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FDI motivation and key drivers

FDI Motivation
Market seeking: Going abroad to
sell products

Factors Affecting FDI
Transport costs and tariffs discourage exports, favour tariff-jumping, horizontal
integration, and distribution/local sales affiliates. Bilateral investment treaties
(BITs) and double tax treaties (DTTs) encourage FDI. Digital trade needs strong ICT
infrastructure. Strong intellectual property rights (IPR) and GATS (General Agreement
on Trade in Services) needed to promote micro-MNEs and born globals.

Resource seeking: Going abroad
to buy inputs (natural resources,
labour, capital).

Transport costs and tariffs discourage imports, favour vertical integration and
offshoring to take advantage of differences in factor endowments. MNEs engaging
in greater segmentation of global value chains (trade in tasks). BITs, DTTs and PTAs
encourage FDI. Greater natural resource-seeking FDI by state owned MNEs from
emerging markets.

Knowledge/strategic asset
seeking: Going abroad to learn
(acquire strategic assets)

Knowledge-seeking FDI by emerging market MNEs greater importance. Depends on
FDI policy openness (e.g., M&A and IRP policies) in developed markets. Need for high
skilled labour. Quality of information and communication technology (ICT) industries.
BITs and DTTs encourage FDI.

Efficiency/growth seeking:
Rationalising activities and tasks
within the MNE network.

Efficiencies from arbitrage.
Rationalising activities within the
MNE network to exploit differences
in factor endowments, tastes and
policies across countries.

Global value chains take advantage of arbitrage efficiencies based on differences

in factor endowments and costs. MNEs engage in regulatory arbitrage, exploiting
loopholes in regulatory framework (e.g. tax avoidance). BITs and DTTs encourage FDL.
New policy focus on promoting FDI for sustainable development.

Efficiencies from integration. Pooling
and clustering activities within

the MNE network so as to exploit
economies of scale and scope and
gain group synergies.

Network economies of scale and scope encourage integration and centralisation. BiTs,
DTTs and PTAs encourage clustering FDI. Clustering more important for emerging
market MNEs engaged in market seeking and knowledge-seeking FDI, but less so for
ICT investments.

Competitive positioning/rivalry.

First mover advantages more important as network economies of scale and scope
(EOSS) increase in the digital economy, creating lock-in benefits and temporary
monopolies. Competition policy can dampen competitive rivalry moves.
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Changing composition of global FDI stocks

Global Outward FDI Stock, by Industry

Note: 1966 figures refer to US outward FDI.

Source: Lipsey (1992); 1990 and 2012 figures are world outward FDI from
UNCTAD (2014).

1966 1990 2012
Agriculture, fishing 1% 0% 0%
Mining and Oil 29% 9% 8%
Manufacturing 42% 44% 19%
Services 29% 47% 69%

Source: Hufbauer, Gary and Tyler Moran. Investment and Trade Regimes Conjoined: Economic Facts and Regulatory

Frameworks. E151nitiative. Geneva. Intemational Centre for Trade and Sustainable Development (ICTSD) and World
Economic Forum, 2015. www.e15initiative.org/
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Global trade and investment architecture mapped

Multilateral Declarations and Multiateral Political
Commitments (post-2015 agenda, Processes (UNGA, HLPF,
including SDG and the AAAA) ECOSOC, UN CEB)

International organisations
administering treaties with
T&| provisions {e.g., UNFCCC, CITES)
International organizations/
imnitiatives providing services on
T&I (UNIDO, UNDP, ILO,
ICAC, IMO, WHO,
UNEP, FAO, ITU, UN
Statistics Division)
Multilateral Treaties with
provisions on T&I (MEAs,
UN human rights tresties)

Plurilateral and
1siness and stakeholder regional organisations
initiatives (WEF, administering treaties
non-profit think with T&d provisions
tanks, NCOs) (RFMOS)

Plurilateral and Bilateral
Political Processes (e.g., G20,
G78, US-EU Summit,
Surnmit of the Americas,

BRICS Summit)

Quasi-public and public-private
nitistives (e.g., UN Dec on Forests,
Kimberiey Process)

Plurdl | financist &

¥ Plurilateral and Reghonal Institutions
govenance instruments {Based lll, BIS)

providing services on trade and investment
(e.8., OECD, IEA, African Union, African RECs,

Regional development banks ASEAN, APEC, Commonwealth Sect)
(ADB, IDB, ADB, BIC) & bilateral
development agencies
LEGEND
9 N Inernationsd ogansations &

Fnuwuumw Mm“ programmes contrally concerned

Invecemant treacios rade 3nd ivestent agreamants M: dulis &
crees Othar -a\dud N Privane-public initiatives,
e vw o anm; 15 atoral -
P et an ade g ShES X AR S
cridd i




Global FDI inflows by group of economies and projections
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Sowrce: SUNCTAD, FOMNE database (www.unctad org/foestatistacs).



