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• The application of Internet-based digital technologies to the production and trade of goods and 
services (UNCTAD WIR 2017)

or

• The economic activity resulting from billions of everyday online connections between people. 
businesses, devices, and data (Deloitte)

• Simply, any transaction that is conducted over the internet makes up the digital economy

• It cannot exist without the internet and is predicated on data-based connectivity. 

What is the digital economy?



What is the digital economy?

• Its current rapid growth is being fueled by advances in 6 frontier technologies: 

1. Cloud Computing

2. Artificial Intelligence and Data analytics

3. Automation and Robotics

4. Blockchain

5. Additive Manufacturing

6. Internet of Things

• Working together, these technologies will bring about the fourth industrial revolution. 



• Comprises of three layers

1. Core: Physical infrastructure of 
telecommunications and the internet + 
the software that makes it work

2. Narrow Scope: Digital and information 
technology sector

3. Broad Scope: Consumers that use the 
digital products and services in their 
everyday lives 

Structure of the digital economy

UNCTAD 2019



• Has three poles: North America, Asia, 
Europe

• The United States is the world’s largest 
digital power by far 

- US created 35% of the global value-
added by this sector in 2016, followed 
by China, with 13%. 

• US and China make up 90% of the market 
capitalization of the world’s top 70 digital 
platforms 

Geographically, where is it?

UNCTAD 2019



Key Multinational Enterprises (MNEs) 
Players
There are three categories of MNEs in the digital economy

1. ICT MNEs
2. Digital MNEs
3. Digitalizing MNEs in other sectors



Types of MNEs: 1. ICT MNEs

• They build and create the core telecommunications and internet connectivity of the digital 
economy

• These are further subdivided into three kinds: 

1. Telecommunications firms: construct and operate the physical infrastructure of internet and 
mobile data connectivity 

2. IT component and device firms: produce the computers, laptops and mobile connectivity 
devices that enable connection to the internet 

3. IT software and services firms: develop the software operating systems that control 
telecommunications and internet connectivity, and the software for the products and services 
of other ICT MNEs 



Types of MNEs: 2. Digital MNEs

• They use the Internet to create, market and deliver digital products and services. 

• These are further subdivided into two kinds: 

1. Mixed digital firms: harness the Internet to sell physical products to consumers and to service 
customers through a combination of virtual and physical offerings

2. Purely digital firms: sell completely digital offerings to consumers through delivery of virtual 
services, exchange of online products and services, or providing internet-delivered digital 
solutions



Types of MNEs: 2. Digital MNEs (continued)

• Digital MNEs are also fundamentally different from all other MNEs because of their dependence 
on the internet for their operation and delivery

• Their characteristic features are:
1. Asset Lightness: The digital MNE can generate much more overseas revenue off much smaller 

foreign investments since they deliver digital products and services. It only needs a strong 
internet connection to operate and does not need to invest in large assets in the host country

2. Large Unspent Profits: Since their foreign overheads are low, they save more of their earning in 
cash. Also, they can inexpensively and simultaneously serve millions of overseas customers. 
Their global sales are thus immense, and they accrue large profits that they can save.

3. Concentrated Geographic Footprint: digital MNEs can serve overseas customers from out of 
global headquarters, so they are all concentrated in developed home markets.

4. Differing Investment Drivers: traditional determinants of FDI do not determine their choice of 
investment location 



Types of MNEs: 3. Digitalizing MNEs in 
other sectors
• Operate in the broader economy, producing physical goods and services. 

• Are MNEs in traditional sectors that have begun to harness digital technologies for greater 
control, efficiency, quality, customer insight and engagement. 

• Traditional sector MNEs are also being pushed to digitalize by growing competition from digital 
firms 

• Many MNEs have begun to build their own digital asses and capabilities.

• Some MNEs are also setting up ‘digital subsidiaries’. 



Mounting Economic Influence

• Digital MNEs have been able to scale globally at unprecedented speeds.

• The rapid international expansion of digital platforms and tech firms has completely upended 
earlier global corporate hierarchies. 

- in 2020, 7 of the world’s 12 largest companies by market capitalization are digital 
platforms 

- UNCTAD’s annual ranking of the world’s 100 largest MNEs contains some 15 tech firms in 
2020

• The broader economy has also quickly adopted digital connectivity and technology. 

• This has provided digital firms with mounting economic influence globally. 



Impact on FDI
• Experts foresee a slowing or reversal of recent FDI flows to developing countries.

1. Retrenchment - Digital MNEs are asset light and the more that digital MNEs expand and other MNEs 
digitalize, average size of foreign assets will contract – or FDI flows will flatten.

2. Reshoring: Increase in AI-controlled automation and robotics could have MNEs bringing home the 
outsourced production operations.   

3. Regionalization: MNEs might regionalize value chains, by downscaling existing networks to be close to 
key customers, or by upscaling country networks to serve a regional market.

4. Replication: MNEs outsource the digitally controlled, standardized production of key products to local 
contractors instead of investing in facilities themselves. 

5. Diversification: Supply chain digitalization could propel MNEs to further diversify and geographically 
expand their value chains 



Sustainable Development Contribution

• The digital economy is already advancing sustainable development on three fronts

1. Technological inclusivity: Digital technology has reached the world’s poor much faster than any 
previous technology 

2. Smaller ecological footprint: The digital economy has birthed the ‘sharing economy’ which 
curtails the impetus for more production. 

3. Greener, more efficient manufacturing: Digital technologies are enhancing the speed, 
efficiency, and precision of industrial production, reducing natural resource use, energy 
consumption, waste, and pollution 

• Moreover, digital production technologies are being designed to be sustainable. 



Promoting, Attracting And Facilitating 
Sustainable FDI In The Digital Economy



Institutional framework, sector policy and 
regulation

1. Strong sector governance:  establish the institutions to spearhead development in this sector 
or close inter-ministerial collaboration must be instituted on a priority basis. 

2. National digital economy plan: a detailed national plan to drive the development of this sector 
should be formulated with a clear vision and strategy - including an investment strategy

3. Foundational digital sector policy: create policy and regulations, in a manner that protects and 
balances the interests of all stakeholders and maximizes its contribution to national 
development. Some foundational aspects for policies include:

- E-commerce and e-payments -Data privacy, security, and ownership
- E-transactions - Competition
- Consumer protection



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 – governments therefore need to be clear about the 
requirements of the sector. 

• Digital investment policy must address all three aspects of the digital economy: digital 
infrastructure, digital firms, and wider digital adoption. 

• 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 



Investment policy for the digital economy

• Digital investment policy also needs to resolve potential policy conflicts with existing policy and 
regulatory frameworks. A few recommendations include: 

1. Digital sector liberalization: Countries should relax restrictions on foreign participation in 
sectors relevant to the digital economy  

2. Traditional sector liberalization: Restrictions should be relaxed on foreign ownership and 
participation in traditional sectors, as they are being encompassed by the digital economy 

3. Regulatory convergence with multilateral investment and trade commitments:  Key provisions 
in the country’s international agreements need to be revisited, renegotiated, and modified. 



Digital Investment Policy: What do investors 
want?

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



Sustainable Investment Policy

• Digital investment policy should also be used for increasing investment in sustainable 
development. 

• Countries should create standards for responsible investment in the digital economy

• Governments could incorporate sustainability provisions into relevant international investment 
and trade agreements 

• Countries could also actively search out digital economy firms that want to contribute to 
sustainable development and encourage them to invest 



Digital tools for investment promotion and 
facilitation

• IPAs are using three types of digital economy applications to promote and facilitate 
investments:

1. Websites: include key features, local economic data, and testimonials. Often used as a 
matchmaking platform.  

2. Social Media: LinkedIn for investor identification and gathering intelligence; Facebook, 
Instagram, and YouTube to advertise host location; SMS and WhatsApp for investor 
queries.  

3. Video Conferencing: used to remotely pitch their countries to foreign audiences, 
showcase investment locations, and answer queries from interested parties. 





Digital Investment Policy: Types of Investors and their Needs

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
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