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Global FDI down 2% in 2016, but forward projections cautiously optimistic

FDI inflows, global and by group of economies, 2005-2016, and projections, 2017-2018
(Billions of dollars and per cent)

68
+81%

9 World total [ Developing economies
@ Developed economies {1 Transition economies

59% $1746 EZ

-14%

-2%
3000
2500 a
PROJECTIONS
2000
1500
1000

I

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: © UNCTAD WIR17



Contents

= How do digital technologies affect global investment?

= How can investment policy support digital development?

= An investment policy framework for the digital economy...



UNCTAD has launched a new Top 100 of Digital MNEs

The architecture of the digital economy

.................... Digitalization of
the global economy

E-commerce -cecececerees Digital content Digital MNES,. N
« Internet retailers  Media/entertainment performing aCtl_V't'eS
« Other e-commerce/travel « Info/data providers based on or strictly

linked to the internet

@ Purely digital
@ Mixed

« Internet platforms

Digital solutions ++-------- « Search engines
« Social networks

« Electronic/digital t
P L L o Other platforms/sharing economy

o Other digital solutions/cloud

IT (hardware and software) | ICT MNEs, providing the
enabling infrastructure

Telecom supporting the internet
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Digital technologies will change international production in all industries,

across global supply chains

Upstream/
supplier relations

Internal production
processes

Downstream/
customer relations

Level of maturity @ High

Low

End-to-end processes
and governance

& E-auctions, with open or closed systems

@ Supplier- or vendor-managed inventory

Digital & Collaborative product or
transformations production-process design
» Discrete assembly industries (e.g.
automotive, aerospace, maritime)
» Consumer electronics where component
Industries complexity requires automated sourcing

where prevalent

» Democratizing vs. exclusive effects on

suppliers
International » Closeness to (B2B) clients, suppliers
production following clients abroad
implications » New entry modes into GVCs and

international production networks
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& Digitally enabled automation of factory
operations

D Digital twins enabling replication, with
production closer to point of
consumption

* Advanced digitally enabled
manufacturing technologies (e.g.
3D printing, continuous processing)

» Production-asset-intense industries
benefiting from automation to support
volume and variant flexibility

» For 3D printing products:
inventory-heavy industries depending
on small-scale items and spares

» For continuous flow: batch process
industries seeking volume flexibility

» High-value jobs, net employment
reduction, improved productivity —
capital intensity

» New forms of controlled offshoring and
outsourcing; non-equity partnerships

» Enhanced technological requirements of
MNEs, partners and suppliers

@ Disintermediation in product delivery
and distribution models; monitoring of
product use by end user

@ Digitally enabled product customization

@ Mass connectivity between customers
and suppliers

» Media, financial services (e.g. insurance)
» Sharing economy (e.g. Airbnb, Uber)

» E-commerce B2C firms, retailers,
fast-moving consumer goods with
last-mile distribution, health care
solutions

» Disintermediated modes redistribute
value added of local partners in host
countries

» Servitization and outcome-based
contracting, "Intel inside" component
models for value capture

» Increased competition — new entrants
challenge established players

~ Transparency and traceability and
provenance of goods with digital
quality and compliance systems

D Big-data-driven predictive supply
chains

< Use of new data management
providers and system integrators

» Regulated industries requiring
conformance (e.g. pharmaceuticals,
food)

» Through-life product servicing (e.g.
aerospace), intelligent white goods
(e.g. "smart" refrigerators)

» Enterprise data system providers (e.g.
"watch towers")

» Frequent reconfiguring of production
locations, driving MNE footloose
behaviours

» Increased compliance requirements
for suppliers and users

» Openness of data flows and
ownership becomes an investment
determinant



Industries impacted by digital are often highly regulated
Top 10 industries affected by digitalization and by FDI restrictions

Per cent

Industries ranked by digital impact

Share of executives (survey respondents)

Media and entertainment _ 62

Retail

High tech

Healtcare systems and services
Travel, transport, and logistics
Telecom

Professional services
Financial services

Automotive and assembly

Consumer packaged goods
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Industries ranked by FDI restrictions
Share of countries with restrictions

Transportation _ 56
Media | 50

Electricity ‘ 30
Telecom - 21
Mining, oil and gas ‘ 20

Financial services _ 16

Agriculture and forestry ‘ 16

Waste management ‘ 13
Accounting _9

Education ‘ '8
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Digital development strategies often lack an investment dimension

The investment dimension in digital development strategies, by objective

Results of survey of 102 strategies (Per cent)

Financing needs
acknowledged

95

Requirements and or
amount specified

@ Broadband infrastructure @ Digital business

Less than a quarter of strategies contains concrete projections for infrastructure
investment needs, and hardly any strategy discusses investment beyond infrastructure
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To stimulate investment, most digital development strategies focus on the
creation of a conducive regulatory framework
Policies to promote private investment proposed in digital development strategies, by objective

Percentage of strategies (limited to strategies that acknowledge the need for private investment)
Regulatory 62
framework 69
Incentives (fiscal, 57
financial, guarantees) 61
Standards o1
14
— 41
: 13
Clusters or incubators 39

IPA promotion r 4

activities 2
Other promotion 7 @ Broadband infrastructure
measures 4 ® Digital business
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Investment Promotion Agencies are often not involved in the formulation of
national digital development strategies

IPAs involved in the formulation of digital development strategies

33 33
25 25
18 19 18
14 14
12 13
| I I

Percentage of responses

Broadband strategy Digital strategy
@ Developed economies (0 Latin America and the Caribbean
@ Developing economies Asia and Oceania
" Africa (0 Transition economies
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Digital development strategies should consider infrastructure, digital
industries, and digital adoption across all industries

Wider digital
adoption

Digital firms

Digital infrastructure ] .
» ICT adoption/devices

» Local platforms

(e.g. social networks, e-commerce) > Training
. » Local enterprise development
Typical > International, national, last-mile » Datalconiie
investment connectivity - : i
needs . » Training and capacity-building
» Internet exchange points (IXPs)
» Global digital firms
» (Mobile) network operators and : ) . ]
investors » Global digital firms » Venture capital, private equity, » Public institutions and
other funds governments
» Governments . ..
» Local firms (e.g. media firms)
Relevance » Sector-specific foreign investment rules
of investment » Privatizations
policies and > Public-orivate DaraEet
investment DI ners' |.ps > Innovation hubs, incubators
> - :
support nggséL"rggzﬁiE;‘;d policies » Enabling environment for » E-government investment
measures i innovative forms of financing facilitation
” Business linkages
programmes supporting

participation in GVCs
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In most developing regions, infrastructure investments in basic
connectivity have largely been made...
Internet adoption and connectivity gaps, by region

Percentage of population using or connected to mobile broadband

Developed economies

Developing economies

Africa

Asia

Latin America and the Caribbean

Transition economies

Memorandum ltem:
LDCs
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@ Current adoption @ Adoption gap 9 3G upgrading gap 9 2G coverage gap

9 Investment required for universal internet access

Additional investment needs are mostly for capacity upgrades

Source: © UNCTAD WIR17

11



...as a result, remaining investment needs for connectivity appear limited

Estimated investment costs of universal connectivity

o ) -
economies @
avrica. |-

Latin America and :‘D
the Caribbean

Transition _
economies

Memorandum ltem:
(o M~ R

Total investment requirements for universal basic 3G coverage
in developing and transition economies ~ $95 billion

Range estimates ($ billion)

Investment plans in digital development strategies should look beyond infrastructure
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Policy determinants for investment in digital infrastructure

SUMMARY

Key policy determinants Practices that affect investment

* Privatization of the incumbent opens the market to investment and creatas a level playing field for
entrants.

* [ iharaization anables inwestment in competing oparators: providing the afacied felecommunication
SAMVicas.

* fin incepandant raquiator acts as a reforae for the kevel playing field and can improve regulaiory certzinly
for investors.

* FDl openness typically accompanies the other raformes, allowing MNES to invest in the market.

* [iconsing condifions can reduce fe cost of investment and allow for flexibility in the face of future
miarke changes.

* Spocfrum nies determine the cost of access o crifical radio-frequency specirum, as weall as non the
spectum can be wsad as fechnology and businass modalks evolva.

* Soctor-spociic (ares on dovices and services can reduce demand, polentially significanty in LDCs,
affecting invastment returms.

* [Iivarsal sanvice funds or the possibility of entaring PPPs fo sarve ofharwise uneconomical areas can
help support investment.

* Access fo nghts of waycan be streamiined to facilitata investment, and the ability fo share infrastruciurs
can lower costs.

* [ ocal standards for equipment, and the axtent to which they can be satisfied through type approvals, can
influence investment costs.

* Siroamiining import procaduras and the rles for employing forgign peveanngl can reduce the time and
cost of investmant.

* Support for skils fraining of local engineers efficiently supports the deployment and operation of
infrasiructure investments.

* Ragiona coordination can fostar economies of scale for infrastnuciuna investments in muliple countries.

Source: © UNCTAD WIR17



Policy determinants for investment in digital industries

Koy policy detarminants

Practices that affect investment

Source: © UNCTAD WIR17

Privacy and dala prodection can bolster usars' frust and make invesiments in online sarvices maong
aftraciive.

E-fransachions and consumaer profaction laws help develop fhe e-commerce sector and support onling
COMMETCE,

Contend restrictions, ranging from filtering o intemet shutdowns, can underming opportunities in a
courtry and fuel uncartainty for imwesions.

Copyright laws should provide darity and balance the inferess of copyright holders with those of
innovators and contant distributors to reduce risks for investors,

Irtermadiary Bability mies imposa raquiramants on platformes fo monitor third-party content for banned
or pirated content, which can incraass costs and legal isks.

Applying fradfional telacommuication or madia regdations to anline services imposa conditions
that increase the cost of providing services.

Datfa Incalization laws, requiring domestic storapa and proces=ing of confant, reduce aconomias of scale
for data contres or diowd services, reducing investment

Mandaiory sowee code discioswne policias, e.q. in procurement confracts, can influence the intarest of
imvestors in parficipating.

Rogwations in ofher ssciors of tha economy (often professions or non-tradable sarvices such as taxis
or real astate). and their relative opannass to compatition, may discouragse or block investmant by now
digital entrants.

Supporting the development of ingvation hubs can assist local enfreprenaurs in developing new onling
SEMVICES.

Development of o-government sarvices can creafe demand for local developars and data centras,
promating the development of the sachor.

Facilitating crowdiunding — particularly for eguity investments — can incraasa infemational investmants
in the local indusiny,

Governmeant support of veniure capitalinvesiments can help build the domestic vanture capital industry
while promafing inwestment in the local confent industry.

Enfraprencurship programmes, such as UNCTAD's Empretac programme, can help to put ICTs skills info
practice and develop succassiul businass projects.

SUMMARY
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Policy determinants for investment in wider adoption of digital technologies

SUMMARY

Key policy determinants Practices that affect investment

+ Competition policies in the telecommunication sector influence the cost of data packapes and davicas,
which affects dipital adoption by firms, especially micro, small and medum-sized enterprises.

* Taxes and tanfis similarly affect on davica costs, influencing digital adoption.

* Fiscal policies can reduce the affective cost of ICT-ralated capital
invasiments and training axpenditures by firms.

* Promoting cloud services can lower the cost of acoassing online services for businasses.

* E-povemment sarvicas can create demand for local developers while lowening the cost to interact with
government for all businassas.

* Parinerships with global digital MNEs help digital adoption in SMEs and the creation of digital
antrapraneurs, such as app developers (including throwgh exsting programmes offerad by global
digital MNES in this area); and can localiza their offering {ep. accepting local curmency in their systems,
facilitating payments for local firms).

* Parinarships with univarsiBios help firms adopt digital technologies (a.g. in centres of excellonce) and
build on skills programmes.

* Skills programmes provida companies with the ability to afficiently adopt and wse intemet technology
and services.

Source: © UNCTAD WIR17 15
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Policy framework for investment in the digital economy

Strategic investment
policy considerations Invest in digital

infrastructure

Embedding Embedding

digital - investment _
development Policy policy in digital el

in investment framework development digiaihrme
policies strategies

International

- : Invest in
Policy interactions and digitalization

institutional synergies
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Policymakers: “improve the world, start with yourself” - eGovernment

Information portals for businesses and investors, by share of quality criteria met

Per cent

Level of quality Number of countries
(Share of criteria met)  (Out of 104 countries with information portals not based on UNCTAD’s eRegulations)

rhon 76-100 _I_
quality
51-75 __
26-50 —_
L
qualiy 0-25 _I_

Go to GER.CO to check how your country’s information portal or online
single window for businesses and investors are rated!
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REPORT AND SUPPORTING ANNEXES
AVAILABLE ONLINE

http://www.unctad.org/
http://www.worldinvestmentreport.org/

Contact:

Division on Investment and Enterprise
Palais des Nations, 1211 Geneva 10, Switzerland

4 diaeinfo@unctad.org
W @unctadwif
Join us on:

http:/finvestmentpolicyhub.unctad.org/ipfsd

http://unctad-worldinvestmentforum.org
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