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TI ME

"Enhancing the Climate for FD through Smart
Part ner shi p"

I amindeed honoured to be here anong such a

di stingui shed group of people. The inage created of

the African continent as a location for foreign direct
i nvestnment (FDI) may be | ess favourabl e conpared to
other regions of the world, but there are a nunber of
positive but little known facts about Africa, such as

t he consi derabl e i nprovenents by African governnments of
their FDI policy frameworks and the vast resource base
that is yet to be tapped.

2. Foreign investnent is now wi dely perceived as a
form dable force in today's world econony. As such it
is important that we discuss this subject in the
context of a changing gl obal |andscape and the
enmergence of what is commonly referred to as the New
Econony. Besides, FDI has in recent years undergone
significant changes in ternms of size, formand inpact.
FDI is apparently |inked to gl obalisation. But
globalisation is yet to take its final form |ndeed,
like all ideas and concepts, it will change and change
again as the players try to extract the best fromit.

3. Let us first look at some indicators. Devel oped
countries have always received the bigger share of the
FDI. For instance in 1999, global FDI inflows reached
US$ 865 billion, of which only about one-quarter or US$
208 billion went to devel opi ng countries.

Mul tinationals or MNCs as we know t hem undertake npst
of the FDI - the driving force behind the deepeni ng and
broadeni ng of international productive capacities. The
MNCs, now numbering sonme 63, 000-parent firns with
around 690,000 foreign affiliates and a pl ethora of
inter-firmarrangenents, span virtually all regions,
countries and industries. But a snall segnent is
contributed through cross-border or bilatera

i nvest ment arrangenents which can also help in
enhanci ng econonic growth. Thus we see today many
growm h triangles and regi onal econom c groupi ngs where
countries invest in each other through |argely conmonly



owned cor porations.

4. The world's top 100 (non-financial) M\Cs, based
exclusively in devel oped countries are the principa
drivers of international production. It is estinmated
that their foreign affiliates enploy over six mllion
peopl e, have US$2 trillion in assets and their foreign
sales are of the order US$2 trillions. They are mainly
concentrated in electrical and el ectronic equi pnents,
aut onobi |l es, the petrol eumindustry, chemcals and
pharmaceuticals. If one were to include the financia
and services sectors as well the figures would be so
huge as to be mind-boggli ng.

5. Devel oping countries have nade every effort to
create the basic conditions to attract FDI such as
ensuring political stability. Virtually all devel oping
countries, through changes in their regul atory
environnents, have facilitated the expansion of

i nternational production. In the |ast decade or so

nore than 90 percent of the changes, in the | aws
governi ng FDI, have created a nore favourabl e franmework
for foreign investnment. Conplenenting the nore

wel com ng national FDI reginmes, the nunber of bilatera
i nvestnment treaties - concluded increasingly between
devel opi ng and devel oped countries - has risen from 181
in 1980 to 1,850 by end 1999. Double taxation treaties
have al so increased from 719 to al nbst 2,000 during the
same period. In addition, at the regi onal and

i nternational |evels, an increasi ng nunber of
agreenents are helping to create an investnent

envi ronnent nore conducive to international investnment
fl ows.

6. Devel oping countries unfortunately are not always
consi stent. The inplenenting personnel often entertain
i deas different fromthose of the Government. They may
be too nationalistic and do not agree with the terns
af forded the foreign investors. Dilatoriness in
processing applications may be due to lack of skill or
| ack of understandi ng. Sonetinmes corrupt practices
hol d up approvals. Another major problemis due to

i nternational agencies wanting to have their own way.
They have consi derabl e clout and they can and often do
t hr ow consi derabl e spanners into the process.

I nvest nent projects nmay be prevented fromtaking off if
the international agencies have other interests in

m nd.

7. And finally there is the problem of changes of
Governnents due to the denocratic or undenocratic
processes. The new CGovernments often reject the

deci sions of the previous Governments. This results in
agreements under which foreign investors had invested
bei ng changed or even thrown out. This will deter new



i nvestors fromcom ng as they fear another change of
CGovernment might result in the investment not being
honoured by the new Governnents. Nothing deters
foreign direct investors as the uncertainties caused by
political changes. If foreign investors or even
donestic investors are to be persuaded to invest, they
must be assured that political changes will not affect
the conditions under which they had invested. |If new
conditions are found necessary then they should be
applied to new investnents, not to investnents already
made.

8. Wth the information age cones gl obalisation. As
all forms of conmunication inprove, the relations

bet ween countri es and peopl e have becone closer. It is
now so intimate that there will soon be no single-
ethnic countries. Al countries will have multiracia
popul ati ons. But before that happens the isolation and
i nsul ation of countries in terms of the econony and
politics would becone nmore and nore difficult.

9. Already we are seeing the spread of denocracy as
the only acceptable formof political ideology. No
other systemis allowed. Punishment will be meted out
to those countries which disobey. Admittedly denocracy
is the best political systemever devised by nman. But
it is not perfect. It works in sone countries but it
has destroyed many countries al so. But denocracy has
become such a religion that the destruction of
countries by denocratic processes is acceptable while
t he devel opnent and prosperity of undenobcratic
countries are condemed i.e. unless the country is a
friend of the powers that be.

10. Even as they funble with denbcracy, the devel opi ng
countries are expected to handle gl obalisation. Inits
present form gl obalisation sinply means opening
markets to capital and inmports. There must be no
conditionality which may stand in the way of free
noverments of capital. In East Asia, the econonmc
tigers have now been so well and truly disabled by the
activities of speculative capital that they cannot seem
to recover. Indeed they are now hardly independent,
having to obey the dictates of the so-called

I nternational Agencies, instrunents of the powerfu
countri es.

11. Acceptance of the present form of globalisation
means accepting unrestricted Foreign Direct

I nvest ments. The devel opi ng countries nmay benefit
econom cal ly, although this cannot be guaranteed. What
is alnpbst certain is that they will |ose control over
the econony. If we are only interested in economc
prosperity at whatever cost, we should accept

gl obalisation. But if we believe that national self



respect, integrity and independence are al so i nportant
then we shoul d | ook again at gl obalisation

12. W can still have globalisation but there should

be sone Governnental and international regulations.

A obalisation is not synonynous with deregulation. It
is ridiculous to expect the market to regulate itself.
Governments nust regulate for only Governnents have the
interest of the mpjority of the people at heart,

especi ally denocratic Governnents.

13. The devel opi ng countries must insist on having a
say in the fornulation and the shape of gl obalisation
It nust afford sufficient protection for their weak
econom es whil e ensuring that growth can take pl ace.
Their political and econom c i ndependence nust be

mai nt ai ned. No way shoul d they be deprived of their

i ndependence, the independence that they had fought for
over centuries and had attained only in the last half a
century.

14. |If globalisation is to be nmeaningful then al
countries must partake of it. Presently many of the

| east devel oped countries; countries with practically
no market to open have been marginalised. In a

gl obal i sed world everyone shoul d enjoy sonme degree of
prosperity.

15. It is considered logical that profits made in a
country nust be shared with that country in the form of
taxes - income tax and corporate tax. But we are
seeing foreign investors and busi nesses being totally
exenpted fromtaxes by devel opi ng countries anxious to
attract FDI. It is also common know edge when the tax-
free period is over the practice of transfer pricing
render taxation by the host country m ninmal.

16. It is only fair and | ogical that businesses
operating throughout the world should pay taxes to the
world. Al these businesses are based in the rich
countries. Presently they pay taxes nostly to their
own countries on the profits that they make worl dw de.
The revenue gained by their Governments go towards
enriching the life of the people in these already rich
countri es.

17. | think it is only fair that these countries pay
statutory taxes to the world because they are

consi derably enriched by the world. This tax should be
in addition to aid which is not only insignificant but
puts the recipient countries under obligation

18. The world tax should be for the construction of
needed infrastructures for the poor countries;
i nfrastructures which can catal yse their devel opnent



and access to the world markets. Ports, airports,

hi ghways, canals and rivers, power plants, railways
etc. contribute rmuch towards economni c devel oprment. Not
only will these infrastructures facilitate the opening
up of these poor countries when conpleted, making their
exports nore conpetitive and their inports cheaper, but
their construction would create jobs and generate

weal th for these nations. The subsequent mai ntenance

t hrough the world tax woul d keep nmoney flowi ng into
these countries. The great international construction
conpani es can build these projects while locals can sub-
contract civil works and supplies.

19. A world tax on those countries which derive from

gl obal i sati on opportunities to make nore wealth for
thenselves is only fair. Ml aysia has gained by the
activities of its businesses worldw de and woul d
willingly pay such a tax. | hope that the rich
countries which benefit the nbst from gl obalisation and
a borderless world would accept this tax even if they
are already providing aid to sonme poor countries.

20. The world will be richer because of the physica
openi ng up of the poor but frequently resource rich and
densely i nhabited regi ons of the world. The already
rich will get richer but the poor would get a little of
the wealth and infrastructural needs of their
countries.

21. | hope the poor countries will not reject this
idea. The rich will not even take note of this
proposal . But if they want the poor to cone onboard
with their WO and G obal i sation, they should make
weal th sharing quite certain by agreeing to this Wrld
Tax.

22. \Wile we focus on howto attract foreign capita
and we adj ust our econonic systemto acconmpdate the
new worl d econom c order, we must not forget the need
for smart partnerships. Wthin the country there nust
be a smart partnership between the Governnent, the
private sector and the workers. Qthers including the
medi a must be brought into this partnership. It is not
going to be a perfect union but it will facilitate

di al ogue and adjustments so as to stabilise the country
and make it attractive to investors both domestic and
foreign. It will also take tinme because sudden changes
even if it is for the better, is always destructive.

23. There is now a lot of talk of "No pain, No gain".
Countries, even devel oped countries, are being urged to
suffer the pain of changes in order to achieve the
necessary gains. W cannot be too sure that change
woul d be for the better. W have seen changes bei ng
forced on sonme countries, changes which were said to be



for their good, only to result in chaos and tota
destruction of their economes and their stability. It
is no consolation to be told that the destruction is
caused by good changes. The pain of destruction for
good cannot be better than no change when the situation
is not bad. When sonething is working well do not
dismantle it and install another in order to make it
work better. It may not.

24, It is far better to make painless adjustnment or to
make m ni mal and | ess pai nful change than to suddenly
turn 180g because of some ideol ogical beliefs. Even if
the ideology is highly noral and appears to have worked
in other places, sudden change can only destruct and
destroy. Remenber how nmany times we have been urged to
accept and practise an ideol ogy devel oped in sone
powerful countries, only to find it incapable of
delivering its prom ses, and worse still to find that

t he proponents thenselves in the end rejected it in
favour of a new ideology. Formerly the flavour was
soci al i smand nany of us becane absolute believers and
refused to acknow edge the damage that socialismdid to
our countries. Today the flavour is absolute
capitalism Again we are told that it is the perfect

i deol ogy. What is the guarantee that in time the
destructiveness of unfettered capitalismw || be
condemmed and di scar ded.

25. Wile we should not reject outright new i deas and

i deol ogi es, we shoul d not enbrace them unthinkingly
either. We should be cautious and adopt them gradually
watching their effects as they are practised el sewhere.
We should be willing to endure pain only if we see pain
results in gain el sewhere. Until then we of the

devel opi ng world should tread cautiously. W are weak
and we should therefore work together for strength, so
we may influence the shape of gl obalisation and the
free market in order to mnimse the risk and the pain
that we may have to endure.

26. If we are smart, and snmart partnership obviously
requires us to be smart, then we rmust ensure that
Foreign Direct Investnents will result in a smart
partnershi p between us and them They are wel coned to

t he conparative advantages such as | ow | abour cost that
we have but we should get in return a small share of
the wealth generated and acquire sone of the skills

i nvol ved.

27. Wile foreign direct investnents should be

wel coned and the red carpet laid out for themit is

i mportant that |ocal investnments, small though they nmay
be, shoul d al so be encouraged and incentives given. In

time local investnents would grow quite big and can be

relied upon to stay put in times of econom c distress.



It is inmportant to renenber that |ocal investors are
our true partners. They really have a stake in the
prosperity of the country. They cannot just pull out
when things go bad. They have to stay and experience
the pain; share the pain with us. So Governnments mnust
be smart in dealing with them Governnments must regard
them as smart partners deserving of the best treatnent
that partners are entitled to.

28. Workers nust conme on board in all our smart
partnershi p endeavours. They must be told of the
benefits of regarding thenmsel ves as partners in the
busi nesses, whether foreign or [ocal owned, which the
Government promotes. There is nothing |ike industrial
peace to attract investnents. Wrkers nust know and
appreci ate that nore than the benefits to Government,
i nvestments create jobs for workers. There can be no
job without investnents. Even CGovernnent cannot j ust
create jobs if the Governnent coffers are not filled
with revenues coning frominvestnents.

29. To take industrial action in order to increase
wages will only work for a short while. If the

industry fails to nake profits it will not expand to
create nore jobs. It may even cl ose down and instead

of higher wages, the workers may be thrown out into the
streets. Industrial peace on the other hand wll

i ncrease investnents which in turn will create a
greater demand for |abour. \When demand is high the
wages wi || al so increases.

30. The present campai gn ai med seemingly at protecting
the exploitation of |abour may | ook sincere and
genuine. But it is entirely possible that the ultimte
objective is to keep investnments at hone and further

i ncrease the already inflated wages in the devel oped
countries. While | abour should be on the | ookout for
expl oi tation of labour, it nust not be carried away by
t he power of industrial action and the sense of
injustice to the point of naking investnents
unattractive. W will be killing the goose that |ays

t he gol den egg.

31. In any case the ways to increase workers incone is
t hr ough education and the continuous upgradi ng of
skills. This is especially inmportant now because the

| evel of know edge is the determ ning factor in the
productivity of workers. W cannot do things in the
old way anynore. Information technol ogy requires new
skills and hi gher know edge.

32. W all recognise that the private sector's primry
interest is in maxim sing returns on investment. On

t he ot her hand CGovernments nust care for the well-being
of the people and the interest of the country. Sonehow



the conflicting interests of both rmust be reconcil ed.
It is not inpossible but both sides nmust appreciate
this. Wth this appreciation Foreign Direct

Investnments will contribute rmuch to the devel opnent of
a country.
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