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Introduction

The modern world economy rapidly became a global economy based on
intra-industry division of labour, in which transnational corporations play the
dominant role, simultaneously acting as international channels, through which
goods, services, technologies, people and capital flow, especially in the form of
direct investment. The feature that distinguishes FDI from other forms of inter-
national capital flows is that they cause the transfer of some or all the rights to
manage the direct investment enterprise.

The aim of this essay is to present the scale and structure of international
capital flows in the form of FDI. The essay has been prepared based on informa-
tion contained in the World Investment Reports, published annually and prepared
by the United Nations Conference on Trade and Development — UNCTAD.

1. Foreign direct investment (FDI) — the theoretical outline

In domestic and foreign studies, there are many definitions of foreign direct
investment. As mentioned in the introduction, they are most commonly associated
with the movement of capital resources but also technology transfer and manage-
ment. W. Karaszewski, identify FDI with the making from scratch an independ-
ent, economic abroad activity, or taking over management of existing businesses.
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Foreign investment is capital investments made outside the country of investors
to take up economic activities there as a result of which is not only the transfer
of financial resources, but also of specific capital goods. The character of these
investments indicates the inseparability of accompanying motifs of income and
control (participation in management).!

In turn, according to the standard definition — determined by the OECD? — the
concept of FDI means investment undertaken by the unit-resident in one economy
(the ,.direct investor”) ,,to achieve sustainable impact (lasting interest) per unit
resides in another economy” (known as ,,direct investment enterprise”). OECD
emphasizes that ,,implies the existence of a lasting impact long-term relationship
between the direct investor and the enterprise (direct investment) and a significant
degree of influence on the management of the undertaking.”

An important factor in inducing the undertaking of foreign direct investment
is to obtain competitive opportunities thanks to locate production on the spot®.

In considering the problem of location of foreign investment especially in the
form of FDI can not forget about the theory of J.H. Dunning.* This theory shows
the existence of three dependencies that determine undertake foreign direct invest-
ment. They are: ownership-specific advantages, the specific locational advantages
and the specific advantages of internalization®. This theory was confirmed in vari-
ous empirical studies explaining the motives of FDI undertaking and resisted the
critic, which threw a shadow of doubt as to its universality.

' 'W. Karaszewski, Bezposrednie inwestycje zagraniczne. Polska na tle swiata, Dom Organiza-
tor, Torun 2004, p. 19.

2 OECD Benchmark Definition Direct Investment — Third Edition, Paris 1996, http://www.oecd.
org.
3 Ibidem.

4 J. Dunning, The Determinants of International Production, Oxford Economics, Papers 1973,
No. 3; The eclectic paradigm as an envelope for economic and business theories of MNE activity
International Business Review, Volume 9, Issue 2, April 2000, p. 163—190.

5 Miedzynarodowe stosunki gospodarcze, ed. J. Rymarczyk, PWE, Warszawa 2006, p. 113.
eazy! gosp y y p

¢ A. Buckley, Inwestycje zagraniczne — skiadniki, wartosci i ocena, Warszawa 2002, pp. 119—
120.
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2. Global flows of foreign direct investment — size, structure, trends

Foreign investment is seen as one of the most important factors in the global
economy. Their presence promotes technology transfer and improves the situation
on local labor market. Foreign capital has the potential to reduce the “investment
gap”, can contribute to modernize the region and improve the competitiveness.
The importance of foreign capital is especially important in countries where there
are a shortage of funds, which preclude making any investments. The importance
of FDI can be measured by the size of their streams, that is, the value of invest-
ments made in individual years, and the multiplicity of their resources, i.e. the
sum of the accumulated investments in the considered period.’

Half of the 80s twentieth century was a period, which began a marked accel-
eration of growth of international capital flows in the form of FDI. Global FDI
inflows grew at an impressive rate: 23.1% — average annual in years 1986—1990,
21.1% in 1991-1995 and 40.2% in 1996-2000. As a result of the global stream of
FDI inflow, which in the years 19801984 averaged was approximately 50 billion
of dollars a year, rose to 209 billion of dollars in the year of 1990 and 1393 billion
of dollars in 2000. Table 1 presents international direct investment flows in the
years 1995-2008 in billion USD.

The literature gives several reasons for the increase of FDI in the year of
1985. As the principal reason give the rapid development of technology, integra-
tion processes and changes in the economic policy of individual countries, as well
as the privatization and deregulation of certain branches or industries. In years
2001-2002 recorded declines in global capital flows, which in turn, resulted in
decreases in economic development in the United States, or many EU countries,
whether associated with this decreasing corporate profits and the willingness of
TNCs to finance the flows in the form of FDI.?

The next years brought periods of growth in international flows of foreign
direct investment in the world. From years 2002-2008, these investments had
increased by 1,033.3 billion of dollars. In 2008, amounting to 1658.5 billion
USD.?

7 1. Swierkocki, Zarys miedzynarodowych stosunkéw gospodarczych, PWE, Warszawa 2004,
p- 93.

8 T. Michatowski, Miedzynarodowe przeplywy kapitatlowe we wspélczesnej gospodarce swiato-
wej, ed. E. Oziewicz, PWE, Warszawa 2006, pp. 110—111.

> World Investment Report 2008, p. 9, World Investment Prospects Survey 2009—2011, p. 46.
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However, according to data compiled by the UNCTAD, the global value of
FDI inflows in the world in the year of 2008 fell by 21% to about 1.4 trillion of
dollars. In the year of 2008, the volume of direct foreign investments decreased
eg: in Finland, Germany, Hungary, Italy and in the Great Britain. Reducing income
in developed countries, transnational corporations and the decline in bank loans
were particularly affected on constraining the size of financial investments. There
had been a fall in transaction volumes associated with international acquisitions
and mergers. International mergers and acquisitions in developed countries fell by
33% in the year of 2008.

Developing countries and economies in transition were more resistant to
changes in the outflow of foreign direct investment and the effects of global eco-
nomic crisis. The growth rate of FDI inflows to developing countries, however,
was in 2008. lower than in 2007 (when it exceeded 20%), it is estimated that it will
still remain positive but at levels not exceeding 4%.

The countries of Southeast Asia (the largest recipient of FDI — nearly half
of all flows to developing countries) in the year of 2008 recorded an increase in
the value of invested foreign capital, but it was slower than in 2007. According
to UNCTAD estimates the flows to western Asia will tend to fall (now drop more
than 20%), after recording level registered in the previous year. The reason was
the slower growth in demand for oil, rising costs and lower revenues from the
export of this commodity (because of lower prices). Meanwhile, the countries of
Latin America and the Caribbean so far have shown significant resistance to the
world economic slowdown, which resulted in unchanged condition of FDI.

As with other economic activities, the foreign direct investment also had
undergone dramatic changes since the end of 2008. The uncertainty of profits,
limited access to financial resources and a declining market, as well as a clear risk
of worsening the economic situation during the crisis was one of the reasons for
declines in FDI inflows, which can be clearly seen in 2009 (Figure 1, 2).

The crisis in world markets was reflected in significant drops in investment
and economic slump in developed countries. This resulted in a reduction in the
number of mergers and acquisitions as well as intra-corporate loans. These trends
were confirmed by UNCTAD, where, according to the report, “World Investment
Prospects Survey 2009-2011" in the short term sill will be recorded a large drop
of foreign direct investment.
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Figure 1. The size of global capital flows in the years 1990-2009 in trillion USD (current
prices)

Source: UNCTAD, based on its FDI/TNC database (www.unctad.org/fdi statistics); UNCTAD,
GlobStat; and IMF, International Financial Statistics, June 2010.
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Figure 2. Annual growth of world capital flows in the years 1991-2009 (%)

Source: as a Figure 1.

The drop of the FDI inflow in 2009 has reflected the poor economic perform-
ance in many parts of the world, and limited financial capacity of many transna-
tional corporations — TNCs, which in turn, resulted in reduction of the size of
reinvested profits, and decrease the overall capital flows as well as mergers and
acquisitions. Global mergers and acquisitions developed in 2009 at a low level of



Katarzyna Puchalska

188

‘6 'd ‘900 10day judusaauy prioy ‘QV.LON() UO PIseq :90InN0S

O d ‘I[T07—6007 /244N $102dS04g JUdUIISIAUT PILIOY ,

6'8981| 58591 [ 59661 | €681 [zezel | 11v1 | 8088 | L'856 | T0z6 | LL1L | 8795 | 17195 | vees [ Tszo [ vroe [ 6vee PO
9'6€T | §LEE | 861 | SOTE | 'Ibl | €4LT | S6L | 9017 | 668 | TILL | ST | SSIL| €L | 986 | IS | ¥901 | piypes
ueoqque)
196 | €61 | €75 | €921 | €€9 | 6T6 | 8S€ | V9L | ST | ¥v6 | €1T | 6St | 1T | §LS | I'IT | 6TL |ou pueeom
-owy une|
w19 | e | 8L | ssy| €T | s6r | T | 8 | TI | LSI | €0 | 9%l | ¥T | 6 eOLY
. . . . . . . . . . . . SOIUIOU09d
U'PLT | T6bS | 1'€ST | L'66Y | €TIT | €1y | 911 | ¥9IE | 0Z1 | 9'€8T | Sv | T08T | 9'6b | ILL | ¥'bL | €881 |guidoimyg
9'867 | 6'0T€ | SEIE | 8°TEC | LITT | L'9ST | ¥'SI | 8401 | 66T | 8'SEL | 4671 | 1'€S | 64EL | SHL | 6'STI | L'691 vsn
yLZL | 61 | S€L | STT | €0S | 9 | 8 | 8T | I'le | 8L | 88T | €9 | €26 | T6 | I'ST | 9F uedey
€066 | 655 |SOITI| S'8V8 | 695L | €665 | 8689 | $'S0S | TTOY | L'SIT | I'LOE | 8'6LT | 6'6LT | 991€ | 60st | 6'Lze |  odomng
. . . . . . . . . . . . . SOIWIOU092
69T | 81001 | 1'2691 |9°LVTT | TL801 | G'0V6 | 6'8YL | €119 | 98L | L'EOY | LOS | I'19€ | TE8Y | 6Thb | 1€9 | €6E5 | Jigihany
18007 | +800Z | LOOT | LOOZT | 900T | 900 | S00T | SO0T | ¥00T | ¥00T | €00Z | €00T | 200z | zooT | J90C | 000C uotdar
. ‘ 5661 | —$661 ooy
SMO o mopur| SMOU smopur| SO | smopgur| MO [smogur| SMOU [smoggur| SOV fsmopgur| S™°U |smopgur| S™°F |smopur| wonoonp
MO a0 ad | N b rad | N ad | N ad | e L rad | R rad | NS | 1ad | mop ey
144 1a4 1ad 1ad 1a4 1ad 1ad 1ad
(asn uorIq) 800Z—S661 SIBIA AY) UL SMO[J JUSWISIAUL JOAIIP [EUOTJBUIIU]
[ *I9eL



Global capital flows in the form of FDI in contemporary world 189

250 trillion of dollars. In the first five months of 2010 there have been the growth
of these investments by 36%. By recovering each country from the economic
crisis, it can be concluded further increase in FDI flows.

So it is not yet clear when it’s expected a significant increases in foreign
investment and which countries, regions or industries will be most favored by
major investors — TNCs. The mood among TNCs, however, are becoming more
optimistic as evidenced the results of a report published in 2010. by UNCTAD
— “The World Investment Prospects Survey 2010-2012.” Projections of the FDI
flows for the coming years illustrates Figure 3. The authors of the report predict an
increase of FDI in 2011 to 1.3—1.5 trillion of dollars and between 1.6 and 2 trillion
of dollars in 2012.
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Figure 3. Projections to 2012 for the inflow of FDI in the world relating to years 2002—
2009 (USD billion)

Source: based on World Investment Prospects Survey 2010-2012, UNCTAD, p. 8.

Analyzing the structure of capital flows in the form of FDI in 2010 we need to
note that the largest share in the global flows were the developed countries (49%),
in it the EU and developing countries (45%), where China, India accounted for
8% and 6% of global FDI flows (Figure 5). Global rankings of the largest FDI
recipients confirm the importance of developing countries and transition econo-
mies in global FDI flows, which presents a graph of the fifth.
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Figure 4. The level of optimism / pessimism in the context of TNCs investment climate in
the years 2010 and 2012

Source: Based on. World Investment Prospects Survey 2010-2012, UNCTAD, p. 10.
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Observing activity of TNCs in the form of foreign direct investment can be
seen (Table 2, 3) that the participation of corporations from the countries of the
triad is slowly declining in favor of developing countries and transition econo-
mies. What’s even more highlights the importance of these countries in the flows

of capital in the FDI form.

Table 2
The 100 largest non-financial corporations in the world in 2008
Home region Average TNI* Number of entries
Total 63.4 100
EU 67.6 58
France 66.6 15
Germany 56.9 13
United Kingdom 75.5 15
Japan 50.0 9
United States 58.1 18
Developing and transition economies 50.7 7

* TNI, the transnationlity Index, is calculated as the average of the following three ratios: foreign
assets to total assets, foreign sales to total sales and foreign employment to total employment.

Source: World Investment Prospects Survey 2010, UNCTAD, p. 18.

Table 3

The 100 largest TNCs from developing countries and economic transformation in 2008

Home region Average TNI* Number of entries
Total 48.9 100
Africa 58.8
Latin America and the Caribbean 42.5
West Asia 50.6
East Asia 51.1 47
South Asia 57.9 5
South-East Asia 47.5 15
South-East Europe and the CIS 27.2 8

* TNI, the transnationality Index, is calculated as the average of the following three ratios: foreign
assets to total assets, foreign sales to total sales and foreign employment to total employment.

Source: as a Table 2.
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Despite the crises, the degree of internationalization of TNCs worldwide
has increased by 1 percentage point compared with the year of 2007. In the case
of developing countries and transition economies, this index has been a slight
decline.

Conclusion

A gradual improvement in macroeconomic conditions and the related
national policies and investment promotion agency (IPA) should have a favorable
impact on global capital flows in the form of FDI. A recent report by UNCTAD
— World Investment Prospects Survey seems to confirm this hypothesis, indicating
arevival in the global flows of foreign investment. Estimating growth in the year
0f 2012 to between 1.6 and 2 trillion of dollars.
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GLOBALNE PRZEPLYWY KAPITALU W FORMIE BIZ
WE WSPOLCZESNYM SWIECIE

Streszczenie

Wspoltczesna gospodarka swiatowa w szybkim tempie stata si¢ gospodarka glo-
balng oparta na wewnatrzgateziowym podziale pracy, w ktorym dominujaca role zajmuja
korporacje transnarodowe (KTN) petnigce rolg migdzynarodowych kanatow, przez ktére
przeptywaja dobra, ushugi, technologie, ludzie i kapitat zwlaszcza w postaci inwestycji
bezposrednich. Cecha odrozniajaca BIZ od innych form migdzynarodowych przeptywow
kapitatowych jest to, ze powodujg przeniesienie czg¢sci lub catosci praw do zarzadzania
przedsigbiorstwem bezposredniego inwestowania.

W dobie kryzysu BIZ poddane zostaly dramatycznym zmianom. Niepewnos$¢
zyskow, ograniczony dostep do srodkéw finansowych oraz rynek o tendencji spadkowe;j,
jak rowniez wyrazne ryzyko pogorszenia sytuacji gospodarczego w okresie kryzysu sa
jednym z powoddéw spadkoéw naptywu BIZ w ostatnich latach.

Niestety jeszcze nie jest jasne, kiedy mozna si¢ spodziewac znaczacych wzrostow
inwestycji zagranicznych i ktdre z krajow, regiondéw, czy branz beda najbardziej uprzy-
wilejowane przez gtéwnych inwestorow. Nastroje wsrod KTN sa jednak coraz bardziej
optymistyczne, o czym $wiadcza wyniki raportu World Investment Prospects Survey
20102012 opublikowanego przez UNCTAD w 2010 roku.

Ttumaczenie Katarzyna Puchalska






