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The Economic and Social Commission for Asia and the Pacific (ESCAP) serves as the United 
Nations’ regional hub promoting cooperation among countries to achieve inclusive and 
sustainable development. The largest regional intergovernmental platform with 53 Member States 
and 9 Associate Members, ESCAP has emerged as a strong regional think-tank offering countries 
sound analytical products that shed insight into the evolving economic, social and environmental 
dynamics of the region. The Commission’s strategic focus is to deliver on the 2030 Agenda for 
Sustainable Development, which it does by reinforcing and deepening regional cooperation and 
integration to advance connectivity, financial cooperation and market integration. ESCAP’s 
research and analysis coupled with its policy advisory services, capacity building and technical 
assistance to governments aims to support countries’ sustainable and inclusive development 
ambitions.  

  

 

 

Disclaimer: Views expressed in this briefing paper should not be reported as representing the 
views of the United Nations, but as views of the author(s). This paper has been issued without 
formal editing. designation employed and the presentation of the material in the  Paper do not 
imply the expression of any opinion whatsoever on the part of the Secretariat of the United Nations 
concerning the legal status of any country, territory, city or area or of its authorities, or concerning 
the delimitation of its frontiers or boundaries. The United Nations bears no responsibility for the 
availability or functioning of URLs. Opinions, figures and estimates set forth in this publication are 
the responsibility of the authors and should not necessarily be considered as reflecting the views 
or carrying the endorsement of the United Nations. Any errors are the responsibility of the authors. 
Mention of firm names and commercial products does not imply the endorsement of the United 
Nations. 
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Introduction 
 

Foreign Direct Investment and New Forms of Investment 

 
There is general consensus that FDI can significantly contribute to the sustainable development 
of both home and host countries in several important ways: through expanding access to markets, 
bringing in foreign exchange, contributing to skills development/ human capital growth, technology 
transfer and increasing competition in local markets. It can also support industry upgrading in and 
facilitate regional and global value chain integration of SMEs. Consequently, it is possible for 
governments, either directly or through their investment promotion agencies (IPAs), to promote 
and facilitate FDI which targets their country’s specific sustainable development priorities. For 
instance, African countries see FDI as a means to create more employment opportunities and 
transfer capital, while countries in the Middle East see FDI more as a vehicle to generate a change 
in the structure of their economies through encouraging diversification and competition and 
potentially kickstarting the industry 4.0 revolution.  
 
Regardless of which sustainable development effect countries aim to generate through FDI, two 
things are clear in today’s current socio-political and economic climate: 1. FDI will be an especially 
important resource for all economies in building back better in the COVID-19 recovery period; and 
2. acceleration of the digital transformation and industry 4.0 are fundamentally transforming our 
lives and creating new ways for all economies to attract, promote and facilitate FDI.  
 
Regarding the first point, COVID-19 has considerably disrupted FDI, with global FDI flows 
plummeting. Based on UNCTAD the following FD global data trends can be distinguished: 
 

a. Global foreign direct investment (FDI) flows collapsed in 2020, falling 42 per cent from 
$1.5 trillion in 2019 to an estimated US$859 billion, according to an UNCTAD (this low 
level was last seen in the 1990s and is more than 30 per cent below the investment 
trough that followed the 2008-2009 global financial crisis) 
 

b. Globally, announced greenfield projects declined by 35 per cent in 2020 to an 
estimated US$547 billion. The decline was even steeper in developing economies, 
dropping 63 per cent in Africa and 51 per cent in Latin America and the Caribbean. 
Even developing economies in Asia saw a 38 per cent drop in greenfield 
announcements. 

 

c. Finally, global FDI will remain weak in 2021, experiencing a further decline of 5-10 per 
cent 
 

Developed countries, particularly in Europe and North America, recorded the most dramatic 
declines in FDI. Developing countries in Asia and the Pacific, by comparison, were more resilient 
with FDI flows to developing Asia only mildly dropping by 4 per cent last year.1  Looking ahead, 
effective response and recovery measures combined with regional and global vaccine rollouts 
should lead to a small and positive rebound in FDI flows in 2021, which is likely to accelerate in 
2022. This outlook, however, is dependent upon global, regional, and national efforts to suppress 
the spread of the virus and the effectiveness of policy interventions to stimulate FDI and address 
the pandemic’s socio-economic effects. Furthermore, getting back to pre-COVID-19 FDI levels 
will take time. Cross-border business ties need to be re-established. Appropriate projects need to 

 
1 UNCTAD (2021). Investment trends monitor. Issue 38. Available at: 
https://unctad.org/system/files/official-document/diaeiainf2021d1_en.pdf  

https://unctad.org/system/files/official-document/diaeiainf2021d1_en.pdf
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be identified to attract investors and convince them to stay and even expand. In the meantime, 
lower levels of investment will lead to heightened competition for investment, especially among 
the Asia-Pacific region’s economies. In this context countries will have to work harder to attract 
more of both traditional FDI as well as New Forms of Investment (NFIs). 
 
Types of FDI 
 
FDI can be distinguished into various types.  
 

• The creation of a new subsidiary and/or manufacturing base or services centre in the 
host country (often referred to as “greenfield FDI”); 

• Mergers and acquisitions (M&A) of existing businesses in the host country; 

• Joint ventures (JVs); 

• Re-investment of profits into projects in the host country. 
 
Greenfield FDI refers to fresh capital investments resulting in capital inflows to a host country of 
the investment and the formation of new assets. 
 
Given the risk sensitive nature of FDI and the complex process of FDI projects, FDI and M&As 
have often been contrasted against non-equity modes of investment (Table 1). Such non-equity 
modes of investment are also referred to as ‘New Forms of Investment’ strategies, and they have 
increasingly been adopted by established MNEs from developed markets over more traditional 
forms of FDI. Nonetheless, while NFIs have grown over the last years data on them remains 
limited (see OECD, 2019 and AIM Annual FDI Report 2016) as the collection of data on for 
instance joint ventures, strategic partnerships and alliances is not collected in many countries and 
by international organizations. Nevertheless, there is a general understanding that these NFIs 
can contribute to the economic development of countries in terms of job creation, management 
and knowledge transfer (OECD, 2019). 
 
Table 1. Alternative operating models for foreign market expansion 

Ownership 
Location 

Home Country Foreign Country 

Equity 
arrangements a. Exporting 

a. Wholly owned operations – FDI 

b. Partially owned with remainder widely held – FDI 

c. Joint ventures 

d. Equity alliances 

Non-equity 
arrangements / 
New Forms of 
Investment (NFI) 

  

a. Licensing 

b. Franchising 

c. Management contracts 

d. Turnkey operations 

Source: Daniels, J. & Radebaugh, L. (2003) 
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Generally speaking, there are four types of NFI strategies, each of which is summarized below. 
 
1. Licensing: Under a licensing agreement, a company (the licensor) grants rights to intangible 
property to another company (the licensee) to use in a specified geographic area for a specified 
period. In exchange, the licensee ordinarily pays a royalty to the licensor.  
 
2. Franchising: Franchising is a specialized form of licensing in which the franchisor not only 
sells an independent franchisee the use of the intangible property (usually a trademark) essential 
to the franchisee’s business but also operationally assists the business on a continuing basis, 
such as through sales promotion and training. In many cases, the franchisor provides supplies.  
 
3. Management Contracts: One of the most important assets a company may have at its disposal 
is management talent, which it can transfer internationally, primarily to its own foreign 
investments. Management contracts are means by which a company may transfer such talent – 
by using part of its management personnel to assists a foreign company for a specified period for 
a fee.  
 
4. Turnkey Operations or contract manufacturing: Turnkey operations are a type of 
collaborative arrangement in which one company contracts another to build complete, ready-to-
operate facilities. Companies building turnkey operations are frequently industrial-equipment 
manufactures and construction companies.  
 
Attracting NFIs may requires IPAs to not only better understand these NFIs and how they can 
contribute to achieving their country’s sustainable development priorities, but also to employ 
different strategies that are better aligned with the industries most commonly pursing these type 
of investments. For instance, NFI arrangements are a commonly pursued FDI strategy in the 
digital economy, and for IPAs to attract FDI in the digital economy, they will need to better 
understand the digital economy and update their investment promotion strategies to better attract 
such NFIs as companies internationalizing in the digital economy require different business 
environments factors i.e. more focused on talent, partnerships with knowledge institutions and 
other domestic firms with whom they can potentially collaborate.  
 
More and better FDI in the digital economy can help economies across Asia and the Pacific speed 
up their recovery from COVID-19 while also reinforce their ability to make progress on the 2030 
Agenda for Sustainable Development and the related Sustainable Development Goals (SDGs). 
While many Governments across the region have made digitalization a priority and adopted 
various digital agendas, very few of these agendas have included a dedicated role for FDI. Yet, 
FDI has a crucial role to play, in terms of not only enriching digital infrastructure and providing 
new employment opportunities, but also in terms of encouraging the development of local 
ecosystem that supports digital business growth.  
 
The remainder of this background paper introduces the reader to each of the building blocks of a 
new strategy that IPAs can employ to attract more FDI in the digital economy- this strategy is 
called FDI 4.0.  Each of these building blocks will have been discussed in detail during the capacity 
building workshop ‘The Future of FDI: Reaping the benefits of FDI 4.0’, and this paper is meant 
to serve as short reference tool for participants to refer to in order to obtain a recap on each 
building block. It is expected that the recap can also help to support countries that in further 
developing the skeleton roadmap that was initiated during the capacity building workshop. 
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FDI 4.0 Element 1: Industry 4.0 
 
The dramatic acceleration towards digitalization, particularly since the outbreak of the COVID-19 
pandemic, has occurred against the backdrop of the Fourth Industrial Revolution, or Industry 4.0. 
Industry 4.0 is fundamentally altering every aspect of the way we live and work, and how our 
economies can sustainably and inclusively develop and grow. The scale, scope, and complexity 
of these shifts are unlike anything humankind has experienced before, and they are already 
disrupting every industry and economy in the world (see Figure 1). 
 
 
Figure 1.  Four Waves of Industrial Revolutions  

 
 

 
 
 
Industry 4.0 is the fourth in a series of industrial revolutions, which are characterized by their 
ability to transform economies, jobs and even society itself through the introduction of new 
technologies and processes. Each of these industrial revolutions is characterized below. 
 
Beginning in the late 18th century with the advent of steam power and the invention of the power 
loom, the first industrial revolution ushered in mechanization and radically changed how goods 
were manufactured. In the late 19th century, electricity and assembly lines made mass production 
possible, giving rise to the second revolution. Many cite the third revolution as beginning in the 
1970s when advances in computing enabled us to program machines and networks, powering 
automation.  
 
There are multiple definitions of Industry 4.0, but all mention the change it entails and at its core 
is the marriage of physical and digital technologies such as analytics, artificial intelligence, 
cognitive technologies and the internet of things (IoT). This marriage of the physical with the digital 
allows for the creation of a digital enterprise with data collected from physical systems being used 
to drive intelligent action back in the physical world. Industry 4.0 generates abundant opportunities 
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for new products and services, better ways to serve customers, new types of jobs and wholly new 
business models. As in the previous industrial revolutions, the impact of these changes has the 
potential to cross industries, businesses and communities, affecting not just how we work, but 
also how we live and relate to one another. The difference with previous industrial revolutions is 
that it is advancing at extraordinary speed, driven by technologies developing at an exponential 
rate (Deloitte, 2020). 
 
 
Figure 2. Key Changes with Each Industrial Revolution 

  

 
 
The 4th Industrial Revolution is defining the new boundaries of prosperity, the future of the 
workplace, and the policies that will lay the foundation for how companies compete and trade in 
the future.  In fact, there are 17 distinct pillars of technology that are working simultaneously to 
bring together the digital, physical, and virtual worlds (see Figure 2). Each of these 17 pillars 
delivers unparalleled opportunities for growth and productivity, resetting the competitive 
landscape in a scale never seen before with smart products and new service models. It also 
creates the next generation of operational excellence, smart automation, connectivity and 
alignment across all of the value chain. In a world that is being disrupted faster than ever, the 
question is not whether you will join in, but how.  
 
The FDI 4.0 approach takes into account these 17 pillars within a specific country context, and 
works with IPAs to identify which pillars are compatible and align with that respective countries 
current and potential future competitive advantages in order to pinpoint opportunities, determine 
options, design a strategy to capitalize on these options.  
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FDI 4.0 Element 2: The digital economy 
 
A defining element of the FDI 4.0 approach for all economies will be targeting and attracting more 
FDI in the digital economy – but what is the digital economy? What type of firms are in it? And 
what type of FDI is relevant for the digital economy? 
 
UNCTAD’s World Investment Report 2017: Investment and the Digital Economy defines the d igital 
economy as “the application of Internet-based digital technologies to the production and trade of 
goods and services.” More simply put, the digital economy encompasses any transaction that is 
conducted over the Internet. This could range from a video call to one’s grandmother or the digital 
purchase of an interesting pop song to the virtual negotiation of a multibillion-dollar deal or a 
digitally controlled factory automatedly producing cars.  
 
As Deloitte explains, the digital economy is “the economic activity that results from billions of 
everyday online connections among people, businesses, devices, data, and processes. The 
backbone of the digital economy is hyperconnectivity which means growing interconnectedness 
of people, organizations, and machines that results from the Internet, mobile technology and the 
internet of things (IoT).”  Since the digital economy is fundamentally predicated upon data-enabled 
connectivity, it could not exist without the Internet. For this reason, other popularly used terms for 
the digital economy are the Internet Economy and the Web Economy, though it is sometimes also 
alluded to as the Knowledge Economy. 
 
While the Internet is the technological spine of this economy, its current rapid growth is being 
fueled by dramatic advances in six digitally enabled frontier technologies (box 1): cloud 
computing, artificial intelligence and data analytics, automation and robotics, blockchain, additive 
manufacturing, and the Internet of Things (UNCTAD, 2019; UNIDO, 2020). All run on Internet 
connectivity.  
 

Box 1. The frontier technologies propelling the digital economy 
 

• Cloud computing is the online availability of computing, networking, analytics, software and 

digital storage capability. Business and consumers buy only what they need, greatly reducing 

infrastructure and operating costs, dramatically expanding resource access, and boosting 

innovation. 

• Artificial intelligence and data analytics apply computerized analyses to huge streams of raw 

data to discern patterns and determine solutions. 

• Automation and robotics bring immense precision and continuous processes to manufacturing 

and services. 

• Blockchain is a virtual distributed ledger technology for secure and transparent online 

transactions between a multitude of actors. Currently most used for cryptocurrency and fintech 

applications, it is now also being applied in a range of other areas, including in land management, 

transport, health and education.  

• 3D printing or additive manufacturing is the production of a three-dimensional physical object 

from a digital 3D model.  

• Internet of things (IoT) is the embedding of internet-connected devices, including sensors, 

meters, and radio frequency identification chips, which will enable remote and automated control 

of all household electronics and machines. 

 

Source: Adapted from UNCTAD, Digital Economy Report 2019 and UNIDO, Industrial Development 

Report 2020. 

https://en.wikipedia.org/wiki/3D_modeling
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Working in combination, these digitally-enabled technologies has been the backbone of Industry 
4.0, described above.  
 
 
Figure 3. Structure of the Digital Economy 

 
 

 
 
Source: UNCTAD, 2019. 

 
 
Structurally, the digital economy comprises three distinct layers (Figure 3) (UNCTAD, 2019). At 
its core, is the physical infrastructure of telecommunications and the Internet (including telecom 
towers, fibre-optic cable, telephones, mobile phones, computers and laptops), inextricably 
intertwined with the software that gives it life (including Internet connectivity, encryption systems, 
order management applications, and financial and payment applications). Riding on this core is 
the digital and information technology sector, which harnesses digital devices and digital 
connectivity to develop and deliver software applications and digital offerings to the broader 
economy, which is the outermost layer of the digital economy. This layer encompasses the myriad 
consumers, businesses, governments and institutions worldwide that use the digital connectivity, 
products and services generated by the underlying two layers in daily life and operations. The 
more innovative the core and intermediate layer are, the more the broader economy develops. In 
turn, the more that the broader economy harnesses advanced digital technology and applications, 
the more that existing patterns of production and consumption are likely to evolve. 
 
While the digital economy’s first contours emerged in the 1990s, it has only grown dramatically 
after 2010 – catapulting many of its small founding firms into the ranks of the world’s largest mega-
corporations. UNCTAD’s World Investment Report 2017 identifies three categories of 
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multinational enterprises (MNEs) in the digital economy, each operating within one of this 
economy’s three constituent layers. These categories are further elaborated below. 
  
(a) ICT MNEs 
 
The first kind of corporate international digital economy player is the ICT MNE, which builds and 
creates its core telecommunications and internet connectivity. UNCTAD further sub-divides ICT 
MNEs into three groups:  
 

i) Telecommunications firms, which construct and operate the physical infrastructure of 
internet and mobile data connectivity.  

ii) IT component and device firms, which produce the computers, laptops and mobile 
connectivity devices that enable connection to the internet. 

iii) IT software and services firms, which develop the software operating systems that 
control telecommunications and internet connectivity, and the software that underpins 
the products and services of other ICT MNEs.  

 
Table 2. Illustrative examples of ICT MNEs 

 

Telecommunications firms IT devices & components IT software & services 

AT&T 

(United States of America) 

Apple 

(United States of America) 

Microsoft 

(United States of America) 

Nippon Telegraph and 

Telephone 

(Japan) 

Samsung Electronics 

(Republic of Korea) 

Hewlett Packard Enterprise 

(United States of America) 

Deutsche Telekom 

(Germany) 

Hon Hai Precision Industry 

(Republic of Korea) 

Oracle 

(United States of America) 

 
Source: Adapted from Technical Annex: The Top 100 Digital MNEs in UNCTAD’s World Investment Report 
2017: Investment and the Digital Economy) available from  https://unctad.org/system/files/official-
document/wir2017ch4_Annex_en.pdf. Please see pages 10 and 11. 

 
(b) Digital MNEs 
 
The second type of corporate international digital economy player is the digital MNE, which uses 
the Internet to create, market and deliver digital products and services.  
 
Digital MNEs can be further divided into two sub-categories: 
 

i) Mixed digital firms, such as e-commerce and digital content platforms, which harness 
the Internet to sell physical products to consumers and to service customers through 
a combination of virtual and physical offerings. E-commerce platforms include online 
retailers, stores, travel agencies, marketing and advertising agencies. Digital content 
platforms sell digital media, entertainment, games and online education. They also sell 
“big data” analysis, marketing and customer intelligence, as well as economic, 
business and credit information. 

 

https://unctad.org/system/files/official-document/wir2017ch4_Annex_en.pdf
https://unctad.org/system/files/official-document/wir2017ch4_Annex_en.pdf
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ii) Purely digital firms, which sell completely digital offerings to consumers in three ways. 
Some establish and run Internet platforms, which deliver completely virtual services to 
consumers (search engines and social networks). Others run platforms that enable 
the exchange of products and services (transaction platforms), or of open-source 
software for research and development (innovation platforms). Some provide 
customers with Internet-delivered digital solutions, including computing, web hosting 
and email services, electronic and online payments, and digital solutions for business 
management and for financial applications.  

 
 
Table 3. Illustrative Examples of Digital MNEs 

 

Internet platforms Digital solutions E commerce Digital Content 

Facebook 

(United States of 

America) 

Automatic Data 

Processing 

(United States of 

America) 

Amazon 

(United States of 

America) 

Netflix  

(United States of 

America) 

LinkedIn 

(United States of 

America) 

First Data 

(United States of 

America) 

Alibaba Group 

(China) 

Thomson Reuters 

(Canada) 

Red Hat 

(United States of 

America) 

PayPal 

(United States of 

America) 

Priceline Group 

(United States of 

America) 

Sky 

(United Kingdom) 

 
Source: Adapted from Technical Annex: The Top 100 Digital MNEs in UNCTAD’s World Investment Report 
2017: Investment and the Digital Economy) available from  https://unctad.org/system/files/official-
document/wir2017ch4_Annex_en.pdf. Please see pages 8 and 9.  

 
Since the Internet is key to the digital MNE’s operating and delivery model, this type of MNE is 
fundamentally different from all others, including ICT MNEs. Its characteristic features are: 
 
Asset-lightness – The digital MNE can generate much more overseas revenue off much smaller 
foreign investments, than all other MNEs, ICT MNEs included. This is because they can deliver 
digital products and services to consumers globally, at the press of a button. Netflix is a typical 
example. It can instantaneously deliver an Argentinian film to an Internet-connected Japanese 
subscriber holidaying in the jungles of Borneo. To do this, it does not need investments in film 
production in Argentina or in cinema houses in Borneo. All it needs is quality Internet throughput 
with Borneo. Similarly, mixed digital players can instantaneously receive and respond to online 
orders from customers all over the world, such as Amazon. While they need to invest in host 
country employees, warehouses, and partners to deliver goods to customers, the investment 
would be much smaller than that in factories producing their own proprietary goods. 
 
As a result, digital MNEs have a much smaller foreign assets footprint than all other MNEs, 
including ICT MNEs, and a much higher foreign sales-to-foreign assets ratio. In 2015, the world’s 
100 largest digital MNEs had an average foreign assets-to-total assets of 41 per cent and an 
average foreign sales-to-totals sales ratio of 73 per cent. For other MNEs, the ratios were 66 per 
cent and 60 per cent, respectively. The more digitalized a firm, the lower its foreign assets-to-total 
assets ratio, the higher its foreign sales-to-total sales ratio, and the greater the difference between 

https://unctad.org/system/files/official-document/wir2017ch4_Annex_en.pdf
https://unctad.org/system/files/official-document/wir2017ch4_Annex_en.pdf
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the two. Purely digital MNEs have an average foreign sales-to-foreign assets ratio that is two and 
a half times that of other MNEs (UNCTAD, 2017).  
 
Employment-lightness – For the same reasons, digital MNEs have a noticeably smaller foreign 
employment footprint than other MNEs. 
 
Large, unspent profits – For the reasons outlined above, digital MNEs (purely digital firms, in 
particular) generate considerably more profit than other MNEs. Since their foreign overheads are 
low, they save more of their earning in cash. Also, since it costs them little to reproduce or transmit 
digital products/services, they can inexpensively and simultaneously serve millions of overseas 
customers. Their global sales are thus immense. Digital MNEs have an average unremitted 
‘foreign earnings-to-tangible foreign assets ratio’ of 6:1, contrasting with 1:1 for traditional MNEs. 
 
Concentrated geographic footprint – Since digital MNEs can simultaneously serve millions of 
overseas customers from out of global headquarters, their geographic footprint is very 
concentrated in developed home markets. In contrast, the geographic footprint of all other MNE 
types has rapidly expanded in developing countries, as well. Only 12 per cent of the foreign 
affiliates of the world’s 100 largest digital MNEs are in developing countries, in contrast to 30 per 
cent for traditional MNEs. Moreover, these digital MNE’s developed country affiliates concentrate 
in the United States (40 per cent), as opposed to 21 per cent for other MNEs (Casella and 
Formenti, 2018).  
 
Differing investment drivers – Digital MNEs’ investment drivers differ from those of other MNEs. 
Since their products and services do not use natural resources or cheap labour, these traditional 
determinants of FDI do not determine their choice of investment location. Neither is market size 
a critical determinant since they can service consumers from anywhere in the world.  
 
We are in the middle of a digital revolution that has been accelerated by the Covid-19 pandemic. 
The way that governments manage and navigate this transition will significantly determine how 
competitive and prosperous their countries will be in the decades ahead. With all new 
technologies of Industry 4.0, new opportunities and a new future may be witnessed. The challenge 
for countries is to not miss the opportunities and to develop policies that support this. In the post-
Covid-19 world, digital technologies will play a major role – whether it is in video conferencing, 
redesigning supply chains or finding more efficient ways to organize processes in companies and 
governments.  
  
Two recent surveys (Stephenson, 2020; KPMG, 2020) shed light on the host country parameters 
most critical to digital MNEs. Most important are high-quality digital connectivity and digital skills, 
an urban environment that would be attracted to high-end professionals from all over the world, 
and a sound and stable regulatory framework. As critical are data security, data privacy, content 
monitoring and data localization regulations; copyright, contract, and consumer protection laws; 
and laws making e-agreements legal. Other determining factors are the local availability of 
venture capital and bank financing; of technology parks, innovation hubs, incubators, and 
knowledge networks; and a successful history of start-up exits or IPOs. Financial support and 
incentives are of considerably less priority. These surveys echo academic research that points to 
digital firms’ driving interest in digitally-connected ‘lead markets’ – where continual synergistic 
engagement with local tech eco-systems, and tech-savvy collaborators and consumers, enables 
them to launch and refine products for culturally-similar nations (Shaheer, 2020). Similarly, local, 
and international networks and alliances are invaluable in conceiving, developing, and delivering 
novel and competitive products (Banalieva and Dhanaraj, 2019), though experts differ on how 
crucial these are in running operations (Hennart, 2019).  
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(c) Digitalizing MNEs in other sectors   
 
The digital economy’s third group of MNEs operate in the broader economy, producing physical 
goods and services. This group comprises all MNEs in traditional sectors that have begun to 
harness digital technologies for greater control, efficiency, quality, customer insight and 
engagement, and could range from mining, engineering and real estate construction firms to 
consumer product firms and beauty salon chains. Today the IT and financial services sectors are 
the most digitalized (EU, 2020a). 
 
Many of these MNEs currently use enterprise resource planning (ERP) software to electronically 
share intra-firm information across various corporate locations, and online customer relationship 
management (CRM) systems to deepen customer insight. Manufacturing firms are using digital 
technologies to integrate and monitor production and supply chains in real-time, facilitate vendor 
search and due diligence, contracting and payment. Also popular are ‘software as a service’ 
(SaaS) offerings, in which firms buy one-off software applications from the cloud when needed, 
rather than sinking money in expensive, rarely used software packages. These MNEs now 
increasingly sell online and rely on social media to reach and engage with customers (EU, 2020a) 
 
Traditional sector MNEs are also being pushed to digitalize by growing competition from digital 
firms (McKinsey and Company, 2018).  The latter are progressively crossing industries to poach 
customers in old-style sectors. For example, Uber cannibalized the taxi-fleet market, as Airbnb 
did for conventional hotels, and Amazon walked away with the Whole Foods grocery chain and 
all its customers.  For the same reason, traditional sector MNEs are under pressure to develop 
their own digital platforms and strategies, particularly to win/hold on to “tech-savvy consumers 
happy to use software apps” (McKinsey and Company, 2018). 
 
For this reason, many traditional sector MNEs have systematically begun to build their own digital 
assets and digital software-development capabilities (Frederick et al., 2020; Gestrin and Staudt, 
2018). “Instead of brick-and-mortar retailers using services provided by someone else’s e-
commerce platform, retailers are developing their own platforms. Instead of a tractor company 
using big data to design better tractors, the tractor company itself is becoming an important source 
of big data by equipping all its tractors with connected sensors” (Gestrin and Staudt, 2018).  They 
have been doing this organically by hiring strategic digital talent, or through mergers and 
acquisitions (Frederick et al., 2020; Gestrin and Staudt, 2018).  
 
Many MNEs have also begun to set up ‘in-house’ platforms that enable researchers and 
developers to collaboratively create digital solutions to bring them a strategic advantage in their 
sector.   For example, the world’s leading heavy engineering firms, including GE, Hitachi, 
Honeywell, Siemens, Schneider Electric and Yogokawa, are using such a model to push the 
frontiers of IoT technology (Frederick et al., 2020).  
 
Some MNEs are setting up ‘digital subsidiaries’ to bring in additional income through the provision 
of post-sale maintenance and business/strategy consulting services to customers (Frederick et 
al., 2020). Many are finding their digital subsidiaries so profitable they are growing them into fully-
fledged and complementary businesses. For example, Siemens, the German power equipment, 
and engineering conglomerate, now has a digital software subsidiary – Siemens Digital Factory 
– which sells software to analyse immense reams of development, supply chain and production 
data in real time. In 2017, Siemens Digital Factory’s revenues accounted for 13.7  per cent of 
Siemens’ total revenue and it was the company’s most profitable segment. (Frederick et al., 
2020).  
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To attract FDI into the digital economy, governments together with IPAs will need to develop an 
investment policy for the digital economy. This policy will create the conditions by which foreign 
(and domestic) firms would contribute to local digital sector development. For this reason, 
governments should be clear about their specific objectives in seeking foreign participation, after 
a thorough assessment of the requirements in digital infrastructure development, digital business 
creation, and digitalization within the wider economy.  
 
 
Table 4. Digital investment policy must address all three aspects of the digital economy 

  Digital infrastructure Digital firms Wider digital 
adoption 

Typical 
investors 

(Mobile) network operators 
and internet service providers 
(ISPs) Global digital firms 
Governments 

Global digital firms  

Data centre providers  

Venture capital, private 
equity, other funds  

Local firms (e.g. media 
firms) 

 

Local businesses  

Public institutions and 
governments 

Typical 
investment 
needs 

International, national, last-
mile connectivity  

Internet exchange points 
(IXPs) 

Local platforms (e.g. social 
networks, e-commerce)  

Local enterprise 
development Data centres  

Training and capacity-
building 

 

ICT adoption/devices 
Training 

Source: UNCTAD, 2017. 
 
 
A detailed and individuated approach to each component of the digital economy will systematize 
investment policy and yield considerably greater development impact (UNCTAD, 2017). 
Investment policy should thus include customized sub-policies that (a) address the specific 
developmental needs within each component, and (b) speak to the unique investment drivers of 
the major MNE group that would be targeted to fulfil these. For instance, telecommunications 
firms and ICT hardware MNEs would be principal investors in digital infrastructure, with 
complementary participation by software firms who create the software applications that control 
the operation of digital connectivity systems. Mixed digital firms and purely digital MNEs would 
invest in creating local e-platforms and other digital businesses.  Hardware, software, purely 
digital and mixed digital MNEs would drive business- and consumer-focused investments that 
encourage wider digital adoption throughout the economy.  
 
In terms of what is important for firms in an investment policy, a recent survey by the World 
Economic Forum (WEF) sheds considerable light onto this (Table 5) (Stephenson, 2020). As is 
evident, the principal concerns of digital infrastructure investors mirror those of counterparts in 
traditional economic sectors. So, there is much policy precedent in addressing these. Facilitating 
digital adoption should also not be too difficult, and governments already have a variety of 
initiatives in this area. The challenge for governments will be to devise successful policy in 
completely novel and complex areas, such as data security, data privacy, source code disclosure, 
content monitoring and access to foreign websites, and to rework existing physical world policy 
for a digital context – most especially intellectual property protection and contract law. The WEF 
survey finds these are the areas of critical concern for both digital and digitalizing firms.  
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Table 5. What digital economy firms want from digital investment policy 

Digital infrastructure Digital firms Wider digital adoption 

Ease of receiving licenses Data security regulations  Availability of e-payment 
services  

Availability of skilled local 
engineers and other workers 

Copyright laws to protect 
intellectual property 

Support for starting digital 
businesses 

Use of international standards 

Regional coordination for 
infrastructure investment. 

Data privacy regulations 
 

Support for local digital skills 
development 
 

Source: Stephenson, 2020. 
 
Finally, it is also critical that any digital investment policy also encourage investors to noticeably 
contribute to the 2030 Agenda for Sustainable Development and associated 17 SDGs. This could 
occur through encouraging investors in the digital economy to adhere to responsible business 
conduct. Governments could be further guided by expert recommendations to the G20 on 
advancing sustainable digital investment (Stephenson et al. 2020). These could quite easily be 
adopted by non-G20 countries since they draw on universal concepts. First is to incorporate the 
key ideas and provisions of internationally accepted standards and guidelines for responsible 
investor behaviour in domestic investment policy frameworks and IIAs.2 Second is to obligate 
firms above a certain size to undertake corporate social responsibility. Third is to require corporate 
sustainability reporting. Fourth is to reward projects and investors that contribute to sustainable 
development. Fifth is to ensure that all new digital infrastructure is ‘green’: maximizing its reliance 
on renewable energy, enhancing energy efficiency, and minimizing carbon emissions and 
negative environmental impact. 
 
Similarly, governments could incorporate sustainability provisions into relevant international 
investment and trade agreements. Such provisions would enable host countries to require 
environmentally- and socially- responsible investor behaviour in accordance with an 
internationally agreed standard from digital economy investors, with the explicit support of host 
countries. In this context, the Digital Economy Partnership Agreement is a ground-breaking first 
step, and its signatories hope that it will “generate new ideas and approaches that can be used 
by members in the WTO negotiations, and by other countries negotiating free trade agreements 
or engaging in international digital economy or digital trade work.”3 
 
 
 

  

 
2 Leading amongst these are the United Nations Guiding Principles on Business and Human Rights, the 
International Labour Organization Tripartite Declaration of Principles concerning Multinational Enterprises 
and Social Policy, the OECD Guidelines for Multinational Enterprises (OECD 2011), and sector-specific 
standards, such as for mining and agriculture. 

3 Website of the Ministry of Foreign Affairs and Trade, Government of New Zealand, available from 
https://www.mfat.govt.nz/en/trade/free-trade-agreements/free-trade-agreements-concluded-but-not-in-
force/digital-economy-partnership-agreement/overview/. 

https://www.mfat.govt.nz/en/trade/free-trade-agreements/free-trade-agreements-concluded-but-not-in-force/digital-economy-partnership-agreement/overview/
https://www.mfat.govt.nz/en/trade/free-trade-agreements/free-trade-agreements-concluded-but-not-in-force/digital-economy-partnership-agreement/overview/
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FDI 4.0 Element 3 – Digital investment promotion tools 
 
When we talk about industry 4.0 and disruption of industries we are also aware of the fact that 
the FDI industry itself (in particular the work of IPAs and governments focused on FDI and 
economic development) needs to be disrupted and changed as well. This can take place in the 
form of digital transformation (new tools etc.). In other words, why focus on attracting digital 
activities/FDI if you yourself as an IPA organization and government have not gone through a 
digital transformation process.  
 
Investment promotion policies, strategies and tools crafted to respond to the opportunities of 
Industry 4.0 and the digital economy in particular can create growth engines that both support the 
future of trade, economic growth, employment and decent jobs, and develop new innovative 
solutions that change the competitive and economic landscape of a country. Yet unlocking such 
opportunities will require governments and IPAs to develop focus on building a digitalization-
friendly investment climate, targeting country-specific digital investment goals, and leveraging 
new models for FDI which is often asset-light, for instance focused on collaboration and 
partnerships between companies and countries. 
 
IPAs will need to drive this effort by ‘going digital’ in two ways. Firstly, they will need to tactically 
identify, target and attract promising digital economy investors: that is, firms most likely to help 
build digital infrastructure, digital business, digital skills and digital adoption (or usage). In tandem, 
their governments will need to create carefully-crafted policies, rules and institutions to ensure 
that ‘digital FDI’ maximally contributes to national economic competitiveness and expanding 
income opportunity. Secondly, they will have to develop or upgrade digital tools to reach and 
impactfully engage with potential foreign investors, so their countries do not lose out in a 
transforming global investment environment. Fortunately, pioneering IPAs are already forging the 
path in this respect, including in Asia-Pacific.  
 
Regarding the latter point, the digital economy has created powerful new tools that can be 
harnessed innovatively to promote and facilitate investments across sectors. All IPAs use at least 
one of these to identify, engage and support foreign direct investors. In fact, the digital economy 
will increasingly require the use of such tools since its investors will judge the suitability of an 
investment location from the level of digital connectedness and competence of their first point of 
contact: its IPA. 
 
Below is a scheme that brings together the four pillars of an IPA FDI attraction strategy in which 
some of the digital tools are highlighted (Figure 4). 
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Figure 4.  Digital tools which can be used across the life cycle of IPA activities 

 
 
Source: van den Berghe (2021) 
 
The figure shows that across each phase of the IPA life cycle of activities different digital tools 
can be used. For instance, even site visits can be provided to foreign investor through applying 
virtual reality tours. 
  
Today IPAs are using three types of digital economy applications to promote and facilitate 
investments, each briefly discussed below.  
 

a) Websites - Websites were IPA’s first digital tool, with developed country pioneers 
setting up their portals about twenty years ago. Typically, these early websites 
presented static narratives about the key features of the host location, accompanied 
by maps, local economic and demographic data, and, sometimes, photos. They also 
listed and described the IPA’s services, relevant FDI and sector regulation, and star 
foreign direct investors and their projects. 

 
Today’s best practice websites are far from static. They employ a variety of interactive 
content, often in multimedia format. Common elements include welcome videos from 
host country officials and testimonials from satisfied investors. Some have investors 
sharing their local success stories and observations. Websites now, increasingly, 
serve as matchmaking platforms, presenting listings of local businesses in a particular 
sector or location. They variously contain interactive maps, economic data reports 
and newsletters, podcasts, photo galleries and blogs.  
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b) Social Media - Additionally, IPAs now employ social media for various purposes. A 
total number of 91 IPAs responding to a World Bank- WAIPA survey said that they 
rely heavily on LinkedIn to identify investors, gather investor intelligence, engage with 
investment promotion consultants and identify and recruit staff (Table 6). They also 
principally use LinkedIn to obtain meetings, though in this case Twitter, Facebook, 
WhatsApp and blogs also play a role. These IPAs mostly use Facebook to advertise 
their host location and service offerings, though LinkedIn, YouTube and Twitter also 
play a role here. They use a mix of social media to research and engage with other 
IPAs and competing investment locations. 

 
Table 6. IPAs’ use of social media 

 LinkedIn YouTube Twitter Facebook WhatsApp Google Blogs 

Identifying investors 71% 3% 3% 2% 0% 14% 7% 

Gathering investor 

intelligence 

58% 2% 5% 7% 0% 16% 12% 

Engaging/following 

investment promotion 

consultants 

58% 4%  13% 10% 2% 4% 10% 

Getting meetings 50% 2% 7% 11% 13% 7% 9% 

Advertising or sharing 

investment opportunities 

with investors 

37% 10% 12% 25% 2% 8% 5% 

Enhancing the image of 

the IPA’s location 

26% 19% 22% 28% 0% 3% 2% 

Informing the general 

public about the value of 

the IPA’s activities 

19% 9% 17% 45% 2% 5% 3% 

Engaging/following other 

IPAs 

34% 3% 19% 17% 7% 7% 12% 

Tracking what 

competing locations and 

IPAs are doing 

31% 7% 19% 26% 0% 9% 7% 

Identifying and recruiting 

staff 

76% 2% 2% 14% 2% 2% 3% 

Source: World Bank-WAIPA (2020) State of Investment Promotion Agencies. 
 

Eighty-three per cent of these responding IPAs employ the equivalent of two full-time 
employees to run their social media programmes, though some employ six. Nearly a 
half of these IPAs spend some US$10,000 a year on their social media programmes; 
over a quarter spend over US$100,000. 

 
Across the world, IPAs are now investing in social media campaigns to internationally 
advertise their host locations and direct potential investors to their website. They are 
employing and adapting the digital marketing techniques innovated by corporates to 
segment and reach a mass market of consumers. Best practice digital IPA campaigns 
now typically comprise catchy tag lines and visuals that capture the main draws of 
their country or city. Each campaign is integrated across the IPAs various social 
media accounts, including Twitter, Facebook, Instagram, Snapchat, We Chat and, in 
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turn, strategically cross-promoted with a variety of other local organizations.4   Some 
have launched hashtag campaigns, advertising new projects or business successes 
in the city. Many have live SMS chat for queries, webinars, livestreams, podcasts and 
videos. Other websites run a news feed for prospective investors and/or newsletters 
offering readers an in-depth view into the latest local business developments. 
InvestHK applies an integrated approach to their online marketing and 
communications activities, which includes advertising, social media, public relations 
activities and publications across two main websites (one for its StartmeupHK 
initiative). They also coordinate social media channels and online and email 
marketing campaigns. Some IPAs, such as Invest HK, have even started their own 
mobile apps.  

 
c) Video-conferencing and virtual meetings – IPAs have suddenly been forced to turn to 

video-conferencing and virtual meeting software to remotely pitch their countries to 
foreign audiences, showcase investment locations, and answer queries from 
interested parties. Eighty-nine per cent of IPAs surveyed by WAIPA and the World 
Bank had to postpone investment promotion events and 83 per cent had to cancel all 
overseas travel. In parallel, they need to keep digitally in touch with foreign firms 
already invested in their countries to handhold them through the COVID-19 
pandemic, understanding their lockdown difficulties and helping to find solutions, 
explaining government COVID-19 regulations and ensuring compliance.5    

 
Most importantly, many have successfully used virtual meetings to remotely 
negotiate, conclude and facilitate investment deals with digital economy investors. 
One successful example is Pegatron Corporation’s decision to invest in India after an 
entirely online interaction, all the way from the first point of contact with Invest India 
and months of detailed negotiations, to the final signing of the contract.  

 
  
  

 
4  See, for example, Kingston Economic Development Corporation (Canada).   
https://www.fdiintelligence.com/article/70510.   
5 This was supplemented with communication via websites, newsletters, and social media to update 
investors daily on developments related to the virus and government responses. 

https://www.fdiintelligence.com/article/70510
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Crafting an FDI 4.0 Strategy 
 
So how can we best define FDI 4.0 and what can we do? 
 
A working definition of FDI 4.0 is that it is an approach that capitalizes on the 4th Industrial 
Revolution to attract foreign direct investment for the benefit of Planet, People & Profit. To 
leverage FDI 4.0, the workshop highlights that countries should start by developing a country-
specific FDI 4.0 roadmap. There are three key steps to follow in developing the roadmap:  
 
 
1. Define: First, define and research the global changes that are taking place in relation to Industry 
4.0 and which may affect your country’s economic development strategy as well as the FDI and 
trade positioning of your country in the changing global economy. During this phase it is important 
to not only define your current comparative and competitive advantages for FDI attraction, but to 
also identify linked sectors in which you can build new advantages and target FDI in the future. 
Once you have a clear understanding of the (sub) sectors you country is currently attracting FDI 
in, you can better understand the extent your country can absorb the FDI activities related to these 
(sub) sectors. In exploring these issues, it also essential that you analyze how Industry 4.0 is 
affecting all of these sectors and what the likely changes will be and how your country may be 
able to leverage them. These results can be used to match with your country’s value proposition 
or unique selling points (the strengths and weaknesses of your country’s business environment).  
  
Plan: The next step is to plan which activities need to be done and what is the roadmap and time 
for developing those activities. Which stakeholders will be consulted and involved in the 
implementation? Who is the core planning team? Which ministries should be involved? . What 
are the milestones and key deliverables? How and when you will you monitor and evaluate the 
success of the strategy? 
 
Execute: Finally, there is the implementation phase and this is perhaps the most important phase. 
No strategy is tangible without a proper implementation and execution. During this phase the new 
FDI 4.0 strategy of your country will be implemented by the project team and relevant 
stakeholders. For instance, the new role and digital tools will be developed and implemented by 
your IPA. During this phase it is also important to develop and implement Key Performance 
Indicators (KPIs) to keep track of the results of the different activities.  
 

Conclusion 
 
In conclusion, this briefing paper has highlighted a number of changes taking place in the global 
economy and the impact it has on future FDI. The convergence of all the  above developments: 
declining FDI flows and associated heightened competition for FDI among countries, changing 
forms of internationalization of MNCs - NFIs, the growth of the digital economy, the growth and 
increased awareness of sustainability and the SDGs and Industry 4.0 can create many 
opportunities and challenges for countries. This will also impact attracting, promoting and 
facilitating FDI. If calibrated in the right way, investment promotion policies, strategies and tools 
crafted to respond to these opportunities can create growth engines that both support the future 
of trade, economic growth, employment and decent jobs, and develop new innovative solutions 
that change the competitive and economic landscape of a country.  
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Yet unlocking such opportunities will require governments and IPAs to rethink traditional 
approaches to FDI promotion and facilitation and develop a new approach, FDI 4.0.6  This 
approach would for instance both focus on building a digitalization-friendly investment climate, 
targeting country-specific digital investment goals, and leveraging new models for FDI which are 
often asset-light7, for instance focused on collaboration and partnerships between companies and 
countries. But also targeting different FDI activities or more specialized FDI associated with the 
digital economy or typical high growth and R&D intense FDI activities and sustainable FDI or FDI 
that contributes to countries reaching the SDGs.  
 
Companies operating in high growth industries, especially those associated with Industry 4.0 and 
the digital economy, require a different competitive landscape and business climate of countries. 
These types of companies internationalize their operations differently, (i.e., NFIs as discussed in 
this paper) and are focused much more on collaboration and partnerships.  
 
As a result, it is even more important for countries seeking to attract such FDI to proactively 
explore their strengths and weaknesses and more effectively communicate their value 
propositions as an investment destination to foreign investors. In addition to this, countries must 
also prioritize developing a supportive domestic innovation and start-up ecosystem, as both are 
highly appealing propositions for foreign investors operating in high growth digital economy 
sectors associated with Industry 4.0. Developing a clear FDI strategy and roadmap which 
highlights the path to further economic growth can greatly support countries in their efforts to 
better communicate their strengths and value propositions to investors in these sectors. It is 
important to recognize though that FDI strategies and roadmaps are unique for each country and 
cannot be ‘exported’ to other countries. The paper has introduced the key steps for developing a 
unique FDI 4.0 roadmap. In the workshop, the facilitators will work with the participants to 
brainstorm the first step of the roadmap – defining the key sectors in which you country is currently 
attracting FDI and the linked sectors in which you country has potential to absorb FDI. We will 
also work with you to discuss how Industry 4.0 will change these sectors, identifying what some 
of those changes will be. It is expected that participants will finalize the first step and remaining 
steps outside of the workshop and take the roadmap forward. UN ESCAP and the facilitators 
stand ready to answer any questions or review the FDI 4.0 strategy once participants have 
finalized it after the workshop. 
 
 
  
  

 
6 For more on the need to create a new FDI model see: https://investmentmonitor.ai/global/is-the-fdi-
model-still-fit-for-purpose.  
7 FDI has often been associated with a strong physical component, for instance greenfield FDI associated 
with a brick-and-mortar manufacturing factory. Yet as Industry 4.0 has progressed and the shift to the 
digital economy has accelerated, there has been a growing amount of FDI into digital activities and 
services.  

https://investmentmonitor.ai/global/is-the-fdi-model-still-fit-for-purpose
https://investmentmonitor.ai/global/is-the-fdi-model-still-fit-for-purpose
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