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We must guard o.,den -

against growing
protccti(mism

Karl P. Sauvant

DIURING its meet recent mestings,
the G2 took & strong stance against
protectionist measures in the area
of forsign direct investment (FO),
echoing calls for & meratorium in
sxh measures issued earlier by the
G20 Both wereright bo doso.

Accerding fo the United Maticns
Conference on Trads and Devel-
opment, enly & percent of all the
changes in national FD)] regulations
areund the world between 1952-2002
were in the direction of making the
investment climate less welcoming,

That figure doubled to 12 percent
of all regulatery changes in 2003-
2004, and almaost doubled again,
to 21 percent of all FD regulatory
changes, in 20052007,

In Latin America, for example,
same G percent of all FDI regulato-
ry changes in 2007 were unfavarable
to foreign ive stors.

Owerall, countries that had im-
plemented at least ane regulatory
change thet made the investment
framewark less welcoming in 2006-
2007 sccounted for some 49 percent
of world FDT inflows during that
pericd — an impressive figure that
demonstrates that semething very
dubicue is afoat.

And these data refer to formal
changes in laws and regulaticns;
no dala are ovailable on the ex-
tent to which unchanged laws and
regulations are implmented in
miore Testrictive manner, increasing
informal barriers to the entry and
operations of foreign firms.

Of course, not every measure that
makes the climabe less welcoming
for fareign direct investors is pre-
tectionist. Basically, there are two
situaticns that sheul qualify.

In the case of inward FDI, pro-
tectionism involves new afficial
mensures that are used to prevent or
discourage investors from coming o
of staying in a hast country.

Far autward FDI, protectionism
involves measures that require do-
medic companies lorepalriale asels
or operations to the home country, or
that discourage certain types of new
investments abroad.

But the definition of FDI pro-
tectionism can become more
complicated, because measures
taken in the interest of legitimate
public policy abjectives — for ex-
ample, protecting national security
er increasing FDU's contribution to
the host economy — are not neces-
sarily instances of it, even if they
make the foreigrrimvestment climate
less hospitable.

Mevertheless, even with this ca-
wveat, there has been a rise of FDII
protectionism that predates the our-
rent finencial crisis ond recession.

This suggests that a reevaluation
of the costs and benefits of FDI was
already under way, Jed, interestingly
encugh, by developed countries,
which in the past had champicned
liberalization of entry and operation-
al conditions for foreign investars
and their protection under intema-
ticnal Law.

For some countries, likethe United
States, this reevaluation is grounded
in national ssourity concerns (largely
undefined) that arose in the aftermath
of the terrorist attacks of September
11, 2001,

But there also seems to be o bit
of & reaction against the “new kids
on the block” namely multinational
enberprises from emerging markets,
enpecially when these are stabz-cwned
and sszk to enter the US market
through mergers and acquisitions.

Hence the strengthening of the
active scresning mechanism of the
Committes on Foreign Investment
in the U3,

In the cass of some other devel-
oped countries (for sxample, Canada,
France and Germany), national se-
curity concerns extend to economic

—

This sugnests that a reevaluation of the
eosts and benafits of FOI was alraady
under way, led...by developed counfries,
which in the past had championed
liberalization of entry and operational
conditions for foreign investors....

comsiderations and the protection of
“national champions”

In scme of these cases, legitimate
public-palicy ohjectives may well
be invelved. But the boundary line
bestwe en such objectives and protec-
tionism can be & very fine one.

The financial crisis and recession
may dampen the riss of FO protec-
tionism, as countries se=k capital to
share up Jocal firms and increase
investment to help them promote

BOONOMIT TECOVETT,

Bt the global downturn may also
accentuate prote ctionism, especially
if nationalistic impulsss gain the
upper hand, perhaps stimulated by
fire-sales of domestic asseis (as
we saw during the Asian financial
crisis). The bottom line is that the
investment climate for fareign direct
investors is becoming less wekom-
ing, While this is certainly not the
dominant approach toward FD, we
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need to be vigilant that it does not
hecome sa.
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