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1. Recent developments  

Foreign direct investment (FDI) in the OECD continued to fall in 2003. One reason for this 
appears to be the sluggish macroeconomic performance of many of the larger OECD economies, not 
least in Europe. This would appear to have depressed outward as well as inward investment. 
Companies operating in economies with poor macroeconomic performance are less attractive to 
outside investors, and may at the same time – at least insofar as their profitability is affected – scale 
back their outward investment as well. 

Another ground for the limited FDI activity is that several sectors that saw rampant cross-border 
investment in the late 1990s and 2000 have entered into a phase of consolidation. Enterprises tend to 
be disinclined to embark on new purchases while still in the process of integrating foreign acquisitions 
of recent years into their corporate strategies. This caution may be further strengthened by the fact 
that, in certain sectors, (notably the “new economy” activities) investors would seem to have paid 
excessively for some of their acquisitions. Finally, companies who have acquired corporate “prized 
assets” in other countries have in some cases progressed to heave off some of the non-core activities of 
their acquisitions. Insofar as they sell these corporate assets to domestic investors in the host economy, 
such disinvestment weighs down on the overall inward FDI figures.  

All the same, the contraction of FDI in recent years does not imply that FDI activity is low by any 
longer-term historic standard. OECD area inflows, for example, compare favourably with the early 
and mid-1990s, even if they are much below the levels recorded in the peak year 2000.   

1.1 Further declines in most OECD countries’ FDI 

FDI to and from the OECD countries continued to decline in 2003. FDI into the OECD area 
dropped from 535 billion US dollars (USD) in 2002 to an estimated USD 384 billion in 2003 (Table 1) 
– a decline of around 28 per cent. The figure is consistent with projections in last year’s International 
Investment Perspectives, which, based on mergers and acquisitions data for the first half of the year, 
predicted that 2003 FDI inflows could drop by another 25-30 per cent. This indicates that, contrary to 
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the expectations of many at the time, there was no significant pick-up in activity in the second half of 
2003.      

FDI outflows remained broadly unchanged. In 2003, they stood at USD 576 billion, compared 
with USD 567 the year before, or an increase of less than 2 per cent.  

OECD countries’ traditional role as net providers of direct investment to the rest of the world was 
greatly strengthened. Net FDI flows to non-member economies reached an impressive USD 192 
billion, up from USD 32 billion in 2002 and USD 52 billion in 2001.  

Table 1. Direct investment flows to and from OECD countries: 2000-2003 

(USD billion) 

  Outflows Inflows 

 2000 2001 2002p 2003e 2000 2001 2002p 2003e 

Australia 0.7 12.2 7.6 14.3 13.2 4.7 16.5 7.8 
Austria  5.7 3.1 5.3 7.1 8.8 5.9 1.0 6.9 
Belgium/Luxembourg  218.4 100.6 .. .. 221.0 84.7 .. .. 
Belgium .. .. 11.0 39.0 .. .. 13.1 31.3 
Luxembourg  .. .. 126.2 81.8 .. .. 117.1 73.2 
Canada  44.7 36.1 26.4 21.6 66.8 27.5 21.0 6.6 
Czech Republic  0.0 0.2 0.2 0.2 5.0 5.6 8.5 2.6 
Denmark  26.5 13.4 5.7 1.2 33.8 11.5 6.6 2.6 
Finland  24.0 8.4 7.6 -7.4 8.8 3.7 7.9 2.8 
France  177.5 86.8 49.5 57.3 43.3 50.5 48.9 47.0 
Germany  56.6 36.9 8.6 2.6 198.3 21.1 36.0 12.9 
Greece  2.1 0.6 0.7 0.0 1.1 1.6 0.1 0.7 
Hungary 0.6 0.4 0.3 1.6 2.8 3.9 2.8 2.5 
Iceland  0.4 0.3 0.2 0.2 0.2 0.2 0.1 0.1 
Ireland  4.6 4.1 3.1 1.9 25.8 9.7 24.4 25.5 
Italy  12.3 21.5 17.1 9.1 13.4 14.9 14.6 17.0 
Japan  31.5 38.4 32.3 28.8 8.3 6.2 9.2 6.3 
Korea  5.0 2.4 2.6 3.4 9.3 3.5 2.4 3.2 
Mexico   .. 4.4 1.0 .. 16.4 26.6 14.4 10.7 
Netherlands  75.6 48.0 34.6 36.1 63.9 51.9 25.6 19.7 
New Zealand  0.6 0.9 -1.0 -0.1 1.3 4.2 -0.6 0.8 
Norway  7.6 -1.3 4.2 2.6 6.9 2.0 0.7 2.2 
Poland   0.0 -0.1 0.2 0.4 9.3 5.7 4.1 4.2 
Portugal   7.5 7.6 3.3 0.1 6.8 5.9 1.8 1.0 
Slovak Republic  0.0 0.1 0.0 0.0 2.4 1.6 4.1 0.6 
Spain  54.7 33.1 31.5 23.4 37.5 28.0 35.9 25.6 
Sweden  40.7 6.4 10.7 10.6 23.2 11.9 11.6 3.4 
Switzerland  44.7 18.2 7.6 10.9 19.3 8.9 5.7 12.2 
Turkey   0.9 0.5 0.2 0.5 1.0 3.3 1.0 0.6 
United Kingdom  233.5 58.9 35.2 55.3 118.8 52.7 27.8 14.6 
United States   159.2 120.0 134.8 173.8 321.3 167.0 72.4 39.9 
Total OECD 1 235.8 661.9 566.7 576.3 1 288.0 624.9 535.0 384.4 

Notes: data are converted to US dollars using average exchange rates. p: preliminary; e: estimate. 

Source: OECD International Direct Investment Database. 



 3 

The fall in FDI inflows affected all major regions, but nowhere more than North America. US 
inflows of direct investment in 2003 were USD 40 billion – down from USD 72 billion in 2002, or a 
decline of 45 per cent. This partly reflects an upward revision of the 2002 data. In consequence, 2003 
became the first year on record (not 2002 as previously announced) in which China surpassed the 
United States as the world’s foremost recipient of FDI1. Canada, on the other hand, saw its inflows of 
FDI drop by USD 15 billion (or about 70 per cent), as US investors reportedly set sight on further-
away investment locations. Japan, not a major host country for direct investment, saw its inflows drop 
by about a third in 2003 from a level that was already internationally unremarkable.   

The 2003 FDI inflows to European countries were 23 per cent lower than in 2002 (the decline in 
EU and the Euro-zone were of a comparable magnitude). This figure covers very considerable trend 
differences between individual countries. On the whole, most European nations saw larger-than-
average declines, the effect of which on the overall figures was cushioned by the resilience of FDI in a 
few relatively large economies. Some stylised observations offer themselves:  

•  Some of the largest relative declines in FDI inflows were seen in Central Europe. FDI into 
Slovak and Czech Republics dropped by 85 and 70 per cent, owing in part to the one-off 
effect of large investment projects in 2002 (in the automotive and energy sector, 
respectively).  

•  Direct investment flows into Germany fell by 64 per cent, and by the same token recorded 
the second-largest absolute decline in 2003. FDI inflows were down by USD 23 billion from 
2002.   

•  Other large declines were seen in the Nordic countries. FDI flows into Sweden and Finland 
fell by around two thirds in 2003, inter alia reflecting the effect of changed ownership 
structures within the Nordic region’s largest commercial bank.    

•  The FDI flows into the United Kingdom fell almost by half in 2003, from a level that was 
already unimpressive by historical standards. 

•  Among the countries whose inward FDI has held up France stands out by the sheer volume 
of investment that the country continues to attract. In 2003, inflows to France were USD 47 
billion, only marginally beneath in inflows of 2002 and at three times the levels recorded in 
Germany and the United Kingdom. The acquisition of real estate by foreign investors has 
reportedly been an important factor.  

•  The figures indicate that Spain holds up very well, both as an inward and an outward direct 
investor. However, some caution is called for. The expansion of foreign securities holding 
companies (ETVE by their Spanish name) is believed to have boosted gross FDI flows from 
and to Spain2.     

•  Some of the smaller European countries recorded sharp increases in inward FDI in 2003, in 
most cases reflecting the effect of particularly low investment the year before. Examples 
include Switzerland, Austria and Norway, all of whom saw their inflows more than double. 

Taking a slightly longer perspective, the average OECD economy has seen its FDI inflows drop 
by 70 per cent since the peak in 2000. The largest relative declines over the period among the larger 
countries were recorded by Germany (94 per cent), strongly influenced by a major cross-border 
acquisition in the telecom sector in 2000, and the United States and United Kingdom (87 per cent, 
respectively). The particularly large, and similarly sized, declines in these two large economies is 
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illustrative of the fact that a considerable part of the strong activity in the late 1990s and 2000 was 
ascribed to a flurry of cross-border takeovers between them.   

The largest suppliers of FDI to other countries were, in order of importance (disregarding 
Luxembourg – see footnote 1) United States, France, United Kingdom, Belgium, Netherlands and 
Japan. US enterprises are by far the world’s most active outward direct investors, with USD 174 
billion recorded outflows in 2003. On the whole, US outflows have held up surprisingly well during 
the years after the burst of what may have been an investment bubble in 1999-2000. Outward 
investment from the United States at no point in time dropped below USD 120 billion – even as other 
traditional investor countries saw their outflows plummet. Consequently, in what amounts to a sharp 
reversal of the trends during the “dot-com boom”, the United States has become a net provider of 
direct investment to the rest of the world.  

Table 2. Cumulative FDI flows in OECD countries 1994-2003 

(USD billion) 

Inflows Outflows Net outflows 
United States   1 349.6 United States   1 331.0 United Kingdom  415.6 
Belgium/Luxembourg  762.7 United Kingdom  878.6 France  301.0 
United Kingdom  463.1 Belgium/Luxembourg  767.0 Japan  217.6 
Germany  387.0 France  652.7 Switzerland  108.5 
France  351.6 Germany  452.7 Netherlands  96.3 
Netherlands  286.5 Netherlands  382.8 Germany  65.6 
Canada  208.1 Japan  268.0 Spain  46.7 
Spain  183.5 Canada  237.3 Canada  29.2 
Sweden  168.2 Spain  230.1 Finland  26.7 
Mexico   138.2 Switzerland  190.4 Italy  25.9 
Ireland  120.0 Sweden  150.2 Belgium/Luxembourg  4.3 
Denmark  91.7 Italy  112.4 Portugal   3.4 
Italy  86.5 Denmark  82.0 Norway  2.2 
Australia 82.2 Finland  72.6 Iceland  0.5 
Switzerland  81.9 Australia 57.3 Korea  -3.4 
Poland   52.0 Norway  37.7 Greece  -5.0 
Japan  50.5 Korea  37.5 Turkey   -7.0 
Finland  45.9 Austria  33.6 Austria  -7.6 
Austria  41.2 Portugal   29.2 Denmark  -9.7 
Korea  40.9 Ireland  26.7 Slovak Republic -10.9 
Czech Republic  37.9 Mexico1 5.4 New Zealand -17.0 
Norway  35.5 Hungary 3.9 Sweden  -18.0 
Hungary 32.4 Greece  3.7 United States   -18.7 
Portugal   25.7 Turkey   3.6 Australia -24.8 
New Zealand 19.9 New Zealand 2.9 Hungary -28.4 
Slovak Republic 11.0 Iceland  1.5 Czech Republic  -36.7 
Turkey   10.6 Czech Republic  1.2 Poland   -50.9 
Greece  8.7 Poland   1.1 Ireland  -93.3 
Iceland  1.0 Slovak Republic 0.1 Mexico1 -132.9 
TOTAL OECD 5 174.0 TOTAL OECD 6 053.1 TOTAL OECD 879.2 

1. Based on outflow data for 2001 and 2002 only.  

Source: OECD International Direct Investment Database. 
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Over the last decade, the role of OECD countries as the world’s foremost provider of direct 
investment funds has been firmly established (see also the following section 3). New outflows from 
the OECD area reached USD 879 billion over the last decade (1994 to 2003 – see Table 2). The 
United Kingdom, France, Japan, Switzerland and the Netherlands have been the OECD’s main net 
exporters of FDI. By contrast the United States – which is by fare the top country both as an investor 
and a recipient of FDI – is close to breaking even between inflows and outflows, and has actually been 
a net recipient over the last ten years.  

1.2  Strong activity among some non-Members 

Taken as a whole, non-OECD countries’ FDI inflows have held up better in recent years than 
those in the OECD area. On the one hand, this is hardly surprising given that the build up to the 2000 
investment peak also affected OECD countries disproportionately. On the other hand, the nature of 
FDI to developing countries does appear to have changed somewhat over the last decade. In the past, it 
was often assumed that multinational enterprises invest in developing countries in order to gain access 
to resources or to integrate low-wage locations into their global value chains. However, there has been 
an increasing tendency for companies to invest in especially the largest developing countries as part of 
strategies to service local clients or to acquire a strategic position in markets that could become 
prosperous in the future. This trend was further underpinned by the privatisation programmes of many 
high- and medium-income developing countries in the 1990s, whereby national utilities were 
transferred into the hands of private strategic investors. 

The entry of market-seeking investors is felt nowhere stronger than in mainland China, which has 
experienced nothing of the trend-decline in investment seen virtually everywhere else since 2000. 
Following 2002, inward direct investment receded slightly in 2003 (Figure 1). With total inflows 
topping USD 53 billion, China nevertheless was the world’s largest or second-largest recipient of 
FDI3. Inward investment into Hong Kong (China) further boosted inflows to the overall Chinese 
economy by USD 13 billion in 2003. However, this figure must be interpreted with caution. It is 
thought to be influenced by Chinese businesses’ use of companies registered in Hong Kong (China) 
for investment in the mainland.  
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Figure 1.  FDI inflows to developing countries 
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Source: IMF International Financial Statistics and national sources. 

The world’s second-largest country, India, is nowhere near rivalling China’s success with 
attracting investment, but it has made considerable progress over the last decade. Owing chiefly to a 
policy change to allow foreign investment into a growing number of sectors, inward FDI rose from 
almost zero in the 1990s, and annual inflows have been consistently above USD 2 billion since 1995. 
The 2003 inflows, at USD 4 billion, were only a fraction beneath the peak year 2001.  

FDI inflows to Russia, at just over USD 1 billion in 2003, reached its lowest level since the mid-
1990s. This is indicative of a long-standing feature of Russian inward investment: it mainly flows into 
the resource-based sectors – plus a few service-related sectors such as retail and distribution in the 
larger cities. The Russian investment landscape is the topic of another article in the present issue of 
International Investment Perspectives. 

Direct investment into South America has been influenced by two main factors in recent years, 
namely a slowdown in investor interest similar to what was seen in the OECD area and the fallout 
from the Argentinean crisis. Unsurprisingly, the inflows to Argentina itself have virtually dried up. 
From an internationally high USD 24 billion in 1999 they have declined to just USD 230 million in 
2003. From 2000 to 2003 the decline was 90 per cent. On the other hand, Brazil has been less affected 
that might have been expected. FDI inflows have been cut by half since their peak in 2000, which 
compares favourably with an average OECD decline in inward FDI of around two thirds.  

Chile presents another interesting case. With a decline in direct investment inflows of two thirds 
since the peak levels in 1999/2000 (measured relative to an average of the two years, as 2000 figures 
were relatively low), this country’s FDI performance is worse than Brazil’s, but comparable with that 
of an average OECD country. Some observers have opined that Chile may have reached what is 
sometimes termed “investment maturity”, meaning that not only is it beginning to mark itself as an 
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important outward investor, but foreign-owned entities in the Chilean economy are increasingly 
operating like national enterprises, seeking their business partners and (importantly in the FDI context) 
finance locally.  With inward investment positions already very high relative to the size of the 
economy, and with the national privatisation process having run its course, the challenge for Chile will 
be broadening its appeal to foreign investors beyond its traditional host sectors.  

An area with an apparently great potential, but little success so far, for attracting investors is the 
Middle East and North Africa (MENA) region.  Partly as a result of an enhanced, but limited, 
openness to foreign investment, FDI has increased in recent years, but not as rapidly as in some other 
developing regions. Net FDI inflows in those MENA countries for which relevant figures are available 
grew to USD 7.4 billion in 1998, but subsequently fell to only USD 2 billion in 2003, while in the 
latter year all other developing world regions received far more FDI4.  

FDI inflows per capita in MENA countries in the period 1998-2000 averaged USD 21 per year, 
far lower than the comparable figure of USD 1,321 for OECD countries in 2000.5 During this time a 
wide variation was displayed between MENA countries, where FDI inflows ranged from USD 0.2 per 
year per capita in Algeria to USD 155 in Saudi Arabia, with Yemen experiencing an outflow 
averaging USD 12. Also measured relative to the size of the domestic economies, FDI inflows have 
played a relatively modest role in MENA countries. In 1998-2000 the average MENA FDI-to-GDP 
ratio was only 0.9 per cent – the same as for Sub-Saharan African countries, and markedly below the 3 
per cent recorded in Latin America and East Asia. 

1.3 Prospects for the future  

Relatively little information is available at this point in time about FDI trends in the first quarter 
of 2004, and whatever is available must be interpreted with extreme caution, as quarterly investment 
figures for individual countries are notoriously volatile. That said, an analysis of recent quarterly 
trends for the OECD area as a whole yields valuable additional insights6. First and foremost, the 
inward FDI to OECD countries appear to have slowed down throughout 2003. In the fourth quarter of 
2003 they stood at USD 75 billion, the lowest quarterly figure registered so far in the 21st century. This 
runs counter to the assumption by some that, while FDI in 2003 may have been relatively low, there 
were indications of a turnaround in the course of the year. 

Secondly, in some countries there are recent signs of considerable disinvestment by foreign 
enterprises. Figure 2 shows quarterly trends (smoothed by means of 4-quarter revolving sums) for the 
largest European economies. In the case of Germany, inward investment in both 2003:Q4 and 
2004:Q1 went sharply negative. Preliminary figures indicate a gross outflow of more than USD 30 
billion in the first quarter of 2004, as inward investors of the past withdrew funds. Among the other 
observations that can be made from Figure 2, the United Kingdom’s inward FDI remained on a slight 
downward trend in 2003 (no 2004 figures are yet available), whereby the remarkable resilience of 
inward French FDI appears to have continued into 2004. 
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Figure 2.  Quarterly foreign direct investment inflows 
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Source: OECD Main Economic Indicators Database. 

Whereas the near-term outlook for FDI may not be particularly encouraging, there are indications 
that FDI could trend upwards over the slightly longer term. Macroeconomic forecasts, including by the 
OECD, point to a cyclical recovery in the main OECD countries and an enhanced corporate 
profitability over the next couple of years. Another key driver of FDI, equity market valuation, has 
already risen considerably. Hence, one the ongoing structural adjustment in many countries has run its 
course the outlook is for a renewed strengthening of cross-border mergers and acquisitions and other 
kinds of direct investment.  

Some have argued that the longer-term outlook is clouded by public concerns about cross-border 
investment. Within the European Union, a factor that could discourage high profile projects in 
particular is a perceptible change in attitudes toward FDI. The introduction of the euro was widely 
expected to trigger Europe-wide consolidation in many sectors and attract outside investors keen to 
establish themselves is an ever-more integrated European markets. A few years back this prospect was 
hailed, or accepted, by policy makers. However, hesitations to contemplate the takeover of large 
national enterprises by foreign competitors, including cross-border consolidation within the EU, have 
been apparent in some countries. It is, admittedly, unlikely that a large number of cross-border 
acquisitions will be hampered by such considerations, but large enterprises could nevertheless decide 
to apply a more cautious strategy toward cross-border investment within the EU area.    

Another factor that could weigh down on FDI is a discussion about corporate outsourcing that has 
been resurfacing in some of the OECD’s largest member countries. Amid sizeable job losses in the 
industrial sectors it is unsurprising that societies quiz the location strategies of their biggest 
enterprises. However, a process of relocating low-skilled production processes, whether in the context 
of direct investment or otherwise, from high to low wage countries has been ongoing since the early 
days of industrialisation, and it has contributed greatly to the welfare of both home and host countries.  
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On the whole, however, most observers expect direct international investment to increase over 
the medium term. For example, a recent survey of investor intentions released by UNCTAD found that 
more than 70 per cent of the largest multinational enterprises expect FDI to increase from present 
levels over the next three years7. The expectations to an increase in direct investment are unequally 
distributed among host countries. On the whole, developing and transition countries appear to figure 
more prominently in companies’ investment plans than the large OECD economies. The survey 
indicates that the regions that are expected to benefit the most from about stronger direct investment 
are Central and Eastern Europe and the Asian countries. Within the first category, OECD member 
Poland figures prominently, as does the Russian Federation. Within Asia, enterprises expect China to 
receive (even) higher FDI flows than today, and they foresee a pickup in direct investment into India 
and Thailand. 

2. Changing sectoral patterns: services to the fore 

The sectoral distribution of FDI has changed markedly in recent years. Traditionally, the 
manufacturing industries have accounted for at least half of annual FDI inflows to OECD countries, 
with the service sectors (defined broadly to include construction and utilities) recording a slightly 
lower share, and the primary sectors rarely receiving more then 5 per cent of total flows. During the 
investment boom of the late 1990s and 2000 the service sectors saw their share increase to two thirds 
of total OECD inflows (Figure 3). At the time, this was attributed to the fact that many of the “new 
economy” and other high-tech activities that were in favour with investors were found in the service 
sectors. However, as the equity price bubble burst and cross-border investment cooled down, the 
service sector’s share in FDI rose even further. In 2002, services accounted for more than 75 per cent 
of FDI inflows in the OECD area.  

It is hardly possible to draw firm inferences about the future role of the service sectors in FDI, but 
one may speculate that we have witnessed a level-shift, following which services are likely to be the 
dominant element of FDI. Historically, direct investment has been considered as linked with 
manufacturing, plus certain industry-related services, because it was seen as motivated principally by 
the availability of resources abroad and by a wish to internationalise companies’ value chains in order 
to benefit from lower costs (principally labour) in other countries. As services are mostly consumed 
locally, this has in the past to some extent precluded the service sectors from playing a dominant role 
in FDI.      

However, the nature of FDI is changing, and so are the service sectors. Privatisation in many 
countries has transformed previous public-sector activities into commercial services and an increasing 
number of industrial companies are contracting business services from external vendors in preference 
to providing them in-house. In other words, an average industrial company’s value chain involves a 
larger number of service companies than before. This development has been greatly facilitated by the 
advent of multi-media technologies such as the internet, which for instance has allowed a large 
number of companies contract services such as call centres, software development and financial 
services from providers located in faraway locations.    



 10 

Figure 3.  Total OECD area FDI inflows, by main sector 
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Source: OECD International Direct Investment Database. 

The motivation and corporate strategies behind FDI may also have shifted. Surveys of investor 
intentions indicate that an increasing number of investment projects over the last decade were 
motivated, at least in part, by a wish to sell to the host country market and produce locally. Such a 
paradigm shift, if it has indeed taken place, works in favour of the services sectors whose product 
palette is comparatively easy to produce by means of local inputs. 

2.1 Differences between countries  

The main recipients of FDI into their service sector are generally the countries that figure 
prominently in FDI flows overall8. The United States received close to USD 800 billion worth of 
service sector FDI between 1990 and 2002, followed by Germany (USD 400 billion), United Kingdom 
(USD 250 billion) and France (USD 240 billion). Germany’s prominent position does to some extent 
reflect a couple of very large individual cross-border mergers and acquisitions into the county in the 
late 1990s.  

Over the years, the OECD economies have been a major net provider of direct investment to the 
service sectors in the rest of the world. One the one hand, this is hardly surprising; as regards FDI in 
general, OECD has always been a major capital exporter. From 1990 to 2002, net overall outflows to 
the rest of the world exceeded one trillion US dollars. On the other hand, the prominence of the service 
sector in this amount is striking: no less than three fourths of all the net outflows during this period 
were due to service sector investment9.   

The vast majority of the service sector net outflows are due to three countries, namely the United 
Kingdom, Japan and France (Figure 4). Each of these countries saw net outflows between 1990 and 
2002 in excess of USD 2000 billion. Conversely, while the United States recorded easily the largest 
gross flows over the last 13 years, inflows and outflows almost entirely netted each other out. Other 
countries whose service sectors acted as net exporters of FDI include Canada, the Netherlands and 
Switzerland.      
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Figure 4.  Service sector FDI in selected OECD countries, 1990-2002 
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Source: OECD International Direct Investment Database. 

2.2 “New” versus “old” services   

The dominant share of service-related FDI has traditionally flowed into “old” service sectors such 
as trade (including retail and whole sale distribution) and financial intermediation. In the first half of 
the 1990s, these two sectors generally accounted for two thirds of service sector FDI in the OECD area 
(Table 3). By 2002, these sectors’ share had fallen to one third, and the largest recipient of FDI had 
become the business services sector. Also, the transport and communication sectors, bolstered by 
privatisation, mobile telephony and the advent of multimedia technology have risen from near-
obscurity to receive almost 16 per cent of the service sectors’ FDI flows in 2002.  
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Table 3. Distribution of FDI inflows to the service sector, OECD totals 

(percentage shares to total service sector inflows) 

  1990 1995 2000 2002 

Trade  22.1 19.0 11.2 9.3 
Transport and communication 0.9 4.1 12.6 15.7 
Financial intermediation 44.6 37.8 37.1 25.7 
Business services 3.5 20.0 31.3 31.7 
Other services 28.9 19.1 7.7 17.5 

Source: OECD International Direct Investment Database. 

The country distribution of FDI inflows differ strongly across the various service market 
segments. In the “old” sectors the distribution is generally more equal than in those that witnessed 
rapid growth in the late 1990s. On case in point is financial intermediation. The two countries that host 
the perhaps most important financial centres, United States and United Kingdom unsurprisingly 
received the largest shares of total inward FDI in this sector over the last decade, but continental 
European countries also figured prominently (Figure 5, Panel A). In the case of the Netherlands, the 
figures are however influenced by the fact that many companies, for legal reasons, prefer to establish 
holding companies and special purpose entities, which are classified as being “financial” in this 
country.  

The UK and US dominance as recipients of FDI in the transport and communication sector since 
1990 has been must stronger. The two countries attracted almost 60 per cent of the OECD area’s total 
direct investment in this sector (Figure 5, Panel B). This reflects the long-standing predominance of 
transatlantic mergers and acquisitions (M&As) between the English-speaking countries in areas such 
as telecommunication. Germany and Netherlands also emerged as important recipients of such FDI, 
mainly originating from other EU countries.  

In the area of business services Germany stands out as by far the largest recipient of FDI in the 
OECD between 1990 and 2002 (Figure 5, Panel C). To a large extent this reflects a few very large 
cross-border take-overs into Germany. Foremost among these was the Vodafone-Mannesmann 
purchase (the world’s largest cross-border M&A so far) which, while the strategic motivation was a 
linkup of the two companies’ mobile telephony business counted as business service FDI because 
Mannesmann was categorised as an engineering service company. Other European countries, notably 
France, also figured prominently in this sector, whereas the United States received a comparatively 
limited 11 per cent of total inflows.  

3.  FDI in non-OECD countries: a source of development finance  

Efforts at enhancing the standard of living in developing countries are guided by the United 
Nations’ Millennium Development Goals (MDGs). It is clear to most observers that financing the 
MDGs will rely first and foremost on mobilising domestic resources, supplemented by external 
financing, such as FDI and official development assistance (ODA). The Monterrey Consensus, 
adopted in March 2002 in support of the Millennium Development Goals, highlights the need for 
policies within developing countries to mobilise domestic resources and attract private investment, and 
for utilising aid effectively. In turn, the international community committed to scale up and intensify 
their efforts to help developing countries by, among other things, improving synergies between ODA 
and FDI.  
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ODA is now recovering from all time low levels and further increases are expected up until 2006.  
In 2002, ODA totalled USD 58 billion, an increase in real terms of 7 per cent over 2001 and the 
highest real level achieved since 1992.  The increase has been quite broad-based across members of 
OECD’s Development Assistance Committee (from whom data are available). In the Monterrey 
Consensus, donors pledged to increase aid to support the MDGs.  Secretariat estimates based on 
Members' commitments and plans indicate that ODA should increase by 32 per cent in real terms over 
2002 - 2006 (USD 19 billion), raising the ODA/GNI level from 0.23 per cent in 2002 to 0.29 per cent 
in 2006. 

Again, the ODA/FDI has gained in importance because ODA is widely perceived as insufficient 
as developing countries’ main source of external finance. Alternative source of funds include “other 
official flows” (i.e. non-concessionary public finance), but these have dwindled in recent years and in 
2002 even turned negative (Figure 6). Private capital flows other than FDI (e.g. bank loans, portfolio 
investment) have in some cases been the major source of finance for the developing world, but they 
are notoriously volatile. Between the mid-1980s and 1990 and again in 2001 and 2002 there was a 
considerable withdrawal of this “other” private capital from the developing world10.   
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Figure 5.  Inward FDI in different sectors, 1990-2002 

Panel A.  Financial intermediation 
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Source: OECD International Direct Investment Database. 
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Figure 6.  Net capital flows from all donors to all developing countries 
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Source:  Development Assistance Committee Data. 

Direct investment, on the contrary, has proven to be a generally more resilient source of 
financing11. In recent years, gross FDI flows into developing countries have been more than twice the 
level of aid flows. Figure 6 indicates that, even when applying the narrower measure of net FDI flows 
from OECD countries to developing countries (which is arguably a more suitable measure for 
comparing FDI with ODA)12, the contribution of FDI to the external financing of developing countries 
has been growing steadily relative to that of ODA over the last twenty years. Furthermore, the amount 
of FDI among developing countries themselves (the so-called “south-south investment”) has increased 
in the last decade, and while this does not entail a resource transfer to the developing world as a 
whole, it is nevertheless likely to have had a positive developmental impact.    

Direct comparisons of ODA and FDI, and the impact so far of FDI to alleviate financial 
constraints across a larger group of developing countries, are, however, not straightforward. For 
instance, a couple of problems relate to often very different national and sectoral distribution of the 
two. First, according to a well-known adage, almost all of the ODA goes to the poorest countries while 
almost all of the FDI goes to the middle-income countries. Second, even within the group of middle-
income developing countries, FDI is concentrated heavily on a few dozens of nations which possess 
natural resources or are otherwise particularly attractive for investors. These observations are 
underpinned by the reality of the world’s poorest continent, Africa, which continues to be 
overwhelmingly dependent on aid for its external finance, although it should be noted that FDI did 
grow from previously very low levels during the 1990s (Figure 7).  
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Figure 7.  Net capital flows from all donors to all developing countries 
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Source:  Development Assistance Committee Data. 

The concentration argument should, however, not be exaggerated. It is true that China attracted 
almost one third of the developing world’s FDI in 2002 (though less so when regional flows are 
discarded) and briefly became the world’s foremost recipient of direct investment, but this needs to be 
seen relative to the size of the Chinese economy. A measure of FDI’s potential benefits to the host 
country’s economic performance is the net inflows relative to domestic value added. Measured thus, 
the fifteen main developing country recipients of FDI contain several countries that are not usually 
considered as important FDI recipients13 (Figure 8). It must be recognised that some of them have 
attracted investment largely as a result of resource availability (e.g. Equatorial Guinea, Angola, 
Azerbaijan and Kazakhstan), and others due to the proximity of a comparatively wealthy neighbour 
(e.g. Swaziland, Lesotho). Others have, however, been able to attract broad-based FDI whose potential 
domestic economic impact easily rivals that of the largest recipients of direct investment.      
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Figure 8.  The major recipients of FDI as percentage of GDP, 1992-2001 
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Source: World Bank Development Indicators. 

Even as FDI apparently has considerable potential to supplement and complement ODA as a 
source of external finance, it should be kept in mind that the main source of sustainable growth in 
most developing countries will be domestic capital accumulation. In this context, it should also be 
noted that a large share of the upsurge of FDI into the developing world in the mid- and late 1990s was 
motivated by the privatisation of public utilities in several countries14 (see also text box). While the 
positive development impact of international strategic investors’ participation in privatisation is well 
documented15, and while the proceeds from the privatisations may eventually be sunk into fixed 
investment, the short-term effect on domestic capital formation of such FDI is limited. Consequently, 
measures such as FDI relative to domestic investment tend to provide a high-end estimate.   
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FDI in developing countries: a shift to services 

FDI flows to developing countries’ service sectors increased rapidly in the late 1980s and early 1990s. 
Between 1988 and 1999, service sector FDI increased at an annual rate of 28 per cent and accounted for around 
37 per cent of total FDI inward stocks in developing countries in 1999. The share of infrastructure in total FDI 
flows nearly doubled during the period 1990 to 1998. This increase was led by a surge in flows into the 
telecommunications sector (the increase was around USD 84 billion, or one-tenth of the change in aggregate FDI 
stock) as global telecom and utility companies took advantage of their rising stock prices and participated in 
privatization programmes in many developing countries. Such investment peaked in 1998, however, in line with 
the asset price movements in the information, communication and technology sectors in global markets. Also, 
privatisation efforts began to slow around this period in many developing countries.  

Despite the slump in the telecommunication sector since 1998, developing countries have continued to 
receive FDI into this sector. The profile of investors is, however, changing. A growing number of new (relatively 
small) regional firms are now competing with the global players. The mode of investments is changing as well, 
from privatisation to licensing and joint ventures.  

This shift toward services is likely to have increased the benefits of FDI to developing countries. Foreign-
owned service companies can be an important source of spillovers to the domestic business sectors, particularly 
compared with the often limited linkages between extractive industries and the host economies. For example, the 
entry of foreign banks has helped improve the efficiency of developing countries’ financial sectors, a critical input 
to growth.    

Source: Global Development Finance 2003, World Bank.  

 

According to the World Bank’s World Development Indicators, which offer data for FDI and 
gross capital formation in over 130 developing countries, the average share of FDI in total fixed 
investment over the last decade has been around 15 per cent. The national variations were, however, 
considerable. In certain resource-rich countries such as Angola, Sudan and Venezuela FDI accounted 
for at least half of fixed domestic investment, whereas, at the opposite end, Iran, Niger, Sierra Leone, 
Haiti, Bangladesh and several (other) less-developed countries had almost no direct foreign private 
involvement in their fixed investment.  

As regards the policy options for using ODA in support of investment, the separation of FDI from 
fixed domestic investment may in most cases be an artificial one. Foreign and domestic companies 
respond to the same inducements and disincentives to invest, and their assessments of the investment 
climate in a given host location tend to converge. Domestic investors are sometimes more resilient to 
shortcomings in governance than foreign companies, owing to their inside knowledge of the host 
country’s social and economic structures. Also, micro-enterprises and producers operating on the 
edges of the formal economy (e.g. subsistence farmers) may have altogether different perceptions of 
the investment climate, but private companies operating on a fully commercial basis can in most 
contexts be treated as equivalent. ODA-backed efforts to enhance the investment climate is relevant in 
the context of attracting FDI, in mobilising domestic funds for investment and in enhancing the 
contribution of any kind of investment to economic development. 
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NOTES 

                                                      
1  Technically, Luxembourg was the largest recipient. However, this is widely considered to be due to 

the large matching in- and outflows through holding companies and other special purpose entities 
located in this country.  

2  This problem is not limited to Spain. Several of the smaller West European countries are believed to 
record inflated gross direct investment flows because of comparable corporate structures.  

3  Depending on whether or not one includes Luxembourg in the comparison. 

4  The World Bank (2004), Global Development Finance: Harnessing Cyclical Gains for Development.  

5. Calculated from IMF, International Financial Statistics FDI inflow and population figures. 

6  The quarterly statistics referred to in this section are balance of payment data reported to the OECD 
by member countries in the context of the OECD Main Economic Indicators.   

7  UNCTAD (2004), “Prospects for FDI Flows and TNC Strategies, 2004-2007”, Research Note No. 3.  

8  According to available statistics, Luxembourg appears prominently on the league table. However, this 
country is omitted here as the observation is thought to reflect investment into special purpose entities.  

9  Some caution is nevertheless called for: the figures may be biased by intra-OECD flows. When, for 
instance, a financial entity acquires a manufacturing company, the resultant statistics show a net 
service outflow and a net manufacturing inflow.  

10  The implications of this are discussed by Dailami, M., H. Kalsi and W. Shaw (2003), “Coping with 
Weak Private Debt Flows”, Global Development Finance: Striving for Stability in Development 
Finance, World Bank.  

11  This point was for instance made in OECD (2002), Foreign Direct Investment for Development – 
Maximising Benefits, Minimising Costs, pp. 60-61.  

12   However, this measure fails to take into account FDI flows from wealthy countries other than OECD 
members to developing countries. During the 1990s such flows accounted for roughly 15-20 per cent 
of FDI to the developing world.  

13   Small island states and off-shore financial centres have been omitted from the sample.  

14   For further detail, see Aykut, D., H. Kalsi and D. Ratha (2003), “Sustaining and Promoting Equity-
Related Finance for Developing Countries”, World Bank.  

15   See for example La Porta, R. and F. Lopez de Silanes (1997), “The benefits of privatization: evidence 
from Mexico”, NBER Working Paper, No. 6215, and Bortolotti, B., J. d’Sousa, M. Fantini and W. 
Megginson (2001), “Sources of performance improvements in privates firms: a clinical study of the 
global telecommunications industry”, University of Oklahoma Department of Finance Working 
Paper/FEEM Working Paper, No. 26.    



 20 

ANNEX 
 

INTERNATIONAL DIRECT INVESTMENT STATISTICS 
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