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GLOBAL FDI FLOWS FELL BY 39% LAST YEAR


By Kanaga Raja, Geneva, 20 January 2010
 

Global inflows of foreign direct investment (FDI) fell by 39% from $1.7 trillion in 2008 to about $1 trillion in 2009, the UN Conference on Trade and Development (UNCTAD) has said.

 

In its "Global Investment Trends Monitor No. 2" released Tuesday, UNCTAD said that the slump in FDI was widespread across all three major groups of economies - developed, developing and transition economies.

 

Furthermore, all components of FDI, namely equity capital, reinvested earnings and other capital flows (mainly intra-company loans), were affected by the downturn. The fall was especially marked for equity capital flows, which are most directly related to transnational corporations' (TNCs) longer-term investment strategies.

 

With respect to the mode of entry, cross-border mergers and acquisitions (M&As) were the most affected, with a 66% fall in 2009 compared to 2008. The number of international green-field projects also declined markedly, though to a much lesser degree (-23%).

 

UNCTAD predicted a modest rebound in flows in 2010, as investment conditions are improving in many countries.

 

According to UNCTAD estimates, FDI flows to developed countries continued to fall last year, declining roughly 41% compared to the previous year. FDI inflows declined sharply in the US, the UK, Spain, France and Sweden.

 

The fall in inflows to the US was attributed to the strong decline - in both number and size - of M&A transactions made by foreign firms from major home countries, which themselves were suffering from the consequences of the economic slowdown.

 

According to UNCTAD, the combination of falling profits and a re-channeling of loans from foreign affiliates back to their headquarters contributed to a fall in FDI flows to many European Union countries.

 

After six years of uninterrupted growth, inflows of FDI to developing countries declined by 35% in 2009.

 

Shrinking corporate profits and plummeting stock prices, said the UNCTAD report, have greatly diminished the value of, and scope for, cross-border M&As globally - an increasingly important mode of FDI entry into developing countries.

 

Africa saw inflows fall roughly 36% last year, after a peak year in 2008, said UNCTAD, voicing concern over the decline, as FDI is a major contributor to Africa's capital formation.

 

FDI flows to Africa's 33 Least Developed Countries (LDCs) suffered a major decrease in 2009 due to a crisis-induced lull in the global demand for commodities, which is a major driver for FDI in these economies.

 

As for South, East and South-East Asia, UNCTAD reported that the upward trend lasting for six years had come to an end, as the region experienced its worst downturn since the Asian crisis of the late 1990s.

 

The downturn reduced FDI flows across the region to $203 billion in 2009, an estimated decline of 32% over 2008.

 

In particular, said the UNCTAD report, falling external demand for Chinese and Indian made goods and services has caused foreign companies to cut back on their investment plans in these two countries.

 

In West Asia, the worsening regional and global economic outlook, together with frozen global credit markets, has negatively impacted the financing of mega-development projects in the oil-rich countries of the region.

 

This, coupled with plummeting cross-border M&A activities and decreased intra-regional FDI flows, resulted in a 43% decline in FDI flows to the region during 2009, to $51 billion, as compared to the previous year.

 

As for Latin America and the Caribbean, UNCTAD's preliminary estimates point to a nearly 41% decrease - to $86 billion - of FDI inflows in 2009. Both sub-regions of South America, and Central America and the Caribbean experienced a sharp decline in FDI flows during the year.

 

FDI to Brazil, which is a significant FDI recipient, declined by 49%. However, the country remained the region's top FDI destination with inflows reaching $23 billion. Flows to Mexico, the region's second largest recipient, saw a 41% plunge to $13 billion.

 

FDI flows to the transition economies of South-East Europe and the Commonwealth of Independent States fell by 39% during 2009.

 

In analysing quarterly flows data, the report found that after a sharp fall in the first quarter of the year and a slight rebound in the second quarter, flows in the third quarter dipped only slightly. Initial indicators for the fourth quarter, especially the value of cross-border M&As, do not suggest a solid rebound in the second half of the year.

 

The report however noted that a number of macroeconomic indicators signal that the overall environment for international investment is slowly improving.

 

It cited the IMF's latest World Economic Outlook released last October, which forecast a 3.1% growth in world GDP for 2010, as against -1.1% in 2009.

 

It further said that at company level, profits of TNCs worldwide have been rising since the second quarter of 2009, reversing the sharp drop seen at the end of 2008. Improving conditions will ultimately encourage companies to revise upward their international investment plans for 2010 onward, which in turn should give rise to growing FDI flows in 2010.

 

However, as the recovery in economic growth and profits remains fragile, especially because it has been boosted by the potentially transitory impact of special economic packages implemented by the major economies, the recovery in FDI is expected to be modest, UNCTAD concluded. 
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