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Abst r act

Since COctober 2008 financial news are deluged with reports for the
closure of production plants and subsidiaries of |arge Miltinational
Enterprises (M\E's) due to the subprinme-driven financial crisis and
the attended econonmic recession. These news in conbination with the
projections of OECD, in its (Decenber 2008) economc outlook, for
| ower Foreign Direct Investnments (FDI's) inflows and UNCTAD s reports
(January 2009) for the end of the growmh cycle for internationa
investnments, create a question: Have we reached the end of FDI's and
the downturn of M\E s?

On the other hand investors from developing countries like India,
China, Abu Dhabi, carry on investnents in EU and US in order to gain
from the opportunities that recession creates. |Is there a conflict in
t he above two cases or they are just the two tails of the same coin?
The article analyzes these |atest developnents in the flows of FD's
with the use of the nost inportant incentives for engaging in FD from
the theoretical field in order to enlighten the future devel opnents in
these flows and to answer the question of the title is financial
crisis an opportunity or a curse for FDI's.

Incentives focused on the reasoning for MNE's to proceed in FDI's in
an econonmic environnent that expands and technol ogi cal devel opnents
created new needs and increase on demand. On the other hand recent
enpirical suggestions nostly paid attention on the positive inpact
that FDI's could have on host econom es in such an expandi ng econom c
environnent. Both failed to observe the economic deterioration that
occurred and its inpact on FDI's but provides us with practical tools
to project the future devel opnents.

Keywords: Financial Crisis, Economic Recession, FDI's, ME's, future
devel opnent s

JEL: F2, F23

| nt roducti on

Conparisons to the Depression are inevitable in alnpost every
di scussion for the global economic crisis, an aspect that has a deep
i nppact on narket psychology, which stretches the downturn of the
sl uggi sh economic figures. This is also denonstrated to the OECD
forecast (OECD Econonic Qutlook 2008, p. 12) that nost countries will
not reach the 2007 growmh rate before the second half of 2010,
implying that recession is likely to be the npbst severe since the
early 1980s.
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CECD, in its estimation, diverts from the line to compare current
financial crisis with Depression and focuses on the crises of 1980's
(in USA and Western Europe) and 1990's (in Japan, South East Asia,
Eastern Europe and Russia). These conparisons appear not to be secure
as the current crisis has differences in nature and nagnitude from all
the previous cases for at |east three reasons (UNCTAD 2009, p.12): (a)
Its origin lays on developed countries and the rapidness of its
diffusion is related to globalization. Cisis begun in the housing
market of United States (De Larosiere 2009, p.7) and transferred
rapidly to countries that, on the one hand are recipients of US direct
and indirect investments and on the other hand have bought |arge
amounts of US debt. (b) It reveals structural weaknesses and
shortcomngs in the financial sector regulations. The nobde of self-
regulation (&0's London Summit Declaration) in certain types of
Financial Institutions and nmarkets was disastrous, as nobody neasured
the risk of exposure. (c) It reflects a transfer of econom c power
from developed econonmies to energing and cash-rich devel oping
countries. Enterprises or State owned funds from not so devel oped
countries that earned a lot of funds the last five years either from
comodities prices (Dubai, Abu Dhabi, Kuwait) or from top selling
consum ng goods (China, India) seem now as probable investors for
western enterprises that face the exodus of the narket.

These differences in nature and nagnitude create an unknown
environnent for FDI's, a case that requests for analysis in order to
sketch its inmpact, positive or negative. Keeping in nmnd the types of
Mul tinational Enterprises (MNE's) activity (Dunning 1996, p. 56-61)
that are presented in the first part, an analysis of the effects of
the crisis on FDI's will follow in the second part with concentration
on negative inpact. The next part will analyze the positive inpact for
FDI in this crisis and in the fourth part through an analytical
synthesis of negative effects and positive inpact will conclude in the
future trends (short-term and nediumternm) for FDI's. The last part
sunmari zes the results and draws sonme future areas of analysis.

M\E' s type of activity

Even though the main purpose in this work is to present the inpact of
the current financial crisis it would be mstake if it does not refer
to the notives for foreign production that Dunning (1996, ch. 3) first
provided and all the future researchers use and will be used for the
exploitation of the negative effects and the opportunities that exist.

Dunning (1996, p. 56-61) identified four types of MNE activity:

I. Resource seekers are pronpted to invest abroad to acquire
particul ar and specific resources at a |lower real cost than could
be obtained in their hone country. Their notivation is to nake the
investing enterprise nore profitable and conpetitive in the
markets it serves or intends to serve.

As an abridgenent of resource seekers in the 21% century can be
assumed that two are the main notives either to gain from the
exploitation of donmestic KIT advantages (M ysidis 2008, p.7) or to
exploit public policies [privatization (Damjan, 2005 p. 271-
295), market openness (Buckley et al, 2005 p. 3-31) etc] that
provide access to resources. A nore traditional case is that of
Chi nese outward FDI (Buckley et al, 2007, p. 499-518) that are
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predom nantly natural resource seeking as a response to donestic
econom c i nperatives.

I1. Market seekers invest in a particular country or region to supply
goods or services to nmarkets in these or in adjacent countries
Mar ket seeking investment may be undertaken to sustain or protect
existing markets or to exploit or pronote new products.

Sumarizing the literature for narket seekers it can be assuned
that two are the nost favorable notives either narket expansion
(nmostly in cases of countries that now open their donestic markets
to gl obal conpetition) or presence in |leading nmarkets in order to
gain recognition in the global conpetition, the other notives seem
not to be of great inportance.

I1l1. Efficiency seekers intend to take advantage of different factor
endowrents, cultures, institutional arrangenents, economnic systens
and policies, and market structures by concentrating production in
a limted nunber of |ocations to supply nultiple markets?

In this category two are the domnant notives either regiona
internalization or global internalization, the difference in these
notives is the search for common narkets or a globalized
conpetitive advantage.

IV. Strategic assets seekers conprise those, which engage in FD,
usually by acquiring the assets of foreign corporations, to
pronote their long-term strategic objectives-especially that of
sustai ning or advancing their international conpetitiveness.

This category tries to capture the increasing volunes of globa
nergers and acquisitions that dominate the financial news whenever
t he take pl ace.

These nmobdes will be used to better explore the negative inpact of the
current financial <crisis on FD's in the next part and the
opportunities that creates for further increase on FDI in the third
part.

The Negative Inpact of the Financial Crisis on FDI’s

Foreign Direct Investnments in 2007 (WR 2008, ch. 1) following the
strong nacroeconomc growth, the liberalization in investment regines
and the internationalization strategies of M\E's, reached a historic
record of USD 1.8 trillion. In 2008 negative shadows started in FD's
flows, guiding MN\E's to state on UNCTAD report (WPS 2008, p. 12) that
the current financial crisis would have a negative or very negative
i npact on their FD plans. The shock becane greater in the autum of
2008 with the coll apse of Lehman Brothers, AIG Fortis, Dexia etc. and
the turn to IM- for assistance from a large nunber of energing
econom es such as Hungary, Latvia, Ukraine, Ronmania, Turkey etc.

Financial influenza spread through the globalization transm ssion
nmechani sm of FDI's and MNE's, to developing and transition econoni es,

2 Efficiency seekers are nultidonestic conpanies in a global basis that try to
create a global conpetitive advantage [as Porter described it in a national
base (1998, ch. 3)]
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creating a global econonmic crisis that expanded from financial sector
to real econony. Crisis is better depicted in Table 1 where on the one
hand an inpressive decline is presented in Devel oped Econonm es and
West Asia in both FDI inflows and MGA's mainly due to decreased
earnings of M\E's, a decline of syndicated bank |oans, a decline in
| everaged buyout transactions and a decline on oil prices (UNCTAD
2009, p. 6), on the other hand devel oping countries seem not to be so
i nfluenced but their growh rates are of |ower volumes than previous
years.

Table 1

FDI inflows and cross-border M&A's, by regi on and maj or econony, 2007-2008

(Billions of dollars)
FDI i nfl ows Cross border MEA's
Regi on/ Econony 2007 2008 % 2007 2008 %
World 1.833,3(1.449,1|-21,0%|1.637,1(1.183,7 |-27, 7%
Devel oped Econoni es 1.247,6 840, 1 -32,7%| 1.454,1 981, 8 -32,5%
Eur ope 848, 5 562, 3 -33, 7% 825,0 548, 7 -33, 5%
United States 232,8 220, 0 -5,5% 379, 4 314, 9 -17, 0%
Japan 22,5 17,4 -22,6% 21,4 19,1 -10, 8%
Devel opi ng Countri es 499, 7 517,7 3,6% 152, 9 177,0 15, 7%
Africa 53,0 61,9 16, 8% 10, 2 26,3 157, 0%
Latin Anerica & Carribean 126, 3 142, 3 12, 7% 30,7 29,5 -3,8%
Asia & Cceani a 320, 5 313,5 -2,2% 112, 0 121, 3 -8, 2%
West Asia 71,5 56, 3 -21, 3% 30, 3 31,5 4, 0%
Sout h, East and Sout h- East Asia 247, 8 256, 1 3, 3% 81,5 89, 4 9, 7%
Transi ti on Econom es 85,9 91, 3 6, 2% 30,1 25,0 -17, 0%

Sour ce: UNCTAD 2009, p. 6

Way crisis is transmtted in such a shape? On the one hand is the
capacity of MEs to invest. Tighter credit conditions and |ower
corporate earnings have a negative effect in investnment financing.
Credit becane scarce and expensive, inposing to Central Banks and
Governnents aggressive nmonetary & fiscal policies (Econom st
29/ 4/ 2009) in order to decrease interest rates and provide financing,
policies that were not seen since early 1970s. On the other hand, poor
earnings in conbination with the decline in stock markets have linmted
their ability to self-financing of FDI projects. Then there is the
risk aversion of MNE's to proceed on investnment plans as they keep in
mnd a worst-case scenario for the future of world econony, which
refers to the phenonenon of “undershooting” where negative inflation
is a sign of |ow consunmer trust for future trends.

As a sunmary of the negative inplications (UNCTAD 2009, p. 16) that
crisis exercises to FDI's in the short and nedium term someone could
refer the foll ow ng:

Availability of Financial Resources: Intensive credit squeeze from
ri sk-averse banks together with the necessity to repatriate capital
under donestic bailout policies (USA EU, Japan, etc.) create
constraints for short term decisions to invest abroad in contrast
with nmedium term where the speed of recovery will be the judge in
such deci si ons.
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Asset Prices: The decrease in stock-market value has a negative
short-term effect on MRA activity mainly on |everage buyouts, but
the increase in stock-nmarket volumes and values in the 2" quarter of
2009 may be a sign of a nmediumtermrecovery in MEA driven FDI’s.
Market Growth: | M- suggests in its Wrld Economic Qutlook [(April
2009) p. xii] “Even with determned steps to return the financial
sector to health and continued use of nmacroeconomc policy levers to
support aggregate demand, global activity is projected to contract
by 1.3 percent in 2009. This represents the deepest post-Wrld War
Il recession by far. Mreover, the downturn is truly global: output
per capita is projected to decline in countries representing three-
quarters of the global econony. Gowh is projected to reenerge in
2010, but at 1.9 percent it would be sluggish relative to past
recoveries.”

Perception of Uncertainty: Negative or very low indices of narket
trust either in USA or EU force M\E's to restrain their investment
pl ans and proceed in divestnents and restructuring operations. An
i ncrease of confidence on market operation will be a prerequisite
for an increase in FDI's.

Public Policies: On the one hand fiscal policies (Bailout,
nationalization of FlI's) and expansive nonetary policies (low
interest rates) create a protectionist environment® that can
restrict MNE's from investing abroad. On the other hand these
policies [&0, dobal plan for recovery and reform (02/04/2009)]
have as nmain targets to: restore confidence, growh, and jobs;
repair the financial systemto restore |ending; strengthen financial
regulation to rebuild trust; fund and reform our international
financial institutions to overcone this crisis and prevent future
ones; pronote global trade and investrment and reject protectionism
to underpin prosperity; and build an inclusive, green, and

sustai nabl e recovery. Al these will ensure stability and create a
safe environnent for FDI's in the mediumterm

Sector-specific crisis and restructuring: Fi nanci al sect or,
autonotive and construction industries are full of divestnents,
sales of assets and MRA's for restructuring. On mediumterm main
factor for econonmic renaissance wll be the speed of sector

restructuring with focus on financial sector?

Location Patterns of FDI: MNE' s that seek market shares in devel oped
countries face a continuous decline in their sales. In nediumterm
M\E's that will have to focus on South (defines |ess devel oped
countries and developing countries) and nostly to countries wth
smal | consunption percentages.

New sources of FDI: SWs were protagonists on the expansion of
FDI's in the last years but now they face a capital squeeze due to
low prices on comodities. In nediumterm SWWs from transition
econom es or developing countries nmay increase in order to gain
| arger shares in cash-scarce devel oped econoni es.

Relating the types of ME s activity wth the above negative
implications gives us that (i) resource-seekers suffer from | ow demand
and collapse of prices on natural resources, seek for restructuring

3 According to World Bank, 17 nenbers of the group have taken a total of 47
trade-restricting steps since Novenber 2008 (Econom st 28/3/2009, p. 70).

* Avery influential work on how G20 nust stabilize the financial systemis
that edited by Barry E chengreen and Richard Bal dwin under the title “Wat &0
| eader nust do to stabilise our econony and fix the financial systenf, CEPR
2009.
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MA's (Rio-Tinto) in order to avoid closure, (ii) market-seeking
projects are affected due to declining denmand (lower volunes of
consunption) and negative growh rates, (iii) efficiency-seekers
restructure their international activities to cut cost and boost
overal|l efficiency, sonething that affects mainly their activities in
non-cost-conpetitive facilities 1in developed economes and (ivV)
strategi ¢ asset-seekers face lack of capital for new nergers and
acqui sitions.

In conclusion future is cloudy for FDI's as this type of investnent is
itself pro-cyclical. In recent years the increase of FD's was
positively correlated with economc growth and created an illusion for
permanent and sustainable high levels of growh. This likelihood is
now over due to credit crunch and capital becones scarcer and nore
expensive, so MNE's will scale back their investments plans®. FDI's are
al so closely connected with “recipient country's |local growth” as now
econom es deteriorate and the same happens with FDI's. In the next
part some encouraging facts will be presented that can have a positive
effect on FDI trends.

Possi bl e Positive Effects fromthe Financial Crisis

Current financial crisis creates business opportunities with possible
positive effects on the future trends of FDI

Initially, emerging economes BRICs (Brazil, Russia, India and China)
are still attractive for nmarket-seeking FDI, as their donestic markets
are not developed with opportunities for a consunption expansion.
According to IM- estinmations (Wrld Econom c¢ Qutlook Update January
2009, p. 6), projected economc growh rate of BRICs in 2008 is as
follows: 5,8% for Brazil, 6,2% for Russia, 7,3% for India and 9% for
China. These estimations in relation with the continuing deterioration
of economic activity in developed countries create a positive
environnent for FDI's in BRIC s.

MBA's deteriorate due to lack of credit but opportunities to buy
assets at “bargain prices” rise and enhance |large-scale industry
consolidation. This opportunity refers to conpanies from cash-rich
devel opi ng countries, which can acquire undervalued assets that may
boost investnents and consolidations in certain industries such as
energy, autonotive and financial sector

Third, MEs are still comitted to increase their Ilevel of
internationalization in the nmediumterm a finding that constitutes a
significant indicator for a future upturn in FD flows. The nmain
factors for this commtnent (WPS 2008-2010, p.16) over the next three
years are:

Internationalization is rooted in the conpany culture and nost
learnt to “think d obal”.

MNE's will continue to extend their presence in foreign nmarkets in
order to take advantage of newy arising opportunities.

5 “We are seeing nore and nore projects, particularly conplex infrastructure
projects, being del ayed because of problens in putting the financing in place,
causing confidence to deteriorate further globally” said M GA Chief Qperating
O ficer Janmes Bond.
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A likely durable rise in energy and transportation costs will affect
the way they organi ze their cross-border activities.

No maj or protectionist backlash agai nst FDI has taken pl ace.

New sources of FDI appeared from energi ng econonies, countries well-
endowed w th natural resources, through Sovereign Walth Funds.
Governnents created these funds to invest in foreign assets and their
volune is nine tines larger than of private equity funds. SW's
investments create positive effects but also raise criticism (WR
2008, p.23) that they pose a threat to national security, they may
roll back the inprovenments in privatized conpanies or they mght not
respect human rights and environnental standards and that their asset
portfolio s and investnment decisions are not transparent.

New industry segnents that conprise technological innovation, market
growt h, organizational changes, or a conbination of all three factors
nmay lead to a rapid rise in FDI flows. Such industries are:

Li fe sciences: people nowadays spent a |ot on health expenses.
Agro-food industries: turn to a nobre organic food and bio
agriculture.

Transport equipnent: people seek for hybrid notors, and nore
environnental ly friendly transportati on nmeans.

Busi ness services: many conpani es search for outsourcing in certain
managenent sectors that are cost creating.

Personal services: people look for nore tailored made services for
t hensel ves.

Equi prent and machi nes: roboti cs.

Information & Comunication technologies: in the century of
information there will always be a need for better and quicker
i nformation and conmuni cation

Energy, Chemi stry and environmental conservation: Recycling, new
nodes of energy, nano-technology are the industries of the future
for a planet that is dieing fromday to day.

Measures introduced to prevent further deterioration of the globa
econony nmight have a multiplication result on the above positive
effects of the crisis. Bailout plans and rescue packages increase
credit opportunities for MEs. Several countries announced |arge
public investnent progranmes, nmainly aimed at infrastructure, which
create a stabilized environment for the entrepreneurship in |ocal
market. Finally, counties that adopted fiscal or nonetary stimlus
neasures may have a positive inmpact on FD fl ows.

Taking into account the four types of M\E's activity and the above
nentioned positive effects of the financial crisis a dynamc anal ysis
for the relation between these is forned.

Resour ce-seekers will switch on alternative resources for energy and
bi ol ogi cal products as people turn their backs to polluting products
and genetically altered food. Market-seeking projects will focus on
new under devel oped narkets where pioneers seek for increasing profits
in the future, as markets wll expand. Efficiency-seekers turn to
outsourcing in order to mnimze cost. Finally, strategic assets-
seekers will invest in R& wth the intention of creating new

profitabl e assets.
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Financial crisis raises opportunities for FDI's in a node where ME s
seek for new assets or environnentally friendly products that are
demanded from the consuners. In the next part an analytical synthesis
will be presented for the future trends of FDI's.

Anal ytical Synthesis

In both negative and positive cases, even on the case of financial
crisis per se, the critical factor for analysis is tinme. Tine
di stingui shes two periods short-term and nediumterm Long-termis not
encountered as it refers to upturn part of the econom c cycle where
factors of the current crisis will be changed.

Short-term

Current fiscal year (2009) and the following year are critical for
FDI's as the projections of IM- [Wrld Economc Qutlook (April 2009)
p. xii] show negative growth rates follow ng the pace of growth rates.

In the biennium of 2009-2010 critical factors for the analysis will be
the success in the 5 main scopes of &Q0's London’s neeting, which are:

Success of expanding fiscal and nonetary policies (no undershooting)
in rebuilding the trust of consuners on narkets.

Resi sting protectionismand pronoting global trade and i nvest nments.
Ensuring a fair and sustainable recovery for al

Strengthening international financial institutions

Strengt heni ng financial supervision and regul ations

Low consuner confidence for nmarkets along with negative inflations
(undershooting) will retard recovery as in late 1990's in Japan. In
that case deterioration of consuming will affect negatively FD's and
mai nly market seeking and resource seeking, as the expectations for
increasing earnings will be | ow.

Governnent presence in key financial institutions indicates policies
of economc nationalism together wth approaches 1like those of
president Sarkozy for national chanpions that create protectionism
agai nst gl obal i zati on.

Sust ai nable recovery is inportant, as a new recession wll create a
depression environnent. Critical point is a simultaneous recovery to
all countries. Countries that will not follow, they wll need nore

financing through public debt that creates inbalances in world trade
and fi nance.

A obal financial institutions are the last source of funds for
countries with huge public debt and a |ate response will introduce new
t urnoi | .

Banks and other financial institutions need new regulations and

supervision in order to create a safer credit environnent.

In the short-termcrisis lifts barriers to FDI's due to the conplexity
and the quantity of counter neasures. Financial crisis appears to be a
curse for FDI's in short-term as they deteriorate.
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Medi um Term

In the mediumterm the success of &0's scopes does not guarantee the
recovery of FDI's. analysis in third part highlighted that gl obal
econony needs a different growh strategy and rescheduling of policies
that were based on cost cutting and increased corporate debt.

New growth strategy needs both different scopes and neans. |ts scopes
need to be in line with the industries and segments that are in
sequence with new consuming habits of the 21%' century. Existing
consum ng habits and cost cutting production lines that were financed
with increased corporate debt turned not to be successful as
consuners’ tastes changed. Consuners seek on the one hand for nore
environnental ly-friendly products and on the other hand they denmand
products of advanced technology that will nake easier their day-to-day
life, such an environnent is a real opportunity for technol ogy
cutting-edge nmarket-seekers that can deliver such products. On the
other hand efficiency-seekers need to reexamne their cost cutting
strategies in an enhancing nationalistic environnment of governnent
interventions that target the local |abor narkets, which deliver votes
in elections. Resource seeking M\E's need to reestablish their
production lines in a nmore environmentally friendly path that could
keep them in line with the international treaties (treaty of Kyoto)
for the protection of earth. Finally, strategic asset-seekers need to
devel op new lines of financing through SWWs or private equity funds
and not to be based on stock markets and banks.

A green sustainable growh strategy becones the real opportunity for
further FDI's on sectors, products or locations that can gratify the
needs of the 21% century peopl e.

Overall Results

MNE's during 2009-2010 face a negative environnent for further
investments in nost sectors due to: (a) increased public debts, (b)
extreme corporate debts, (c) sluggish credit lines, (d) zero interest
rates in conbination with negative inflation rates, (e) negative
consum ng environnent, and (f) negative psychology for the future. In
this environnent nost of themtry to reorganize their production |ines
and their debt in order to secure their existence. Only FD's that
have secured financing from SWs or private equity funds could
succeed growh rates and also investnents in new |ess devel oped
markets that still have great consum ng opportunities.

In the mediumterm FDI's in new trends and rules of consunm ng narket

will boost. Such an opportunity wll be better acconplished by
conpanies in the technology cutting edge that have secured their
financing lines. FDI's, as known, wll not have opportunities as they

would refer to past nmarket trends and coll apsing financing strategies
that provide limted funds.

Concl usi ons
This article enlightens the inpact of current financial crisis on
FDI's and delineates the future trends for investnment opportunities or

investment traps in this area.

Al beit that global econony is still in the downturn part of their
cycles sonmeone can depict the negative effects on FDI's due to the
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direct lines that globalization has created and boost them In
contrast positive opportunities are difficult to be portrayed as the
unstable economic environnent, despite the increased governnent

intervention, generates a pessinmistic approach for the future.

Current financial crisis will be a curse for M\E's that can't change
and follow the new tendencies of the markets. Wrld econony is in a
curve as denmand-driven growth |looks as if it was an old pair of shoes

and will be replaced by a shinny qualitative-environnentally friendly-
back to the basics growh pattern. FDI's that target to follow this
pattern will have opportunities and be in the start I[ine when world

econony will face the upturn of its new cycle.

Future research should depict the new pattern and the trends of the
sectoral markets in order to provide useful information on how to
survive to MNE's in the new era that rises.
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