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EXECUTIVE
SUMMARY

Global FDI fell by 18 per cent to US$ 1.35 trillion in 2012. The recovery
will take longer than expected, mostly because of global economic fragility
and policy uncertainty. UNCTAD forecasts FDI in 2013 to remain close to the
2012 level, with an upper range of US$ 1.45 trillion.
In 2012 – for the first time ever – developing economies absorbed
more FDI than developed countries, accounting for 52 per cent of global FDI
flows. The biggest fall in FDI inflows occurred in developed countries, which
now account for only 42 per cent of global flows. Developing economies also
generated almost one third of global FDI outflows, continuing a steady upward trend.
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FDI outflows from developed countries fell by 23 per cent to US$ 909
billion, dropping to a level close to the trough of 2009. The uncertain economic outlook led transnational corporations (TNCs) in developed countries
to maintain their wait-and-see approach towards new investments or to di-

vest foreign assets, rather than undertake major international expansion.
In 2012, 22 of 38 developed countries experienced a decline in outward FDI,
leading to a 23 per cent overall decline.
Both Europe and North America saw large decline in their outflows,
with the European Union recording down 40 per cent and the United States
17 per cent. Japan bucked the negative trend that characterized developed
economies, growing by 14 per cent and keeping its position as the second
largest investor country in the world.
Outward FDI from developed countries fell by more than US$ 274
billion in 2012, which accounted for almost the entire decline in global outflows. FDI dropped in 22 of 38 developed economies, including the US and
most of the major European source countries. The continuing Eurozone
crisis appears to have deterred United States investors from investing in
Europe, previously their main target region. In contrast, Japan kept up the
momentum of the previous year to become the second largest source of FDI
worldwide.
Outward FDI flows from non-EU Central and Eastern Europe declined
by 24 per cent in 2012 to US$ 55 billion due to the fall in FDI outflows by Russian investors.
In contrast to the decline of FDI flows from developed countries and
transition countries (CSI and the other Central and Eastern Europe countries not included in the UE), FDI flows from developing economies rose
slightly in 2012, amounting to US$ 426 billion. As a result, their share in
global outflows rose to a record of 31 per cent.
Flows from developing Asia remained in 2012 similar to the record
level of 2011, reaching US$ 308 billion and accounting for 22 per cent of
global flows. FDI outflows from China continued to grow, reaching the record level of US$ 84 billion in 2012. Also FDI outflows from the Republic of
Korea, Taiwan, Malaysia and Thailand rose, while outflows from Singapore
and India declined.
Outward FDI from West Asia decreased by 9 per cent to US$ 24 billion in 2012, stopping the previous year’s recovery. FDI outflows from Latin
America and the Caribbean declined by 2 per cent in 2012, accounting US$
103 billion, while outward FDI flows from Africa nearly tripled in 2012 from
US$ 5 billion in the previous year to an estimated US$ 14 billion.
An in-depth analysis is conducted on FDI projects concerning the
start-up of new activities (Greenfield investments) and the expansion of existing activities, that represents the most expansive component of FDI.
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Western European firms are responsible for more than 40 per cent of
the total number of FDI projects, even though their share has been slightly
declining from 2007. More than one quarter of the total number of projects
are due to North American MNEs (but their share was more than 30 in 2003).
Around 20 per cent of the total is given by FDI projects launched by
firms from the Asia-Pacific area, while the contribution of the firms of each
remaining regions (Central and Eastern Europe, Latin America & Caribbean, Middle East and Africa) is well above 5 per cent of the total.

Other topics:
Trends on FDI outflows from:
1.
2.
3.
4.
5.
6.
7.
8.
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WESTERN EUROPE
BRAZIL
RUSSIA
CHINA & HONG KONG
INDIA
JAPAN
SOUTHEAST ASIA
MIDDLE EAST & MED Area

OFDI PERSPECTIVES:
countries and sectors
of interest

According to UNCTAD’s 2013 World Investment Report, in 2012 global FDI
flows fell by 18 per cent to US$ 1.35 trillion in 2012 (Figure 1). The recovery
will take longer than expected, mostly because of global economic fragility
and policy uncertainty. UNCTAD forecasts FDI in 2013 to remain close to
the 2012 level, with an upper range of US$ 1.45 trillion. As investors regain
confidence in the medium term, flows are expected to reach levels of US$
1.6 trillion in 2014 and US$ 1.8 trillion in 2015. However, significant risks to
this growth scenario remain.
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Figure 1

FDI inflows by region and economy, 1990-2012
Source: UNCTAD, FDI/TNC database (www,unctad,org/fdistatistics)
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The biggest fall in FDI inflows occurred in developed countries, which now
account for only 42 per cent of global flows, while FDI flows to developing
regions witnessed a small overall decline in 2012, with some bright spots
(Latin America and Africa bucked the trend, with 12 per cent and 5 per cent
increases, respectively). As a result of these trends, in 2012, for the first
time ever, developing economies absorbed more FDI than developed countries, accounting for 52 per cent of global FDI flows, while the remaining 6
per cent was absorbed. At the same time, the developing economies also
generated almost one third of global FDI outflows, continuing a steady upward trend, while FDI outflows from developed countries dropped to a level
close to the trough of 2009.
The uncertain economic outlook led multinational enterprises (MNEs) in
developed countries to maintain their wait-and-see approach towards new
investments or to divest foreign assets, rather than undertake major international expansion, In 2012, 22 of the 38 developed countries experienced a
decline in outward FDI, leading to a 23 per cent overall decline.
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Figure 2

Breakdown of FDI outflows by region and economy, 2003-2012
Source: UNCTAD, FDI/TNC database (www,unctad,org/fdistatistics)
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OFDI FROM DEVELOPED ECONOMIES
Outflows from developed economies, which had led the recovery of FDI over
2010–2011, fell by 23 per cent to US$ 909 billion – close to the trough of
2009. Outward FDI from developed countries fell by more than US$ 274 billion in 2012, which accounted for almost the entire decline in global outflows. FDI dropped in 22 of 38 developed economies, including most of the
major source countries.
A growing part of outward FDI from developed countries is made up of reinvested earnings, now a record of 61 per cent of the total (Figure 1). While
this reflects a growing tendency of developed-country TNCs to hold large
cash reserves in their foreign affiliates in the form of retained earnings.
Both Europe and North America saw large declines in their outflows, with
the European Union down 40 per cent and the United States down 17 per
cent. Belgium, the United States and the Netherlands saw the largest declines. In particular, the continuing Euro zone crisis appears to have deterred United States investors from investing in Europe, their main target
region, while European MNEs, mainly in the financial industry, heavily divested their assets abroad.
Japan bucked the negative trend that characterized developed economies.
In 2012, OFDI flows grew by 14 per cent, keeping Japan’s position as the
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second largest investor country in the world after the US. In particular,
Japanese MNEs increased their FDI in South-East Asia because of regional
integration, the prospects of the Association of Southeast Asian Nations
(ASEAN) economic community and emerging opportunities in low-income
countries, such as Myanmar.

OUTWARD FDI FROM TRANSITION
AND DEVELOPING ECONOMIES
Outward FDI flows from transition economies (non-EU, Central and Eastern
European countries) declined by 24 per cent in 2012 to US$ 55 billion due to
the fall in FDI outflows by Russian investors.
The Russian Federation continued to dominate outward FDI from the region, accounting for 92 per cent of the total. MNEs based in natural-resource
economies continued their expansion abroad, the largest acquisitions took
place in the financial industry. For example, Sberbank – the largest Russian
Bank – acquired Turkish’s Denizbank for $3.9 billion.
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In contrast to the decline of FDI flows from developed countries and transition economies, FDI flows from developing economies rose slightly in 2012,
amounting to US$ 426 billion. As a result, their share in global outflows rose
to a record 31 per cent.
Flows from developing Asian countries (thus excluding Japan and Israel),
remained close to the record level of 2011, reaching US$ 308 billion and accounting for 22 per cent of global flows (a share similar to that of the European Union). The moderate increase in East and South-East Asia was offset
by a 29 per cent decrease in outflows from South Asia.
In particular, outward FDI from East and South-East Asia rose by 1 per cent
to US$ 275 billion. This marks the fourth consecutive year of increasing
flows from the region, with its share in global FDI outflows jumping from 9
per cent in 2008 to 20 per cent in 2012.
FDI outflows from China continued to grow, reaching a record level of US$
84 billion in 2012. The country is now the world’s third largest source of
FDI. Chinese companies remained on a fast track of internationalization,
investing in a wide range of industries and countries driven by diversified
objectives, including market-, efficiency-, natural resources- and strategic
assets-seeking motives.
FDI outflows from the Republic of Korea rose 14 per cent, to US$ 33 billion,
while those from Taiwan increased slightly to US$ 13 billion. Large investments in high-end segments of the electronics industry in China were one
of the main drivers of rising outward FDI from these two economies.
In South-East Asia outflows from Singapore, the leading source of FDI in the
sub-region, declined by 12 per cent to US$ 23 billion, while those from Ma-

laysia and Thailand rose by 12 per cent and 45 per cent, amounting to US$
17 billion and US$ 12 billion, respectively. The rise of these two countries as
FDI sources was driven mainly by intraregional investments.
Outflows from India, the region’s largest FDI source, decreased to US$ 8.6
billion (still 93 per cent of the regional total) owing to the shrinking value
of cross-border M&As by Indian companies. In comparison to their Chinese counterparts, Indian companies – especially conglomerates – seemed
much less active in cross-border M&A operations than in previous years and
increasingly focused on their domestic market.
Outward FDI from West Asia decreased by 9 per cent to US$ 24 billion in
2012, putting a halt to the previous year’s recovery.
While Gulf Cooperation Council countries continued to account for most of
the region’s outward FDI flows, Turkey has emerged as a significant investor, with its outward investment amount growing by 73 per cent to a record
US$ 4 billion. This was mainly due to the US$ 2 billion acquisition – by Anadolu Efes (Turkey) – of the Russian and Ukrainian businesses of SABMiller.
FDI by sovereign wealth funds (SWFs) in 2012 was only US$ 20 billion, though
it doubled from the year before. Cumulative FDI by SWFs is estimated at
US$ 127 billion, most of it in finance, real estate, construction and utilities.
In terms of geographical distribution, more than 70 per cent of SWFs’ FDI
in 2012 was targeted at developed economies. The combined assets of the
73 recognized SWFs around the world were valued at an estimated US$ 5.3
trillion in 2012 – a huge reservoir to tap for development financing.
FDI outflows from Latin America and the Caribbean declined by 2 per cent
in 2012, to some US$ 103 billion. Over half of these outflows originate from
offshore financial centres.
Outflows from Brazil remained restrained by high levels of repayment of
intercompany loans by Brazilian affiliates abroad to their parent companies
in Brazil.
In contrast, Mexico and Chile saw strong increases in their FDI outflows,
Cross-border acquisitions by Latin American TNCs jumped 74 per cent to
US$ 33 billion, half of which was invested in other developing countries.
Outward FDI flows from Africa nearly tripled in 2012, from US$ 5 billion in
the previous year to an estimated US$ 14 billion. South African companies
were active in acquiring operations in mining, wholesale and healthcare industries, helping raise outflows from the country to US$ 4.4 billion in 2012.
The growth in investments from South Africa, coupled with year-on-year
increases in FDI outflows from Angola, resulted as a significant expansion
of overseas investment activities from the Southern Africa region. Central
Africa, North Africa and West Africa also recorded significant rises in their
outflows in 2012, boosted primarily by increases from the Democratic Republic of the Congo, Liberia, Libya and Nigeria.
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GREENFILED PROJECTS BY
GEOGRAPHICAL AREAS
An in-depth analysis can be conducted on FDI projects concerning the startup of new activities (Greenfield investments) and the expansion of existing
activities, that represent the most expansive component of FDI.
According to fDi Markets, a database developed by the fDi Intelligence from
The Financial Times Ltd which tracks cross-border Greenfield foreign direct
investment (FDI) projects covering all sectors and countries, between January 2003 and December 2012 a total of 133,479 FDI projects were recorded
worldwide. These projects represented a total capital investment of USD
9,327 billion and created more than 9,3 million jobs.
In 2012, 13,596 new FDI projects were recorded worldwide (-21.3 per cent
compared with the peak of 17,286 projects recorded in 2008 and -15.1 per
cent compared to 2011). These projects created nearly 1.9 million jobs,
which is 139.9 average jobs per project, and represented a total capital investment of USD 606 billion, with an average investment of USD 44.6 million
per project.
For the fifth time in a row, in the fourth quarter of 2012 the number of projects has been lower than the previous quarter. In this period, only 3,091 FDI
projects were recorded, representing the lowest level since second quarter
2007. The number of FDI projects decreased by 6.8 per cent from the previous quarter and 18 compared with the fourth quarter of 2011.
Figure 3 shows the breakdown of FDI projects by source region and year.
Western European firms are responsible for more than 40 per cent of the
total number of FDI projects, even though their share has been slightly declining after 2007. More than one quarter of the total number of projects are
due to North American MNEs (but their share was more than 30 in 2003).
Around 20 per cent of the total is given by FDI projects launched by firms
from the Asia-Pacific area, while the contri¬bution of the firms of each of
the remaining regions (Central and Eastern Europe, Latin America & Caribbean, Middle East and Africa) is well above 5 per cent of the total.
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Figure 3

FDI project by source region, 2003-2012
Source: fDi Intelligence from The Financial Times Ltd.
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Even though the total number of FDI project has been declining after 2007,
some countries show a significant contrast (Figure 4, in which FDI projects
concerning retail activities are excluded). The most striking performance is
undoubtedly that of China, for which the number of projects is more than
tripled between 2003 and 2012, with a peak of well 427 projects in 2011 compared to only 94 projects in 2004.
Among the BRIC, Brazil increased from 35 FDI projects in 2003 to 84 in 2011
(but with a sharp decline in 2012 only 50 projects). India, too, reaches a peak
in 2011, with 402 projects compared to 170 in 2003, dropping to 286 projects
in 2012. More regular the progress of Russia, whose share of the total world
remain almost constant throughout the period considered.
13
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It deserves to be a considerable rise the number of projects from the Middle
East, which rose from 134 in 2003 to 482 in 2012, with a peak of 609 projects
in 2008, bringing its impact on the world total from 1.6 per cent in 2003 to 4
per cent of 2012. In this area a relevant growth is shown by the United Arab
Emirates, from about 40 FDI projects per year in 2003-2004 to 220 of 2013.
Figure 5

Specialization of FDI projects from selected countries by destination region, 2003 – 2012
Source: Politecnico di Milano

Figure 5 represent the geographical specialization of FDI projects from
BRICs and the other major Asiatic countries. In particular, we use the index
of specialization also called “Balassa index”, calculated as follows. Let xj be
the share of FDI projects from a certain country x in the geographic area j,
and Xj the share of all FDI projects directed towards the same geographical
area j. The Balassa index is calculated from the ratio xj / Xj. A Balassa index
value greater than 1 indicates a relative specialization of FDI projects from
the country x to the area j, being the share of its projects in that area higher
than the share of all world FDI projects in that area; consequently, a Balassa
index value lower than 1 indicates a relative de-specialization.
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In general, we can notice:
a general specialization of FDI projects from each of the countries we
consider, towards the other countries of the same geographical area
China does not show any significant specialization of its FDI projects
to Asia-Pacific (the value of the Balassa index is 1.02)
China represents also a notable exception to the rule that all the
countries considered show a relative de-specialization toward Western Europe, with a value of the Balassa index equal to 1,19 (that indicates a certain
specialization)
a relative specialization of FDI projects towards North America is
shown by Brazil and South Korea
FDI projects from India and the Emirates are preferentially directed
towards Middle East and Africa; in the latter area also FDI projects from
Brazil and China show a relative specialization.
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OFDI
COUNTRY PROFILES

17

WESTERN EUROPE

(Germany, UK, France, Spain)
Prospect sectors		
				

All manufacturing industries
Business Services, Software & IT Services

Key functions
involved			

Sales, Marketing & Support
Logistics, Distribution & Transportation

In 2012 these four countries together accounted for 23.2% of the
total world OFDI stock (UK 7.7%, Germany 6.6%, France 6.3%, Spain 2.7%)
and for 27.7% of all FDI projects surveyed by the fDi Intelligence from The
Financial Times Ltd.
OFDI flows from these four large European countries were affected
after of the worldwide financial and economic crisis of 2008/09. Overall OFDI strongly declined to US$ 170 billion in 2012, 21.4% only of OFDI
outflows of 2007 (US$ 797 billion). The decline in OFDI flows was also
influenced by relevant intercompany credit transactions between European
parent companies and their foreign affiliates and changes in the earnings
reinvestment strategies of MNEs.
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Considering Germany, for example, despite the declining flow of
OFDI flows German MNEs continued to expand abroad in 2011 and in 2012,
despite difficult economic and financial environment. The European debt
crisis, the economic downturn in many European economies and the slower growth of the world economy did not prevent German companies from
investing in foreign affiliates, seeking market access and helping to promote German exports. However, prospects for the near future are weaken-

ing. The on-going problems in Europe are expected to undermine investment behaviour of German firms on the domestic market and abroad.

In a perspective view, it must be observed that the nature and
conduct of Western European MNEs have changed over time. Today, the
largest European MNEs represent a complex networks of interrelated
activities, compared to the past where individual national subsidiaries had
greater autonomy and self-consistency.
As a consequence, simple resource-seeking and market-seeking
investments have been replaced in global strategies of the largest European MNEs by more complex efficiency-seeking and asset-seeking strategies, which involve optimization and management integration.

Moreover, the processes of settlement and oligopolistic consolidation of the internal markets are now been largely depleted in the EU. In
this context, FDIs within EU are not anymore primarily oriented to the conquest of the target, but they are driven by the acquisition of firm-specific
assets and localization choices which depend on the ability of the target
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countries to offer, by virtue of specific comparative advantages, expertise
and know-how, trade and production assets, externalities and spill-overs
that complement the profile of ownership advantages of the investing
MNEs.
The composition of FDI has definitely changed: more M&A activities
that incorporate the advantages of the country and less greenfield investments, which now represent a little share of total IFDIs from advanced
countries.

The presence of German, French, UK, and Spanish MNEs in Italy
is very large and diversified. In total there are more than 4,800 investee
companies in Italy, with 546,000 employees and a turnover of nearly 256
billion Euros. Lombardy accounts for nearly half of these figures, and the
province of Milan for more than one third.
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The challenge against Western European MENs goes first in getting them to keep relevant activities with high added value in Italy, possibly strengthening their positions in the sectors where Italy has particular
competitive advantages (such as food & beverages, mechanical engineer-

ing, chemicals, etc.). The recent acquisitions of Parmalat, Bulgari, Ducati,
Brioni, and other well-known Italian brands by French and German MNEs
are significant examples of such strategies.
A space for new Greenfield investments come from the growing settlement of small and medium sized European companies, not yet directly
present in Italy, which create its own sales subsidiaries or service to promote and improve the penetration of the Italian market.

BRAZIL
Prospect sectors			
					
					

Agro industry, life sciences, capital
goods, IT services, engineering,
Consumer goods

Key functions			
involved				

Sales, Marketing & Support
Business services

Brazil became a significant source of outward foreign direct investment (OFDI) only in the 2000s. Concentrated in the secondary and tertiary
sectors, OFDI from Brazil goes primarily to Latin America’s neighbouring
economies, United States and Europe. A part of OFDI flows from Brazil is
directed to tax havens to escape domestic regulations and taxes. In 2011
and in 2012 Brazil’s OFDI flow was negative (-US$ 1.0 and 2.8 billion, respectively), as a consequence of the global financial and economic crisis,
due to the repatriation of capital, mainly through intra- firm lending by foreign affiliates of Brazilian multinational enterprises (MNEs) to their parent
firms.
However, OFDI stock jumped from US$ 52 billion in 2003 to US$
140 billion in 2007 and to US$ 233 billion in 2012. Except for loans provided
selectively by the state investment bank BNDES, Brazil still has no institutional policy measures to support OFDI. Always lower than inward FDI
so far, Brazil’s OFDI follows Brazilian economic growth and local currency
appreciation that generate increase savings. Its recent growth reflects
market opportunities abroad that are open to Brazilian national champions
with competitive advantages and large-scale operations.
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A total of 51 cross-border Greenfield FDI projects sourcing from
Brazil were recorded in 2012, compared with 89 FDI projects in 2011
(-42.7%) and 67 FDI projects in 2007 (-23.9%). The largest number of FDI
projects concern software and IT services (9 projects), followed by chemicals and metals (5 projects each) and financial services (4 projects).
Only 9 Brazilian FDI projects were recorded in Western Europe in
2012 (-47.1% compared with 2011 and -40% compared with 2007); there
has been no projects in Italy in 2012 and only 2 project in the 2003-2012
period, none of which in Lombardy.

A further international expansion of Brazilian MNEs could be favoured in next years by several factors. Domestic economic growth and
the appreciation of the Real are crucial favourable macroeconomic conditions. Economic growth in most emerging markets should stimulate new
investments in the commodities markets and in the agribusiness, while
an economic recovery of European economies is likely to stimulate Brazilian OFDI especially in capital goods, construction, engineering, consumer
goods, energy, aircraft, technical services, IT services.
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Improved access to domestic finance is necessary to help Brazilian MNEs continue foreign expansion and compensate for tightened credit
conditions in international markets. Further internationalization depends
heavily on private capital markets that need to be improved in Brazil. Inflationary pressures and high interest rates inhibit this process. Public policies do not promote Brazilian MNEs’ OFDI, except for the financial support
of BNDES to some “national champions.” Brazil’s MNEs take advantage of
the robust domestic growth to strengthen their financial structure and exploit opportunities for investing abroad and improve their competitiveness.

The presence of Brazilian MNEs in Italy is very scarce. Only 12 investee companies are recorded by the Reprint database, developed at the
Politecnico di Milano, with more than a thousand employees and a turnover of 421 million Euros. In Lombardy there are 5 investee companies, with

23

647 employees; only 2 investee companies, with 13 employees, are based
in Milan.

RUSSIA
Prospect sectors			
					

Metals, Energy-based industries and
services

Key functions			
involved				
					

Sales, Marketing & Support
Business services
Logistics, Distribution & Transportation

Russian outward foreign direct investment (OFDI) increased rapidly
in the 2000s. The global economic crisis caused some structural shifts
in Russian companies’ expansion abroad: for example, several Russian
MNEs lost a major part of their foreign assets. However, Russia remained
among the top 15 countries ranked by OFDI stock. Leading Russian MNEs,
especially Lukoil and Gazprom, continued their extensive OFDI activities in
2008–2012.
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A comparison of Russian data with the official data of host countries shows
the important role of round-tripping and trans-shipping OFDI, especially
via Cyprus and the Netherlands. Nowadays, many Russian companies
are formally owned by foreign companies, which are themselves Russian
MNEs’ affiliates established in offshore financial centres. At the same
time, some Russian foreign subsidiaries (mainly in Ukraine and other
post-transition economies) have received OFDI from Cyprus. Thus, not all
Russian OFDI in Cyprus, the British Virgin Islands, Bermuda, and some
other destinations are pseudo-foreign (i.e. round-tripping OFDI), although
they do significantly distort geographical statistics. OFDI in real estate are
also still extremely high as a proportion of the total. Large private MNEs
with low transparency combine classic OFDI motives with the Russian oligarchs’ desire for “capital flight” and the creation of “safety nests” abroad.
Mergers and acquisitions (M&As) are more popular than Greenfield OFDI among Russian MNEs, although they rarely strengthen Russian
firms’ competitiveness. State-controlled MNEs are assumed to have ties
to Russian foreign policy. At the same time, Russian State support is weak
for small and medium-sized investors who need information services and
insurance services.
A total of 142 cross-border Greenfield FDI projects sourcing from
the Russian Federation were recorded in 2013, compared with 162 FDI
projects in 2011 (-12.3%) and 22 FDI projects in 2007 (+6%). More than half
of all FDI projects concerned sales, marketing and retail activities, with a
strong concentration in energetic industries (oil and natural gas), metals
and transport equipment in the secondary sector, and in financial services,
IT and communication services in the tertiary sector.

Only 30 Russian FDI projects were recorded in Western Europe
(-16.7% compared with 2011, but +36.4% compared with 2007); out of
these, only 3 projects concerned Italy and 1 project concerned Lombardy.
Russian OFDI activities will continue to increase in next year’s,
fostered by the expansion projects of largest Russian MNEs operating in
the energy sector, although the speed of foreign expansion will be slower.
However, some Russian firms from the second echelon have only recently
begun their internationalization: they can be expected to undertake signifi-
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cant OFDI, at least within the CIS and some other neighbouring regions.

Information services are crucial for successful OFDI by Russian
MNEs. However, the State cannot provide them itself because the staff of
various state economic bodies or trade representations abroad is limited.
In many cases, officials cannot support private companies with independent information on investment climate details and political aspects of local
business. As for analytical centres (such as academic institutes, universities and private agencies), they need additional financial resources that
can be supplied only by the companies themselves. Unfortunately, many
Russian MNEs and potential investors do not cooperate with experts in
such activities. Large Russian businesses have yet to establish positive
relationships with civil society.
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In total there are more than 92 investee companies in Italy with a Russian enter¬prise as a shareholder, with 18,775 employees and a turnover
of 24.2 billion Euros. Investee companies in Lombardy are 42, with nearly
4,500 employees; 13 of these enterprises are based in Milan, with nearly
1,000 employees.

CHINA & HONG KONG
Prospect sectors			
					
					
					
					

All manufacturing industries in which
“Made in Italy” is highly competitive:
Textiles, Household products and
equipment, machinery, robotics,
scientific instruments, etc.

Key functions			
involved				

Design, Development & Testing, R&S,
Manufacturing

Outward foreign direct investments from China and Hong Kong
(OFDI) have continued growing rapidly despite the uncertain global climate
related to the recent crises. The latest China’s Five Year Plan, which came
into effect in 2011, strengthens the commitment to promote the “going
global” policy. China’s OFDI stock reached US$ 509 billion by the end of
2012, fifteen times the US$ 33 billion recorded in 2003 and over four times
the US$ 118 billion of 2007. Summing up China’s and Hong Kong’s values (but double counting is relevant), in the overall OFDI stock exceeded
threshold of US$ 1.808 billion (+17.1% compared with 2011 and +48.4%
compared with 2007). Still in 2012, China and Hong Kong were, respectively, the third and the fourth largest investor in the world, after the U.S.
and Japan, with FDI flows equal respectively to US$ 84 billion and US$ 83
billion.
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Historically, Chinese OFDI went mainly into tertiary and primary
sectors, but there are growing signs of gradual sectoral diversification.
Chinese FDIs so far have been directed mainly to Hong Kong and the Caribbean offshore tax havens (Cayman and Virgin Islands): these destinations
absorb nearly two-thirds of Chinese OFDI stock. The European Union has
so far received less than 5% of the total, but OFDI flows to Europe are now
growing rapidly. Local authorities in China are increasingly doing their bit
to foster investments abroad. Unless there are any major adverse changes
in domestic and external conditions, China’s OFDI is likely to continue expanding and diversifying.
					
In 2012, 442 cross-border greenfield FDI projects were recorded
from China and Hong Kong (-24.1% compared with 2011 but +24.9% compared with 2007). Of these projects, only 87 (18.7%) were destined to Europe and only 6 to Italy, 2 of which in Lombardy.
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China’s OFDI survived the recent global crises and can be expected
to continue expanding rapidly and become more geographically and sectorally diversified. The increasing exposure of Chinese MNEs to international business practice will prompt them to seek further improvements in
China’s own institutional frame¬work, which will benefit from both domestic investment and inward and outward FDI.

The pace and composition of this expansion will depend on both
domestic and external conditions. At this stage, a crucial factor will be the
willingness and ability of Chinese enterprises to build their reputations,
both individually and collectively. Thus, the high reputation of made in Italy,
increasingly popular in China, makes Italy a very interesting target for
Chinese MNEs, both for greenfield investments (particularly for design and
R&D centres) and acquisitions.

At the moment, 236 investee Italian firms with Chinese or Hong
Kong investors are recorded. They employ 11,672 workers, which represent less than 1% of total employment of Italian companies with a participation of foreign MNEs. Ninety-seven investee firms with Chinese or Hong
Kong’s shareholders are based in Lombardy, with little more than 5,300
employees. Out of these, 58 investee firms with nearly 3,900 employees are
based in Milan. Most important Chinese and Hong Kong’s investment con-
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cern ICT and telecom services (3Italia), yachts (Ferretti Group) and household appliances (Haier).

INDIA
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Prospect sectors				
						
						
						
						
						
						

All manufacturing industries in
which “Made in Italy” is highly
competitive (Automotive,
Mechanical, Textiles, Household
products and equipment,
Machinery, Robotics, Scientific
instruments, etc.)

Key functions				
involved					

Design, Development & Testing
R&S, Manufacturing

After 2008 crisis induced drop in Indian OFDI in the 2009-2012
period (OFDI flows in 2012 were only 40% of the record level of US$ 21
billion OFDI in 2008). The fall in OFDI flows is largely due to the fact that in
the previous year’s Indian MNEs had borrowed heavily in dollars to finance
mega cross-border M&As. They were thus hit badly by the sharp rupee depreciation and tightened inter¬national credit conditions. Thus, since 2008
outward M&As have dropped radically both in number and in size, resulting, particularly in manufacturing industries.
Nonetheless, since 2006 India has been standing among the world’s
30 largest outward investor countries, which is a significant change with
respect to the past, given its historically miniscule foreign direct investment (FDI) outflows. Indian OFDI stock have jumped almost twenty-fold
between 2003 and 2012, and Indian firms have invested over US$ 112 billion overseas in the past ten years.

Thanks to substantial improvements in the country’s economic performance and the competitiveness of its firms, these developments were
possible, inducing also relevant changes in the sector and geographical
distribution of Indian FDI flows.
In 2012, 293 cross-border Greenfield FDI projects were recorded
from India (-32% compared with 2011 and -50.2% compared with 2007). Of
these projects, only 52 (17.7%) were destined to Europe and only 1 to Italy.
In 2011, 5 Indian FDI projects have been recorded in Italy, 4 of which in
Lombardy.

Pharmaceuticals, consumer electronics and automotive accounted
for the bulk of manufacturing OFDI in the first half of the last decade, while
more recent years have seen the growth of Indian OFDIs in metals, energy
and natural resource investments, and increasing activity by consumer
goods and food and beverage firms. Similarly, while IT initially dominated
services OFDI, investments in other services industries, such as financial
and insurance services, entertainment and broadcasting, construction, and
telecommunications, are now growing.
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Moreover, Indian firms now invest across a wide variety of sectors
and countries, with historical focus on trading and textile investments in
developing countries. Since 2000, nearly a half of India’s total OFDI flows
went into developed economies, most of them in the form of M&As. In fact,
Indian firms tended to use Greenfield investments into developing countries, while cross-border M&As as the main mode of entry into developed
economies. More Indian companies seek to transfer their products and
service innovations to new markets, and acquire strate¬gic international
know-how and market shares, particularly in crisis-hit developed economies. In some cases, these acquisitions were specifically undertaken to
reach global size and status, as well as to build new competitive advantages by combining the best international technology with low-cost Indian
labour. Energy and mineral security have driven large Greenfield investments in developing countries, though many telecom, consumer goods,
food, IT, metal, and power firms are now also using M&As to build market
size or secure raw materials in these countries.
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Indian OFDI is undertaken primarily by publicly-listed private firms
and, as yet, only a handful of Indian public-sector firms have internationalized. Unlike MNEs from China and Singapore, Indian MNEs do not enjoy
globalization privileges, since domestic business rules and taxes weigh
heavily on globalizing Indian firms. Indian MNEs are notable for their
global buy-outs of enterprises larger than themselves, and for their higher
intensity of international sales and developed market M&A activity compared to other emerging market MNEs.
At the moment, 116 investee Italian firms with Indian parent company are surveyed by the Reprint database, with US$ 2.5 billion turnover and
nearly 5,700 employees, which represent less than 0.5% of total employment of Italian companies with a participation of foreign MNEs. More than
half of investee Italian firms are based in Lombardy (63 firms, with almost
3.100 employees and US$ 1 billion turnover): mainly in textile, machinery
and pharmaceutical industries. 39 investee firms are based in Milan, with
nearly 1,600 employees and US$ 528 million turnover.

The growth of Indian OFDI is expected to recover in the coming
years, with a further broadening of their sector and regional distribution.
Largest Indian MNEs will continue to invest in developed-country based
companies, particularly now that they are more affordable due to the
global crisis. In addition to international expansion projects by the largest
Indian MNEs in the previously cited industries, the liberalization of such
industries as medical services, defence and education is prompting Indian
firms to explore overseas acquisitions in developed countries to build both
domestic strength and global presence. It can also be expected that OFDI
in the natural resource sectors will surge, particularly in Africa, given the
continuing difficulty in acquiring large tracts of land for agricultural purposes and the growing resistance to large mining projects in India.
According to a recent report, India might be the largest source of
emerging market MNEs by 2024, with 20% more new MNEs than China,
and over 2,200 Indian firms are likely to invest overseas in the next fifteen
years.
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JAPAN
Prospect sectors 			
					
					
					

Industrial Machinery, Equipment & Tools
Business Machines & Equipment
Electronic Components
Software & IT Services

Key functions			
involved				

Sales, Marketing & Support
ManufacturinG, Business services

There have been three Japanese foreign-direct investment booms.
In the mid-1980s, Japanese corporate ramped up U.S. manufacturing
bases in response to rising bilateral trade friction and a rapidly strengthening yen. Then, in the early 2000s, China ascended to the WTO, making it
the factory of the world. Japanese firms quickly shifted low value-added,
labour-intensive manufacturing to China in order to take advantage of
cheap wages and economies of scale. ASEAN economies, such as Thailand
and Indonesia, also benefited from Japanese FDIs flowing into booming
Asia.
More recently, after a brief post-Lehman lull in 2009 and 2010,
Japan’s OFDI flows picked up again as 2011 level, hitting US$ 122 billion in 2012 (+13.9% towards 2011 and +66.6% towards 2007). With the
yen strengthening in the wake of the Lehman crisis, Japanese companies
embarked on an M&A spending spree in developed markets. Investments
into China and other emerging Asian countries accelerated too, as Japanese companies continued to shift production abroad, due to the domestic
energy crisis. It must be pointed out that the average manufacturing wage
in Thailand, which was the most expensive in developing Asia as of 2012, is
still about one-tenth of Japan’s. Even accounting for differences in productivity, Asia is still a cheap place to do business for Japanese forms.
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In 2012, a total of 935 cross-border Greenfield FDI projects were
recorded from Japan (-10.8% compared with 2011, but +25.3% compared
with 2007). Less than 10% of these FDI projects were directed to Western
Europe (91 projects) and only two of these targeted Italy (both in Lombardy).

A large majority of FDI projects from Japan concentrates in manufacturing industries, such as automotive components and OEM, industrial
machinery, chemicals, electronic components, business machines and
equipment..

More than 40% of Japanese FDI projects in 2012 consisted in the
establishment of new manufacturing activities and/or in the expansion of
foreign industrial plants. Another 25% concerned Sales, Marketing & Support activities of Japanese MNEs expanding abroad.
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The boom of Japanese OFDI is expected to continue over next years.
In Japan, cash and deposits represent more than half of total household
financial assets, whereas the equivalent figure for the US and Europe is
16% and 30%. Demography also helps to explain Japan’s OFDI growth. One
in four people in Japan will be older than 65 in 2014, compared with 9.6%
in China and 14.2% in the US. While deflation – which has dogged Japan
for two decades – helps savers, younger generations without savings are
hit by stagnant wages and diminished incentives for borrowing. Japanese
government and the Bank of Japan are fighting to break Japan out of the
liquidity trap by pumping liquidity into the economy. But with a domestic
money demand still weak and cloudy long-term growth picture, it is likely
that a significant part of this liquidity will make its way out of Japan.
The presence of Japanese MNEs in Italy is still very weak compared
to the other largest European Countries. The Reprint database surveys 397
Italian investee companies, with 37,000 employees and a US$ 19.5 billion
turnover. Lombardy hosts more than half of these companies: 226 investee firms, with 15,400 employees and US$ 11 billion turnover. 176 investee
firms are based in Milan; they employ more than 12,000 persons and their
turnover is near to US$ 6.7 billion.
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SOUTHEAST ASIA

(Republic of Korea, Singapore, Taiwan,
Malaysia, Thailand & Indonesia)
Prospect sectors				
						
						
						
						

Electronic components
Consumer electronics
Transportation
Industrial Machinery, Equipment
& Tools

Key functions				
involved					
						

Manufacturing
Sales, Marketing & Support
Business services

In 2012 the most important countries of South-Eastern Asia (Republic of Corea, Singapore, Taiwan, Malaysia, Thailand & Indonesia) accounted
together for 4.3% of the total world OFDI stock and for 4.4% of total OFDI
flows. Their OFDI have not been affected by the crisis and did not interrupt
their growth in recent years, overcoming in 2012 US$ 103 billion (+4.4 compared with 2011 and + 16.9% compared with 2007). Republic of Korea was
the largest investor in 2012 (US$ 33 billion), followed by Singapore (US$ 23
billion), Malaysia (US$ 17 billion), Taiwan (US$ 13 billion), Thailand (US$ 12
billion), and Indonesia (US$ 5 billion).
FDI flows from these countries are largely related to intra-region
investments. As at the end of 2011, Asia accounted for 58.0% of Singapore
OFDI stock. This was followed by Europe and South and Central America
& the Caribbean, which accounted for 13.8% and 12.7% of Singapore OFDI
stock respectively. Similarly, Asia accounts for more than half of South
Korean OFDI stock.
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In 2012, the fDi Intelligence from The Financial Times Ltd. recorded
566 cross-border Greenfield FDI projects from these six countries (-10.4%
compared with 2011 and -5.4% compared with 2007). Of these projects,
only 45 (8.0%) were destined to Europe and only 1 to Italy.

FDI projects from Singapore concentrate in the tertiary industries
(namely, financial services and real estate), while FDI projects from the
other countries mainly concern manufacturing industries (consumer electronics, food & tobacco, transportation equipment, metals and automotive
components).

In 2012, nearly one third of FDI projects from the area still concerned manufacturing activities (compared to nearly 50% of the total in
2003).
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The Reprint database surveys 123 investee Italian firms with a parent company from South Korea, Singapore, Taiwan, Malaysia, Thailand
or Indonesia are surveyed by the Reprint database, with US$ 8.0 billion
turnover and little more than 8,339 employees. Out of these 123 firms, 56
are in Lombardy, with nearly 3,300 employees and US$ 4.8 billion turnover.
Investee firms based in the province of Milan are 40, with 3,000 employees
and US$ 4,4 billion turnover.
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MIDDLE EAST & MED Area
Prospect sectors				
						
						
						
						
						

Luxury goods, real estate (UAE,
Saudi Arabia)
Pharmaceuticals, biotechnologies
(Israel)
Textile, shoes, metalworking
industries (Turkey)

Key functions				
involved					
						

Manufacturing
Real estate
Business services

In 2012 these countries accounted as a whole for 1.3% of the total
world OFDI stock and for 2.2% of total OFDI flows (around US$ 30 billion).
Kuwait has been the largest investor of the area (US$ 7.5 billion OFDI flows
in 2012), followed by Saudi Arabia (US$ 4.4 billion), Turkey (US$ 4.1 billion),
Israel (US$ 3.2 billion), United Arab Emirates and Lybia (US$ 2.5 billion).
Outward FDI from Middle East (West Asia) decreased by 9 per cent
to US$ 24 billion in 2012, putting a halt to the previous year’s recovery. Gulf
Cooperation Council countries continue to account for most of the region’s
outward FDI flows, but Turkey has emerged as a significant investor, with
its OFDI flows growing by 73% to a record level of more than US$ 4 billion.
This was mainly due to a single M&A operation with a value of US$ 2 billion
(the acquisition by Anadolu Efes of the Russian and Ukrainian beer businesses of SABMiller).
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A certain role is played in FDI by Sovereign Wealth Funds (SWFs).
According to UNCTAD, overall OFDI flows by all world’s SWFs in 2012 were
only $20 billion, though they doubled from the year before. Cumulative
FDI by SWFs is estimated at $127 billion, most of it in finance, real estate,
construction and utilities.
The number of Greenfield FDI projects from the area has grown
significantly in recent years. In 2012 729 FDI projects were surveyed by the
fDi Intelligence of the Financial Times, compared with 639 project in 2011
(+14.1%) and 400 projects in 2007 (+82.3%). United Arab Emirates were
by far the biggest source of FDI projects (331 projects), followed by Saudi
Arabia (78 projects), Turkey and Israel (75 projects each).

Greenfield FDI projects are mainly concentrated in the tertiary sectors (financial services, real estate, communications, business services,
software and IT services. In all, 74 projects (only 10% of the total) have
been directed to Western Europe, but none of them to Italy. In 2012 4 projects channelled to Italy had been surveyed, 2 of which in Lombardy.
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In 2012, nearly half of Greenfield FDI projects concerned Retail and
Sales, Marketing and Support activities (188 and 162 projects, respectively).

These countries account for 156 investee companies in Italy, with
10,400 employees and a turnover of 18 billion Euros. Lombardy accounts
for nearly one third of these figures (57 investee firms, with 3,300 employees and 5.3 billion Euro turnover). The most signi¬ficant investments are
concentrated in oil (Kuwait, Libya), aerospace (UAE), chemical (Saudi Arabia) and pharmaceutical industries (Israel). Moreover, investment funds
related to the Royal Family of Qatar have recently taken control of Valentino Fashion Group and of the assets previously controlled by the Aga Khan
in Costa Smeralda, Sardinia.
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It is likely that Western Asian countries will increase their OFDI
flows, with SWFs playing an important role. Real Estate, financial services
will be important targets, as well as important Italian brands seeking for
new capital inflows to foster international growth. Pharmaceutical industry
and biotechnology should be an interesting target for Israeli firms. Turkish
firms will more likely continue to invest in more traditional manufacturing
industries, such as textiles, shoes, machinery and household appliances,
continuing the trend that began in the last years.

