseas capital markets) back to their parents. MNEs from
Mexico increased their outward FDI to $6.9 billion.

At $38 billion, FDI outflows from transition economies were unchanged in 2018. The
Russian Federation accounts for the bulk of the outward FDI in this group (95 per cent). The
country’s outflows rose by 7 per cent to $36 billion, driven mainly by reinvested earnings
and the extension of intracompany loans to established affiliates.
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Figure 1.6. | FDI outflows, top 20 home economies, 2017 and 2018 (illions of dollars)
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3. Trends in cross-border M&As and greenfield projects by sector

In 2018, the values of net cross-border M&As and announced FDI greenfield projects
increased (figure 1.7). The value of net cross-border M&As rose 18 per cent to $816 billion,
recovering ground after the 22 per cent fall in 2017. The increase was driven by large deal
sizes, especially in the chemicals industry and the services sector, while the number of
deals actually declined.

The value of announced greenfield projects rose by 41 per cent to $981 billion. Also
here, the average project size was the main driver of the increase, as investment activity
measured by the number of projects increased by only 7 per cent. The gains in value were
mostly in extractive and processing industries, and in construction.

a. M&A trends

The value of global net M&As expressed as a percentage of FDI inflows reached 62 per cent,
the highest level since the height of the dotcom boom in 2000. In developed economies,
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Value and number of net cross-border M&As and announced greenfield FDI projects,

Figure L.7. .
9 2009-2018 (Billions of dollars and numbers)
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Source: UNCTAD, cross-border M&A database (www.unctad.org/fdistatistics) and information from the Financial Times Ltd, fDi Markets (www.fDimarkets.com) for announced
greenfield projects.

net M&A sales rose by 21 per cent to $689 billion, 84 per cent of the global total. In
developing and transition economies, net M&A sales remained steady at $127 billion.

The increase was driven mainly by a doubling of acquisitions by United States MNEs,
with the jump concentrated in the second half of 2018. The removal of tax liabilities on
accumulated retained earnings overseas following the 2017 tax reforms may have
contributed to the boom. Domestic M&A activity in the United States grew at an even faster
pace than cross-border M&As.

In the primary sector, the largest deal was the acquisition of the oil and gas producer Maersk
Olie og Gas (Denmark) by Total (France) for $7.4 billion as part of continued restructuring
in the sector.

In manufacturing, net M&A sales at the global level remained close to the 2017 level. Deal
making in the pharmaceutical industry, which reached $113 billion in 2015, declined for the
third successive year to $28 billion. The chemical industry made up for the decline through
megadeals, as M&A sales more than doubled to $149 billion. They included the merger
of Bayer (Germany) with Monsanto (United States), worth $57 billion, and that of Praxair
(United States) with the industrial gases group Linde (Germany), worth $32 billion.

In services, net M&A sales rose by over one third to $469 billion. The main driver was
the increase in value of M&As in the financial industry, which almost doubled to $108
billion. Within this industry, M&As involving real estate investment trusts were particularly
numerous. Separately, net M&A sales in real estate activities (part of business activities in
table I.1) were worth $57 billion in 2018. Real estate-related investments thus formed a
sizeable part of cross-border M&As in 2018. Aimost all the deals in real estate investment
trusts and three quarters of the deals in real estate targeted assets in developed economies.

The global total value of announced greenfield projects in the primary sector doubled to
$41 billion (table 1.2), mostly due to projects in metals mining, which trebled in value to
$20 billion in 2018, the highest level since 2011. Karo Resources (Cyprus) announced a
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Table I.1 Value and number of net cross-border M&As, by sector and selected industries,

2017-2018
- Value Number
(Billions of dollars) Growth rate Growth rate
Sector/industry 2017 2018 (%) 2017 2018 (%)
Total 694 816 18 6 967 6 821 -2
Primary 24 39 60 550 406 -26
Manufacturing 327 307 -6 1690 1600
Services 343 469 37 4727 4815
Top 10 industries in value terms:
Chemicals and chemical products 65 149 129 198 211 7
Business activities 107 112 5 1817 1848 2
Financial and insurance activities 59 108 84 617 599 -3
Information and communication 39 90 131 611 612 0.2
Food, beverages and tobacco 88 55 -37 227 205 -10
Transportation and storage 23 47 109 306 269 -12
Electrical and electronic equipment 26 42 65 307 257 -16
Mining, quarrying and petroleum 23 38 70 466 329 -29
Electricity, gas and water 54 38 -30 171 191 12
Trade 12 35 188 486 501 3

Source: UNCTAD, cross-border M&A database (www.unctad.org/fdistatistics).

Value and number of announced FDI greenfield projects, by sector and selected

Table 2.1 ;. stries, 20172018
. Value Number
(Billions of dollars) Growth rate Growth rate
Sector/industry 2017 2018 (%) 2017 2018 (%)
Total 698 981 41 16 350 17 567 7
Primary 21 41 101 83 122 47
Manufacturing 345 466 35 7855 8049 2
Services 332 473 43 8412 9396 12
Top 10 industries in value terms:
Construction 61 113 84 279 475 70
Electricity, gas and water 90 111 23 302 429 42
Coke and refined petroleum products 15 86 480 75 87 16
Business services 61 78 28 4419 4 686 6
Motor vehicles and other transport equipment 61 74 20 1123 1131 1
Chemicals and chemical products 54 66 21 588 569 -3
Electrical and electronic equipment 60 58 -3 996 1046 5
Hotels and restaurants 17 49 189 163 422 159
Transport, storage and communications 39 48 24 936 1018 9
Mining, quarrying and petroleum 20 4 102 79 118 49

Source: UNCTAD, based on information from the Financial Times Ltd, fDi Markets (www.fDimarkets.com).

project worth $4.3 billion in a platinum mine in Zimbabwe, supported by the Africa Finance
Corporation. Large projects were also announced in Chile and Peru.

Announced greenfield projects in manufacturing increased by 35 per cent to $466 billion.
In line with higher investments in extractive industries, the processing of natural resources
was a big driver of the increased investment in manufacturing. Projects in coke, petroleum
products and nuclear fuel increased six-fold to $86 billlion. A project by Shell Canada, a
joint venture of Shell, Petronas, PetroChina, Mitsubishi Corp. and Korea Gas, to build a
liquefied natural gas export facility in Canada was the largest project, with planned capital
expenditures totalling $30 billion.
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In developing economies, the value of announced projects in manufacturing — of critical
importance for industrial development — rose by 68 per cent to $271 billion, halting the
downward trend of recent years (figure 1.8). However, projects remained concentrated in
Asia, where announced greenfield investments in manufacturing doubled to $212 billion. In
a positive sign, manufacturing investments also jumped 60 per cent in Africa, to $33 billion.
However, those in Latin America and the Caribbean declined.

The number of manufacturing projects in developing countries rose by a more modest
12 per cent, suggesting that announcements of relatively few large-scale projects explain
the increase in value. For instance, the five largest manufacturing projects in China had a
combined value of $33 billion, accounting for much of the value of announced projects in
China, which doubled from 2017 to $80 billion. The largest announced project was the
plan by BASF (Germany) to invest $10 billion in a new chemical manufacturing base in
Zhanjiang. In the same industry, ExxonMobil (United States) announced plans to build a $7
billion ethylene plant in Zhoushan.

In East Asia, the largest increases in greenfield projects were in higher-skilled industries. In
addition to the mega projects in the chemicals industry, a series of projects in automotive
manufacturing as well as in electrical and electronic equipment boosted the value of
announced projects in China. In East Asia as a whole, the value of projects in the chemicals
industry trebled to $24 billion, that in electrical and electronic equipment rose by half to $25
billion, and that in motor vehicles and other transport equipment also trebled to $25 billion.

The processing of natural resources was a key part of the upturn in West Asia and South-
East Asia and, to a lesser extent, South Asia. In Saudi Arabia, for example, Total (France)
signed a memorandum of understanding with Saudi Aramco to develop a petrochemical
complex in Jubail in a project worth $9 billion. In India, CPC (Taiwan Province of China)
announced its plan to invest $6.6 billion in a petrochemical project in Paradip. As a result,
projects in this industry almost quadrupled to $25 billion in West Asia, those in South Asia

Figure 1.8. Vg!ue of announced FDI greenfield projects in manufacturing, 2005-2018
(Billions of dollars and per cent)
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Source: UNCTAD, based on information from the Financial Times Ltd, fDi Markets (www.fDimarkets.com).

Note:  Natural resources-related industries include (i) coke, petroleum products and nuclear fuel; (i) metals and metal products; (i) non-metallic mineral products; and (iv)
wood and wood products. Lower-skill industries include (i) food, beverages and tobacco and (ii) textiles, clothing and leather; higher-skill industries include all other

manufacturing industries.
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increased to $8 billion. In South-East Asia, metal processing attracted investment, more
than doubling the value of announced projects to $12 billion from the value in 2017.

In contrast to the higher-skill and natural resource-related industries, the trend in announced
projects in lower-skill industries was generally lacklustre, not only in Asia but also in
other developing regions. While the value of projects in food, beverages and tobacco in
developing economies rose by 29 per cent to $16 billion, those in textiles declined by 36
per cent to $7 billion. For low-income countries, especially in Africa, the decline in projects
in typical early-industrialization industries is a concern. The need for developing countries
to attract more FDI in these industries to support their structural transformation remains
urgent, explaining the proliferation of industrial policies (WIR18) and special economic
zones (SEZs; see chapter IV).

The global total of announced greenfield projects in services rose by 43 per cent to $473
billion. There were large increases in both construction and power generation. Projects
in construction rose by 84 per cent to $113 billion. Projects in industrial building were
subdued after the 2008 economic crisis, but there has been a revival since the mid-2010s.
Some of these projects are related to the construction of SEZs. For instance, in 2015,
Thailand-based Rojana Industrial Park, a subsidiary of Nippon Steel and Sumikin Bussan
(Japan), announced the project to develop the Dawei Special Economic Zone in Myanmar.
In 2016, Wei Yu Engineering (Taiwan Province of China) announced plans to invest $2.5
billion in the Vung Ang Economic Zone in Viet Nam to construct docks with logistics areas
and agricultural areas. In 2018, the textile manufacturer Shandong Ruyi Technology (China)
announced its project to invest $830 million to establish a textile industrial zone in the Suez
Canal Economic Zone in Egypt.

Greenfield projects in power generation rose by 23 per cent in 2018, to $110 billion,
accounting for almost all projects in utilities. Whereas total investment, including domestic
investment, in power generation is only slowly reducing its reliance on fossil fuels,
international investment through greenfield FDI is focused predominantly on renewable
energy. In the past decade, the value of greenfield projects in renewable electricity exceeded
that of fossil fuel-based electricity generation every
year. In 2018, announced capital expenditures in
renewable electricity totalled $78 billion and in fossil
fuel-based electricity only $27 billion (see chapter
II.C). The positive trend in international greenfield
investment in this sector should be put in context.
In developing economies, announced greenfield
capital expenditures on power generation projects
(all types) came to $70 billion. This compares with an
annual investment gap of over $500 billion to achieve
the United Nations SDGs, as estimated in WIR74.

Global cross-border capital flows,
2014-2018 (Per cent of GDP)

Figure 1.9. ‘

4. FDI and other cross-
border capital flows
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The decline in global FDI flows was in line with the
trend in other cross-border capital flows. Together @ FDI @ Portfolio investment ggz[y':]‘;’:fg‘;f;t
FDI, portfolio flows and other investment (mostly
bank Ioans) amounted to $5 triIIion, or 5.9 per cent Source: UNCTAD, based on IMF World Economic Outlook Datalbase.
Note:  The percentages presented here are based on available data from 187

of global GDP in 2018, a decline of more than 20 per economies. The IMF World Economic Outlook database tracks FDI flows

X measured according to the asset/liability principle. Hence, the value of
cent from 2017 (figure 1.9). FDI flows is not directly comparable with UNCTAD's FDI data presented
elsewhere in this report.
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While all three categories of capital flows fell, the decline was the largest in portfolio
investment (down 40 per cent). Portfolio flows are closely linked to financial market
performance, as well as interest rate and currency movements. They are also more sensitive
to geopolitical tensions and country-specific political uncertainty.

Developing economies received just over one third of global cross-border capital flows.
Compared with flows to developed economies, which declined by 27 per cent, flows to
developing economies were more resilient, declining by only 8 per cent, because FDI — the
more stable type of finance — represents a larger share of their capital inflows. Portfolio
inflows and other investment in developing economies declined by 30 per cent and 14
per cent, respectively. Declines in portfolio flows were particularly large in Latin America
and in West Asia. Policy uncertainty and currency instability in major regional recipients of
portfolio flows, including Argentina, Mexico and Turkey, contributed to the declines. In those
countries, too, FDI inflows proved more stable and actually increased in 2018 (chapter II).

The size and relative stability of FDI makes it the most importance source of external
finance for developing economies (figure 1.10). Preliminary data for official development
assistance (ODA) (bilateral and multilateral) show an increase of 1.5 per cent to $149 billion.
Preliminary data for remittances show an increase of 9.6 per cent to $529 billion.

However, capital flows to developing economies remain concentrated in a relatively small
number of countries. Asia receives three quarters of capital flows to developing economies.
Portfolio investment and other investment flows are even more skewed towards that
region. The least developed countries (LDCs), with a combined population of 1 billion,
receive just 3 per cent of those cross-border capital flows. For these countries, remittances
remain substantially higher than FDI. They increased by 11 per cent to $40 billion in 2018,
compared with FDI inflows worth $24 billion.

Developing economies: sources of external finance, 2009-2018
(Billions of dollars)

Figure 1.10.
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Source: UNCTAD, based on KNOMAD (for remittances), UNCTAD (for FDI), IMF World Economic Dataset (for portfolio investment and other
investment) and OECD (for ODA).
Note:  Remittances and ODA are approximated by flows to low- and middle-income countries, as grouped by the World Bank.



B. FDI PROSPECTS

Global investment is expected to see a modest recovery of 10 per cent in 2019. This
expectation is based on current forecasts for a number of macroeconomic indicators,
UNCTAD’s econometric forecasting model of FDI inflows and its underlying trend analysis,
and preliminary 2019 data for cross-border M&As and announced greenfield projects. It is
complemented by UNCTAD’s survey of investment promotion agencies (IPAs).

1. Short-term prospects

Projections for FDI in 2019 point to a 10 per cent increase to amost $1.5 trillion — still
below the average of the last 10 years. The main factor driving up expectations is the likely
rebound from anomalously low levels of FDI in developed countries in 2018. Following
the subsiding of repatriations of foreign earnings of United States multinationals in the
second half of 2018, developed-country inflows are likely to revert to prior levels, implying
a significant jump in some countries that normally receive sizeable inflows. The expected
increase of FDI flows in 2019 is also apparent in the 41 per cent jump in greenfield project
announcements (planned expenditures) from their low levels in 2017.

Despite these upward-pointing signs the size of the expected increase in FDI is relatively
limited because the long-term underlying FDI trend remains weak (section 1.B.2). M&A data
for the first four months of 2019 confirm the need for caution; the value of cross-border
M&As was about $180 billion, 10 per cent lower than the same period in 2018.

The likelihood of an increase in global FDI is further tempered by a series of risk factors.
Geopolitical risks, trade tensions and concerns about a shift towards more protectionist
policies could have a negative impact on FDI in 2019. Moreover, longer-term forecasts for
macroeconomic variables contain important downsides (table 1.3).

The projected increase of FDI flows is highest in developed economies, with Europe
expected to see an increase of more than 60 per cent (recovering but remaining at only
about half of 2016 values) (table 1.4). Flows to developing economies are expected to hold
steady, with projections showing a marginal increase of about 5 per cent. Among developing
regions, FDI in Africa is likely to increase by 15 per cent, in view of an expected acceleration
of economic growth and advances in regional integration. Prospects for developing Asia
are cautiously optimistic, especially in South-East Asia and South Asia, with flows rising

Table 1.3. Real growth rates of GDP and gross fixed capital formation (GFCF), 2016-2020

(Per cent)

Variable Region 2016 2017 2018 2019 2020
World 3.4 3.8 3.6 3.3 3.6

GDP growth rate Advanced economies? 1.7 2.4 2.2 1.8 1.7
Emerging and developing economies? 4.6 4.8 4.5 4.4 4.8

World 2.8 4.1 4.0 3.7 41

GFCF growth rate Advanced economies? 2.0 3.8 3.1 2.5 2.4
Emerging and developing economies? 3.3 4.3 4.6 4.5 5.3

Source: UNCTAD, based on IMF (2019).
Note:  GFCF = gross fixed capital formation.
2 IMF’s classifications of advanced, emerging and developing economies are not the same as the United Nations’ classifications of developed and developing economies.
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FDI inflows, projections, by group of economies and region,

L 2016-2018, and projections, 2019 (Billions of dollars and per cent)

Projections

Group of economies/region 2016 2017 2018 2019
World 1919 1497 1297 1 370 to 1 500
Developed economies 1198 759 557 640 to 720
Europe 612 384 172 330
North America 508 302 291 310
Developing economies 656 691 706 700 to 740
Africa 46 41 46 52
Asia 473 493 512 530
Latin America and the Caribbean 135 155 147 140
Transition economies 65 48 34 45 to 55

Memorandum. annual growth rate (per cent)

World -6 -22 -13 (510 15)
Developed economies -6 -37 -27 (15 to 30)
Europe -14 -37 -55 ~ 65
North America -1 -4 -4 ~5
Developing economies -10 5 2 (0 to 5)
Africa -18 -1 11 ~15
Asia -8 4 4 ~5
Latin America and the Caribbean -13 15 -6 ~-5
Transition economies 78 -26 -28 (40 to 50)

Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).
Note:  Percentages are rounded.

slightly (by 5 per cent) thanks to a favourable economic outlook and improving investment
climate. Flows to Latin America and the Caribbean are expected to remain relatively stable,
with a projected decline of about 5 per cent, while in transition economies flows are likely
to see a recovery in 2019, reaching $50 billion.

2. Long-term trends

The relatively modest increase in global FDI projected for 2019 is in line with the slow
growth over recent years in the underlying trend. That trend — net of fluctuations driven by
one-off factors such as tax reforms, megadeals and volatile financial flows included in FDI
— has shown anemic growth since the global financial crisis (figure I.11). Key drivers for the
long-term slowdown in FDI include policy, economic and business factors.

Policy factors. The gradual opening of emerging markets worldwide that spurred FDI
growth until the late 2000s is no longer fueling FDI to the same extent. In the last few years,
restrictions on foreign ownership, based on national security considerations or strategic
technologies, have again been front of mind for policymakers (chapter Ill). Uncertainty over
the development of the international policy frameworks for trade and investment is also not
supporting investor confidence.

Economic factors. Declining rates of return on FDI are a key factor behind the long-term
slowdown (table 1.5). In 2018, the global rate of return on inward FDI was down to 6.8
per cent, from 8 per cent in 2010. Although rates of return remain higher on average
in developing and transition economies, most regions have not escaped the erosion.
In Africa, for example, return on investment dropped from 11.9 per cent in 2010 to 6.5
per cent in 2018.
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Figure 1.11. | FDI inflows and the underlying trend, 1990-2018 (ndexed, 2010 = 100)
FDI underlying trend,

average annual growth rate 1990s: 21% 2000-2007: 8% Post-crisis: 1%
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FDI underlying trend
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0

1990 2000 2008 2018
Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics); UNCTAD estimates.

Note:  The FDI underlying trend is a composite index (incorporating balance of payments and other variables), constructed by removing the effect on FDI of fluctuations in M&As,
intracompany loans and offshore financial flows through appropriate smoothing techniques.

Table I.5. | Inward FDI rates of return, 2010-2018 (Per cent)

Region 2010 2011 2012 2013 2014 2015 2016 2017 2018
World 8.0 8.5 177 75 7.6 6.9 6.8 6.8 6.8
Developed economies 6.4 6.7 6.1 5.9 6.4 6.0 5.9 5.9 6.0
Developing economies 11.0 115 101 9.9 9.5 8.4 8.2 8.1 7.8
Africa 1.9 12.0 1.7 1.4 9.6 6.5 5.0 6.0 6.5
Latin America and the Caribbean 9.7 9.8 8.5 7.0 6.3 4.5 5.4 6.2 6.2
Asia 1.4 12.2 10.6 10.8 10.7 10.0 9.6 9.0 8.5
East and South-East Asia 125 13.4 1.6 1.9 11.8 1.1 10.4 9.9 9.4

South Asia 8.9 7.6 7.2 6.7 6.1 55 6.4 5.6 5.3

West Asia 6.0 6.8 5.6 55 5.0 47 4.8 35 3.4
Transition economies 121 14.8 14.6 13.2 13.2 9.0 10.2 11.6 124

Source: UNCTAD based on data from IMF Balance of Payments database.
Note:  Annual rates of return are measured as annual FDI income for year t divided by the average of the end-of-year FDI positions for years t and t - 1 at book values.

Business factors. Structural changes in the nature of international production are also at
work. The adoption of digital technologies in global supply chains across many industries
is causing a shift towards intangibles and increasingly asset-light forms of international
production, as reaching global markets and exploiting efficiencies from cross-border
operations no longer requires heavy asset footprints (WIR77). The trend is visible in the
divergence of key international production indicators — on a scale from tangible to intangible
— with a substantially flat trend for FDI and trade in goods and much faster growth for
both trade in services and international payments for intangibles (royalties and licensing
fees) (figure 1.12).
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Figure 1.12. | Indicators of international production, tangible and intangible, 2010-2018 (ndexed, 2010 = 100)
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Source: UNCTAD.

3. IPAs’ expectations

Royalties and licensing fees
Trade in services

FDI underlying trend

2017 2018

Despite the third consecutive decrease in global FDI in 2018 and the weak underlying
trend, UNCTAD’s survey of investment promotion agencies (IPAs) shows continued
optimism on the part of IPAs. Their expectations for FDI flows into their own countries to
2021 remain high. However, expectations were more tempered at the global level (figure
1.13). Only 45 per cent of respondents expect global FDI flows to increase, indicating that
IPAs acknowledge the challenges of and competition for the attraction of FDI in the current

global investment climate.

IPAs’ expectations for changes in FDI,

Figure |.13. 2019-2021 (Percentage of respondents)

Increase
No change
Decrease e 12
@ Globally ® For own country

Source: UNCTAD Investment Promotion Agencies Survey.

Note:  The survey was conducted from February to April 2019. Results are based
on information from 114 respondents.
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Comparing IPAs’ perceptions for global FDI
prospects between 2016 and 2019 shows
that expectations have been progressively less
optimistic in every year of the survey (figure 1.14).

IPAs rank the United States and China - in
joint first place — as the most likely sources of
foreign investment to their countries. Three large
European economies — the United Kingdom,
Germany and France — were considered the
next most important sources of FDI. India and
the United Arab Emirates, not traditionally in the
top 20 outward investor countries, were also
considered as among the top 10 most important
sources of FDI for the 2019 to 2021 period.

IPAs in  developed economies  expect
most investment to go to information and
communications  industries, followed by
professional services, and finance and insurance.
In developing and transition economies, IPAs
expect more investment in agriculture, followed



by food and beverages, and information and
communication (figure 1.15). More and more
countries are looking to attract investment in
digital technologies and innovation as key drivers
of economic growth. The high ranking of the ICT
sector for FDI prospects is also a reflection of the
investment promotion efforts of IPAs in this sector.
The selection of agriculture and food processing
among the most promising sectors in developing
and transition economies indicates that IPAs in
those economies expect a significant share of FDI
to remain connected to natural resources for the
foreseeable future.

Figure 1.15.

Developed economies

Information and communication

Professional services 46
Finance and insurance 46
Manufacture of chemicals 25
Food and beverages 25
Real estate 22

Source: Source: UNCTAD, Investment Promotion Agencies Survey.

IPAs expecting an increase in

Figure 1.14. | global FDI flows, 2016-2019
(Per cent of respondents)
2016 2017 2018 2019

Source: UNCTAD Investment Promotion Agencies Surveys (2016-2019).
Note:  Percentages reflect survey results of each year.

IPAs’ selection of most promising industry for attracting FDI in their own economy,
by region, 2018 (Per cent of respondents)

Developing and
transition economies

Agriculture 45
Food and beverages 4
Information and communication 40
Accommodation and food services 31
Construction 29
Mining 29
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C. INTERNATIONAL
PRODUCTION

1. Key indicators of international production

International production continues to expand. Estimated values for sales and value
added of MNEs’ foreign affiliates rose in 2018 by 3 per cent and 8 per cent, respectively.
Employment of foreign affiliates reached 76 million, at an annual growth rate of about 3 per
cent (table 1.6).

Relatively fast growth in value added, compared with sales, suggest that foreign affiliates
of MNEs are able to extract increasing value from their operations. At the same time, more
modest growth in employment appears to indicate a gradual shift in the distribution of value
added between production factors towards capital rather than labour. This is consistent
with the ongoing trend of international production shifting towards digital and intangible
activity (see WIR17).

Intangibles also play an important role in the significant growth of foreign assets over the
past decades. The trend towards asset-light operations documented in WIR77 and the
increasing importance of non-equity modes of international operations (including licensing

Table I.6. | Selected indicators of FDI and international production, 2018 and selected years

Value at current prices (Billions of dollars)

Item 1990 2005-2007 2015 2016 2017 2018
(pre-crisis average)
FDI inflows 205 1414 2034 1919 1497 1297
FDI outflows 244 1451 1683 1550 1425 1014
FDI inward stock 2196 14 475 26 313 28 243 32 624 32272
FDI outward stock 2255 15182 26 260 27 621 32383 30975
Income on inward FDI? 82 1028 1513 1553 1691 1799
Rate of return on inward FDI° 53 86 6.9 6.8 6.8 6.8
Income on outward FDI? 128 1102 1476 1478 1661 1792
Rate of return on outward FDI° 8.0 9.6 6.3 6.1 6.3 6.4
Net cross-border M&As 98 729 735 887 694 816
Sales of foreign affiliates 7136 24 621 26 019 25 649 26 580° 27 247¢
Value added (product) of foreign affiliates 1335 5325 6 002 5919 6711¢ 7257°
Total assets of foreign affiliates 6202 50 747 91 261 95 540 104 915¢ 110 468°
Employment by foreign affiliates (thousands) 28 558 59 011 69 533 70470 73 571¢ 75 897¢
Memorandum
GDP¢ 23439 52 366 74 664 75709 80118 84713
Gross fixed capital formation? 5820 12 472 18 731 18 781 20039 21378
Royalties and licence fee receipts 31 174 321 325 355 370

Source: UNCTAD.

Note:  Not included in this table are the value of worldwide sales by foreign affiliates associated with their parent firms through non-equity relationships and of the sales of the parent

firms themselves. Worldwide

sales, gross product, total assets, exports and employment of foreign affiliates are estimated by extrapolating the worldwide data of foreign

affiliates of MNEs from Australia, Austria, Belgium, Canada, Czechia, Finland, France, Germany, Greece, Israel, Italy, Japan, Latvia, Lithuania, Luxembourg, Portugal, Slovenia,
Sweden, and the United States for sales; those from Czechia, France, Israel, Japan, Portugal, Slovenia, Sweden, and the United States for value-added (product); those from
Austria, Germany, Japan and the United States for assets; and those from Australia, Austria, Belgium, Canada, Czechia, Finland, France, Germany, Italy, Japan, Latvia, Lithuania,
Luxembourg, Macao (China), Portugal, Slovenia, Sweden, Switzerland, and the United States for employment, on the basis of three-year average shares of those countries in

worldwide outward FDI stock.

@ Based on data from 165 countries for income on inward FDI and 144 countries for income on outward FDI in 2018, in both cases representing more than 90 per cent of global inward

and outward stocks.

® Calculated only for countries with both FDI income and stock data.
¢ Data for 2017 and 2018 are estimated based on a fixed-effects panel regression of each variable against outward stock and a lagged dependent variable for the period 1980-2016.

4 Data from IMF (2019).
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and contract manufacturing) suggests that fixed assets are not the driver of this growth.
The growth of total assets relative to sales over the last decade is in line with the trend in
assets-to-sales ratios of the S&P500.

The rate of return on inward FDI generated by foreign affiliates in host economies remained
at 6.8 per cent in 2018. After a pronounced gradual decline since 2010 it appears to have
reached a plateau in the last three years, at 6.8 per cent of total FDI stock.

2. Internationalization trends of the largest MNEs

In 2018, seven companies entered the UNCTAD ranking of the top 100 MNEs. Three
companies entered following cross-border mergers: Atlantia Spa (ltaly), a construction
company, which bought Spanish competitor Albertis; the new Linde Plc (United Kingdom),
which emerged from the merger of two industrial gas companies, Praxair (United States)
and Linde AG (Germany); and Takeda Pharmaceuticals (Japan), which acquired Shire Plc
(Ireland). Four MNEs from developing countries entered the list: three Chinese State-owned
MNEs (SO-MNEs), Chem China, State Grid and China MinMetals, and Tata Motors from
India. Broadcom Inc exited the top 100 because of its decision to move its headquarters
from Singapore to the United States, where most of its operations are based. A second
MNE exited because of financial difficulties: HNA Group (China) entered a severe liquidity
crisis in the second half of 2017 and has since shed more than $40 billion in assets as it
tried to pay off debt accumulated during a spree of acquisitions in the preceding years.
Other companies at the bottom of the ranking slid out as the threshold of foreign assets
continued to increase.

The average level of internationalization of the top 100 MNEs (the ratio of foreign over
domestic assets) decreased in 2018 (table I.7). This was caused by the new Chinese
entries (with large domestic operations), by a number of mergers that boosted domestic
operations, and by the divestment of foreign operations by a few MNEs.

The presence of technology companies in the top 100 MNEs from developing
countries is increasing. New entries in 2017 included the electrical appliance
manufacturer Midea Group (China), following three major acquisitions in 2016: the home
appliances business of Toshiba (Japan), the German robotics company KUKA, and Eureka,
a floorcare brand, from Electrolux (Sweden). During 2018, many semiconductor MNEs
from emerging economies entered joint ventures or increased investment in production
capacity, with some poised to enter the list next year (e.g. SK Hynix, ASE Technologies,
TWC). SK Hynix (Republic of Korea) plans to invest almost $150 billion over the next 10
years into its semiconductor business to maintain its position as one of the world’s largest
chipmakers. Also, last year, Advanced Semiconductor Engineering (Taiwan Province of
China) and Siliconware Precision Industries formed a new holding company, as part of the
consolidation in the global semiconductor industry.

The top 100 MNEs from developing and transition economies also saw the relative growth
of their foreign operations slow, on average, although the absolute growth of their foreign
sales, assets and employees remained significantly higher than that of the firms in the
global top 100. For both top 100 groups, foreign sales are growing faster than foreign
assets and employees, in line with the increasing importance of intangibles, asset-light
operations and non-equity modes of international production.

Since 2010 the number of (non-automotive) industrial MNEs in the top 100 ranking
has dropped by half, from 20 to 10 in 2018. Figure .16 shows the acquisitions and
divestments of top industrial corporations (excluding automotive firms, which saw little
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Internationalization statistics of the top 100 non-financial MNEs, global and from

Table 1.7.

developing and transition economies, 2016 and 2017

(Billions of dollars, thousands of employees and per cent)

Variable

Top 100 MNEs from developing

Global top 100 MNEs o .
and transition economies

2016° 20172 gl?;ggtzz(z:/l?) 2018 gl?;Zggo(:/S 2016* 2017 Change (%)

Assets (billions of dollars)

Foreign 8 337 8996 7.9 9231 2.8 1895 2119 1.8

Domestic 4894 5538 13.2 6 262 14.8 5100 5613 10.1

Total 13231 14534 9.8 15492 7.2 6995 7732 10.5
Foreign as share of total (%) 63 62 -1 60 -2.3 27 27 0.3
Sales (billions of dollars)

Foreign 4765 5200 9.1 5587 8.1 1535 1897 23.6

Domestic 2737 2817 2.9 3790 35.5 2 066 2537 22.8

Total 7502 8017 6.9 9377 18.1 3601 4433 231
Foreign as share of total (%) 64 65 1.3 60 -5.3 43 43 0.2
Employment (thousands)

Foreign 9535 9662 1.3 9611 0.8 4618 4521 -2.1

Domestic 6920 7037 1.7 7876 13.8 8 622 8 652 0.4

Total 16 455 16 699 1.5 17 488 6.3 13240 13174 -0.5
Foreign as share of total (%) 58 58 -0.1 55 -2.9 35 34 -0.6

Source: UNCTAD.

Note:  Data refer to fiscal year results reported between 1 April of the base year and 31 March of the following year. Complete 2018 data for the top 100 MNEs from developing and
transition economies are not yet available.

2 Revised results
b Preliminary results

change) that were in the top 100 ranking in 2010, those that are still in the ranking (above
the line) and those that dropped out (below the line).

The decline in the number of industrial MNEs in the ranking is only partly the result of the
growing presence of technology and digital companies. It is also driven by the scaling-down
of industrial conglomerates. Industrial MNEs disappearing from the top ranking or losing
positions are often undergoing restructuring programmes to focus on their core business.
Of those that left the ranking, ThyssenKrupp (Germany) — after a series of divestments —
announced that it will spin off its lift business. Similarly, ABB (Switzerland) announced the
sale of its power-grid division to Hitachi (Japan) in December.

Other industrial MNEs are still in the 2018 ranking, often as a result of M&As.
Examples of mergers between traditional industrial companies include the new Linde Plc
(United Kingdom), DowDuPont (United States) and LafargeHolcim (Switzerland). Others
acquired major competitors: in 2018 Bayer Ag (Germany) purchased Monsanto (United
States), and United Technologies Corp (United States) bought Rockwell Collins (United
States). Post-merger moves to shed non-core businesses or to realize synergies could
negatively affect the ranking in the top 100 of these companies. For example, United
Technologies already announced it will split into three companies, with the aviation
business remaining the largest. Similarly, DowDuPont (merged in 2017) is splitting this year
into three more focused companies. LafargeHolcim (merged in 2015) has already sold its
business in Indonesia and plans to sell assets in South-East Asia for $2 billion over the
next five years.

The downsizing of industrial MNEs appears to be a general trend. For example, Siemens
(Germany) floated its medical equipment business to attract investors for businesses
outside its core industrial engineering operations, and it separated its wind power
operations. In 2018, Siemens announced that it will spin off its gas and power operations
into an independent company to be listed next year. The most dramatic restructuring is
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Top industrial MNEs’ total divestments and investments (foreign and domestic),

Figure 1.16. cumulative 2010-2018 (Billions of dollars)

[ Divestments @@ Acquisitions

General Electric Co [EFIW,
Bayer AG
United Technologies Corp
Johnson Controls International Plc
Siemens AG
Air Liquide International SA
Cie de Saint-Gobain SA
DowDuPont (since 2017)
Merged MNEs LafargeHolcim (since 2015)

Linde PLC (since 2018) IN

Hewlett Packard Enterprise Co ouT
Alstom SA
Ferrovial SA
ThyssenKrupp AG
Cemex SAB de CV
Koninklijke Philips NV
Caterpillar Inc
ABB Ltd

BAE Systems Plc
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Source: UNCTAD, based on information from Refinitiv Eikon.
Note:  The figure lists non-automotive industrial firms in the 2010 ranking of the global top 100 MNEs. Firms above the line are still in the 2019 ranking. In 2010, in place of the
three merged companies there were either one company (Dow Chemical, Linde AG) or two (Lafarge and Holcim). Caterpillar Inc (United States) and ABB Ltd (Switzerland)
exited the ranking despite acquisitions as these were either domestic or not large enough to stay above the threshold level of foreign assets for the top 100 list.

represented by General Electric (United States), which was at the top of the ranking for
many years and is now sliding down the list following a series of divestments totalling
more than $120 billion at the end of 2018. These divestments started in 2016 with its
financial services division, which until then provided about half of the group’s profits, and
will ultimately reduce the company’s sectors of operation from more than 10 to just two:
aviation and power.

The shedding of non-core businesses by industrial conglomerates in the top 100
has also been the result of pressure from shareholders. Conglomerates’ shares are
no longer commanding a premium as in the past but are trading at a discount. Active
hedge fund managers have been playing a key role behind the trend, as in the case of
Cevian pushing for the break-up of ThyssenKrupp, and ABB and Third Point influencing
United Technologies.

In 2018, top global companies invested more than $350 billion in R&D, representing
over a third of business-funded R&D worldwide. The top 100 list includes global leaders
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Table 1.8.

in the key industries contributing to R&D: ICT, pharmaceuticals and automotive. The top
three R&D investors were all from technology and digital industries: Amazon.com (United
States) with almost $29 billion of expenditures in 2018, followed by Alphabet (United States)
with $21 billion, and Samsung Electronics (Republic of Korea) with $17 billion. Including in
the sample the top 100 MNEs from developing and transition economies produces a list
of the top 20 R&D investors that captures a large part of innovation expenditures across
the world. The top innovators are concentrated among technology MNEs from the United
States and a few emerging economies (mainly the Republic of Korea and China), followed
by developed-economy pharmaceutical and automotive firms (table 1.8). Among the top
MNEs, global international traders, utilities and extractive companies invested the least
in R&D. Top R&D investors from emerging economies were — after Samsung Electronics
- Huawei Technologies (China) with $15 billion, and China Mobile (China) with $6 billion.?

Given the differences in size between MNEs, the absolute value of R&D expenditures is
not a reliable guide to the importance of R&D in maintaining a company’s competitive
edge. For example, the oil company Sinopec (China) invested $1.2 billion in R&D in 2018,
representing only 0.3 per cent of its revenues. Thus, especially for the ranking of MNEs
from developing and transition economies, it is more indicative to look at R&D expenditure
as a percentage of total revenue (i.e. R&D intensity). This changes the ranking among
industries, with pharmaceuticals showing the highest intensities.

In the top 100 MNEs from developing and transition economies, only a few spend
more than 5 per cent of sales on R&D. This is due mostly to the industry composition
of the list and the prevalence of big industrial or extractive conglomerates (table 1.9).
However, even comparing like for like industries, the R&D expenditures by companies from
developing countries remain lower. For example, comparing the R&D intensity in the
automotive industry shows an average of 1.2 per cent for the two companies in the
developing-country list (Hyundai and Tata Motors), compared with 4.7 per cent in the
global list (11 companies).

Top 20 R&D investors from the top 100 MNEs (global and developing and transition

economies), by expenditure, 2018 (Billions of dollars, R&D intensity)

R&D

Ranking Company Country Industry expenditures . R&D.
(8 billion) intensity
1 Amazon.com, Inc United States Tech 28.8 124
2 Alphabet Inc United States Tech 21.4 15.7
3 Samsung Electronics Co, Ltd Korea, Rep. of Tech 16.5 7.5
4 Huawei Technologies China Tech 15.3 141
5 Microsoft Corp United States Tech 14.7 13.3
6 Apple Inc United States Tech 14.2 54
7 Intel Corp United States Tech 135 191
8 Roche Holding AG Switzerland Pharmaceuticals 12.3 20.3
9 Johnson & Johnson United States Pharmaceuticals 10.8 13.2
10 Toyota Motor Corp? Japan Automotive 10.0 3.6
11 Volkswagen AG Germany Automotive 9.6 3.4
12 Novartis AG Switzerland Pharmaceuticals 9.1 16.5
13 Robert Bosch GmbH Germany Automotive 8.7 9.2
14 Ford Motor Co United States Automotive 8.2 51
15 Pfizer Inc United States Pharmaceuticals 8.0 14.9
16 General Motors Co United States Automotive 7.8 5.3
17 Daimler AG Germany Automotive 7.5 3.9
18 Honda Motor Co Ltd Japan Automotive 7.3 51
19 Sanofi France Pharmaceuticals 6.7 16.0
20 Siemens AG Germany Industrial 6.4 6.7
Source: UNCTAD, based on information from Refinitiv Eikon and Orbis.
22017 data.
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Table 1.9.

Top 15 R&D investors among the top 100 MNEs from developing and transition

economies, 2017 (Millions of dollars, R&D intensity)

Ranking Company Country Industry R&D expenditures  R&D intensity
1 Huawei China Tech 15300 141
2 United Microelectronics Corp Taiwan Province of China  Tech 424 8.5
3 Samsung Electronics Co, Ltd Korea, Rep. of Tech 16 451 7.5
4 Tencent Holdings Ltd China Tech 3465 7.3
5 China Mobile Ltd China Telecom 6 421 5.9
6 SK Hynix Inc Korea, Rep. of Tech 2047 5.6
7 Cheng Shin Rubber Industry Co, Ltd Taiwan Province of China  Industrial 173 4.8
8 Advanced Semiconductor Engineering Inc Taiwan Province of China  Tech 394 4.0
9 Midea Group Co Ltd China Tech 1218 3.1
10 Lenovo Group Ltd China Tech 1274 2.8
11 Qingdao Haier Co Ltd China Industrial 739 2.7
12 0il and Natural Gas Corp Ltd India Extractives 1236 2.2
13 POU Chen Corp Taiwan Province of China  Industrial 203 2.1
14 China Communications Construction Co Ltd China Construction 1457 2.0
15 Wistron Corp Taiwan Province of China  Tech 469 1.6

Source: UNCTAD, based on information from Refinitiv Eikon and Orbis.

FDI in R&D activities is growing. MNEs establish R&D activities abroad to locate close
to markets, to access pools of skilled resources, or to cluster near knowledge centres.
R&D-related greenfield investment projects are significant in number and growing. During
the last five years 5,300 R&D projects were announced, representing about 6 per cent of
all investment projects, and up from 4,000 in the previous five years. For pharmaceutical
companies, R&D-related projects can account for as much as 17 per cent of all greenfield
projects (figure 1.17). Software and IT services follow, with about 15 per cent of their
greenfield projects related to R&D.

R&D-related projects as a share of total announced projects,

Figure 1.17. by industry, 20102018 (Per cent of projects)

Pharmaceutical

Software and IT services
Chemicals

Electrical and electronics
Automotive and aerospace
Average

Machinery and equipment
Food, beverages and tobacco
Rubber and plastic

Other manufacturing
Extractives

Services, non-tech

Source: UNCTAD, based on information from Financial Times Ltd fDi Markets, (www.fdimarkets.com).

Chapter | Global Investment Trends and Prospects 23



24

The majority of R&D-related FDI projects is in relatively lower value added design,
development and testing activities, rather than basic research. These activities are also
driving most of the growth in R&D projects abroad. Such projects may seek to access
lower-cost skilled resources or to locate closer to markets where the research phase is
aimed at adapting products to different consumer needs.

Developing and transition economies capture 45 per cent of all innovation-related FDI.
Projects in developing Asia are transforming some economies, including Singapore, Hong
Kong (China), India and Malaysia, into global hubs of applied research. The share of R&D
projects directed towards other developing regions is smaller (figure 1.18).

R&D-related announced greenfield FDI projects, by type and region,

Figure 118. | mulative 2010-2018 (Number and per cen
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Source: UNCTAD, based on Financial Times Ltd, fDi Markets (www.fdimarkets.com).

3. State-owned multinational enterprises

The total number of SO-MNEs? is stable. The 2019 update of UNCTAD’s database
of SO-MNEs includes close to 1,500 firms, as in 2017. Last year, three new SO-MNEs —
ChemChina, State Grid of China and China Minmetals — entered the top 100 MNEs ranking,
bringing the number of SO-MNEs in the top 100 to 16 in all, one more than in 2017. These
SO-MNEs include five from China and 11 with developed-country shareholdings (table I.10).

Overall, about 10 per cent of companies in the database are new entrants. In the majority
of cases, the new entrants are SO-MNEs from major emerging markets that have newly
opened subsidiaries abroad. These have replaced an equal number of SO-MNEs that left
the data set for various reasons:

e State ownership shrank below 10 per cent. An example is the French utilities company
Veolia Environment.

e The SO-MNE dissolved or went bankrupt. Examples include ltalian terminal services
company Alitalia Servizi and Russian aircraft company Oboronprom.

e The SO-MNE merged or was taken over by other companies. For example, CPFL
Energia from Brazil was acquired by another SO-MNE, State Grid of China. Another
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Table .10. | SO-MNEs in the UNCTAD ranking of the top 100 MNEs, 2017 and 2019

Ranking in Ranking in

WIR19 WIR17 Company Home economy Industry
6 6) Volkswagen Group Germany Motor vehicles
18 (18) Enel SpA Italy Electricity, gas and water
28 (27) Deutsche Telekom AG Germany Telecommunication
30 (33) EDF SA France Electricity, gas and water
32 (23) Eni SpA Italy Petroleum refining and related industries
40 (81) China COSCO Shipping Corp Ltd China Transport and storage
42 (54) Nippon Telegraph & Telephone Corp Japan Telecommunication
50 (46) Airbus SE France Aircraft
51 (37) Engie France Electricity, gas and water
52 (52) Orange SA France Telecommunication
56 (44) China National Offshore Qil Corp (CNOOC) China Mining, quarrying and petroleum
59 (55) Equinor ASA Norway Petroleum refining and related industries
62 () State Grid Corp of China China Electricity, gas and water
67 () China National Chemical Corp (ChemChina) China Chemicals and allied products
69 (68) Renault SA France Motor vehicles
97 () China Minmetals Corp (CMC) China Metals and metal products

Source: UNCTAD.

Figure 1.19. | Distribution of SO-MNEs by ownership, governance and size, 2018 (Per cent)
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Note:  Majority-owned shares in voting rights greater than 50 per cent; minority includes golden shares; large have total assets over $5 billion.

example involves Tri-ring Group, a Chinese provincial SO-MNE, which was purchased by
a private company, the Wuhan Kingold Industrial Group.

The resulting geographical distribution of SO-MNEs did not change significantly compared
with that reported in WIR77. European SO-MNEs accounted for a little more than a third of
all SO-MNEs, and another 45 per cent were in China and other developing Asian economies.

SO-MNEs vary considerably:

Ownership: The influence governments can exercise on companies varies significantly
according to their shareholding, from minority participation (or golden share) to majority (or
total ownership). Although it is possible for governments holding a minority stake or a golden

Chapter | Global Investment Trends and Prospects 25



26

Figure 1.20.
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share to exercise significant control over SOEs, their influence is felt more when they hold a
majority shareholding; 73 per cent of SO-MNEs are majority owned (figure 1.19).

Governance: State ownership can be exercised either directly through share ownership
by the government, or indirectly when shares are held by State-owned entities such as
sovereign wealth funds, government pension funds or central banks. Indirect participations
are often smaller. In some cases, such as in Malaysia, Singapore and West Asian countries,
sovereign wealth or investment funds can own majority participations. Some sovereign
wealth funds, such as Norway’s Government Pension Fund Global, can be very influential
even through minor shareholdings (Cuervo-Cazurra, 2018). Finally, State ownership is
increasingly exercised through multiple shareholders, combining sovereign wealth funds,
pension funds and other SOEs.

Size and transnationality: Many smaller SO-MNEs have few foreign affiliates, often in
neighbouring countries, and their overseas presence remains stable over time. Large SO-
MNEs have in recent years more actively invested and expanded abroad. The geographical
distribution of SO-MNEs changes significantly depending on their size and on the level
of participation held by the State. SO-MNEs from emerging economies are, on average,
predominantly majority owned and large. The nine SO-MNEs in the top 100 with a minority
State participation are all from developed countries. In Europe, many relatively small utility,
transportation or bank SOEs — often owned at the subnational level — maintain a few affiliates
in neighbouring countries due to the integrated nature of the region’s economies and small
national territories. These SOEs account for aimost half of majority-owned SO-MNEs with
assets under $5 billion. In developed countries, many large SO-MNEs were (partially or fully)
privatized in the 1990s. As a result, SO-MNEs in developed economies are split among
small but majority-held SO-MNEs and a few large but minority-controlled SO-MNEs.

SO-MNEs’ M&A activity is slowing down. Until 2012, the growth in cross-border deals
was in line with the growth in the number of SO-MNEs, with increasing numbers of emerging-
markets SO-MNEs internationalizing their operations (figure 1.20). In the last five years,
however, cross-border acquisitions from emerging markets have been on a downward
trend, mostly due to increasing concerns about competition and foreign State ownership of

Cross-border acquisitions by majority-owned SO-MNEs, number and share of total value
by home region, 1995-2018 (Number and per cent)
@ Developed economies @ Developing and transition economies — Combined share of value of total cross-border deals
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Source: UNCTAD, based on information from Refinitiv Eikon.
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domestic assets and mounting scrutiny of acquisitions, especially in the United States and
Europe. (See also chapter Ill on investment measures related to national security.)

The number of SO-MNEs’ cross-border acquisitions has never accounted for more than 2
per cent of the total number of deals, but such deals are typically larger than the average
value of international deals. The value of SO-MNEs’ cross-border acquisitions accounted
for less than 7 per cent of the total in the last five years, down from almost 10 per cent
between 2009 and 2013. The spike in 2009 was due to a general decline in all cross-
border deals, but the spikes recorded in 2002, 2013 and 2017 are all explained by very
large single transactions. In 2002, Swedish majority State-owned Telia AB merged with
Finnish majority State-owned Sonera Corp to create a single telecommunication group
worth $6.3 billion. In 2013, Russian oil company Rosneft purchased TNK-BP Ltd for $55
billion. And in 2017, Chinese chemical giant ChemChina purchased Swiss group Syngenta
for almost $42 billion.

Over the 2010-2018 period, the highest numbers of acquisitions by SO-MNEs
occurred in utilities, followed by the hydrocarbon and mining industries. These
three industries together attracted almost half of all deals (figure 1.21). Other attractive
industries were financial services and real estate. High-technology industries, including
both hardware providers and software and IT services, accounted for 5 per cent of the
acquisitions. This industry breakdown largely holds across SO-MNE home regions, except
in the mining industry, where SO-MNEs from emerging markets target foreign mining
companies more often than SO-MNEs from developed economies do.

(Per cent of all SO-MNE deals)

Figure 1.21. ‘ S0-MNEs’ cross-border acquisitions by industry, cumulative 2010-2018
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D. THE GLOBAL
FDI NETWORK

A new view on bilateral investment relationships. Bilateral FDI stock data from the
balance of payments focus on direct investment relationships among countries. They
provide a granular and detailed map of the relative positions of countries in the global
investment network, showing where financial claims and liabilities are created and where
they are held. (Bilateral FDI data are accessible at UNCTAD Stat.)

The direct investor perspective is significantly affected by financial centres and investment
hubs, which play a systemic role in global FDI. An alternative view by ultimate investor
reveals some key underlying patterns — where the investment decision is made, where the
capital is originated, who bears the risks and reaps the benefits of the investment — that
can be more relevant in the analysis of international production. In the special case of
round-tripping, the ultimate investor perspective unveils the underlying domestic nature of
a foreign direct investment.

UNCTAD has created a new database of bilateral investment positions by ultimate investors
for more than 100 recipient countries, covering about 95 per cent of total FDI stock and
including many developing countries (box I.1). In addition to its analytical value for mapping
international production, a comprehensive picture of the global FDI network by ultimate
investors can provide important policy insights. Such information can inform policy areas
such as the coverage of international investment treaties, national policies to attract and
facilitate foreign investment and ongoing efforts to reform the international tax system
(WIR15 and WIR16).

UNCTAD FDI estimates by ultimate investing country (UIC) highlight the leading role of
large industrial economies in global investment (table 1.11). The rankings of bilateral FDI
links based on UIC versus direct investors are considerably different: only two of the top
10 FDI links based on UIC appeared in the top 10 ranking based on direct investors in
2017. This difference highlights the prominent role that investment hubs now play as a tool
for investors.

Comparing the current picture based on ultimate investors with the picture based on direct
investors as of 2005 shows that the difference then was not as pronounced. That indicates
that investors’ reliance on investment hubs to channel their FDI has become far more
significant over the past decade. The discrepancy between the two rankings — by direct
and by ultimate investor — could narrow over the next few years, however, as a result of
initiatives to tackle tax avoidance.

Table 1.11 reveals that cross-border investment from the United States to China is far more
significant than direct investment data would suggest. Based on estimates by ultimate
investors, FDI by United States MNEs in China features among the 10 largest bilateral
investment stocks worldwide, accounting for some 10 per cent of total Chinese inward
FDI. Yet according to official FDI data, that share is only 3 per cent, as much of the FDI
from United States MNEs has been channeled through (mainly regional) investment hubs,
including Singapore and Hong Kong (China). FDI estimates based on UICs thus provide
a more accurate perspective on the bilateral investment relationship between the United
States and China, as well as intra-firm trade between United States MNEs and their Chinese
foreign affiliates.



Table I.11. | Top 10 FDI links by ultimate investor, estimated bilateral inward stock, 2017

Bilateral FDI by ultimate investor (estimates)

Bilateral FDI by direct investor (data)

Rank 2017 Investor Recipient Rank 2017 Rank 2005
1 United Kingdom United States 6 1
2 Hong Kong, China China 1 2
3 Japan United States 11 5
4 Canada United States 12 7
5 United States United Kingdom 15 3
6 Germany United States 20 6
7 United States Canada 18 4
8 Switzerland United States 21 12
9 France United States 27 13

10 United States China 30+ 30+

Source: Bilateral FDI by ultimate investing countries: UNCTAD estimates. Bilateral FDI by direct investing countries: UNCTAD bilateral FDI database (complemented by data on

investment from and to special purpose entities).

The ultimate investor perspective, when applied to FDI from the European Union to the United Kingdom (relevant
to the current discussion on Brexit), results in the opposite effect. The share of EU firms as ultimate investors in
the United Kingdom remains sizeable at 33 per cent, but it is nonetheless lower than the 47 per cent measured
by standard bilateral FDI data. Official data are affected by major investments hubs located within the EU, which

channel FDI from UICs located elsewhere.

Regional integration. According to standard
bilateral FDI data, cross-border investment within
the same geographic region accounts for about
half of total FDI stock (figure 1.22). This share has
been stable since 2005 (46 per cent of total stock
in 2017, compared with 49 per cent in 2005). Such
intraregional investment is particularly high in Europe
and Asia, accounting for 81 and 47 per cent of these
regions’ total inward FDI, respectively. In Africa,
this share is only 10 per cent, similar to the ratio in
Latin America and the Caribbean (11 per cent). The
regional proportion of total GVC flows is also low in
Africa, as well as in Latin America and the Caribbean
(see WIR13, figure IV.10).* Modest intraregional
FDI and GVC flows in these regions suggest that
regional economic cooperation initiatives still have
significant potential to promote regional trade and
investment links.

Yet the share of intraregional investment in global FDI
decreases from 46 to 38 per cent when bilateral FDI
is based on UICs. This illustrates the outsized role
that regional investment hubs play in intraregional
investment flow. For example, the Netherlands
and Luxembourg in Europe, as well as Hong Kong
(China) and Singapore in Asia, are often gateways
for investment in the region. In Africa, Mauritius

Intraregional investment, bilateral

inward stock, 2017
(Per cent of regional FDI in total FDI)

Figure 1.22.

Total

Developed economies
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Transition economies
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Source: Bilateral FDI by ultimate investing countries: UNCTAD estimates. Bilateral
FDI' by direct investing countries: UNCTAD bilateral FDI database
(complemented by data on investment from and to special purpose
entities).
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Investment in developing economies,

Figure 1.23. bilateral inward stock, 2017 (Per cent)

plays the same regional hub role, although on a
smaller scale.

By origin of
direct investor
Source: Bilateral FDI by ultimate investing countries: UNCTAD estimates. Bilateral FDI

by direct investing countries: UNCTAD bilateral FDI database (complemented
by data on investment from and to special purpose entities).

Figure 1.24.
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In developed economies, the correction is relatively
small (from 53 to 46 per cent), as the situations in
North America and Europe balance each other. In
Europe, regional hubs inflate intraregional FDI in
official data. In North America, in contrast, FDI based
on UICs reveals a stronger regionalization than in
official data, highlighting that part of the investment
between the United States and Canada is channeled
through investment hubs. In developing countries,
however, the correction is more significant: the share
of intraregional investment drops from 36 per cent
(based on official FDI data) to 24 per cent (according
to UNCTAD’s estimates by ultimate investors). This
is mostly driven by developing Asia (from 47 to 33 per cent). In relative terms, however,
the reduction is sizeable in Africa (from 10 to 7 per cent), as well as Latin America and the
Caribbean (from 11 to 8 per cent). Transition economies, by contrast, register a higher
proportion of intraregional investment when taking ultimate investors into account.

B Developing economies
(South-South)

@ Developed economies
@ Transition economies

By origin of
ultimate investor

South-South FDI. Behind regional gateways to developing economies are often ultimate
investors based in the developed world. The share of South-South investment in total
investment to developing economies plummets from almost 50 per cent (when measured
based on standard FDI data) to 28 per cent when based on UICs (figure 1.23). Although
the rise of investment in developing economies from other developing economies, such
as China or India, is an important trend in the global investment landscape, FDI estimates
by UICs reveal that it is nonetheless less significant than what official data indicate. As
a result, South-South FDI is likely to take longer than expected to reshape the global
production landscape. A thorough assessment of the investment links between developing
economies is especially important in the year of the Buenos Aires Conference on South—
South Cooperation.

The coverage of international investment agreements. The gap between immediate
and ultimate investors generated by indirect FDI has implications for the coverage of
international agreements and regional economic cooperation frameworks (see also
WIR16). The share of investment covered by an agreement in the total inward investment
to member countries may change significantly depending on the view (figure 1.24). The
UIC perspective highlights the multilateralizing effect of indirect FDI. For some treaties and
economic groupings, such as the African Continental Free Trade Area (AfCTA) and the
Association of Southeast Asian Nations (ASEAN), in which regional hubs (Mauritius and
Singapore, respectively) have a relevant role, the share of direct investment covered by the

Intraregional investment in selected economic groupings, share of inward stock, 2017 (Per cent)

By ultimate investing country

9 6

Source: Bilateral FDI by ultimate investing countries: UNCTAD estimates. Bilateral FDI by direct investing countries: UNCTAD bilateral FDI
database (complemented by data on investment from and to special purpose entities).
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treaties is higher than the share of investment by UICs. For others, the opposite is true:
the treaty’s weight is more relevant under the ultimate investor perspective. This occurs
when the agreement includes major industrial partners, as is the case of the United States—
Mexico—Canada Agreement (USMCA) and the Comprehensive and Progressive Agreement
for Trans-Pacific Partnership (CPTPP).

UNCTAD estimates of bilateral FDI by ultimate investing country

The large and growing divergence between bilateral FDI positions held by direct investors (as reported by standard bilateral FDI data)
and by ultimate investors is one of the main issues affecting FDI statistics. According to 2016 FDI statistics reported by Germany, for
example, Luxembourg and the Netherlands account for a combined 41 per cent of total bilateral inward FDI in Germany, and the United
States for only 8 per cent. FDI positions by ultimate investors (reported by Germany and few other developed countries) radically modify
this picture, however: the share of the United States rises to 21 per cent, and Luxembourg and the Netherlands combined make up only
14 per cent of German inward FDI stock. Similar differences apply to all other countries whose reported data allow direct comparison.

In this context, standard bilateral FDI data cannot properly uncover ultimate investor relations. The need for bilateral statistics by
ultimate investors to complement standard bilateral FDI is now largely acknowledged by the international community (OECD Benchmark
Definition of Foreign Direct Investment, edition 2008, page 110, item i). Nevertheless, progress in reporting FDI positions on the basis of
ultimate investors has been slow; currently only 14 developed countries provide statistics by ultimate investors. Statistical and analytical
efforts at the international level to bridge this gap are ongoing (Damgaard and Elkjaer, 2017; Borga and Caliandro, 2018).

Box figure 1.1.1. | UNCTAD approach to search ultimate investors illustrated
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Step 3: ; oo (B:\ . C D E

0

>

FDI (€, B)

Step 2: A, B C D

(,g\\“‘a

Step 1: A B C E
p o o 0 / COND (D) 0
Do
) COND(X) = share
FDI (X,Y) = share of Y in total o of direct investment
direct investment into X «(Q\\ > from X made by
conduit entity
Step 0: A B c D .

Recipients Final recipient
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Source: UNCTAD.

UNCTAD’s probabilistic approach to estimating investment positions held by ultimate investors combines standard bilateral FDI data,
available for a large set of countries, with appropriate assumptions on conduit FDI. This provides a transition rule to link final recipient
countries to ultimate investors, effectively /ooking through conduit jurisdictions. More specifically, the distribution of FDI based on
direct investing countries provides the overall exposure of recipient country Xto direct investment from investor country Y; at the same
time, assumptions on conduit FDI define whether direct investor Y'is an intermediate or an ultimate investor. If investor Y qualifies as
intermediate, the investment process iterates until an ultimate investor arises. Box figure I.1.1 illustrates the logic behind this approach.
Framing the dynamics represented in the figure within the probabilistic setting of absorbing Markov chains makes it possible to
analytically derive the distribution of ultimate investors. The final outcome of the UNCTAD approach is a novel bilateral matrix providing
inward positions by ultimate counterparts for more than 100 recipient countries, covering about 95 per cent of total FDI stock and
including many developing countries.

Source: UNCTAD.

Note:  Full methodological details and an empirical validation can be found in the technical background paper on UNCTAD’s UIC data set, published as UNCTAD Insights
in Transnational Corporations (Casella, 2019).
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NOTES

FDI data may differ from one WIR issue to another as data are continually revised, updated and corrected
by relevant national authorities, such as central banks and statistical offices, which provide FDI data to
UNCTAD.

Only about a third of the MNEs in the top 100 ranking from developing and transition economies reported
R&D expenditures, as most of the State-owned MNEs from extractive or industrial sectors are private and
do not report sufficient information in this context. These are, however, not top R&D investors.

State-owned MNEs are defined here as separate legal entities engaged in commercial activities, including
FDI operations through foreign affiliates. In addition, a governmental entity should either own at least
10 per cent of the capital, be the largest shareholder, or hold a “golden share” — a type of share that
gives the government special voting rights to block key strategic decisions, especially takeovers by other
shareholders. Subnational entities in countries with federal governments but significant functions at the
state level (e.g. German Lander, Republics as federal subjects in the Russian Federation, states in the
United States) as well as municipalities are considered State owners.

The updated UNCTAD-Eora GVC database can be found at http://worldmrio.com/unctadgvc.
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DEVELOPING ECONOMIES

AFRICA

FDI flows, top 5 host economies, 2018  (vaiue and change)
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FDI flows rose by 11 per cent

HIGHLIGHTS Except in some diversified economies, FDI flows still largely resource oriented
Better growth prospects and AfCFTA could boost 2019 flows

FDI inflows, 2012-2018
(Billions of dollars and per cent)

ONOBONONONONO

FDI outflows, 2012-2018
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. Sales Purchases . Sales Purchases
Sector/industry 2017 2018 2017 2018 Region/economy 2017 2018 2017 2018
Total 3452 1570 1967 3651 World 3542 1570 1967 3651

Primary 30 -59 2136 205 Developed economies 1780 -1606 556 2266
Mining, quarrying and petroleum 30 59 2136 205 European Union 7227 1483 928 2455
Manufacturing 284 -247 316 -67 United Kingdom 700 1840 1685 1535
Food, beverages and tobacco 9 426 55 -73 Switzerland 480 1713 . .
Coke and refined petroleum products - -973 -10 - )
. United States 5674 -1405 1330 -
Motor vehicles and other transport ) 215 .
equipment Developing economies 527 2914 1410 1386
Services 3137 1876 -485 3513 Africa 796 1175 796 1175
Trade 80 - 383 288 Mauritius - 74 28 6
Accommodation and food service %5 B0 2% - South Africa #7103 7 3
Information and communication -373 37 -5254 497 China 1248 554 -10 .
Financial and insurance activities 506 1615 3542 2970 India -715 26 494 134
Business activities 2 699 215 231 274 United Arab Emirates -6 1158 - 15
Table C Announced greenfield FDI projects Table D Announced greenfield FDI projects by
. by industry, 2017-2018 (Millions of dollars) . region/economy, 2017-2018 (Millions of dollars)
Africa Africa Africa Africa
Sector/industry as destination as investor Partner region/economy as destination as investor
2017 2018 2017 2018 2017 2018 2017 2018
Total 83044 75722 5278 8579 World 83044 75722 5278 8579
Primary 10587 16795 - 2 Developed economies 31162 38232 1741 2247
Mining, quarrying and petroleum 10587 16778 - 2 European Union 21674 25462 1457 1469
Manufacturing 20583 32996 2864 2890 United Kingdom 2226 5626 59 124
Chemical and chemical products 6175 11006 1229 1128 United States 3347 10275 197 245
Coke and refined petroleum products 1472 6480 9 - Switzerland 2418 992 14 16
Food, beVerageS and tobacco 1990 4982 124 65 Developing economies 20385 35094 3531 6149
Me:[als and metal products 1078 3919 - 195 Africa 1658 5096 1658 5096
SerVI.ces . 51874 25932 2414 5687 South Africa 745 2074 106 299
Business §erV|ces 2539 5291 680 1306 China 8705 11930 261 81
Construction 5667 4789 192 1420 ) )
o United Arab Emirates 1816 3931 150 84
Electricity, gas and water 37073 5697 29 969 . )
Transport, storage and Saudi Arabia 3746 2314 5 44
communications 3656 4243 444 342 Transition economies 31497 239 6 183
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In 2018, FDI flows to Africa defied the global downward trend and rose to $46 billion, an
11 per cent increase after successive declines in 2016 and 2017. Reduced FDI flows to
some major economies of the continent, including Nigeria, Egypt and Ethiopia, were offset
by large increases in others, most significantly in South Africa. Growing demand for and
prices of some commodities, as well as sustained non-resource-seeking investments in a
few countries, were largely responsible for the higher FDI flows to the continent. However,
lower than expected global economic growth, rising trade tensions and tepid economic
growth in Sub-Saharan Africa limited the extent of this increase. MINEs from developing
economies were increasingly active in Africa, although investors from developed countries
remained the major players. FDI outflows from Africa dropped to $10 billion, mainly due
to reduced outward investment from Angola and South Africa. In 2019, the expected
acceleration of economic growth in Africa, progress towards the implementation of the
African Continental Free Trade Area Agreement and the possibility of some large announced
greenfield investments materializing could result in higher FDI flows to the continent.

FDI inflows to North Africa increased by 7 per cent to $14 billion, due to elevated
investments in most countries of the subregion. Egypt remained the largest FDI
recipient in Africa in 2018, although inflows decreased by 8 per cent to $6.8 billion. Foreign
investment in Egypt was skewed towards the oil and gas industry, as significant discoveries
of offshore gas reserves attracted investments from MNEs, and the country became a net
exporter of gas in January 2019. British Petroleum, for example, has increased its greenfield
and merger and acquisition (M&A) investments in the country in the last two years, bringing
the company’s investment stock in the country to more than $30 billion. Egypt signed at
least 12 exploration and production agreements with international oil companies in 2018.
Some large foreign projects were announced in other sectors also, such as a $2 billion
project of Nibulon (Ukraine) to upgrade Egypt’s grain storage infrastructure and a $1 billion
project of Artaba Integrated Holding (Saudi Arabia) for the construction of a medical city.
In addition, Shandong Ruyi Technology Group (China) signed an agreement to invest $830
million for the construction of a textile area in the Suez Canal Special Economic Zone (SEZ).

FDI flows to Morocco rose by 36 per cent to $3.6 billion. The country continues to benefit
from relatively stable economic performance and a diversified economy, which is drawing
foreign investment in finance, renewable energy, infrastructure and the automotive industry,
among others. The largest investment was the acquisition of the remaining 53 per cent of
Saham Finances, Morocco’s largest insurer, by Sanlam Emerging Markets (South Africa)
for $1 billion.

FDI to the Sudan increased by 7 per cent to $1.1 billion in 2018, aimed primarily towards
oil and gas exploration and agriculture. Political instability, foreign exchange shortages and
expensive banking channels constrain FDI to the country, despite the lifting of sanctions
by the United States. Small investment flows were registered in non-traditional sectors in
2018, however. For example, ride-sharing company Careem (based in the United Arab
Emirates; now owned by Uber Technologies Inc.) started operating in the capital Khartoum
and plans to expand further in the next two to three years.

In Tunisia, FDI flows increased by 18 per cent to $1 billion. The highest share went to the
industrial sector ($375 million), followed by energy ($300 million) and services ($200 million).
France was the largest investor country in Tunisia in 2018, followed by Qatar. In addition,
Chinese companies announced key greenfield investments. Chinese automaker SAIC
Motors, for example, signed an agreement with the Tunisian Group Meninx to establish a
manufacturing plant targeting the African and European markets.



FDI flows to Algeria increased by 22 per cent to $1.5 billion. In addition to FDI in the oil and
gas sector, Algeria received significant investment in the automotive industry in 2018. BAIC
International (China), for instance, opened a manufacturing plant, with an investment of
more than $100 million to serve both the domestic and regional markets. Hyundai (Republic
of Korea) and Ford (United States) also received approvals from the Algerian Investment
Council to set up manufacturing plants.

After a significant contraction for two years, FDI flows to Sub-Saharan Africa
increased by 13 per cent to $32 billion in 2018. This increase can largely be attributed
to an uptick in resource-seeking FDI and to recovering inflows to South Africa, the second
largest economy in the continent. This more than outweighed the substantial decline in
inward FDI registered in a number of countries in the subregion, which was due in part to
political uncertainty and unfavourable economic fundamentals.

FDI to West Africa fell 15 per cent to $9.6 billion, the lowest level since 2006. This
was largely due to the substantial drop in Nigeria, for the second consecutive year. Inward
FDI to that country declined 43 per cent to $2 billion, and Nigeria is no longer the largest
FDI recipient in West Africa. Foreign investors may have adopted a cautious approach
and withheld planned investments in light of the risk of instability associated with Nigeria’s
elections and disputes between the Government and some large MNEs. In 2018, both
HSBC (United Kingdom) and UBS (Switzerland) closed their local representative offices in
the country, and the telecommunication giant MTN (South Africa) remained embroiled in
litigation related to the repatriation of profits. In addition, international oil companies have
been ordered to pay $20 billion in back taxes. Nevertheless, investments by oil companies,
which included significant reinvested earnings by established investors, remained prominent
in 2018. The new policy to reduce public ownership in joint-venture oil assets to 40 per cent
could drive up FDI in Nigeria in the coming years.

Ghana became the largest FDI recipient in West Africa, even though FDI inflows decreased
by 8 per cent to $3 billion. Most of the FDI is oriented towards gas and minerals, with the
largest greenfield investment project coming from Eni Group, which is set to expand the
Sankofa gas fields. The largest M&A was the acquisition by Gold Fields Ltd (South Africa) of
a 50 per cent share in Asanko Gold Ghana Ltd, a Greater Accra-based gold mine operator,
for $185 million.

FDI flows to East Africa were largely unchanged at $9 billion in 2018. Inflows
to Ethiopia contracted by 18 per cent to $3.3 billion. Yet the country continued to be
the biggest FDI recipient in East Africa, with investments in petroleum refining, mineral
extraction, real estate, manufacturing and renewable energy. FDI to the country was
diversified in terms of both sectors and countries of origin. Prospects remain positive due to
economic liberalization, investment facilitation measures and the presence of investment-
ready SEZs (chapter V). Recently, Hyundai Motor Company (Republic of Korea) opened
a manufacturing plant in the country, its first in East Africa, with a planned production
capacity of 10,000 vehicles per year.

In Kenya, FDI flows increased by 27 per cent to $1.6 billion. Investments were received
in diverse industries including manufacturing, chemicals, hospitality, and oil and gas. The
country has been making strides to facilitate private enterprise and foreign investment,
which are contributing to increasing FDI. It improved its “Ease of Doing Business” ranking
and has also been marketing its export processing zones (EPZs) as attractive destinations
for manufacturing-oriented foreign investment. Uganda and the United Republic of
Tanzania saw increases in FDI flows of 67 and 18 per cent (to $1.3 billion and $1.1 billion),
respectively. FDI to Uganda reached a historic high in 2018, largely due to investments
in the oil and gas sector, as well as in manufacturing and in the hospitality industry. The
development of the country’s oil fields, led by a consortium made up of Total (France),
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CNOOC (China) and Tullow Oil (United Kingdom), is gaining momentum. Plans to ramp
up investment in upstream and downstream oil facilities could drive FDI flows to Uganda
significantly higher in the next few years.

FDI flows to Central Africa were largely stagnant at $8.8 billion in 2018. The Congo
recorded the highest FDI levels in the region ($4.3 billion), with the bulk of investments
directed towards oil exploration and production. Intracompany loans from existing
investors accounted for a high proportion of these FDI flows. In addition, some investments
from the first phase of the Congo Offshore Licensing Round materialized in 2018. The
second phase comes into effect in 2019, which is expected to generate more investment
in the coming years.

FDI to the Democratic Republic of the Congo increased by 11 per cent, to $1.5 billion.
Continued investments in mineral exploration (especially for cobalt, for which the country
holds 60 per cent of the world’s known reserves) underpinned flows to the country.
International mining companies including Glencore (Switzerland) and Molybdenum (China)
expanded their presence in the country in 2018. Extractive-industry investors will now
operate under an amended mining code, with new provisions that increase royalties, remove
the 10-year amnesty on new rules for existing miners and impose a super-profits tax.

FDI flows to Southern Africa recovered to nearly $4.2 billion in 2018, from -$925
million in 2017. FDI flows to South Africa more than doubled to $5.3 billion in 2018,
contributing to progress in the Government’s campaign to attract $100 billion of FDI by
20283. The surge in inflows was largely due to intracompany loans, but equity inflows also
recorded a sizeable increase. In 2018, China-based automaker Beijing Automotive Industry
Holding opened a $750 million plant in the Coega Industrial Development Zone, while
automakers BMW (Germany) and Nissan (Japan) expanded their existing facilities in the
country. In addition, Mainstream Renewable Energy of Ireland began building a 110 MW
wind farm, with a planned investment of about $186 million.

FDI flows to Angola in 2018 continued to be negative (-$5.7 billion). Angola has traditionally
been an attractive FDI destination because of its oil and gas sector; however, FDI inflows
to the country have been negative for the last two years due to both profit repatriations by
foreign parent companies and the decline in the country’s oil production, which weighed
on new investments. The current negative FDI flows contrast with almost $7 billion a year
invested on average in the country between 2014 and 2015. Recently the Government, in
an attempt to encourage FDI, introduced an investment law that removes the mandatory
national ownership share of 35 per cent in greenfield investments and the minimum
investment requirements.

Mozambique received FDI flows amounting to $2.7 billion in 2018, up from $2.3 billion in
2017. New equity investment accounted for less than 20 per cent of inward investment
flows, however. The balance was due to intracompany transfers, i.e. loans and other
transfers by parent companies to affiliates already established in the country, mainly for gas
exploration and production.

MNEs from developing economies were increasingly active in Africa but investors
from developed countries remained the major players. On the basis of FDI stock data
through 2017, France continues to be the largest foreign investor in Africa both due to its
historical links with a number of countries on the continent and due to large investments
in major hydrocarbon-producing economies, particularly Nigeria and Angola. However, the
total stock of France’s FDI in Africa was not significantly different in 2017 than in 2013.
The Netherlands holds the second largest foreign investment stock in Africa, more than two
thirds of which is concentrated in only three countries, Egypt, Nigeria and South Africa.
The total stock of FDI in Africa from both the United States and the United Kingdom



has decreased in the last four years, as a result of divestments and profit repatriations.
The stock of China’s FDI in Africa, in contrast, increased by more than 50 per cent
between 2013 and 2017.

FDI outflows from African countries in 2018 dropped by 26 per cent to nearly $10 billion.
Significant reductions in outflows from Angola and South Africa largely accounted for the
drop. In Angola, outflows nearly halted, compared with $1.4 billion in 2017. In South Africa,
outflows slowed by nearly 40 per cent to $4.6 billion. A few large deals accounted for
a large part of Africa’s outward investment. South Africa’s First Rand Ltd, for example,
acquired Aldermore Group Plc (United Kingdom) from AnaCap Financial Partners LLP
for $1.4 billion.

In 2019, a number of factors could support additional FDI flows to Africa. Although
commodity prices are projected to remain stable in 2019, moderately higher prices are
forecasted for some minerals that Africa is a major producer of, as well as for oil and gas.
Combined with the development of newly discovered mineral mines and hydrocarbon fields,
this forecast could encourage further investment in a number of countries on the continent.
Investment in manufacturing and services is expected to remain mostly concentrated in
a handful of economies in North and Southern Africa, as well as emerging manufacturing
destinations in East Africa.

The Better Utilization of Investments Leading to Development Act passed by the United
States in late 2018 could have a positive effect on FDI flows to Africa. The Act created
the International Development Finance Corporation, which is authorized to make equity
investments and is anticipated to manage an annual budget of $60 billion. It is expected to
help the United States take a more active role in Africa, among other developing regions, by
mitigating the risk to private United States companies of investing in large-scale projects,
as well as by providing technical assistance and administering special funds.

The ratification of the African Continental Free Trade Area Agreement could also have a
positive effect on FDI, especially in the manufacturing and services sectors. The elimination
of tariffs under the Agreement could support market-seeking FDI, as foreign investors
venture to tap into a market of 1.2 billion people with a combined GDP of more than $2.2
trillion. In addition, regional integration could encourage foreign investment that targets
value addition to local commodities and natural resources, as well as increased intra-
African investment as major economies on the continent seek a first-mover advantage.

Against these potentially positive factors for future investment prospects is the trend in
announced greenfield investment plans, which decreased in value by 9 per cent to $76
billion in 2018. This was largely due to the drop in investment in the services sector, from
$52 billion in 2017 to $26 billion in 2018.
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FDI flows rose, region remained the largest recipient

HIGHLIGHTS Outward FDI flows flat, still a major source of global investment
Prospects promising, with higher inflows expected
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Sales Purchases Sales Purchases

Sector/industry Region/economy

2017 2018 2017 2018 2017 2018 2017 2018
Total 79363 83769 193789 89256 World 79363 83769 193789 89256
Primary 18489 3670 4829 4640 Developed economies 26410 43311 141676 39930
Mining, quarrying and petroleum 17 551 3575 5568 6338 European Union 8100 16478 40061 28026
Manufacturing 17146 13584 61052 12563 United States 5676 20668 44825 1380
Food, beverages and tobacco 6780 6008 1794 1136 Japan 9562 6523 1832 1503
Chemicals and chemical products 2790 2099 44816 4093 Developing economies 38510 38308 50936 48208
Cgrrgg[‘jéfsr :Azcggglt%cgmﬂipment 1851 2011 8686 3174 Africa 588 191 528 1739
Machinery and equipment 437 49 506 1097 Latin America and the Caribbean 190 -715 12792 7643
Services 43727 66515 127907 72053 Asia 37800 38826 37800 38826
Trade 47 17291 -95 239 China 23001 31959 9872 539
Information and communication 18317 14074 14572 1479 Hong Kong, China 8826 6658 15177 13618
Financial and insurance activities 7824 1256 74082 54827 Singapore 1687 -257 4450 13313
Business activities 6597 16133 21374 2588 Transition economies 12 598 273 1176 1119
An|_10unced greenfield FDI projects Ann_ounced greenfield FDI projects by

by industry, 2017—-2018 (Millions of dollars) region/economy, 2017-2018 (Millions of dollars)

Developing Developing Developing Developing

i Asia Asia Asia Asia

Sector/industry as destination as investor Partner region/economy as destination as investor
2017 2018 2017 2018 2017 2018 2017 2018
Total 207730 417874 180665 315901 World 207730 417874 180665 315901
Primary 656 5309 2208 11854 Developed economies 112195 200540 54209 56 891
Mining, quarrying and petroleum 527 5230 2079 11759 European Union 49305 88023 12455 20706
Manufacturing 109470 211556 106340 140597 United States 31205 59080 32463 24398
Coke and refined petroleum products 8600 41 689 2277 18503 Japan 22988 37568 2158 3511
Chemlicals and chemic.al pro.ducts 17504 39124 25163 22218 Developing economies 88273 205507 112492 241 365
Electrical gnd electronic equipment 27374 36019 30211 28653 China 17035 51458 93777 40137
> and OMET NSO 16474 33345 12158 14509 Indonesia 86 4327 7733 31507
Services 97604 201008 72117 163450 Singapore 10528 18677 5212 5386
Electricity, gas and water 22096 55829 20359 43429 India 2403 7333 6295 26575
Construction 25352 59164 25462 60562 Turkey 1037 705 1417 6035
Hotels and restaurants 4803 22224 1468 16592 United Arab Emirates 6185 22185 2581 5085
Business services 16613 22907 8201 14632 Transition economies 7263 11827 13964 17645
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FDI inflows to developing Asia rose by 4 per cent to $512 billion in 2018. Growth occurred
mainly in China, Hong Kong (China), Singapore, Indonesia and other ASEAN countries,
as well as India and Turkey. Asia continued to be the world’s largest FDI recipient region,
absorbing 39 per cent of global inflows in 2018, up from 33 per cent in 2017. Outflows
from Asia declined by 3 per cent to $401 billion. However, the region remained a significant
source of investment, representing 40 per cent of global FDI outflows in 2018. The decline
was mainly due to reduced investments from China, for the second consecutive year,
and from Singapore. In contrast, outward investment from the Republic of Korea, Saudi
Arabia, the United Arab Emirates and Thailand increased. The prospects for FDI flows to
the region are cautiously optimistic, thanks to a favourable economic outlook and ongoing
efforts to improve the investment climate in several major economies. These prospects
are underpinned by a doubling in value of announced greenfield projects in the region,
suggesting continued growth potential for FDI. However, uncertainties stemming from
global trade tensions could weigh on them.

FDI inflows to East Asia rose by 4 per cent to $280 billion in 2018 but remained
significantly below their 2015 peak of $318 billion. Inflows to China increased by 4 per
cent, reaching an all-time high of $139 billion — over 10 per cent of the world’s total. Despite
trade tensions between China and the United States, foreign investors established more
than 60,000 new companies in China in 2018, a 70 per cent increase over the number
established in 2017." The elimination or relaxation of foreign ownership limits in industries
such as automotive, power grids, ship and aircraft manufacturing since July 2018 pushed
up by 20 per cent FDI in manufacturing industries, which accounted for one third of total
inflows to the country.

China continued to absorb increasing investment flows from developing Asia, including
Hong Kong (China), the Republic of Korea and Singapore. Inflows from some developed
countries also rose significantly: investment from the United Kingdom and Germany
increased by 150 per cent and 79 per cent, respectively, as a result of an increase in the
number of M&A megadeals. Diageo (United Kingdom), for example, acquired a majority
stake in Sichuan Swellfun, a Chinese spirit brand, for $9 billion. Also, BMW (Germany)
invested an additional $4 billion in its Chinese joint venture in October 2018 to raise its
stake to 75 per cent; this was the first move by a global carmaker to seek control of local
partnerships in China after the elimination of ownership limits. In contrast, inflows from the
United States to China went down from $10 billion in 2017 to only $6 billion in 2018.

Flows to Hong Kong (China) increased by 4 per cent to $116 billion in 2018, mostly invested
in services sector operations (including regional headquarters and finance functions that
facilitate indirect FDI flows). FDI to the Republic of Korea dropped by 19 per cent to
$14 billion in 2018, due in part to a significant decrease in intracompany loans.

FDI flows to South-East Asia rose by 3 per cent to an all-time high of $149 billion
in 2018. As a result, the subregion’s share in global inflows rose from 10 per cent in 2017
to 11 per cent in 2018. The growth in FDI was mostly driven by an increase in investment
in Singapore, Indonesia, Viet Nam and Thailand. Manufacturing and services, particularly
finance, retail and wholesale trade, including the digital economy (box II.1), continued to
underpin rising inflows to this subregion. Strong intra-ASEAN investments and robust
investment from other Asian economies also contributed to the trend. However, inflows to
some countries (Malaysia and the Philippines) declined.



Singapore remains the subregion’s largest FDI recipient with inflows of $78 billion in 2018 —
a 3 per cent increase from 2017. The EU countries were the largest source of investment,
particularly the Netherlands and the United Kingdom. FDI growth was largely due to robust
investment in services and to a 94 per cent rise in cross-border M&As. M&A activities,
worth $19 billion in 2018, were concentrated in real estate, energy and finance, and
were dominated by two megadeals. Nesta Investment (China) acquired Global Logistic
Properties (Asia’s biggest warehouse operator) for $11 billion, and Global Infrastructure
Partners (United States) acquired Equis Energy for $5 billion.

FDI flows to Indonesia grew by 7 per cent to $22 billion. Intra-ASEAN investments,
mainly from Singapore, accounted for more than 50 per cent of the flows. Increased
investment from China and Japan further contributed to the record inflows. Investment
in manufacturing, infrastructure, real estate and the digital economy was strong. In 2018,
major infrastructure projects involving foreign MNEs, such as new segments of the Jakarta
Light Rail Transit, were completed. New SEZs, such as Galang Batang and Sei Mangkei, are
also contributing to FDI inflows, both in the construction phase and through the attraction
of new investments in the zones (chapter V).

Inflows to Thailand grew by 62 per cent in 2018 to $10 billion — the steepest FDI growth
in ASEAN. Following the uptick already registered in 2017, this suggests that FDI in the
country is recovering from its downward trend earlier in the decade. Thailand’s growth was
due to significant inflows from Asia, led by investors from Japan, Hong Kong (China) and
Singapore. Reinvestment by MNEs already present in Thailand doubled to $7.4 billion,
which contributed significantly to FDI flows.

Investment into the CLMV countries (Cambodia, the Lao People’s Democratic Republic,
Myanmar and Viet Nam) remained strong, however inflows into the Lao People’s Democratic
Republic and Myanmar declined. These countries continued to attract active investment
flows from intra-ASEAN sources and other Asian economies (China, Japan, the Republic
of Korea). The relocation from China of labour-intensive operations, such as garment and
footwear production, is lifting investment in these countries. The participation by Chinese
firms in infrastructure development and the influence of the Belt and Road Initiative are also
affecting investment inflows.

Chinese investment in ASEAN is becoming increasingly significant: outward flows nearly
doubled, to $14 billion between 2013 and 2017. In 2018, M&A sales to Chinese MNEs
more than tripled, and the value of greenfield projects in ASEAN announced by Chinese
MNEs increased five-fold. Investment from the United States — historically a major investor
in the subregion — has been on a downward trend, shrinking by 33 per cent between 2013
and 2017, to $15 billion.

Rising investments in ASEAN’s digital economy

Encouraged by the digital potential and e-commerce growth in ASEAN, digital MNEs and start-ups continued to invest in digital
infrastructure, data centres and e-commerce businesses. As of June 2018, the 50 largest digital start-ups in the region had raised
$13.8 billion of capital, compared with only $1 billion in 2015. Global venture capital, as well as Asian companies such as Alibaba
(China), Tencent (China), Softbank (Japan), Golden Gate Ventures (Singapore) and Vertex Ventures (Singapore), are significant sources
of investment in these start-ups. For example, Tokopedia (an Indonesian e-commerce platform) raised $1.1 billion from a group of
investors led by Alibaba (China) and SoftBank Vision Fund (Japan). The subregion’s largest start-ups are fast expanding beyond their
home markets. Most of the 50 largest operate in at least one other ASEAN country, strengthening intraregional investment. Almost half
are involved in either e-commerce or fintech, with the rest focusing mainly on entertainment, marketing, social media, logistics and
food delivery. In addition, major technology MNEs such as Google, Facebook and Alibaba are building more data centres in Singapore.

Source: AIR18.
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FDI inflows to South Asia grew by 4 per cent in 2018 to $54 billion. FDI to /ndia, which
has historically accounted for 70 to 80 per cent of inflows to the subregion, increased by
6 per cent to $42 billion. Investment was strong in manufacturing, communication and
financial services — the top three industry recipients. The growth in cross-border M&As from
$23 billion in 2017 to $33 billion in 2018 was primarily due to transactions in retail trade
($16 billion), which includes e-commerce, and telecommunication ($13 billion). Notable
megadeals included the acquisition of Flipkart, India’s biggest e-commerce platform, by
Walmart (United States). In addition, telecommunication deals involving Vodafone (United
Kingdom) and American Tower (United States) amounted to $2 billion.

FDI flows to Bangladesh rose by 68 per cent to a record level of $3.6 billion. This was driven
by significant investments in power generation and in labour-intensive industries such as
ready-made garments, as well as the $1.5 billion acquisition of United Dhaka Tobacco
by Japan Tobacco (see LDCs section). Inflows to Sri Lanka also reached a record level of
$1.6 billion, pushed by robust Asian investments, including from China, India and Singapore.
Infrastructure, particularly ports and telecommunication, absorbed a significant portion of
inflows to the country.

Pakistan, the fourth largest recipient of FDI in the subregion, registered a 27 per cent
decrease in investment to $2.4 billion. This was largely due to the completion of some
projects related to the China—Pakistan Economic Corridor, and a balance-of-payments
challenge that may have delayed new inflows. China remained the single largest investor
in the country, thanks mainly to construction and power generation projects related to the
Corridor. With other Corridor projects also nearing completion, Pakistan’s FDI inflows could
slow down further in 2019.2

FDI flows to West Asia grew by 3 per cent to $29 billion in 2018, halting an almost
continuous 10-year downward trend. Inflows were still only one third of their $85 billion
peak in 2008. The small rise in FDI can be attributed to higher inflows to Turkey and a
pickup of investment in Saudi Arabia, which compensated for declines in other countries.
Investments from the United States to West Asia increased to $5 billion, a recovery from
low levels in the last two years. China is also consolidating its position as an investing
country in the subregion, diversifying its involvement as compared with its past ties, which
were based predominantly on oil purchases.

FDI flows in the subregion remained uneven. Four countries — Turkey, the United Arab
Emirates, Saudi Arabia and Lebanon — absorbed approximately 90 per cent of FDI in West
Asia. Turkey was the largest recipient, with inflows rising by 13 per cent to $13 billion,
despite slower than usual economic growth and uncertainty surrounding the Turkish lira.
Investment from Asian economies increased from 12 per cent to 27 per cent of FDI into
Turkey and was instrumental both in driving FDI upwards and in its diversification. The $6.3
billion Star Refinery built by the State Oil Company of the Azerbaijan Republic, one of the
largest foreign investments in Turkey, started operating in late 2018. The largest M&A deal
was the acquisition by DFDS (Denmark) of a 98.8 per cent interest in UN Ro-Ro Isletmeleri,
a provider of deep-sea freight transportation services, for $1.2 billion.

FDI flows to Saudi Arabia rose from $1.4 billion in 2017 to $3.2 billion in 2018, still
significantly lower than the 2008 peak of $39 billion. Political factors and lower oil prices
were largely responsible for lower than usual FDI flows to Saudi Arabia. Recent efforts
aimed at economic diversification in the country have identified FDI as a key priority,
however. Some new projects outside the oil and gas sector have been generated. In 2018,
Aubin Group (United Kingdom) invested $743 million to establish a chemical manufacturing
facility in Saudi Arabia. DuPont (United States) opened a reverse osmosis water treatment
facility, its first outside the United States, and Alphabet (United States) started building
multiple data centres in the country.



FDI flows to the United Arab Emirates remained largely unchanged in 2018, at $10 billion.
Investment targeted a diverse range of sectors, from oil and gas to digital technologies.
Inflows to Lebanon increased from $2.5 billion to $2.9 billion, while those to Bahrain rose
by 6 per cent to $1.5 billion, mainly due to growing interest in manufacturing activities.
In 2018, Mondelez International (United States) and Ariston Thermo Group (ltaly) set up
manufacturing facilities in the Bahrain International Investment Park, an SEZ (chapter IV).

Outflows from Asia declined by 3 per cent to $401 billion. This was mainly due to reduced
investments from China for the second consecutive year. In contrast, outward investment
from the Republic of Korea, Saudi Arabia, the United Aralb Emirates and Thailand increased.
Developing Asia is an increasingly significant source of global FDI for both developed and
developing economies. The region accounted for about 40 per cent of global FDI outflows
in 2018. More than 75 of the UNCTAD top 100 MNEs from developing and transition
economies today are from developing Asia, and a majority of these companies in the
ranking are headquartered in China.

Outward FDI flows from East Asia decreased for the second consecutive year to
$271 billion in 2018. This was largely due to investment from China, which declined by
18 per cent to an estimated $130 billion. Government policy to curb overseas investment
in industries such as real estate, entertainment and sports clubs continued in 2018,
with tightened foreign exchange controls. Investment policy uncertainties and tightened
investment screening regulations also weighed on Chinese outward FDI to the United
States and the EU, which declined significantly.> Outward flows nonetheless included new
strategic stakes in manufacturing companies and acquisitions in technology-intensive
sectors. For example, Chinese automotive manufacturer Geely acquired stakes in Daimler
(Germany) and Volvo (Sweden) for $9 billion and $4 billion, respectively. An investor group
composed of China Grand Pharmaceutical and Healthcare Holdings acquired Sirtex
Medical, a Sydney-based manufacturer of medical equipment, for $1.4 billion.

Despite the overall decline in China’s outward FDI, Chinese investment in ASEAN countries
continued to increase in 2018. This was partly due to several large M&A deals in the
services sectors in Singapore, Indonesia and the Philippines. Chinese outward FDI to the
Belt and Road countries expanded as well: investment in non-financial industries increased
by 8.9 per cent to $16 billion — about 13 per cent of China’s total outward FDI.*

Outflows from Hong Kong (China) remained stable at $85 billion. Flows from the Republic of
Korea, in contrast, rose by 14 per cent to $39 billion, driven by overseas investments from
major Korean MNEs such as LG, Samsung Electronics, Hyundai and KIA. These MNEs are
investing in new growth areas such as artificial intelligence and 5G technology through both
new and expansion projects. Samsung, for example, opened overseas artificial intelligence
centres in Cambridge (United Kingdom), Toronto and Montreal (Canada), and Moscow
(Russian Federation), as well as Silicon Valley and New York (United States) in 2018.°

Outward FDI from South-East Asia was flat, at $70 billion. The subregion accounted
for 7 per cent of global outward flows in 2018. Investment from Singapore — the subregion’s
largest investor — declined by 15 per cent to $37 billion, which contributed to the
stagnating level of investment from ASEAN. However, strong intraregional investment in
ASEAN, and in particular in Indonesia and the CLMV countries, is helping forge closer
production and industrial linkages. At more than 19 per cent of inflows between 2015
and 2017, intraregional investment is a key feature of FDI flows in the subregion (AIR77,
AIR18). Intraregional investment is mostly driven by investments from Singapore — including
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investment channeled through Singapore (chapter I). In 2018, for example, companies from
Singapore invested more than $10 billion in Indonesia. However, investments from other
ASEAN countries (Thailand and Indonesia) are also increasing.

Outward FDI from West Asia reached a historic high of $49 billion in 2018, up
from $39 billion in 2017. Saudi Arabia, the United Arab Emirates and Turkey were mainly
responsible for the increase. Turkish companies, which are increasingly investing in Africa,
increased their outward FDI by 37 per cent to $3.6 billion in 2018. FDI from Saudi Arabia
almost tripled to $21 billion, mainly in technology, finance and infrastructure activities.
This was driven by an investment push from the country’s sovereign wealth fund (Public
Investment Fund), as well as large private investors, such as the Kingdom Holding Company.
Prominent deals in 2018 included a $1 billion investment by the Public Investment Fund in
Lucid Motors, an electric vehicle start-up based in California. The Fund also invested $400
million in a virtual reality start-up, Magic Leap (United States).

Investment prospects for the region in 2019 are cautiously optimistic, with
improving investment environments, growing intraregional investment and strong economic
fundamentals. The 100 per cent rise in the value of announced greenfield investment
projects in the region, from $207 billion in 2017 to $418 billion in 2018, confirms the
region's investment prospects. However, trade tensions could weigh on the prospects of
higher inflows or they could also lead to further investment diversion.

Inflows to China are expected to continue to grow. In early 2019, China adopted a new
Foreign Investment Law and announced the relaxation of foreign investment limits in several
services industries. Despite the trade tensions, investment from the United States rose in
the first quarter of 2019.°

The outlook for South-East Asia is also promising, as countries in the subregion continue
to introduce measures to improve the investment environment.” Strong economic
fundamentals in the subregion will continue to attract market-seeking FDI. In addition, low-
cost and resource-rich countries will remain attractive destinations for efficiency-seeking
and resource-seeking FDI. The digital economy, as well as industrial activities such as
automotive, electronics, services, retail trade, and real and industrial estate, are expected
to remain particularly attractive to foreign investors. Growing demand and commitments to
develop and upgrade information and communication technology (ICT), transport and power
facilities will continue to encourage FDI. A doubling of announced greenfield investment
projects in the subregion to $139 billion in 2018 corroborates this promising outlook.

The prospects for FDI inflows into South Asia are largely determined by expectations
of growing investment into India. Announced greenfield investment in the country
doubled to $56 bilion in 2018, with projects in a number of manufacturing industries,
including automotive.

FDI prospects for West Asia are moderately positive, thanks to the introduction of new
policies and investment facilitation measures in several countries. Some economies are
also easing foreign investment regulations. Saudi Arabia’s Vision 2030 includes plans to
open up the economy and diversify away from hydrocarbons. In 2018, the country started
allowing 100 per cent foreign ownership in the transport, recruitment, audiovisual and
real estate industries. The United Arab Emirates has also started allowing 100 per cent
foreign investment in certain industries. Qatar’s new FDI law paves the way for full foreign
ownership in all industries, with a few exceptions that require special permission, such as
banking. Qatar could also benefit from increased foreign investment due to the upcoming



FIFA World Cup. The agreement for the development of the first phase of the estimated
$86 billion Silk City project between China and Kuwait in February 2019 could further bolster
FDI to the region in the medium term. FDI prospects for other countries in the subregion
will continue to be affected by ongoing instability and conflict. Growth projections for
oil-exporting countries have been adjusted downwards as well, which could have a negative
impact on future FDI flows.

Outflows from the region will remain high. Outward investment from China is expected
to stabilize or increase slightly, based on the growth in announced greenfield investment
projects and the more than $20 billion worth of M&A deals awaiting approval in Europe at
the beginning of 2019.8 Bilateral cooperation under the Belt and Road Initiative is expected
to continue to encourage outward FDI along the routes, particularly in infrastructure.
Investment projects worth over $64 billion were agreed in the second Belt and Road Forum
for International Cooperation held in China in 2019. By some estimates, the Initiative’s
proposed transportation network could lead to a 5 per cent increase in total FDI flows to
countries involved (Chen and Lin, 2018).
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FDI flows to Latin America and the Caribbean decreased by 6 per cent in 2018 to $147
billion, as the economic recovery that started in 2017 began to stall and external factors
weighed down growth prospects. FDI fell most in Brazil and Colombia; flows remained
stable in the rest of the region, with the exception of a boom in both Panama and Ecuador,
sustained by heavy investment in mining activities. The information technology (IT) industry
attracted the interest of big investors, supporting inflows in the otherwise relatively weak
investment landscape. Softbank (Japan) is setting up a $5 billion tech fund focused on
Latin America. Outward investment by Latin American MNEs plunged in 2018 to a record
low of $6.5 billion, due to negative outflows from Brazil and lower investments from Chile.
Looking forward, expectations are steady, supported by continued investor interest in
natural resources, infrastructure and consumer goods (especially goods and services
related to information and communication technology (ICT)).

In South America, FDI declined by 6 per cent to $101 billion due to lower flows to
Brazil and Colombia. The challenging economic situation and a sharp decline in M&A
deals from record levels in 2017 led to the decline in flows to Brazi, to $61 billion. In
2018, there were only six acquisitions by Chinese companies, half of the number in 2017,
with only two worth $1 billion or more: State Grid’s final acquisition for $1 billion of the
remaining minority stake of CPFL Energia, following up 2017’s majority acquisition, and
the acquisition by Sygenta (now a subsidiary of ChemChina) of Nidera Sementes Ltda, a
provider of crop production services, for an estimated $1.4 billion. While total new equity
flows (excluding retained earnings and intracompany loans) declined by 23 per cent, a few
industries attracted increasing flows: the extractives sector (oil, gas and mining) registered
a 45 per cent increase; in manufacturing, FDI into non-metallic mineral products doubled,
while the automotive industry maintained the growing trajectory observed over the last few
years, with investment recorded at $4.5 billion; and in services, inflows into ICT and financial
services more than doubled, reaching $2 billion and $3.5 billion respectively. Prospects for
foreign investment significantly depend on progress in the new Brazilian administration’s
reform programme. The confidence of domestic investors, as reflected in stock markets,
has so far not been matched by foreign (direct) investors, who appear to be waiting for
stronger signals. Higher inflows are expected in 2019 on the back of positive economic
forecasts, supportive investment policies® and the value of announced greenfield projects
increasing by more than 50 per cent in 2018.

Despite currency turbulence, flows to Argentina appeared resilient at $12 billion, buoyed
by a surge of flows into shale gas production at the Vaca Muerta field that alone attracted
about a third of the flows.™ Foreign investors (other than portfolio investment) were not
affected by the domestic economic conditions, as reinvested earnings remained constant
at 62 per cent of total flows while new equity flows increased by 66 per cent, to $3.3 billion.
Despite recent restrictive measures such as export taxes and a decline in subsidies for
power production, FDI in 2019 could be bolstered by the energy and the mining industries,
owing to three factors: the rapid expansion of the Vaca Muerta field, the government’s
continuing RenovAr renewable energy auction programme, and the increasing interest of
foreign companies in developing lithium projects in the country.

In Colombia, FDI inflows fell by 20 per cent to $11 billion. Flows to the oil industry declined
24 per cent to $2.4 billion, while investment in manufacturing tumbled by 70 per cent to
$0.8 billion. Similarly, flows to trade and logistics services halved to $1.5 billion. These
reductions were partly offset by rising inflows in mining (up 78 per cent at $1.7 billion),
as well as trade and tourism (up 60 per cent at $1.3 billion). The Government is trying to



boost foreign investment to revive its stagnant crude and gas production and to increase
exploration efforts to secure energy independence. In addition to free zone status offered
to companies exploring offshore sites (chapter V), the national hydrocarbons agency is
improving contractual regimes and increasing the number of blocks available for exploration.
However, canceled auctions of exploration rights in 2018 delayed investment. Prospects
for FDI in the short term are positive, with solid economic growth and increasing internal
demand, the continued effect of the country’s infrastructure investment programme, and
the new regulations and incentives for oil exploration.

Flows into Chile rose marginally — by 4 per cent to $7.2 billion — sustained by higher
copper prices and record levels of M&A sales in the mining, health services and electricity
industries. Among interventions meant to increase FDI, the Government enacted a law
aimed at cutting red tape and signed a memorandum of understanding with China to
participate in its Belt and Road Initiative, joining other countries in the region. In 2018,
Chinese investments increased substantially in electricity, renewable energy, agribusiness
and mining. The largest foreign investment in 2018 was China-based Tiangi Lithium Corp.,
which acquired a 24 per cent stake in Chilean lithium miner SQM for $4 billion (unrelated to
the Belt and Road Initiative).

In Peru, flows decreased by 9 per cent to $6.2 billion, despite solid economic growth
and heavy investment in the mining industry. Asset sales reached a record high at more
than $3.2 billion, boosted by the | Squared (United States) acquisition of Latin America
and the Caribbean business of Inkia Energy, an electric power generation facility operator,
for aimost $2 billion. Prospects for inflows in 2019 are up, backed by positive economic
growth forecasts and an improved investment environment." In addition, the Government
announced six new mining projects last year, and the Ministry of Energy and Mines had
26 projects listed at the development stage by the end of 2018.

Flows to Ecuador more than doubled to $1.4 billion, driven by a surge in investment in
the mining industry. A substantial amount of the inbound investment flows went to the
Mirador (copper) and Fruta del Norte (gold) mines, which should start production by the
end of 2019. This follows the government policy of designating the industry as a priority,
which translated into pro-market reforms and relaxation of restrictive measures on foreign
investment. Prospects for FDI in mining may be further driven by the Government’s efforts
to reform the mining tax regime, including the elimination of a 70 per cent windfall tax on
mining profits.

Flows to the Plurinational State of Bolivia plummeted to $255 million, despite strong
economic growth. FDI to the country has always been small relative to the size of the
economy, as restrictive regulations deter private investment in high-potential industries,
such as lithium mining. Increases in zinc and gas prices were therefore not enough to attract
new FDI flows. Bolivia, which with Chile and Argentina is part of South America’s lithium
triangle, has estimated lithium reserves of 21 million tonnes. Yet, in 2018 only 250 tonnes
of lithium carbonate were produced in the country (against 70,000 and 30,000 in Chile and
Argentina, respectively). Investors have been deterred by the Government’s joint-venture
model. Past increases in taxes and royalties on mineral extraction are another concern.™
Foreign investment in the sector could pick up: in early 2019, State-owned Yacimientos de
Litio Bolivianos signed a cooperation agreement with a Chinese conglomerate to construct
processing plants and exploit highland salt lake deposits at Coipasa and Pastos Grandes
through a joint venture that will be 51 per cent controlled by the Bolivian State.

In Central America FDI inflows were stable at $43 billion, decreasing by 1 per cent
in 2018. Mexico received $32 billion of inward investment, a level similar to the previous
year. Foreign investors were reassured by the final signature of the revised North American
Free Trade Agreement (now called the USMCA). Most of the flows were reinvested earnings
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of existing foreign affiliates (increasing by 27 per cent to $12 billion), while new equity flows
remained relatively stable at $11 billion and intracompany loans fell. The manufacturing
sector absorbed almost half of the FDI inflows (49 per cent) with $15.5 billion, equivalent
to 16 per cent growth. FDI to the utilities industry more than quadrupled to over $4 billion.
Other industries registering increases were mining (up 38 per cent to $1.4 billion) and ICT
(up 96 per cent to $1.2 billion), while flows to the rest of the economy declined. Investments
from the United States — the major investor into the country, accounting for 39 per cent
of flows — decreased by about 12 per cent. The decline was not due to the expected
repatriation of retained earnings, however, but to lower equity inflows and intracompany
loans.”™ For 2019, FDI inflows could contract, mostly due to uncertainties related to
domestic policy.” The new administration is considering a number of policy reversals,'
including cancelling the SEZ programme launched in 2016 and halting the opening of the
oil industry to foreign investors.

Flows to Panama bounced up 21 per cent to $5.5 billion, boosted by record M&A
deals. Transactions included the $1 billion acquisition by Milicom International Cellular of
Luxembourg of an 80 per cent interest in Cable Onda, a Panama City-based provider
of subscription programming services. Other inflows were primarily directed towards the
massive $6.3 billion Cobre Panama copper mine and companies operating out of the Zona
Libre de Colon (a free trade zone), where investment increased by 68 per cent. Reinvested
earnings ($3.3 billion) accounted for most of the flows, however.

In Costa Rica, large-scale protests and slow economic activity in the second half of the year
were contributing factors to a 22 per cent decrease in FDI inflows to $2.1 billion. A sudden
stop of investment in tourism was responsible for most of the decline. Investment into SEZs
(free zones) was resilient, however, falling only marginally (oy 6 per cent) to $1.2 billion —
57 per cent of the flows to the country. Inflows to the ICT industry more than doubled to
$347 million. Amazon invested more than $10 million to open a new service centre in San
José, to support small and medium-size companies selling their products on the platform.
FDI prospects remain positive, thanks to the country’s dynamic SEZs (chapter IV).

In the Caribbean, excluding offshore financial centres, flows declined by 32 per
cent to $3 billion. The contraction was due to lower FDI ($2.5 billion) in the Dominican
Republic, the major recipient in the subregion, despite its strong economic growth in
2018. The conclusion of the two-stage acquisition of a local brewer (Cerveceria Nacional
Dominicana) by AB InBev (Belgium), which had pushed FDI to record highs in 2012 and
2017, accounted for this adjustment. Flows to Haiti and Jamaica, the other two major
recipients of FDI in the Caribbean, also fell, to $105 million and $775 million, respectively.

Looking at sources of FDI in Latin America and the Caribbean as a whole, the most
important investor in the region remains the United States, with an FDI stock of about $265
billion in 2017. FDI held by investors from the United States registered a 8 per cent increase
over the last five years. In contrast, the region’s other historical partner, Spain, has reduced
its investment stock by about 20 per cent over the same period and has been overtaken
by the Netherlands. The major intraregional investor is Chile, with an FDI stock that grew
rapidly (oy 20 per cent) to $70 billion in the five years from 2013 to 2017. Chile’s regional
holdings are more than double Brazil’s stock, due to the regional expansion of companies
such as retail chains Falabella and Cencosud, as well as wood and paper companies
CMPC and Arauco.



Outward investment by Latin American MNEs plunged in 2018 to a record low of
$6.5 billion, heavily influenced by negative outflows from Brazil and decreased investments
from Chile. Investments from Argentina, Colombia and Mexico increased.

Outflows from Brazil fell to -$13 billion, as foreign affiliates continued funneling financial
resources (often finance raised in overseas capital markets) back to their parents. In addition
to negative intracompany loans, the value of cross-border net purchases turned negative,
to -$2 billion, due to the divestment by Marfrig Global Foods from its United States-based
affiliate Keystone Foods. Negative intracompany loans also reduced flows from Chile
(to $3 billion), the most important investor in the region.

In contrast, MNEs from Mexico increased their outward FDI to $6.9 billion. The most
important acquisition was Mexichem’s purchase of an 80 per cent interest in Netafin, an
Israeli water supply system operator, for $1.9 billion.

Investment flows to and from the region are expected to remain steady in 2019,
as commodity prices and economic conditions in major economies stabilize. Natural
resources, infrastructure and consumer goods (especially ICT-related goods and services)
should continue to attract foreign investors. Most countries have reduced barriers to foreign
investment in infrastructure, and announced greenfield projects in construction are back to
the levels of commodity boom years. In general, positive expectations are supported by a
16 per cent increase in the value of announced greenfield projects, led by mining, tourism,
finance, IT, chemicals and pharmaceuticals, and electronics.

Yet the region’s lower growth projections compared with last year’s expectations and its
vulnerability to external factors, such as monetary policy in the United States and trade
tensions among its main trading partners, put a downward risk on their economies and
prospective FDI inflows. For example, slower economic growth in China or tariffs being
imposed on the automotive industry would pose a major risk to the price of copper — one
of the main exports of the region.
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FDI inflows continued their downward trend

HIGHLIGHTS Outflows unchanged in 2018
Partial recovery of inflows expected in 2019
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FDI flows to the transition economies of South-East Europe and the Commonwealth of
Independent States (CIS) continued on their steep downward trend in 2018. Investment to
the region declined by 28 per cent to $34 billion. The contraction in FDI was driven by the
halving of flows to the Russian Federation, by far the biggest economy and largest recipient
in the group, from $26 billion to $13 billion. Some other large recipients in the region —
Azerbaijan, Kazakhstan and Ukraine — also experienced declines in inflows. Bucking the
general downward trend, flows were buoyant in South-East Europe, especially in Serbia
and North Macedonia. FDI inflows rose in all countries in that subregion except Montenegro.
Outflows remained unchanged at $38 billion, making the region a net FDI capital exporter in
2018. Prospects for FDI inflows are moderately positive in 2019 and beyond.

Inflows

Inbound FDI in economies in transition declined again in 2018, largely due to
falling flows to the Russian Federation, Azerbaijan and Kazakhstan. Flows to the
CIS and Georgia contracted by 36 per cent to $27 billion. The decline affected seven of
the 12 countries in that subgroup (the exceptions were Armenia, Belarus, the Republic of
Moldova, Tajikistan and Uzbekistan).

In the Russian Federation, FDI inflows declined by more than half to $13 billion. Investor
sentiment remained cautious, in part due to geopoalitical concerns and sluggish GDP growth.
Equity capital registered an unprecedented negative value (-$6 billion; figure 11.1), due to
both divestments (sales of foreign affiliates to Russian investors)'” and the de-offshoring of
MNEs of Russian origin. De-offshoring has been a policy aim of the Russian Government
since 2012 (Kheyfets, 2018), to counteract the strategies of some Russian firms to
domicile their head office and/or part of their share capital in economies with sizeable
corporate services industries, such as Cyprus,
Ireland and the Netherlands. Various amendments
to the tax code have been adopted since the entry
into force of the first anti-offshoring legislation on
1 January 2015, all of them rewarding the return

rolers) of capital and making offshoring less attractive.
QO Total inflows In 2018, Federal Law No. 291-FZ created “inner

@ Equity offshore zones” within the Kaliningrad Oblast'® and

@ Reinvested earnings the Primorsk Territory — an attempt by authorities to

[ Other capital establish an alternative to foreign offshore centres.

1 These measures encouraged the repatriation of

some Russian offshore capital in 2018, resulting in
largely negative inflows from Cyprus and Ireland.
Reinvested earnings by established foreign affiliates —
historically the most stable component of inward
FDI in the country — remained unchanged in 2018.
Cross-border M&A sales of firms from the Russian
Federation dropped by 79 per cent to $2.7 billion.

®
q®

FDI flows to Kazakhstan — the biggest of the nine
landlocked CIS countries and the third largest
recipient of FDI among transition economies -
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Source: UNCTAD, FDI/MNE database.

declined again. Large divestments brought FDI down
by 18 per cent to $3.8 bilion. Some divestments
were publicly announced, such as the departure
of Telia (Sweden) and Turkcell (Turkey) from mobile
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telephony service in the country. Others (by large oil companies) went largely unreported.
Inflows consisted mostly of reinvested earnings and intracompany loans. Net cross-border
M&A sales remained negligible. The value of the largest deal — the acquisition by Lotte
Confectionery (Republic of Korea) of Almaty-based chocolate producer Rakhat — was less
than $100 million.

FDI flows to Ukraine declined for the second consecutive year — by 9 per cent, to
$2.4 billion. Political and policy uncertainty continued to affect investors. Cross-border
M&A sales dried up; however, the value of announced greenfield projects doubled to
$3.3 billion, indicating the potential for a turnaround.

Belarus, in contrast, recorded positive FDI growth in 2018. Inflows rose by 15 per cent
to $1.5 billion. Equity capital and reinvested earnings both leaped, as established and
new investors alike explored new business opportunities. Some located their projects in
the country’s SEZs (chapter IV). The China—Belarus Industrial Park Great Stone attracted
Chinese firms Chengdu Sinju Silk Road Development LLC to produce electric bus
components and Zoomlion to manufacture utility vehicles. The Minsk Free Economic
Zone drew United States-based EnergoTech for power engineering and machine building.
Outside SEZs, Knauf Gips (Germany) invested in building materials production.

FDI flows to Uzbekistan grew four-fold to over $400 million in 2018, as the country gradually
opens up to foreign investment. Russian MNEs started investing a few years ago, focusing
on oil and gas. New investors in 2018 included MNEs from China, India, the Republic of
Korea and Turkey, as well as the Russian Federation outside the hydrocarbon industries
(in agribusiness, near the Afghan border). Investors have also shown interest in alternative
and renewable energy.'®

South-East Europe bucked the general downward trend, with FDI flows growing
by 34 per cent to $7.4 billion. The rise in FDI was distributed across almost all countries
in the subregion.

In 2018, Serbia became the second largest recipient of FDI among transition economies
as inflows grew by 44 per cent to $4.1 billion, driven by a surge in equity capital. Serbia’s
economy is the largest in the subregion and is relatively diversified. The country’s strategic
location facilitates logistics investment, such as the Vinci Airports (France) stake in Nikola
Tesla Airport in Belgrade. Its natural resources (especially copper) are also attracting
resource-seeking firms. The Zijin Mining Group (China), for example, acquired RTB Bor’s
copper production. FDI in Serbia’s growing automotive cluster (e.g. the projects of the
United Kingdom-based wire producer Essex Europe and Japan-based cable producer
Yazaki) benefits from the country’s skilled labour force. Finally, the country’s knowledge
base is attracting R&D centres, such as German tyre maker Continental’s development
centre in Novi Sad.

Flows to North Macedonia more than tripled, to a record $737 million. Most FDI targeted
the country’s export-oriented investment cluster, predominantly automotive production,
located in its technological-industrial development zones (see chapter IV). In one of the large
deals, the Skopje 2 Free Zone attracted the United States-based car parts manufacturer
Dura Automotive Systems.

The cross-border M&A sales of firms from transition economies fell to $2.6 billion.
This was the lowest value in more than a decade, except for the net divestment recorded
in 2013. M&As in the Russian Federation dropped by 79 per cent; the Japan Tobacco
acquisition of Donskoy Tabak was the only large transaction registered in the whole region in
2018.2 Food, beverages and tobacco accounted for almost three quarters of cross-border
M&As (table A), and Japan accounted for more than two thirds of FDI by source country
(table B). Smaller transactions took place in the mining industry and, to a lesser degree,
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in trade, as well as in financial and insurance services. In mining, the largest takeover
was initiated by Zijin Mining Group (China) in Serbia. In trade, Metro Kaufhaus (Germany)
acquired a minority share in a Moscow-based computer and software retailer. In finance, a
Chinese investor group acquired a 60 per cent stake in Altyn Bank of Kazakhstan.

The profile of key investors in transition economies has changed markedly in the
past few years. The Netherlands and Cyprus remained important conduits for FDI from
third countries, as well as for capital from the Russian Federation. By 2017, the Netherlands
had become the largest investor and Cyprus the second largest, holding $40 billion and
$39 billion of FDI stock in the region, respectively. Germany’s stock in the region declined to
$26 billion in 2017. At the same time, FDI stock held by MNEs from France and China rose
significantly (to $30 billion and $27 billion, respectively). Chinese MNEs have been targeting
host countries across the transition economies, whereas the surge of French FDI has been
concentrated mostly in large natural resource projects in Kazakhstan.

At $38 billion, FDI outflows from transition economies were unchanged in 2018.
As in previous years, the Russian Federation accounted for the bulk of outward FDI
(95 per cent). The country’s outflows rose by 7 per cent to $36 billion — almost three
times more than inflows ($13 billion). The rise of outflows was, however, driven mainly by
reinvested earnings in projects and the extension of intracompany loans to established
affiliates. Equity investment in new greenfield ventures and foreign acquisitions declined by
almost half, reflecting both Russian MNEs’ caution about foreign expansion and Russian
governmental policies encouraging de-offshoring. Russian investors’ caution in international
markets is also linked to international sanctions, which affect some large Russian MNEs
(Kheyfets, 2018). A large part of Russian outward FDI is carried out by a limited number
of large MNEs. At the end of 2017, the 15 largest MNEs (excluding such big State-owned
banks as Bank VTB and Sberbank; table 1l.1) accounted for 28 per cent of the country’s
outward FDI stock. Many of these MNEs are engaged in natural resources value chains
(including Lukoil, Gazprom and Rosneft, occupying the top three positions), and six of the
15 firms are State owned (chapter I).

Macroeconomic and policy developments may lay the basis for a modest and
partial FDI recovery in 2019. In the Russian Federation, the largest economy of the
region, GDP growth prospects for 2018-2020 are subdued (under 2 per cent), and
uncertainties in the international political context continue to hamper FDI. Yet Government
policies to increase investment in new economic activities and planned additional
spending on infrastructure to remove bottlenecks could both have a positive impact on
foreign investment.

Economic growth will most likely remain sluggish in other large CIS economies, such as
Kazakhstan and Ukraine. South-East Europe is expected to register more robust growth
rates, well above 3 per cent. Moreover, closer links with the EU confer additional competitive
advantages to the subregion.

Greenfield project announcements, an indicator of future investor intentions,
are encouraging but uneven. In 2018, greenfield commitments grew by 48 per cent to
$51 billion. Practically all countries of the region recorded an increase. They more than
doubled (to $11 billion) in South-East Europe and increased by 35 per cent (to $40 billion)



Table II.1. Largest Russian non-financial MNEs, by foreign assets, 2017

. Share of foreign assets
Foreign assets

State ownership

Rank Company Industry (®illions of dolars) in total assets (Per cent
(Per cent)
1 Lukoil Oil and gas 24.3 27 -
2 Gazprom QOil and gas 19.5 6 50.2
3 Rosneft Oil and gas 17.6 8 69.5
4 Sovkomflot Transportation 5.7 78 100.0
5 Severgroup Conglomerate 5.4 -
6 En+ Conglomerate 5.0 23 -
7 Atomenergoprom Nuclear energy 47 9 100.0
8 Evraz Steel 37 36 =
9 Russian Railways Transportation 3.5 5 100.0
10  TMK Steel 2.0 36 -
1 Eurochem Chemicals 1.7 17 -
12 Sistema Conglomerate 15 8 =
13 NLMK Steel 15 14 -
14 Zarubezhneft Oil and gas 1.2 38 100.0
15 Polymetal Non-ferrous metals 1.0 32 -
Total or average 105.1 12

Source: UNCTAD, based on Kuznetsov (2018) and UNCTAD data.

Note:  The list does not include financial MNEs (e.g. Bank VTB and Sberbank). It includes MNEs that have registered headquarters abroad but majority Russian ownership

(En+, Eurochem, Evraz and Polymetal).

in the CIS and Georgia. The rise of announced greenfield projects was more modest in the
Russian Federation and Kazakhstan —only 8 per cent, to $18 billion and 7 per cent, to about
$7 bilion — but rose substantially in Turkmenistan, Ukraine and Uzbekistan. In the first
quarter of 2019, cross-border M&A sales in the transition economies rose to $444 million,
up from a negative value of $53 million in the first quarter of the previous year. These data
indicate a chequered outlook for FDI in 2019.

Outward FDI from economies in transition is expected to grow, as indicated by
greenfield project commitments. Announced deals were valued at $21 billion in 2018,
$7 billion of which was in coke, petroleum products and nuclear fuel, where Russian MNEs
enjoy a strong competitive advantage. More than 70 per cent of greenfield announcements
from MNEs in transition economies concerned projects in developing countries ($15 billion).
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Repatriation of accumulated earnings by United States MNEs dented FDI flows

HIGHLIGHTS Cross-border M&As surged, mainly by United States MNEs
Prospects are positive; rebound expected in Europe

FDI inflows, 2012-2018
(Billions of dollars and per cent)
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FDI outflows, 2012-2018
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FDI trends in developed countries were anomalous in 2018. Inflows fell by a quarter to
$557 billion, with investment to Europe contracting by half. This was largely owing to tax
reform in the United States, which resulted in the country’s MINEs repatriating accumulated
overseas earnings, particularly from Europe. M&A deal making rose by 21 per cent but was
not active enough to compensate, and inflows to developed countries sank to their lowest
level since 2004, well below the troughs in 2009 ($649 billion) and 2014 ($623 billion).
Outward FDI from developed economies declined by 40 per cent to $558 billion, as the
United States recorded large negative outflows reflecting the repatriation of earnings. The
expected rebound after the drop in 2018 will affect FDI flows in 2019.

FDI inflows to Europe halved to $172 billion. The repatriation of accumulated earnings by
United States MNEs following the tax reform had a major impact on FDI flows to some
countries that host financial functions of United States MNES, such as Ireland (-$66 billion)
and Switzerland (-$87 billion). However, the sharp decline in FDI was the result only of
intrafirm financial flows and did not reflect a sell-off of assets of United States MNEs or
otherwise affect real investment trends.

In fact, net M&A sales of European assets bounced back to $378 billion, due to buoyant
sales to United States MNEs. Sales had fallen sharply in 2017, primarily due to sluggish
intra-European M&A activity. In 2018, such M&As surged to $137 billion, led by purchases
by MNEs in France (up $30 billion to $40 billion), the United Kingdom (up $29 billion to
$35 billion) and Italy (up $33 billion to $31 billion).

While net M&A sales of European assets to United States MNEs more than doubled to
a record $172 billion, net M&A sales to Chinese MNEs declined from $66 billion in 2017
to $14 billion, following the introduction of more stringent review processes for foreign
investments in Europe (chapter lll). The largest deals included the acquisition of Sky (United
Kingdom) by telecommunication conglomerate Comcast (United States) for $40 billion and
the merger of industrial gases companies Praxair (United States) and Linde (Germany)
for $32 billion.

FDI flows to the United Kingdom declined by 36 per cent to $64 billion. The impact of the
impending Brexit on FDI, however, is still unclear. Equity investment halved to $40 billion.
But reinvested earnings rose by 73 per cent to $33 billion, and net M&A sales trebled
to $94 billion. The number of cross-border acquisitions targeting United Kingdom assets
(gross sales) also increased by 8 per cent. The average number of such deals before and
after the EU referendum indicate an unchanged upward trend (822 annual transactions in
2012-2016 compared with 953 annual transactions in 2017-2018). The average number
of announced cross-border greenfield projects — an indicator of future FDI trends — also
registered a 20 per cent increase after the referendum (from 1,192 projects per year over
the period 2012-2016 to 1,428 projects over 2017-2018), compared with a 24 per cent
increase in the rest of the EU.

Inflows to Spain more than doubled to $44 billion, the highest level since 2008, driven by
net M&A sales worth $71 billion. The largest deal was the $23 billion acquisition of Spanish
highway operator Albertis by a consortium of Atlantia (Italy), ACS (Spain) and Hochtief
(Germany). Economic growth since 2014 revived foreign investors’ interest in the country’s
real estate-related assets. Private equity firm Blackstone, for instance, acquired a 51 per
cent interest in the real estate assets of the failed Banco Popular Espanol for $6 billion.
Another United States private equity firm, Cerberus, acquired 80 per cent of the real estate
business of Banco Bilbao Vizcaya Argentaria for an estimated $4.7 billion.



Flows to the Netherlands rose by 20 per cent to
$70 billion. Reinvested earnings remained stable at
$26 billion, but volatile intracompany loans swung
positive in 2018, rising to $17 billion. Net M&A sales
more than doubled to $40 billion. Among the largest
deals, a partnership of private equity group Carlyle,
Singapore State-owned GIC and other investors
acquired the specialty chemicals business of Akzo
Nobel for $13 billion.

Inflows into ftaly rose by 11 per cent to $24 billion.
Historically, Italy has attracted less FDI than other
major European economies (figure 11.2). In an effort
to boost investment, the Government of Italy signed
a memorandum of understanding with China to join
the Belt and Road Initiative in March 2019.

In the United States, FDI inflows declined by 9 per
cent to $252 billion. The decline was owing to a
contraction in intracompany loans (from -$16 billion
to -$62 bilion) and in equity investment (down
by 3 per cent to $195 billion). Reflecting steady
economic growth, however, investment income
on inward FDI increased to $200 billion, of which
$119 billion (up 28 per cent from 2017) was retained
as reinvested earnings.

Net M&A sales of United States assets to foreign
investors slumped by one third to $199 billion, largely
due to the absence of cross-border megadeals
in 2018 (figure 1.3). This contrasts with booming
domestic M&A activities in the United States. Eight
of the world’s 10 largest deals completed in 2018
were acquisitions of assets in the United States,
but only one (Bayer-Monsanto) was a cross-border
deal. Acquisitions by United Kingdom MNEs, which
had totalled an exceptional $118 bilion in 2017,
contracted to $21 bilion in 2018. At the same
time, net M&A sales to Chinese MNEs collapsed
to $0.6 bilion in 2018, down from $30.8 billion
in 2016 and $24.6 bilion in 2017, against the
backdrop of tighter screening and strained trade
and investment relations.

Inflows to Canada recovered to $40 billion —a 60 per
cent increase from 2017. The decline of inflows in
2017 was primarily a result of divestments from oail
and gas assets worth $25 billion. Only one such
divestment, worth $0.7 billion, was recorded in 2018.
FDI flows to Australia rose by 43 per cent to $60
billion. Growing investment income lifted reinvested
earnings to $25 billion. Over half of net M&A sales
in 2018 were related to financial and insurance
activities ($19 billion), mostly acquisitions of real

Developed economies:
Inward FDI stock as percentage
of GDP and number of greenfield

projects, 2014-2018

Figure 11.2.
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Source: UNCTAD, based on information from the Financial Times Ltd, fDi Markets
(www.fDimarkets.com) and FDI/MNE database (www.unctad.org/
fdistatistics).
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Figure 11.3.
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Source: UNCTAD, based on Thomson Reuters and cross-border M&A database
(www.unctad.org/fdistatistics).

Note: Includes divestments. The figures for all deals are from Thomson
Reuters. To make the numbers comparable, cross-border deals in this
table includes all M&A deals including divestments, acquisitions of
equity less than 10 per cent as well as acquisitions by firms based in the
Caribbean Financial Centres.
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estate investment trusts. Investment in Australia’s extractive industries, which peaked in the
late 2000s, remained subdued. Over the period 2014-2018, the annual value of greenfield
projects in the sector averaged $1.5 billion, down from $13 billion in 2008. Over the same
period, net M&A sales averaged only -$0.2 billion a year, compared with $26 billion in 2008.
Yet extractive industries are generating higher investment income, as the past investment
boom has translated into growing exports of commodities.

Outflows from European economies were $418 billion, 11 per cent up from 2017. France
became the largest source of FDI, with outflows rising to $102 billion. Outflows from
Germany declined by 16 per cent to $77 bilion. The value of net M&A purchases by
German MNEs more than doubled to $73 billion, due to Bayer’s merger with Monsanto
(United States) for $57 billion. However, large negative flows of intracompany loans netted
out much of the increase in equity investment. Outflows from Ireland and Switzerland, both
of which had recorded large negative outflows in 2017, turned positive, reaching $13 billion
(up $52 billion) and $27 billion (up $62 billion) respectively.

Outflows from the United States declined from $300 billion in 2017 to a net divestment of
-$64 billion, as firms opted to repatriate funds in line with United States Government tax
reforms designed to achieve that objective. The slump in FDI from the United States was
recorded not only in Europe (down $150 billion), but also in the offshore financial centres
in the Caribbean (down $193 billion — an effect that is excluded from UNCTAD's aggregate
FDI data). In Asia, United States outflows to Singapore also fell, by $38 billion.?'

Prior to 2018, reinvested earnings accounted for almost all FDI outflows from the United
States. In 2018, however, reinvested earnings fell to -$157 billion, down from $307 billion
in 2017. Most of these negative flows took place in the first two quarters. The 2017 tax
reform lifted tax liabilities from liquid overseas assets, making them available for repatriation
and spending, including on M&As (For detailed accounts of the impacts of the tax reforms
on FDI, see UNCTAD (2018a, 2019a)). This may have contributed to the jump in net
cross-border M&A purchases by United States MNEs, which reached a record high of
$253 billion, almost half of which was registered in the fourth quarter.

Outflows from Japan declined by 11 per cent but remained high at $143 billion. Net M&A
purchases totalled $36 billion in 2018, down from $65 billion in 2017 and $73 billion in 20186.
The relatively subdued M&A activity resulted in the halving of Japanese FDI flows to the
United States. Outflows to Asia, by contrast, increased by 31 per cent to $49 billion. Outflows
to most major economies in the region expanded, including those to China (up 12 per
cent to $10 billion), India (doubling to $3.2 billion) and the Republic of Korea (trebling to
$4.8 billion). Outflows to the ASEAN region increased by 26 per cent to $25 billion.

In 2018, a number of Japanese overseas investment projects for the construction of
nuclear power plants were cancelled. Increased costs arising from stricter safety standards
following the meltdown at the Fukushima nuclear power plant in 2011 were mostly cited
as the reason. In November 2018, Toshiba announced it was withdrawing from a nuclear
power project in the United Kingdom, liquidating its affiliate NuGen. Toshiba’s United States
nuclear plant construction business Westinghouse, which had filed for bankruptcy in 2017,
was sold to private equity group Brookfield in August 2018. Mitsubishi Heavy Industries’
project to build nuclear power plants in Turkey in partnership with Framatome (France) was
reportedly abandoned in December 2018. In January 2019, Hitachi pulled out of a project
to build nuclear power plants in the United Kingdom.



In 2018, over 80 percent of global cross-border

A sizeable part of this activity was fuelled by
private equity firms, which were involved in almost
one third of transactions by value (figure 11.4) and
40 per cent by number of deals, making private v
equity firms increasingly important players in the

global FDI landscape.

Prospects

Others
Although economic growth is slowing in most

developed economies, investment activity is still
expanding. The number of greenfield projects in
developed economies announced in 2018 is on par
with the number in 2017, but the value of planned
capital expenditures rose by 17 per cent to $357
billion. Project announcements in Europe were up
23 per cent and those in North America rose by 13 per cent. Cross-border M&As targeting
assets in developed economies announced in 2018 were worth $1.4 trillion, a 17 per cent
rise from 2017.

FDI prospects for developed regions in 2019 are also affected by the likely rebound from
the anomalously low 2018 levels. As the initial flood of earnings repatriations of United
States MNEs has abated, the developed economies that experienced the largest drops
in inflows are likely to see a rebound to average levels of inflows, which would imply large
upward swings in countries that normally make up a significant part of FDI flows from
developed countries.

As for outward FDI, foreign greenfield projects announced in 2018 by MNEs from developed
economies totalled $616 billion, up 33 per cent from 2017. MNEs from developed economies
also announced foreign acquisitions worth $1.4 trillion. Japanese MNEs alone announced
acquisitions worth $169 billion, more than twice the value of deals announced in 2017.

. : Involvement of private equity firms
M&A deals targeted assets in developed countries — Figure Il.4. | in cross-border M&As by deal value,
totalling 8,500 deals valued at just over $1 trillion. 2018 (Billions of dollars)

As ultimate target

Source: UNCTAD, cross-border M&A database (www.unctad.org/fdistatistics).
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FDI inflows partially recovered from six-year low in 2017

HIGHLIGHTS

Asian LDCs reached a record high

Announced value of greenfield projects rebounded strongly

Figure B. | FDI inflows, 20002018 (Billions of dollars and per cent)
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