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Note

UNCTAD serves as the focal point within the United Nations Secretariat for all
matters related to foreign direct investment and transnational corporations. In the past, the
Programme on Transnational Corporations was carried out by the United Nations Centre on
Transnational Corporations (1975-1992) and the Transnational Corporations and Management
Division of the United Nations Department of Economic and Social Development (1992-1993).
In 1993, the Programme was transferred to the United Nations Conference on Trade and
Development. UNCTAD seeks to further the understanding of the nature of transnational
corporations and their contribution to development and to create an enabling environment for
international investment and enterprise development. UNCTAD'swork is carried out through
intergovernmental deliberations, technical assistance activities, seminars, workshops and
conferences.

Theterm "country" as used in this study also refers, as appropriate, to territories or
areas, the designations employed and the presentation of the material 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. In addition, the designations of country groups are
intended solely for statistical or analytical convenience and do not necessarily express a
judgement about the stage of development reached by a particular country or area in the
development process. The reference to a company and its activities should not be construed as
an endorsement by UNCTAD of the company or its activities.

The boundaries and names shown and designations used on the maps presented in
this publication do not imply official endorsement or acceptance by the United Nations.

The following symbols have been used in the tables:

Two dots (..) indicate that data are not available or are not separately reported.
Rows in tables have been omitted in those cases where no data are available for any
of the elementsin the row;

A dash (-) indicates that the item is equal to zero or its value is negligible;
A blank in atableindicatesthat theitemisnot applicable, unless otherwiseindicated;

A slash (/) between dates representing years, e.g., 1994/95, indicates a financial
year;

Use of a hyphen (-) between dates representing years, e.g., 1994-1995, signifies
the full period involved, including the beginning and end years;

Referenceto "dollars’ ($) means United States dollars, unless otherwise indicated;

Annual rates of growth or change, unless otherwise stated, refer to annual compound
rates;

Detailsand percentagesin tables do not necessarily add to total s because of rounding.

The material contained in this study may be freely quoted with appropriate
acknowledgement.

Visit the website of the
UNCTAD/WIR/2004 (Overview) World Investment Reports at
www.unctad.org/wir




Acknowledgements

The World Investment Report 2004 (WIR04) was prepared —
under the overall direction of Karl P. Sauvant — by ateam comprising
Persephone Economou, Kumi Endo, Torbjoérn Fredriksson, M asataka
Fujita, Kdman Kalotay, Michael Lim, Padma Mallampally, Anne
Miroux, Abraham Negash, Hilary Nwokeabia, Shin Ohinata, Jean
Francois Outreville, Kee Hwee Wee, James Xiaoning Zhan and
Zbigniew Zimny. Specific inputs were prepared by Diana
Barrowclough, Sirn Byung Kim, Nicole Moussa, Ludger Odenthal,
Satwinder Singh, Elisabeth Tuerk and Katja Weig!.

Principal research assistance was provided by Mohamed
Chiraz Baly, Bradley Boicourt, John Bolmer, Lizanne Martinez and
Tadelle Taye. Samantha Dol et, Cristina Gueco, Erik-Hans Kok, Moritz
Hunsmann, Nargiza Kuldashova, Bart Orr, Domenika Praxmarer, Anne
Riijntjes and Chen Zhang assisted as interns at various stages. The
production of the WIR04 was carried out by Christopher Corbet, Lilian
Mercado, Lynda Piscopo, Chantal Rakotondrainibe and Esther
Valdivia-Fyfe. Graphics were done by Diego Oyarzun-Reyes. WIR04
was desktop published by Teresita Sabico. It was edited by Praveen
Bhalla

Sanjaya Lall was the principal consultant. John H. Dunning
was the senior economic adviser.

WIR04 benefited from inputs provided by participants in a
Global Seminar in Geneva in May 2004, two regional seminars on
FDI in servicesin March 2004 held in Kyoto and Budapest, a seminar
on international investment agreements covering services held in
Genevain May 2004 and an informal meeting with non-governmental
organizations held in Genevain October 2003.

Inputs were also received from Dilek Aykut, Frank Barry,
Maria Giovanna Bosco, John Cassidy, Harnik Deol, Christoph
Dorrenbéacher, Lorraine Eden, Thomas Eichel mann, Asim Erdilek, Jorg
Esser, Marion Frenz, Vishwas Govitrikar, Grazialetto-Gillies, Masayo
Ishikawa, Robert Lipsey, Catherine L. Mann, William L. Megginson,
Dorothea Meyer, Julia Mikerova, Peter Muchlinski, Victor Murinde,
Deborah Musinger, Lilach Nachum, Peter Nunnenkamp, Lincoln Price,
Eric D. Ramstetter, Sergey Ripinsky, Maryse Roberts, Frank Roger,



Pierre Sauvé, Fred Schneidereit, J6rg Simon, Dirk Willem te Velde
and Nadia Yousfi Charif.

Commentswere received during various stages of preparation
from LuisAbugattas, Erfried Adam, Zoltan Adam, Yair Aharoni, Rohit
Arora, Minoru Asahi, Yuko Asuyama, Zainal Aznam, Marino Baldi,
Christian Bellak, Johannes Bernabe, Luisa Bernal, Trineesh Biswas,
Jolita Butkevicienne, David Boys, Carlos A. Primo Braga, Sumanta
Chaudhuri, Sok Chenda, Daniel Chudnovsky, Neil M. Coe, Dietrich
Domanski, Sebastian Dullien, Audo Faleiro, Deepali Fernandes, Kyoji
Fukao, Philip Garlett, Murray Gibbs, Peter Grey, Bob Haywood,
Oussama Himani, Dickson Ho, Yao-Su Hu, Clare Joy, Dwight Justice,
Milanka Kostadinova, Martin Kenney, Harpreet Khurana, Mark
Koulen, Evan Kraft, Nagesh Kumar, Yoshiko Kurisaki, Sam Laird,
Henry Loewendahl, Mario Marconini, Marwane Mansouri, Maria
Soledad Martinez Peria, Mina Mashayekhi, Riad Meddeb, Katalin
Mero, Dorothea Meyer, Peter Mihalyi, Hafiz Mirza, Michael
Mortimore, Andrea Nestor, Richard Newfarmer, Pedro Ortega, Federico
Ortino, Sheila Page, Eva Palocz, Daniela Perez, Rudy Pesik, Danny
Po, Tatiana Prazeres, Slavo Radosevic, Julie Raynal, Patrick Robinson,
Frank Sader, Laurent Schwabb, Marinus Sikkel, Farouk Soussa, Metka
Stare, Dezider Stefunko, Alexandra Strickner, M ahesh Sugatan, Marjan
Svetlicic, Tay Kah Chye, Shigeki Tejima, Taffere Tesfachew, Lee
Tuthill, Ken Vandevelde, Fernando Gonzalez Vigil, Thomas Waélde,
Alex Werth, Obie Whichard, Christopher Wilkie, Claudia \Woermann,
John Wong, Houyuan Xing, Vicente Yu, Simonetta Zarilli and Yong
Zhang.

Numerous officials of central banks, statistical offices,
investment promotion and other government agencies, and officials
of international organizations and non-governmental organizations, as
well as executives of a number of companies, also contributed to
WIRO04, especially through the provision of dataand other information.

Thefinancial support of the Governments of Germany, Ireland,
Norway, Sweden and the United Kingdom is gratefully acknowledged.



Contents

Page
OVEINVIBW .ttt ae e st ae st e sse e te e s e saeesaeeseesseenseeneenneeneennennns 1
Still declining in 2003, FDI flows show signs of recovery,... ......cccovne... 1
...driven by TNCs from developed countries, but with

increasing participation by developing-country firms. ..........cccoeene. 5
Trends and prospects vary by region, with

turnaroundsin Africa and Asia and the Pacific,... ..cccovvereienennnne. 7
... another declinein Latin America and the Caribbean,

a plungein Central and Eastern EUrOpe... ...ccoevveveeeececeseeeene, 12
...and uneven performancesin the industrialized world. ..........c.ccc.c...... 14
The composition of FDI has shifted towards services

IN Al TEQIONS, ... oo 15
... driven by various factors, ... ..o 18
... and with M& As and non-equity arrangements as the

MOSt COMMON ENEFY MOUES. .....cveveerieieieieee e 20
International production networksin servicesarein

their infancy, and service industries and TNCs are less

transnationalized than their manufacturing counterparts

—but they may be catching up. ..o 21
FDI in services can have benefits — and costs — for

NOSE COUNIITES, ... .o 22
... and managing services FDI requires appropriate regulatory

SETUCEUT S, 1.ttt sttt e e sae e e neeenneesneeeas 24
The offshoring of services, still a relatively new phenomenon,

(K00 IR { a LR K = TR 25
...driven by the search for competitiveness ... .....c.cccccocvivniininienienennnnenn, 28
... and offering export opportunities for countries with

the right mix of costs, skillsand infrastructure,... .....ccccccevvrvvennens 29
...but it creates concerns that need to be addressed. ..........ccccoceveerienennee 31
In line with their development objectives, countries are

gradually opening up to FDI in services and actively

SEEKING 1O @LtraCt i1, .. e 34
...including through privatization, which requires

the implementation of complementary poliCies. ........c.ccocvvvvivrivnnnnnns 35



Page

Services || As are proliferating, creating a multilayered and
multifaceted network of rules that present challenges

for devElOPMENL. .......cvoececee s 36
Annex
Table of contents of the World I nvestment Report 2004
The Shift TOWards SErVICES ......ccvvereeeeereees e 39
List of the World I nvestment REPOIS.......ccccovevrieiieniesie v 43
QUESHIONNAIT © ...ttt 47
Box
1. Offshoring: captive or outsourced production? .........cc.cccvevreennas 26
Figures
1. Outward FDI Performance Index of the top 20
economies, 2001-2003 ........ccoveerrerieierieiesiee et 9
2. World'stop 20 FDI recipients, 2002, 2003 ........cccceoererrerrerierererennns 11
3. World FDI stock, by sector, 1990, 2002..........cccceveeereereereereeieeiennnns 16
Tables
1. Selected indicators of FDI and international
production, 1982-2003..........cccceierieririenernsene e seeseenee e 2
2. Regional distribution of FDI inflows and outflows, 1992-2003 ....... 3
3. Changesin national regulations on FDI, 1995-2003...........cc.cceevevenen. 4
4. Theworld'stop 25 non-financial TNCs,
ranked by foreign assets, 2002.........ccccvevererereneneree e 6
5. FDI outflows as a percentage of gross fixed capital
formation in selected developing economies, 2001-2003 ................. 7
6. Thetop 25 non-financial TNCs from devel oping
economies, ranked by foreign assets, 2002..........ccccceveeveevenieeieniniennens 8
7. Thetop 25 non-financial TNCs from Central
and Eastern Europe, ranked by foreign assets, 2002 ..........cccceeueeene 13
8. Distribution of FDI stock in services, by group of economies,
1990, 2002 oo e 17
9. Distribution of FDI stock in services, by industry, 1990, 2002 ..... 19
10. Offshoring and outsourcing —some definitions............ccccceeveecvennene. 25
11. Export-oriented FDI projectsin call centres, shared

service centres, I T services and regional headquarters,
by destination, 2002-2003 ..........cccceeeririrrreerreresieeeseseeeesesessesenens 32

Vi



World I nvestment Report 2004

The Shift Towards Services

Overview

Still declining in 2003, FDI flows show signs of
recovery,...

Global inflows of foreign direct investment (FDI) declined in
2003 for the third year in arow, to $560 billion (table 1). This was
prompted again by afall in FDI flows to developed countries: at $367
billion, they were 25% lower than in 2002 (table 2). Worldwide, 111
countries saw arise in flows, and 82 a decline. The fall in flows to
the United States by 53%, to $30 billion — the lowest level in the past
12 years — was particularly dramatic. FDI flows to Central and Eastern
Europe (CEE) also slumped, from $31 billion to $21 billion. It was
only developing countries as a group that experienced a recovery, with
FDI inflows rising by 9%, to $172 billion overall. But in this group,
the picture was mixed: Africa and Asia and the Pacific saw an increase,
while Latin America and the Caribbean experienced a continuing
decline. The group of 50 least developed countries (LDCs) continued
to receive little FDI ($7 billion).

Prospects for 2004, however, are promising. Cross-border
mergers and acquisitions (M&As) — still low at $297 billion in 2003
— began to pick up. They rose by 3% in the first six months of 2004
over the same period in 2003. This, combined with other factors —
higher economic growth in the main home and host countries, improved
corporate profitability, higher stock valuations — points to a recovery
of FDI flows in 2004. Reflecting higher profits, reinvested earnings
— one of the three components of FDI flows — had already resumed
growth in 2003, reaching a record high. Other components of FDI
(equity and intra-company loans) are also expected to pick up in 2004.

The continuing liberalization of FDI regimes may help the
recovery. There were 244 changes in laws and regulations affecting
FDI in 2003, 220 of which were in the direction of more liberalization
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