
ASIA-PACIFIC TRADE AND INVESTMENT REPORT 2012

46

FOREIGN DIRECT INVESTMENT



CHAPTER 3 – FOREIGN DIRECT INVESTMENT

47

A. TRENDS AND DEVELOPMENTS IN

FOREIGN DIRECT INVESTMENT

FLOWS

1. Recent trends in foreign direct

investment inflows and outflows1

Foreign direct investment (FDI) is a key source of

both tangible and intangible assets for developing

countries. It provides much-needed resources such

as financing, technology and skills that are often

lacking in developing countries. Although countries

themselves are responsible for creating the

conditions and generating the resources needed for

sustainable and inclusive development, FDI has an

important complementary role in this process.

Despite its benefits, channeling FDI into productive

industries remains a challenge for many developing

countries.

The Asia-Pacific region has shown resilience in the

face of recent economic crises and, after a short-

lived slowdown, has continued to attract FDI flows.

FDI plays a central role in supporting the efforts of

Asia-Pacific countries to build more sustainable

development practices. Even though the global

economy remains under strain, global FDI inflows

rose by 16% in 2011 to $1.5 trillion, driven by

increased inflows to developed countries. Despite

this increase, global inflows still fall short of the

$1.98 trillion pre-crisis peak in 2007. Also, the

lacklustre economic performance of the European

Union and the United States as well as the
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possibility that regional powerhouses (i.e., China

and India) start to lose steam can begin to depress

FDI flows and undermine development efforts in the

Asia-Pacific region.

Total FDI flows to the developing and transition

countries surpassed those to the developed

countries for the first time in 2010, when the share

of developed countries dropped to 47%. In 2011,

FDI inflows to developed countries grew more than

inflows to developing countries; however, the

developing and transition countries were able to

maintain their status as the largest destination for

FDI inflows by a small margin. According to the

United Nations Conference on Trade and

Development (UNCTAD, 2012a), the growth in

developed countries was mainly driven by an

increasing amount of cross-border mergers and

acquisitions (M&As) by foreign transnational

corporations (TNCs), resulting from the need for

companies to restructure and rationalize their

operations in the current economic climate. In the

first half of 2012, the developing countries have

continued to strengthen their position and for the

first time the developing countries alone attracted

more than 50% of global FDI inflows (UNCTAD,

2012b).

The Asian and Pacific region, including the

developed countries, attracted 33% of global FDI

inflows in 2011, a considerable increase from an

18% share in 2005 (figure 3.1). Stable growth in FDI

inflows to the region over the past two years has

allowed the Asia-Pacific region to recover from the

slump in FDI inflows caused by the global financial

crisis, and to exceed the pre-crisis peak of 2008. In
1 All data in this section on FDI inflows and outflows are from

the UNCTADStat database, unless otherwise stated.
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2011, following the global trend, FDI to developed

countries in the region grew more than FDI to the

developing countries. Despite a disappointing

performance in 2012, economic growth in the region

is expected to pick up in 2013, which would attract

additional inflows. Nonetheless, this revival can be

derailed by any of the three threats: a deepening

recession in Europe; volatile capital flows; or

a marked slowdown of the Chinese economy (Asian

Development Bank, 2012a).

Among the developing countries in the Asia-Pacific

region, five economies stand out in terms of

attracting FDI inflows. Of these five “FDI giants”,

China holds the top position not only regionally, but

also globally as it surpassed the United States to

become the largest destination for global FDI

inflows in the first half of 2012 (UNCTAD, 2012b).

On the regional level, China, attracted a quarter of

the inflows coming to the Asia-Pacific region in

2011. Hong Kong, China, accounted for a 16%

share, followed closely by Singapore and the

Russian Federation with shares of 13% and

10%, respectively. India attracted 6% of total FDI

inflows to the Asia-Pacific region. The Asia-Pacific

developed countries as a group accounted for 8%

of total FDI inflows, but these inflows can be mostly

attributed to Australia. The role of least developed

countries (LDCs) remains marginal with less than

1% of inflows going to these countries; this

indicates the need for the countries to further

improve their attractiveness as investment

destinations. Promoting investment flows in order

to facilitate the entry of local companies into

global and regional value chains is one of the key

factors in achieving development goals for LDCs.

Similar to inflows, growth in world FDI outflows in

2011 was driven mainly by the 25% increase in

outflows from developed countries. Developed

countries remain the main suppliers of global FDI

outflows, although developing and transition

countries are gaining in shares. In 2005, the share

of developing and transition countries in global FDI

outflows was 16.5%. By 2010, their share had

nearly doubled, rising above the 30% mark but

falling to 27% in 2011.

The Asia-Pacific region supplies close to 28% of

world outflows, which is more than double its share

in 2005 (figure 3.2). Similar to the world trend, the

20% growth in FDI outflows from the region in 2011

Figure 3.1. FDI inflows by region, 2005-2011

(Billions of United States dollars)

Source: ESCAP calculations based on UNCTADStat.

Note: Regional division as in UNCTAD, 2012a, except Asia and the Pacific, which comprises all ESCAP region countries including

the developed countries, i.e. Australia, Japan and New Zealand as well as those CIS countries that are part of the ESCAP region.

Middle East includes West Asian countries except Turkey, which is part of the ESCAP region.
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was mainly due to increases in outflows from the

developed countries; however, the developing

countries in the Asia-Pacific region play an

important role as sources of FDI outflows. Globally,

the Asia-Pacific developing countries supply one

fifth of total outflows and, on the regional level, their

share rises to more than two thirds. Of this share,

the “FDI giants”, especially China and Hong Kong,

China, accounted for 45% in 2011.2

2. Trends in subregional foreign direct

investment inflows and outflows

(a) East and North-East Asia

Developing East and North-East Asia dominates in

both FDI inflows and outflows, clearly outpacing the

other subregions (figures 3.3 and 3.4). Total FDI

inflows to the East and North-East Asian subregion

have bounced back following a dip in 2009 caused

by the global financial crisis. In 2010, inflows to the

subregion reached $201 billion, surpassing the

previous peak of $185 billion in 2008. China

remains by far the largest recipient of total FDI flows

in the subregion, although in 2011 inflows into the

country slowed down, growing by only 8%. China is

experiencing rising labour and production costs that

could reduce its attractiveness as an investment

destination, especially relative to the South-East

Asian subregion (UNCTAD, 2012a). Mongolia has

emerged as a bright spot in the region, with growth

rates exceeding 170%, in both 2010 and 2011. The

mining sector continued to attract FDI, and most

of the greenfield FDI entering the country has

gone into services supporting the industry (fDi

Intelligence).

The importance of East and North-East Asia as

a source of outward FDI flows is mostly the result

of significant outflows from China and Hong Kong,

China. After rising by 38% in 2010, total FDI

outflows from the subregion backtracked by 9% to

$180 billion in 2011. Outward FDI in 2011 from

China and Hong Kong, China, declined by

5% and 14%, respectively. China has been pushing

Figure 3.2. FDI outflows by region, 2005-2011

(Billions of United States dollars)

Source: ESCAP calculations based on UNCTADStat.

Note: Regional division as in UNCTAD, 2012a, except Asia and the Pacific, which comprises all ESCAP region countries including

the developed countries, i.e. Australia, Japan and New Zealand as well as the CIS countries that are part of the ESCAP region.

Middle East includes West Asian countries except Turkey, which is part of the ESCAP region.

2 Large FDI flows, especially between China and Hong Kong,

China, can result from the practice of round-tripping, where

investment capital is moved out of China and then invested

back in order to benefit from various, mainly fiscal, incentives

given to foreign investors (Salidjanova, 2011). According to

estimates, 25%-50% of FDI inflows to China can be attributed

to round-tripping (UNCTAD, 2003 and Xiao, 2004).



ASIA-PACIFIC TRADE AND INVESTMENT REPORT 2012

50

Figure 3.3. FDI inflows to developing Asia-Pacific subregions and

Asia-Pacific developed countries, 2008-2011

(Billions of United States dollars)

Figure 3.4. FDI outflows from developing Asia-Pacific subregions

and developed countries, 2008-2011

(Billions of United States dollars)

Source: ESCAP calculations based on UNCTADStat.

Note: Due to the small share of inflows to the Pacific subregion, that subregion is not represented in this figure.

� �

Source: ESCAP calculations based on UNCTADStat.

Note: Due to the small share of inflows to the Pacific subregion, that subregion is not represented in this figure.

� �
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its companies to expand their presence overseas in

order to secure access to natural resources, find

new markets for Chinese goods and seek strategic

investments that would facilitate the move from

a manufacturing-based economy to a knowledge-

based economy. In recent years Chinese investors

have been increasingly active in the Latin America

and the Caribbean region, especially in the raw

materials and energy industries. During 2000-2011

the region was the second largest recipient of

Chinese FDI, outdone only by Hong Kong, China.

(Dussel Peters, 2012). Most of the investments

have been made by state-owned enterprises

(SOEs), which has caused some nervousness in

recipient countries. Some countries have concerns

about the possible political dimensions in

investments made by SOEs. However, despite

obstacles, Chinese outward FDI as a share of

exports is expected to increase (Alon, 2012).

(b) South-East Asia

Attracting $117 billion in FDI inflows in 2011, the

South-East Asian subregion has regained momentum

in attracting FDI inflows after a slowdown due to the

global financial crisis. Singapore remains the main

destination and, after nearly doubling in 2010, its

FDI inflows continued to grow by 32% in 2011. The

other countries in the South-East Asian subregion

displayed large variations in attracting FDI,

however. In 2011, there was notable variation

especially between the CLMV3 countries, with FDI

inflows to Myanmar growing by 89% while Viet Nam

suffered a 7% decline. Due to the political and

economic changes taking place in Myanmar, FDI

flows into the country are expected to increase in

the future, although diversifying investments in

terms of both source and targeted sectors could

prove a challenge (box 3.1). In Viet Nam, investors’

worries about high inflation, currency depreciation

and strained public finances have dampened FDI

inflows (A.T. Kearney, 2012).

FDI outflows from South-East Asia have also been

on the rise in recent years, and in 2011 they

reached close to $60 billion. Growth in FDI outflows

took off in 2010 and accelerated in 2011. In terms of

growth rates, Indonesia and Thailand have been the

main contributors to this trend, with Indonesia

increasing greenfield investments and Thailand

witnessing an increase in cross-border M&As

(UNCTAD, 2012a). The CLMV countries, apart from

Myanmar for which no outflows were recorded

for 2011, have similarly increased their total FDI

outflows, although at a more moderate pace than

Indonesia and Thailand.

(c) South and South-West Asia

Total FDI inflows to the South and South-West

Asian subregion recovered in 2011 after two years

of negative growth. FDI inflow reached $55 billion

in 2011, but still fell short of the peak in 2008

when it amounted to $72 billion. FDI inflow to the

subregion’s heavyweight, India, which attracts more

than 57% of inflow, reversed its negative trend in

2011, increasing by 31% compared with declines of

18% and 32% in 2009 and 2010, respectively.

Bangladesh is showing promise as it was able to

increase total FDI inflow both in 2010 and 2011. The

country has benefited from its advantageous

location and availability of cheap labour. However,

in order to increase inflow further, Bangladesh

needs to pay more attention to improving its

business climate, and especially its infrastructure.

Pakistan and Sri Lanka fared worse with inflows

to both countries decreasing in 2011. The poor

security situation and instability in Pakistan continue

to hamper FDI inflow into the country. Power and

gas shortages as well as the floods in early 2011

added further strain to the Pakistani economy. For

Sri Lanka, the challenge to continue to improve its

business climate and ensure the predictability of the

policy environment remains (Asian Development

Bank, 2012b).

FDI outflows from South and South-West Asia have

remained at a low level compared to the other

subregions (figure 3.4). In 2011, outflows reached

close to $18 billion, with more than 80% originating

in India. FDI outflow from the subregion reached

a peak in 2008 followed by two consecutive years of

negative growth. In 2011, outflow began to recover,

growing by 17%. In addition to Turkey, where

3 Cambodia, the Lao People’s Democratic Republic, Myanmar

and Viet Nam are often identified as CLMV countries.
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Box 3.1. Myanmar faces the challenge to diversify foreign direct investmentsa

Recent developments in Myanmar have attracted global attention, not only because the country appears set on a path

towards increased democracy, but also because the steps Myanmar is taking towards liberalizing its economy could

open up remarkable opportunities for foreign investment. However, investors are remaining cautious about the future.

Should the trend of opening up continue, Myanmar will also face a set of challenges. One of the main challenges will

be to establish a legal and regulatory framework to ensure that profits go not only to foreign investors but to promoting

the economic and social development of the country.

In the years following the adoption of the 1988 Foreign Investment Law, which opened up the country to foreign

investment, Myanmar attracted investment in a variety of sectors (for example, real estate, manufacturing and tourism).

However, the Asian financial crisis affected all investments negatively and these three sectors in particular. Since then,

the bulk of investments have been going to the extractive and power sectors. As of the end of June 2012, the power,

oil, gas and mining sectors had attracted a cumulative amount of $36 billion or close to 88% of the total cumulative

amount of approved foreign investment (table 3.1).b

Table 3.1. Cumulative FDI of enterprises holding permission to invest

in Myanmar as of 30 June 2012, by sector

(Millions of United States dollars and percentage)

Sector

Enterprises holding permissions to operate

Number of Approved Share of

projects amount total

Power 5 19 067.5 46.5

Oil and gas 113 14 182.0 34.6

Mining 66 2 814.4 6.9

Manufacturing 170 1 778.4 4.3

Hotels and tourism 45 1 064.8 2.6

Real estate 19 1 056.5 2.6

Livestock and  fisheries 25 324.4 0.8

Transport and communications 16 313.9 0.8

Industrial estates 3 193.1 0.5

Agriculture 7 173.1 0.4

Construction 2 37.8 0.1

Other services 6 23.7 0.1

Total 477 41 029.4 100.0

Source: Ministry of National Planning and Economic Development (Myanmar, 2012).

The largest investor in Myanmar is China, which by the end of June 2012 had invested a cumulative amount of

$14 billion (table 3.2). In general, most FDI inflows have come from other countries within the Asia-Pacific region.

China’s large role as an investor can be explained in part by its need to secure access to natural resources. It is also

partly due to the fact that countries that traditionally have been large investors in the region, such as Japan and

Singapore, tend to invest mostly in manufacturing or services, opportunities for which have been scarce in Myanmar in

the past decade. In the case of India, its outward FDI has mostly been in the form of mergers and acquisitions, which

has not been the principal form of investment in Myanmar. The economic sanctions put in place by Western countries

have, if not prohibited, at least severely diminished FDI flows from the United States, the European Union and other

developed countries.
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New laws on foreign direct investmentc and special economic zones have been under development, although these

have now been hit by some delays. The main challenge still facing the Government is building institutions and

regulatory frameworks for managing incoming investment flows and channeling them into projects that contribute

towards sustainable and inclusive economic growth.

Being reliant on a small number of sectors and investors can also be problematic. FDI in extractive industries carries

larger risks of corruption, opaque business practices and undermining of development efforts in the destination country.

Countries endowed with natural resources often suffer from lower economic growth, and a rapid expansion in the

resources sector can lead to the Dutch disease.d Therefore, mitigating the threats of FDI in extractive sectors by

ensuring that practices are transparent, governance is sound and environmental impacts are taken into account is

crucial. It is equally important for the country to improve its business climate and reduce political risk in order to attract

a wider range of FDI in labour-intensive and internationally-competitive sectors.

a Based on Bissinger, 2012; Economist Intelligence Unit, 2012; Moran, 2011; and Myanmar, Ministry of National Planning and

Economic Development, 2012.
b There are some reservations as to the reliability of FDI data from Myanmar. Approved investment amounts can differ

significantly from actual investments; also the figures do not capture informal inflows, which are estimated to be large

(Bissinger, 2012).
c The laws are expected to ease the process of leasing land and repatriating profits, using market exchange rates. Tax breaks

for investors are also anticipated (Asian Development Bank, 2012b).
d Dutch disease is a phenomenon where a rapid expansion of the natural resources sector leads to currency appreciation,

thereby reducing the competitiveness of other exportable industries (see, for example, Moran, 2011).

Box 3.1. (Continued)

Table 3.2. Cumulative FDI of enterprises holding permissions to invest

in Myanmar as of 30 June 2012, by economy

(Millions of United States dollars and percentage)

Economy

Enterprises holding permission to operate

Number of Approved Share of

projects amount total

China 34 14 142.7 34.5

Thailand 61 9 568.1 23.3

Hong Kong, China 40 6 371.5 15.5

Republic of Korea 51 2 954.1 7.2

United Kingdom 54 2 799.2 6.8

Singapore 75 1 824.7 4.5

Malaysia 41 1 027.0 2.5

France 2 469.0 1.1

United States of America 15 243.6 0.6

Indonesia 12 241.5 0.6

Others 92 1 388.2 3.4

Total 477 41 029.4 100.0

Source: Ministry of National Planning and Economic Development (Myanmar, 2012).

Note: United Kingdom includes enterprises incorporated in the British Virgin Islands, Bermuda

Islands and Cayman Islands.
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outflow grew by 68%, Pakistan was able to increase

its outflow by 32% in 2011. Although barriers

hindering investment remain in place between

Pakistan and India, the latter country’s recent

decision to allow FDI from Pakistan is expected

to further boost Pakistan’s FDI and benefit the

country’s investors in the future (India, 2012a; and

Joshua, 2012).

(d) North and Central Asia

The North and Central Asian subregion has steadily

attracted FDI inflows in the past years. After a

decline in 2009, FDI to the subregion grew, both in

2010 and in 2011. While other countries have also

been able to draw in increasing amounts of

investments, the Russian Federation continues to

be both the largest destination and source of FDI

flows in the subregion. A growing domestic market

and low labour costs have been some of the factors

attracting FDI to the Russian Federation, and the

accession of the country to WTO will likely further

boost FDI, especially in the services sector. The

accession will also tie the country more closely to

the global economy, which in turn will help to

increase investor confidence (UNCTAD, 2012a).

Outflows from the subregion have been progressively

increasing in the past two years with the Russian

Federation being by far the largest supplier of

investments. Together with Kazakhstan, the second

largest supplier of outward FDI, the Russian

Federation has accounted for nearly all outward FDI

from the subregion. Outflows from other countries in

the subregion have been considerably smaller and

volatile. In 2011, positive developments in outward

FDI from the Russian Federation pushed total FDI

outflows from the subregion to nearly $73 billion.

(e) Pacific

The developing countries in the Pacific subregion

attract less than 1% of the FDI inflow to the Asia-

Pacific region. In recent years, FDI inflows have

also been volatile. Fiji and the Solomon Islands

attract most FDI in addition to New Caledonia. In

2011, Fiji maintained a modest growth rate of 5%,

whereas FDI inflows to Solomon Islands and New

Caledonia declined. Papua New Guinea attracted

FDI in the mining and energy industries, but faced

a decline in inflows in 2011. The Government of

Papua New Guinea has acknowledged the need to

diversify the economy and move away from the

extractive industries to other industries such as

agriculture, fisheries and forestry in addition to

manufacturing and services (Business Advantage

International, 2012). FDI outflows from the

subregion remain negligible.

(f) Asia-Pacific developed countries

FDI inflows to the developed countries in the Asia-

Pacific region grew in 2011, driven by growth in

Australia and New Zealand, while inflows to Japan

have been negative for the past two years. In 2011,

inflows to Japan fell further mainly due to the

disruptions caused by the earthquake and tsunami

in March; however, reconstruction projects are

expected to offer opportunities to investors (A.T.

Kearney, 2012).

As noted above, the developed countries provide

an important, close-to-one-third share of outflows

from the region. After falling in 2009 and 2010,

they almost doubled their FDI outflows in 2011 to

$137 billion. All three countries contributed to the

growth, although Japan remains the largest supplier

of outward FDI from these countries with a share

of 80%. ASEAN is one of the most important

destinations for Japanese FDI, although the

flooding that occurred in Thailand in late 2011 had

a negative impact on FDI to the country.

3. Trends in sectoral foreign direct

investment inflows and outflows4

The two main modes of entry for FDI are mergers

and acquisitions (M&As) and greenfield investments.

In terms of economic development, the two entry

modes have different impacts, especially in the

shorter term. Greenfield investments are often seen

as contributing more directly to the productive

capacity of the host country. In the initial phases of

investment, greenfield investments contribute more

4 This section relies on data from fDi Intelligence.
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to the transfer of technology and skills, the building

of facilities and the creation of jobs. While M&As

involve the transfer of ownership of existing assets

and could even lead to the relocation of some

activities, in the long term, M&As often lead to

repeated investments in the host country’s

productive capacity, bringing the developmental

effects up to par with greenfield investments

(UNCTAD, 2000).

As official data on FDI flows are very limited at the

sectoral level, and with about three quarters of FDI

into the Asia-Pacific region coming as greenfield,

this section analyses sectoral trends for greenfield

projects during the past three years.5

In the Asia-Pacific region, the five largest industries

attract close to half of greenfield FDI inflows coming

into the region (figure 3.5) The coal, oil and natural

gas industry is the main destination for investments,

attracting 17.5% of all greenfield investments

during 2009-2011. In South-East Asia, more than

a quarter of greenfield investments flowing into the

subregion target the coal, oil and natural gas

industry, mainly in Viet Nam and Indonesia. In the

North and Central Asian subregion, Turkmenistan

and Uzbekistan are heavily dependent on

investments in this industry. In Turkmenistan, during

2009-2011, 71% of all greenfield investments went

into coal, oil and natural gas, while for Uzbekistan

the share was 57%.

From 2009 to 2011, 9% of total greenfield flows into

the Asia-Pacific region went to the metals industry,

followed by the automotive original equipment

manufacturing (OEM), real estate and chemical

industries with close to equal shares of 6.5%, 6.3%

and 5.9%, respectively. As mentioned above India

attracts a notable amount of greenfield investments

in the metals industry; while in Indonesia

investments in metals account for a third of all

greenfield coming into the country. The automotive

OEM industry is especially important for Thailand as

it accounts for more than 18% of total greenfield

investments in the country. Thailand has attracted

investment in the industry due to the availability of

skilled labour, relatively low wages and an abundant

supply of rubber. Thailand is closely involved in

Japanese value chains in motor vehicle production

and it exports most of its automotive products to

Figure 3.5. Sectoral distribution of greenfield FDI in the Asia-Pacific region, 2009-2011

(Percentage)

Source: fDi Intelligence.

�

5 The data are provided by fDi Intelligence, which tracks

greenfield FDI project announcements on a global basis. The

data are based on information available at the time of the

project announcement and, therefore, differ from official FDI

flows which are often based on balance of payments statistics.

Discrepancies may arise from the timing of the investment as

the database does not take any phasing of the investment into

account. fDi Intelligence also uses its own estimates of capital

investment if those data have not been given in the

announcement. Finally, there is the question of how capital for

the projects is raised. Some of the announced investment may

be raised locally, meaning that only a part of the capital

invested may manifest itself as actual FDI flows.
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Japan (Thailand, 2011). The Russian Federation

has attracted investment in the real estate industry,

mainly in projects focusing on the construction of

production facilities and, to some extent, residential

housing. In the chemicals industry, manufacturing

projects have been the main destinations for

greenfield investments.

During 2009-2011, global greenfield FDI in the

Asia-Pacific region mainly targeted two of the

five regional “FDI giants”, i.e. China and India

(table 3.3). China attracted more than a quarter of all

greenfield investment in the region, whereas India’s

share reached close to 14%. Altogether, the

“FDI giants” attract over half of greenfield inflows.

The remaining giants, the Russian Federation,

Singapore and Hong Kong, China, account for

smaller shares of greenfield investments in the

region at 7.6%, 4.3% and 2.1%, respectively.

In the case of China, the main industry pulling in

greenfield investments during 2009-2011 was the

chemicals industry. Investments in China were also

channelled into projects in the automotive OEM and

electronic components industries, mainly for

manufacturing projects. China has profiled itself as

a hub of manufacturing and continues to attract

investment in industries that focus on these types of

projects. As the fourth largest producer of steel in

the world (India, 2012b), India attracts investment in

the metals industry as well as some investment in

the automotive OEM and coal, oil and natural gas

industries. The real estate industry of the Russian

Federation, especially construction projects, in

addition to the automotive OEM and coal, oil and

natural gas industries, attracted greenfield

investors. For Singapore and Hong Kong, China,

the financial services industry was the main

destination of greenfield investments.

Apart from the five “FDI giants”, Viet Nam and

Australia are important destinations for greenfield

FDI. During 2009-2011, both countries witnessed

significant inflows into their coal, oil and natural gas

industry. In the case of Viet Nam, more than 37% of

total greenfield FDI went to the industry, while for

Australia the share was more than 50%. It must be

noted, however, that there can be cases where

single large investments are behind apparent

trends. For example, in 2010 the Malaysian oil and

gas company, Petronas, announced a $16 billion

joint-venture project in Australia, the highest value

greenfield investment in the Asia-Pacific region

during 2009-2011. Due to its relatively large size

in terms of capital invested, the project could

exaggerate the importance of the coal, oil and

natural gas industry as an investment destination or

the role of Malaysia as a source of investments in

Australia.

The United States remains the main source of

greenfield FDI in the Asia-Pacific region with

a share of more than 17% of total greenfield

investments in the region (table 3.4). The top three

Table 3.3. Main sectors and destination countries for greenfield FDI inflows in

the Asia-Pacific region and its share of total inflows, 2009-2011

(Percentage)

Destination countries Main sector in destination country

Country
Share of total flow

Sector
Share of main sector

into region in total flow into country

China 27.1 Chemicals 10.2

India 13.6 Metals 18.7

Russian Federation 7.6 Real estate 12.8

Viet Nam 7.5 Coal, oil and natural gas 37.4

Australia 6.3 Coal, oil and natural gas 50.8

Total (5 countries above) 62.1

Source: fDi Intelligence.
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source countries direct their investments mainly

towards the coal, oil and natural gas industry,

although the share of the industry in total

investment remains moderate in each case. Apart

from coal, oil and natural gas, the United States

also targets the automotive OEM, chemicals and

financial services industries in the region. Japan,

the second largest source country, channels a large

portion of its investments into the automotive OEM

industry, while the United Kingdom, (third largest),

has seen investments flow into the financial

services industry. In general, investments from the

more advanced countries appear to target a variety

of industries in the Asia-Pacific region.

B. EXPANDING INTRAREGIONAL

FOREIGN DIRECT INVESTMENT

Following the emergence of regional and global

value chains in the Asia-Pacific region and with

rising levels of regional integration, particularly in

ASEAN, intraregional FDI flows have gained in

importance. Developing economies of Asia and the

Pacific are increasingly becoming key sources of

FDI in the region, complementing investments

from developed countries, which have traditionally

been the main sources. One factor explaining the

increase in intraregional investment is that as

countries’ industries advance and move up the

value chain, they start outsourcing and looking for

investment opportunities in other countries. The

similarity of socio-economic conditions between the

developing countries in the Asia-Pacific region

encourages companies to look for opportunities in

neighbouring countries. Companies that are used to

a specific type of business environment find it easy

to trade and invest in countries where conditions

are comparable, giving them an advantage over

enterprises from developed countries. The smaller

technology gap between companies from developing

countries puts those firms in a good position to

transfer and diffuse technology and knowledge

among each other (ESCAP, 2011).

When examining intraregional FDI flows, data

availability becomes a limiting factor. In particular,

data on South-South investment flows are very

limited. Thus, for this part, the analysis is also

based chiefly on greenfield investment flows. The

analysis of intraregional flows in ASEAN relies on

data for total FDI flows.

The main destination and source countries for

intraregional greenfield FDI have not changed much

over the past years. Looking back in three-year

periods, it is seen that in 2003-2005, 2006-2008

and 2009-2011, China was the main destination and

Japan the main source of intraregional FDI flows. In

terms of destinations, the second and third largest

countries during 2003-2005, i.e. Australia and the

Russian Federation, have given way to Viet Nam

and India, which have kept their respective second

and third positions since 2006. A similar reallocation

has taken place among the main source economies.

Coming in second and third during 2003-2005,

Hong Kong, China, and the Russian Federation

have been replaced by the Republic of Korea and

Table 3.4. Main sources of greenfield FDI flows into the Asia-Pacific region, main sectors targeted

by the countries and their shares of total inflows, 2009-2011

(Percentage)

Source country Share
Main sector targeted

Share
by source country

United States 17.3 Coal, oil and natural gas 11.2

Japan 11.5 Coal, oil and natural gas 16.2

United Kingdom 7.3 Coal, oil and natural gas 19.2

Germany 7.1 Chemicals 16.4

Republic of Korea 5.4 Metals 21.6

Total (5 countries above) 48.6

Source: fDi Intelligence.
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China. The following part of this section focuses

more closely on the latest three-year period, 2009-

2011.

As explained above, Asia-Pacific intraregional

greenfield FDI mostly flows to China. During 2009-

2011, China attracted more than 27% of all

intraregional FDI, leaving the second and third

largest recipients, Viet Nam and India, behind

(table 3.5). Altogether, the five main destinations

attracted almost two thirds of total intraregional FDI.

Intraregional greenfield FDI is chiefly sourced from

the East and North-East Asian subregion. For

example, the main providers of FDI flows to China

were the neighbouring economies of Japan, Taiwan

Province of China and Hong Kong, China. Due to

the close economic and cultural ties between China,

Hong Kong, China, and Taiwan Province of China, it

is natural for the latter economies to invest in the

mainland. Investments from Taiwan Province of

China have been flowing to China mainly in search

of lower production costs (Liu and Nunnenkamp,

2009) and have been heavily concentrated in the

electronic components industry.

Another distinguishing feature is that a small

number of economies tend to supply the bulk of

flows to each of the major destinations (table 3.5).

The top three sources accounted for more than

60% of all intraregional flows to the main

destinations; for Australia, the share rose to more

than 85%, mainly due to the $16 billion project

by Petronas as discussed above. The data also

highlight Viet Nam’s apparent dependency on

greenfield investments from Japan, which provided

more than 43% of total greenfield FDI in Viet Nam.

Analysing intraregional FDI flows from the

perspective of the main source countries emphasizes

the importance of the East and North-East Asian

subregion, and especially Japan, as a supplier of

investment flows (table 3.6). Japan accounts for

almost 27% of total intraregional FDI outflows. Of

the top five source countries, only one country,

Table 3.5. Main destination economies for Asia-Pacific intraregional greenfield FDI flows,

their main sources and share of total flows, 2009-2011

(Percentage)

Main destinations Share of total flows Main sources Shares of total flows

China 27.6 Japan 24.9

Taiwan Province of China 23.7

Hong Kong, China 14.3

Total 63.0

Viet Nam 11.5 Japan 43.3

Republic of Korea 14.2

Taiwan Province of China 10.6

Total 68.1

India 10.6 Japan 34.2

Republic of Korea 30.9

China 10.7

Total 75.9

Indonesia 8.3 Japan 28.1

China 21.6

India 16.7

Total 66.4

Australia 5.4 Malaysia 59.8

Japan 18.6

China 7.0

Total 63.4 Total 85.4

Source: fDi Intelligence.
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Malaysia, is outside the East and North-East Asian

subregion. Altogether, more than 65% of total

intraregional FDI flow originates from the top five

economies. The distribution among destinations for

investments sourced from Japan, the Republic of

Korea and China appears fairly even; Taiwan

Province of China and Malaysia appear to direct

their investments more narrowly towards a single

country, i.e. China in the case of Taiwan Province of

China, and Australia in the case of Malaysia.

Finally, the case of ASEAN highlights how

intraregional FDI flows have been increasing in

importance over time in the Asia-Pacific region.

Data on total FDI inflows show how intraregional

flows within ASEAN as well as investments made

in ASEAN by other Asia-Pacific countries have

increased dramatically (table 3.7).

When comparing 1998-2000 and 2008-2010, it can

be seen that FDI flows among ASEAN countries

have more than doubled in share. This suggests

that intra-ASEAN FDI flows have become an

increasingly important source of financing in the

subregion.

During 2008-2010, the ASEAN+6 countries

provided an average of more than 40% of the FDI

flows to the subregion compared with an average of

15% during 1998-2000. The +6 countries, apart

from New Zealand, made advances from 1998-

2000 to 2008-2010. Most of these developments

took place at the expense of the more traditional

FDI source countries. Although the European Union

and the United States continue to be significant

sources of FDI in the subregion, their shares have

notably declined.

Table 3.6. Main source economies of Asia-Pacific intraregional greenfield FDI flows,

their main destinations and shares in total flows, 2009-2011

(Percentage)

Main sources Share of total flows Main destinations Shares of total flows

Japan 26.7 China 25.8

Viet Nam 18.7

India 13.6

Total 58.1

Republic of Korea 12.5 China 27.9

India 26.2

Viet Nam 13.2

Total 67.4

China 9.8 Indonesia 18.3

India 11.6

Russian Federation 10.7

Total 40.6

Taiwan Province of China 9.3 China 70.6

Viet Nam 13.2

Singapore 9.8

Total 93.6

Malaysia 7.6 Australia 42.8

Viet Nam 13.6

China 9.9

Total 65.9 Total 66.2

Source: fDi Intelligence.
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C. RECENT POLICY DEVELOPMENTS

RELATED TO FOREIGN DIRECT

INVESTMENT: SOME EXAMPLES

FROM THE REGION

The remarkable growth in FDI during recent

decades has been facilitated by the lifting of

restrictions on foreign investments. However, in the

years prior to the global financial crisis, some

countries started to implement more restrictive

policies. The main justification for the change in the

approach was the need to protect national security

and strategic industries. These developments have

been driven by three major forces, i.e. the emergence

of new FDI source countries, increased government

ownership in companies and the strong fiscal

positions of some host countries. FDI inflows to

developing countries have increased notably in

recent years, from $217 billion in 2001 to $684 billion

in 2011 (according to UNCTADStat data). In

addition to attracting FDI flows, outflows from

developing countries have nearly doubled since

2005. These developments have been accompanied

by rapid growth in investments by sovereign wealth

funds and state-owned companies (SOEs), which in

turn has raised questions about the possible

political motivations behind investments. In addition,

countries with large foreign reserve positions, such

as China and the Russian Federation, have begun

to feel that due to their reserves there is less

need for foreign investment, and therefore give

preference to domestic ownership in some sectors

(Marchick and Slaughter, 2008).

Although prior to the global financial crisis the trend

appeared to be moving towards more restrictive

investment policies, this trend has not gained

momentum during the turmoil. In fact, most of the

investment policies adopted during the crisis have

been more liberalizing than not (Poulsen and

Hufbauer, 2011). The Seventh Report on G20

Investment Measures by OECD and UNCTAD also

concluded that during the reporting period from

October 2011 to May 2012 most investment

measures were taken by emerging economies and

that they were, in large part, aimed at opening up

markets and increasing policy transparency (OECD-

UNCTAD, 2012).

Table 3.7. Major sources of FDI inflows to ASEAN, 1998-2000 and 2008-2010,

average values and shares of total flows

Region/economy

1998-2000 average 2008-2010 average

Millions of United
Share (%)

Millions of United
Share (%)

States dollars States dollars

ASEAN 1 759 7.2 8 926 16.7

China 74 0.3 2 834 5.3

Japan 2 042 8.4 5 426 10.1

Republic of Korea 194 0.8 2 279 4.3

ASEAN+3 4 068 16.6 19 465 36.3

Australia -513 -2.1 1 109 2.1

 India 71 0.3 1 319 2.5

 New Zealand 49 0.2 91 0.2

ASEAN+6 3 676 15.0 21 985 41.0

Others 7 356 30.1 15 157 28.3

European Union 7 943 32.5 11 036 20.6

United States 5 466 22.4 5 394 10.1

Average flows to ASEAN 24 441 53 572

Source: ESCAP calculations based on ASEAN Secretariat (2006 and 2011).

Note: European Union comprises European Union 27 members; ASEAN+3 comprises the 10 ASEAN countries plus China, Japan

and the Republic of Korea; ASEAN+6 comprises ASEAN+3 plus Australia, India and New Zealand; and Others comprises the rest

of the world.
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With regard to these changes and developments, it

is interesting to look more closely at the experience

in the Asia-Pacific region. The following subsections

discuss a range of recent investment policy

developments in the region, and describe the

associated opportunities and challenges.

1. Chinese and Korean firms with

differing prerequisites for direct

investment in key foreign markets6

Chinese and Korean corporations are facing

different opportunities and threats in key investment

markets abroad. While firms in the Republic of

Korea are benefiting from recent FTAs concluded

with the European Union and the United States,

Chinese corporations often have to struggle to meet

basic and necessary requirements for direct

investment in some Western markets.

In particular, FTAs between the Republic of Korea

and (a) the European Union (KOREU FTA, which

entered into force in July 2011) and (b) the United

States (KORUS FTA, which entered into force in

March 2012) include conditions to ease direct

investment in the two biggest – although currently

not particularly dynamic – world markets. Among

others, they allow the Republic of Korea service

providers to establish a commercial presence in

both the European Union and the United States,

and vice versa. These liberalizing conditions go

beyond commitments made under GATS. While the

KOREU FTA does not cover investment protection,

the KORUS FTA does. It should be noted that the

United States already provides equal protection

against “arbitrary and capricious” regulatory action

for local and foreign investors under the Due

Process, Equal Protection and Takings Clauses of

the Constitution to the Administrative Procedure Act;

thus, these clauses do not grant Korean investors

any relative advantage compared to other foreign

investors (including Chinese). Furthermore, the

KORUS FTA includes investor-state dispute (ISD)

provisions that allow investors to submit claims

under various arbitral mechanisms, including the

ICSID Convention and Rules of Procedure for

Arbitration Proceedings and UNCITRAL Arbitration

Rules.

In contrast, China has not signed any agreement

with the European Union or the United States

easing reciprocal investments, although bilateral

investment treaty talks with the United States were

started in the early 2000s. The Government of China

is helping Chinese corporations to internationalize

by providing directives and financial incentives.

Examples include policy-oriented export credit and

credit insurance provided by China Export and

Credit Insurance Corporation (Sinosure), and

long-term bank-enterprise cooperation and

developmental financial cooperation agreements

such as those signed between Baosteel and the

China Development Bank. Nevertheless, Chinese

firms experience numerous impediments in going

global. Some of them are related to national

corporate culture and business practices, including

a lack of multilingual and multicultural managers,

poor transparency and insufficient oversight. Others

are related to the nature of the Chinese business

system and the prevalence of SOEs among

Chinese multinational enterprises.

These circumstances translate into difficulties in

adapting to foreign legal, regulatory, tax and political

environments while, at the same time, raising fears

that host countries are erecting barriers to Chinese

investments. At least in the case of the United

States, there is no evidence that screening by the

Committee on Foreign Investment in the United

States (CFIUS) for national security risks is

protectionist and targeted at Chinese investors.

China accounted for only about 5% of all CFIUS

cases reviewed during 2008-2010, with the United

Kingdom, Canada, France and Israel accounting

for more than 50% of the cases. Greenfield

investments, which account for about 50% of

Chinese FDI in the United States, are not subject to

CFIUS review.

The past experience of multinational enterprises

from the Republic of Korea (as well as from Japan),

and indeed the history of international business

6 Based on the input prepared by Andrea Goldstein, ESCAP

Subregional Office for East and North-East Asia as well as

from Jones (2005) and Tyson (2012).
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more generally, strongly suggests that the learning

curve in internationalization is steep. Over time,

China’s multinationals will no doubt learn and adapt,

but these obstacles are not insignificant. Important

factors in achieving the success of international

expansion plans in China include the authorities’

assistance to companies in rethinking their

organizational design and operating models, and

greater efforts by state-owned enterprises to

improve corporate governance and make the board

more internationally representative.

2. Policy uncertainty in Australia due to

growing foreign direct investment

inflows from China7

Australia has become an important destination for

FDI from China. In 2011, Chinese FDI amounted to

$9.4 billion while in the first half of 2012 investment

flows reached $5.7 billion. Based on the number of

approved investments, China topped the list with

more than 5,000 approved investment proposals

during 2010-2011. Most of the investments coming

from China are made by state-owned enterprises

(SOEs). The projects are commonly very large and

mainly targeted towards mining and energy

industries. The surge in Chinese FDI and the

special characteristics of the investments have

caused some unease in Australian policymakers.

The role of the Government of China, and the

political motivations behind the investments made

by SOEs in particular, have raised questions about

the need to protect Australian national interests.

Australia’s FDI policy allows the Government to

scrutinize whether the investments made by foreign

governments or their related entities are inherently

commercial in nature or whether the investors have

some strategic or political objectives. There is no

prohibitive policy in place for investments made by

government entities that are not operating on a fully

commercial basis, and these investment proposals

are examined on a case-by-case basis. Although

the Foreign Investment Review Board of Australia

has established guidelines for managing increasing

investments from China, the regulatory environment

has caused uncertainty. The situation has been

exacerbated by misconceptions about the nature of

Chinese investments as well as populist politics.

This uncertainty about Australia’s investment policy

has reached the point where it has actually hurt the

flow of FDI into Australia.

Drysdale (2012) mentions Chinalco’s failed

attempt to buy into Rio Tinto in 2009, and the

Chinese investors’ suspension of investments in

Australian magnetite projects in 2011, as examples

of investment projects that have been negatively

affected by the policy uncertainty. Australia has

also restricted the operations of Huawei, a Chinese

telecommunications company, in the country. These

examples highlight the importance of a stable and

predictable policy environment in attracting FDI

inflows. Even though Australia is known to be open

to FDI and is continuing to approve most investment

proposals, the country’s hesitation about policy

measures has had some negative effect on

investments.

3. Steps towards more liberal

investment conditions in India8

Foreign direct investment into India has potential to

grow, but it is being hampered by a difficult policy

environment. The main issues that investors have

been struggling with relate to land acquisition, the

heavy taxation of some industries, labour laws and

difficulties in securing licences to operate in

environmentally-sensitive areas. In addition, poor

infrastructure has deterred FDI. India has taken

steps to liberalize the investment environment, but

these efforts have often been met with resistance.

In November 2011, the Government of India

announced it would open up the retail sector to

foreign investment, but soon went back on its

announcement due to pressure from political and

public sources.

7 Based on Australia, Foreign Investment Review Board,

2012a and 2012b; Drysdale, 2012; Hurst and Wang, 2012; and

KPMG, 2012.

8 Based on Asian Development Bank, 2012b; The Economist,

2012; India, 2012a; and World Economic Forum, 2011.
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These problems in attracting FDI are reflected

in international comparisons of the investment

climate. In the World Bank Doing Business 2012

(World Bank, 2011), India was ranked 132 out of

183 countries. In terms of competitiveness, India

fares better. In 2011-2012, the World Economic

Forum (2011) ranked India at 56 out of 142 countries

in its Global Competitiveness Index. India has,

however, made little advances on the Index in

recent years. The main problems cited by the World

Economic Forum are insufficient infrastructure

and the inability of the Government of India to

implement reforms. The high level of corruption is

also mentioned as a major hindrance. The

prospects of India in terms of FDI are not

completely dismal, however. The A.T. Kearney

Foreign Direct Confidence Index, which analyses

the likelihood of FDI in a specific market, ranks

India second in its 2012 report. Investors remain

optimistic due to the vast potential that the country

can offer. India has a large domestic market and

a well-developed financial market, and can offer

many opportunities for investors.

In terms of improvements in investment policy, India

recently moved forward on some issues. The policy

on single-brand retailing has been amended to

allow 100% foreign ownership, up from the

previously allowed 51%. The much-debated issue

regarding multi-brand retailing has also taken

a step forward as the Government announced in

September 2012 that under specific conditions FDI

up to 51% would be allowed in multi-brand retail

trading. India has also increased the openness of

other industries, including the air transport services

industry and the broadcasting industry. In a further

effort to liberalize FDI as well as normalize relations

with Pakistan, India announced in August 2012

that it would begin allowing FDI from Pakistan.

Previously completely forbidden, citizens of

Pakistan or companies incorporated in Pakistan are

now allowed to invest in sectors other than defence,

space or atomic energy.

4. Improved investment climate in

Malaysia9

Malaysia has been an important FDI destination in

the South-East Asian subregion. During the global

financial crisis FDI inflows were severely affected

and declined by 80% in 2009. In addition to the

financial crisis, Malaysia has faced other challenges

in attracting FDI flows. Competition for FDI with

other emerging markets has intensified, and

Malaysia’s own attempts to move from a capital-

intensive economy to a knowledge-based one

without having the necessary level of human capital

or technology have added to the difficulties. Due to

strong Government efforts, however, FDI inflows

picked up and passed the previous peak of $8.6

billion in 2007 to reach more than $9 billion in 2010.

These positive developments continued in 2011.

In response to the declining inflow of FDI, the

Government of Malaysia took specific steps to

attract FDI. It has sought to diversify FDI sources

away from the traditional ones, such as the United

States and Europe, to more unconventional sources

in the Middle East as well as China and India. The

Government has also promoted investments in new

industries, especially pharmaceuticals, environmental

technologies and services. The Government has

formulated several plans to guide development

towards a high-income economy. The Third

Industrial Master Plan outlines the development

targets for 2006-2020. It concentrates on the

manufacturing and service sectors, and identifies

investment promotion, improvement of the

investment climate, and integration into global and

regional value chains as important strategies for

achieving development goals.

9 Based on A.T. Kearney, 2012; Malaysia, Economic Planning

Unit, 2010; Malaysia, Ministry of International Trade and

Industry, 2006; Malaysia, Office of the Prime Minister, 2009;

Malaysia, Special Task Force to Facilitate Business, 2011;

Rasiah and Govindaraju, 2011; and World Bank, 2005 and

2011.
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The Tenth Malaysia Plan, 2011-2015, describes the

policy measures in more detail. The measures that

Malaysia has taken so far towards attracting FDI

include the creation of a special task force in 2007

to address issues related to business regulation and

to improve the ease of doing business. The task

force has been successful in simplifying and

speeding up procedures as well as adopting digital

and online-based processes, among other actions.

In 2009, the Government moved to liberalize

27 services subsectors and later announced plans

to liberalize the financial services sector. In addition,

the Malaysian Investment Development Authority

(MIDA) has been granted the right to negotiate

directly with investors.

Malaysia’s efforts to improve on its investment

climate have been reflected in international

rankings. In the World Bank Doing Business Index,

Malaysia has steadily increased its ranking from

twenty-fifth out of 155 countries to eighteenth out of

183 countries. The A.T. Kearney Foreign Direct

Confidence Index also indicates that the investment

prospects in Malaysia are good. Malaysia jumped in

ranking from twentieth in 2010 to tenth in 2012.
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