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“Can macroeconomic policy in a medium-sized state in a globalized world

be both democratic and satisfy the ‘electronic herd’?”

Introduction and Summary

In a word, “yes.”  There are many nuances.  But no international force in the globalized world of today, whether Friedman’s “herd” 
 or anything else, stands in the way of a country implementing macro policies that are sensible, politically and economically sustainable, and satisfactory to at least most of the citizens of the country.  The main obstacles to achieving these objectives – which have been achieved by many medium-sized states today -- remain in the realm of domestic politics, where they have always been.  

This is not to say that globalization hasn’t increased the limitations on governments’ policy-making space.  Bad policy today is more costly, and gets forcibly terminated by international market forces more quickly, than was the case 30 or 80 or 150 years ago.  Small and medium-sized countries are more vulnerable to such discipline than large ones.  And foreign investors – more often not financial (“portfolio”) investors but rather “direct” investors, the MNCs whose inclusion in an “electronic herd” is highly questionable – do sometimes succeed in coercing governments to do things that a well-functioning democracy would or should have rejected.  

But the data show that the countries that are most favored by these international investors are, for the most part, the ones who don’t give away the store in tax breaks, demand high and frequent bribes, allow terrible pollution, child labor, etc.  Are there exceptions to this generalization?  Sure.  But there are so many confirming cases that it’s impossible not to conclude that these capitulations to greed and bad governance generally, whether caused by the greed of MNCs or that of public officials, are clearly not necessary to satisfy either the herd or the citizens.

Definitions, Clarifications, and the Beginning of the Argument

What are the meanings of “macroeconomic policy,” “democratic,” and “the electronic herd” for this analysis?

Macro policy in this context should be taken to include, in the first instance:

· Fiscal policy, including both taxation (including tax incentives), and expenditures.

· Monetary and exchange rate policy, which for a medium-sized country in a globalized world are inextricably linked, and which includes trying to affect the money supply, the availability of credit to the private sector, and the nominal exchange rate.  These in turn affect inflation and the real exchange rate.

· Trade policy including import taxes and other inhibitions, and export taxes or subsidies, on traded goods and services.

· Capital controls, which are attempts to control the amounts and/or kinds of financial capital inflows and/or outflows.

· The combination of all the above policies has a very strong influence on the country’s foreign exchange reserves.

Behind these “front line” macro policies, two other policy areas must also be considered:

· Regulation of financial institutions and financial markets, including importantly regulation of banks’ behavior and possibly restrictions on foreign direct investment in banks.

· Regulation of domestic goods and services markets, including most importantly antitrust and competition policies, environmental protection, and labor market regulation.

The meaning that should be assigned to “democratic” for this note is less obvious.  Regimes that in form are autocratic and others that are democratic have had the same problems, and adopted the same (divergent) range of responses, to the forces of globalization and the electronic herd.  Autocratic Egypt has as much or more trouble reducing its huge subsidy on bread in order to manage its fiscal policy and the inflationary effects thereof (see riots and an immediate reversal after a temporary agreement on this with the IMF some 20 years ago) as democratic France in dealing with its outrageous subsidies to its farmers, or democratic and left-leaning Chile (before Pinochet) in not protecting an amazingly inefficient automobile industry owned mainly by multinationals.  On the other side, democratic Estonia and Hungary have done well, but not better than authoritative Vietnam, Indonesia, or Morocco in satisfying both the international investors and their citizens.  Democrats and autocrats both do and do not make Wall Street happy.  For this discussion, the form of government doesn’t seem to matter.

So I propose to transform the term “democratic” in this note, and use instead the concept of governments’ doing right by their citizens.  In matters of income distribution, reducing poverty, and providing some kind of reasonable education, health care, old age and labor market protections.

Finally, just what is “the electronic herd?’  Here Friedman’s easy-to-read prose can be misleading, and may easily confuse rather than clarify.  Friedman distinguishes well between what the literature refers to as “portfolio” and “direct” foreign investment.
   He calls these “short-horn” and “long horn” cattle; don’t ask why.  The accepted distinction is, conceptually, whether the investor has a sufficient share of the ownership, and the intention, to participate in the management of the company.
  Basically, if you are a portfolio investor your only options are to buy and sell the paper you hold (stocks, bonds, whatever), while if you are a direct investor you can influence the management, strategic direction, even the entire operations of the company. 
  

The two kinds of cattle are much more different than the length of their horns.  Calling one foxes and the other bears might have been a better metaphor.  Portfolio investors are single-mindedly focused on the financial risk/return nature of the investment.  They can and do invest in very risky paper if the likely return, or just the upside (best outcome) is attractive enough.
  Almost all of the paper that portfolio investors buy is traded in organized markets, and so these investors can and do buy and sell, literally with a phone call to their broker.  They can have their investment liquidated and the cash back in their own bank accounts in less than a week, in most cases.  And they do exhibit herd behavior; if lots of their colleagues are only buying AAA paper, or by contrast are jumping off cliffs with risky sub-prime mortgage-backed securities or worse, they tend to follow.
  That’s why George Soros and others know that these markets always “over-correct:” investors follow semi-blindly a trend to go in, and if they see a trend to go out, they run for the door and lower the market price of the paper below its intrinsic worth in a cooler, more sensible market.
  

Direct investors, by contrast, have large stakes in the company in which they invest.  They invest for longer-term, strategic reasons such as access to markets, to raw materials, to cost-effective labor, etc.  Foreign direct investments in the rich countries are usually in companies whose stocks are traded on organized exchanges, but often also in the company’s debt which may not always face a liquid market.  In third-world countries these investments are often in securities that are not traded on any organized market, and are thus doubly difficult to sell.

While Friedman does make the distinction, his description of direct investors on pages 132-136 exaggerates both their power and their fickleness (more on this later), and in his section on direct investment, midway on page 136, without a sub-head, white space, intro, segue, or other warning, he goes back to portfolio investors without advising the reader. 

The Analysis (finally…)

Lots of underbrush having been cleared, analysis can proceed on how much and in what ways each of the two very different kinds of foreign investors, portfolio and direct, affect the ability of the government of a medium-sized country to do the right things for its citizens and also satisfy the investors.  The potential conflicts are very different for the two kinds of investors.

Portfolio investors:  The securities that portfolio investors buy from medium-sized countries, can be classified in a two-by-two matrix:  issued or guaranteed by governments or by private parties; denominated in local or “hard” (dollar, euro) currencies.  The investors could in principle include both foreign governments or other public bodies, and private institutions.  So there is potentially a two-by-two-by two matrix, which of course has eight possible states.  But in fact the investors are, for medium-sized countries, pretty much limited to private institutions; governments don’t buy either official or commercial paper from anyone foreign except governments of the largest and richest countries.  (Think of Chinese government purchases of US Government bonds.)  And, again in medium-sized countries, private foreign portfolio investors seldom buy obligations of private businesses unless they are otherwise linked; e.g. Citibank may buy bonds or make loans to the General Motors subsidiary in Thailand if Citibank gets a lot of business from GM worldwide.  And, although foreign portfolio investors may still invest in some securities denominated in local currency, since the 1982 and other debt crises they much prefer those denominated in “hard” currencies such as the dollar or the euro.  So for most medium-sized countries at least, our eight-cell matrix [almost] collapses into one cell: it can be pictured as, e.g., Citibank buying dollar-denominated obligations of the Government of, e.g., Thailand.

What demands or requirements does such an investor place on the borrower; in particular in respect to the elements of the borrower’s macro policies as listed above on page 2 of this note? 

If the debt were denominated in baht, Citibank’s main concern would be that the value of the baht doesn’t fall – in other words, that Thai inflation is low and under control.  This means that both fiscal and monetary policies would be closely watched; the investment wouldn’t be made in the first place unless Citibank had a lot of confidence in these policies for the future, and if it were made then Citibank would be monitoring Thai economic statistics that could warn of inflation on an intense and constant basis; if they sensed potential danger they might well sell the securities.  Conceivably the debt might have had requirements built in such that, e.g. if the money supply or the public sector deficit increased above a certain point, Citibank could call (demand immediate repayment) of the debt.  

Because of the asymmetry – the borrower has both more knowledge and more power than the lender – lenders have been less and less willing to take that “currency” or “devaluation” risk, unless they get interest rates that are seen as too high by the borrower.  As a result, the borrowers are more and more taking the currency risk and issuing securities or taking loans denominated in dollars or euros.  What do the investors demand, what restrictions do they impose, to take this kind of risk?  They don’t care about inflation directly, but they are very concerned about the borrowing government’s ability to pay the dollar-denominated interest and principal obligation.  So they watch foreign exchange reserves.  Because these data are notoriously inaccurate and subject to manipulation, they also watch the same fiscal and monetary policies, as well as balance of payments data, that ultimately determine foreign exchange reserves.

The “herd” of  portfolio investors will shy away from a country that has a recent history of, or a perceived high politico-economic potential for, irresponsible fiscal and monetary policies.  A Thailand or a Turkey or even a Belgium or a Mexico that behaved like the USA has been behaving for the last five years or so wouldn’t be able to borrow a nickel on the international market.

Adequate capitalization and prudent regulation of banks and other parts of the borrowing country’s financial system may also be required by foreign investors.  The collapse of these institutions in Thailand in 1997 triggered the Asian financial crisis, even though the Thai government’s fiscal and monetary policies were reasonably sound and inflation was low and under control.  But an economic bubble financed by imprudent and corrupt Thai banks burst, and the portfolio-investor part of the herd stampeded out of town in one big hurry.

How such constraints limit the ability of “Thailand” to be democratic, or to do the right thing for its people, may be subject to some debate.  It means that the borrowing government is limited in the extent to which it can borrow from “Citibank” to finance anything – be it palaces, playmates, and Swiss bank accounts for its officials, or maternal health, child care, and education programs for its poor – unless its overall economic trajectory is close to a “pay as you go” path – the government’s revenue must not be too much less than its income, and the entire nation’s export revenues must not be too much less than the costs of its imports.  

I personally would say that such constraints are, on balance, a benefit to the citizenry of almost any country, because the constraints protect them to some extent from the damage that economically irresponsible governments inevitably cause.  Others disagree.  Some of those who argue against such discipline see undernourished and undereducated children, and hope that relaxing standards of government monetary and fiscal policy in order to clear a path to providing more money -- to the same society that has been neglecting them for so long -- will feed and educate them.  Truly an instance of hope triumphing over experience….  So requiring sensible economic policies and robust institutions comes to be seen, by some, as cruel and anti-humanitarian.

Direct investment:  This is the more interesting and important side of the story.  Portfolio investment in medium-sized countries comes and goes; if everything works it can be a useful supplement to local credit markets, but the dangers of its volatility mean that relying on it is playing with fire (riding on the back of a stampede-prone herd?).  Prudent governments from Chile to China take actions to limit it – preferring to reduce the downside risks even at a cost of foregoing some upside benefits.

FDI, however, makes investments that are more likely to be productive (a factory that can compete in world markets, rather than just finance that a government may spend on anything), is much more anchored in the country and far and away less volatile, and brings with it not only capital but technology, management skills, and access to markets.  In today’s globalizing world our medium-sized country, whether middle-income Thailand or upper-income Belgium, is truly lost without FDI.  And, the other side of the coin, exactly because FDI is more anchored where it invests, and in some cases simply because it can, it makes more demands, and imposes more stringent, and more detailed, requirements on a country that wants to attract it.  It’s not a herd; it doesn’t stampede, but neither is it a passive pussy that simply accepts whatever a host government may do.

The parts of government economic policy that concern FDI are quite different from those that are the foci of the portfolio investors.  Moving our thinking from a “Citibank” loan to the “Thai” government, to a General Electric factory that makes refrigerators and washing machines, the differences are easy to see.  To GE, inflation may be a bother but is never a deal-breaker; Brazil was the third-world #1 champion recipient of FDI in the 1950s and 60s when it was running a three-digit annual inflation.  Foreign exchange reserves don’t matter much, although they are of some intermediate-run concern because GE hopes to make some profits, of which normally it would reinvest a part and repatriate the rest; the latter requires hard currency to be available for conversion from those baht in which the profits are accrued.  What it really wants are:

· Low corporate profits tax, and/or a generous “holiday” period such as five or ten years in which it’s exempt from that tax.

· If it plans on exporting, low taxes on labor (such as social security, unemployment or health insurance, etc.) which its competitors in many other countries don’t have to pay.

· No restrictions on importing parts, machinery, or raw materials.

· No restrictions on bringing its own experienced managers and executives to run the business.  (GE will in fact try hard to find and employ local people for all positions, simply because they are cheaper, but it will want few or no restrictions on bringing in some small number of hard-to-find people if it needs them.)

· No restrictions on going to a commercial bank with its baht profits, converting them to dollars or euro, and transferring them out of the country.

· Flexible rules about its ability to hire whom it chooses, and lay them off or fire them if and when it chooses, without either lots of red tape or financial penalties

· A GE producing refrigerators doesn’t worry these days about price controls, but an American Electric Power considering an investment in electricity generation, or a Siemens considering one in a phone system, will worry about government regulators’ abilities to impose price controls on the services it provides, remembering how such controls proved to be confiscatory in too many countries in the past.   AEP and Siemens will want some assurances, in the laws, the regulatory structure and rules, and the country’s politics, that this won’t happen.  And it will try its best to get its investment back in a very few years, rather than depending on a long stream of future profits which is inherently riskier.

· In cases where the technology is potentially damaging to the environment, a foreign direct investor may look for or ask for more lenient restrictions on his ability to pollute, or perhaps some kind of subsidy, implicit or explicit, that will balance his costs of compliance with more stringent regulations.  In the worst cases (which are not numerous, tend to concentrate in mining and chemicals, and make a big splash when they come to light), the investor may look for a situation where he can pollute, perhaps by bribing local officials, with impunity.

The degree to which many of these kinds of demands are made by FDI is perhaps increasing with globalization.  In the first several decades after World War II, most FDI was either in mining, oil or gas production, or in manufacturing for the domestic market.  The former were certainly scenes for these demands, but in the case of manufacturing for the domestic market the foreign company wasn’t planning on exporting and so didn’t really have to worry too much about its cost.  What it did want was protection from competition in the form of imports.  But more and more during the last 20 or 25 years, the investor is interested only in countries from which he could, at least in principle, export at competitive costs, just as the countries are no longer willing to protect inefficient manufacturers.  Moreover, more and more FDI is in services, especially IT-enabled and financial.  So the previous list is more and more the actual list of more and more potential foreign investors, especially in medium-sized countries whose domestic markets tend to be smaller.

Three different kinds of information are going to be used here to examine how FDI in fact affects the ability of a medium-sized country to do well by its citizens – or, indeed, to be a democracy in a formal sense.  These are (a) data on how much FDI actually goes to what kind of countries; (b) references to the (voluminous) literature that has investigated the positive and negative impacts of FDI on host countries; and (c) refutation or perspective on some of the more popular anecdotes about how multinationals bring mainly corruption and exploitation, force governments to do their bidding at whatever cost to the citizens, workers, etc.  

First note that the government of virtually every small and medium-sized country has an “investment promotion agency” whose mission is to attract FDI.
  Surely all these governments aren’t spending scarce budget and human resources to attract something bad -- FDI must be worth something to them!

What kinds of countries attract FDI?

Tables 1 and 2 at the end of this note show which countries get the most FDI in relation to their economic size (Table 1), and in absolute terms (Table 2).  It couldn’t be clearer that:

· Most of the leading recipients of FDI, either in absolute terms or relative to economic size, are truly functioning democracies and/or are countries where the governments take pretty good care of their citizens.  Twenty-seven of the top 41 recipients ranked by FDI/GDP (shown in green in Table 1) are rated “free” by Freedom House for 2007 (http://www.freedomhouse.org/template.cfm?page=366&year=2007).  All but one of these (Great Britain) is medium-sized, and 20 of the remaining 26 are either developing or transition countries.  So 20 of the top 41 are small or medium-sized, non-OECD countries.  Thirty-three of the top 43 ranked by absolute amounts of FDI inflows also make the grade (shown in green in Table 2).  

· Most of the champions in relative terms are small or medium-sized; only at number 36, Great Britain, does the list come to a large one.  These nations attract lots of FDI, not because of their large markets or natural resources, and their citizens are profiting from it.

· A very few of the leaders, such as St Kitts, St. Vincent, and St. Lucia (all small island economies vying to attract hotels and other tourist-oriented FDI in a cut-throat competitive market) do give away the store in terms of tax holidays and other advantages.  But the rest do not, and none of  the top 50 are unusual exploiters of labor, enablers of pollution, etc.  Number 36, Cambodia, whose exports are over 90 percent garments, a notorious sweatshop industry, is a third-world leader in applying ILO standards to the treatment of labor (including recognition and legal support of independent unions) with international monitoring.  China, where the treatment of labor is deplorable and unions completely suppressed, doesn’t do this (and really doesn’t need to do this) in order to attract FDI; it does it because the so-called communist, authoritarian rulers of the country won’t allow any sort of civil society institutions with any independent power to exist.  

· Table 2 explodes another widely-accepted myth, that FDI goes where wages are low, taxes are low, unions are prohibited, pollution is allowed, etc.  The truth is exactly the opposite.  Again with the exception of China, almost all the FDI flows in the world go to the countries with high taxes, high wages, rigorous labor and environmental protection (think Germany and France!), etc.  Even Brazil, number 10 on the list, is famous for its high costs, while Mexico and Argentina are among the most advanced and therefore most expensive countries in Latin America.  Among the top 20 only China, Brazil, and Poland can be considered as low-wage countries, and beyond them one must descend to number 28, India, to find another.  Even in terms of FDI relative to GDP, as shown in Table 1, most of the champions are not notably cheap places to do business.  If there is anywhere that labor costs are low, labor and environmental standards nonexistent or unenforced, and super-generous tax holidays ubiquitous, it is sub-Sahara Africa, which receives a miniscule amount and still-decreasing share of FDI every year.

Is FDI Beneficial to Host Countries?

There is an enormous literature on this.
  Among those whose focus is mostly on economic factors, every serious study that relies on data rather than anecdotes has concluded more or less the same thing:  

· FDI in general, and in most cases, is more beneficial than harmful.

· There is no “race to the bottom” in which multinational seek out, and/or even seek to create, business environments with the lowest costs, least labor or environmental protections, etc.

· The benefits and costs of FDI depend heavily on the local business environment.  The most benefits accrue to the countries with better educated labor forces, better developed manufacturing and service industries of their own, better banks and other financial institutions, and governments that are reasonably competent, honest, and responsive to the needs of their citizens.  Thus, the strategy to get the good stuff and avoid the bad stuff from foreign direct investors is to do exactly what you would want your country to do even if globalization and foreign investors didn’t exist!

Do some multinationals behave badly?  Of course they do.  More would do so if they could get away with it.  They’re not angels, but they are subject to lots of pressures, not only from host governments but from laws, NGOs, and consumer pressures in their home countries.  In this situation they behave fairly well, for the most part, because they’re better off doing so.  The small number of scandalous stories, repeated over and over again in the anti-globalization literature (Nike-linked sweatshops; Union Carbide in Bhopal; polluting mines in various countries) is testimony to the unusual and exceptional nature of these instances, in a world where there are hundreds of thousands of new foreign direct investment projects every single year.  The large flows of FDI to countries where these bad things are not allowed to happen, of which very many are in the Third World, point to the same conclusion:  Some governments do surrender too much sovereignty to exploitative foreign investors, but it’s not necessary for them to do so.  Almost all FDI outside of mining goes to countries where this doesn’t happen.  Often, what’s inducing this surrender of sovereignty that betrays the interests of the citizens is not some kind of need to attract “the electronic herd” but rather some corrupt officials who want to line their pockets.  

Friedman’s account of the pressures that FDI puts on governments is exaggerated.  As the data in Table 2 show, FDI is not “spread out…all over the world.” 
  FDI can’t and doesn’t go just anywhere, because it can’t compete from just anywhere.  (See the analysis by Michalet, cited above.)  Why is there essentially no FDI in sub-Saharan Africa (except in mining and hydrocarbons) -- where wages are low, taxes are zero, and every politician is ready to do anything for you in return for a bribe? Even the classically “footloose” garment industry has to have certain basic conditions right.  It’s essentially absent in sub-Saharan Africa.

Small and medium-sized countries do have to compete for FDI, because their domestic markets aren’t a big attraction. But even with these countries, the multinationals are not so powerful as Friedman implies.  Tiny Costa Rica succeeded in attracting the first and still the only Intel microchip plant in Latin America, competing against every country in the region for this high-tech, headline-getting, image-transforming project without any special tax incentives beyond their generous but generally available eight-year tax holiday, or any other treatment that wasn’t generally available at the time.
  

A top executive of Intel told me about ten years ago that “we would have never invested in Costa Rica if we had to pay any corporate income tax.”  Several years later, when the government was moving to end the tax holiday so as to meet its WTO obligations, and set the CIT at 15 percent, the same executive told me in exactly the same tone that “we will not stay in Costa Rica if the tax goes above 15 percent.”  The fact was that Costa Rica had what Intel needed and wanted, including not only a good supply of competent but low-cost engineers who were educated in English, but also a stable, business-friendly environment where the good treatment that they got was already enshrined in the laws of the land, and therefore less likely to be attacked by a populist demagogue or revoked when the government changed.  They wrote Mexico off their list when the Mexican authorities promised informally that they would see to it that the Mexican unions wouldn’t make trouble for them.  Far from looking for a special deal, they shied away from it.  They didn’t want to pay a 15 percent corporate income tax, but they were ready to do it because of the basic good conditions that Costa Rica offered.  

So the government of small Costa Rica did not sacrifice any sovereignty, any of its justly famous democracy, or any of the rights or privileges of its citizens, to satisfy this choosey and much sought-after member of the “herd” of foreign direct investors.
  Not every multinational is an Intel, but Friedman’s enthusiasm for his overall thesis about the power of globalization in general has outrun his enthusiasm for accuracy, and he exaggerates the bargaining power and the mobility of FDI.

An important effect of globalization is the reduced ability of workers, managers, and even shareholders to relax and enjoy life – at least, as the French might see it.  Greater competition is an inherent concomitant of globalization.  It is making managers’ lives more trying, and holding down workers’ wages in the rich countries.  Governments can’t do much about this.  Real wages in manufacturing in the USA are stagnant or falling, while western Europe generally keeps real wages up but allows increased unemployment.  One way or another, global competition is hurting run-of-the-mill workers in the rich countries.  But the multinationals are only the transmitters of these competitive forces – they are subject to the same competitive forces and can’t do much about it either.  

The last several pages have concentrated on economic effects.  This neglects aspects of FDI, and of globalization in general, on local culture.  Any deep analysis of this is beyond the scope of this paper.  But it should be said that while some people (including the present author) decry the appearance of McDonalds on the Champs Elysee and other blurring of cultural differences around the world, others (also including the present author) praise efforts to end female circumcision in Africa and to keep the stores in Germany open more than three hours per day, four days per week, anytime except when you happen to need to buy something.  The flattening of the cultural world produces its pluses and its minuses, just like the flattening of the economic world. The global herd – foreign investors – are by no means the main forces behind cultural homogenization, good or bad, but are often lumped into the targets of those who want to continue to tend their olive orchards as they suppose their ancestors did 1,000 years ago.

Coda

The way for governments, and societies, to attract the “herd” of foreign investors is not to give up sovereign power, or to fail to use it to care for the interests of their citizens.  Rather, it is to exercise that power to foster sound and honest laws, policies, and regulations, to form the educated and healthy labor force (which will earn higher wages and attract higher value-added activities) and the good infrastructure (which all the citizens and local companies can also use) and the competent local companies to supply goods and services to the larger multinationals (which will spread the employment, technology, and profit benefits of FDI throughout the economy).  Investors will shun a country (especially a small or medium-sized one) whose government acts in arbitrary, extra-legal, or politically or economically unsustainable, ways.  Otherwise, there is no serious problem in reconciling the demands of foreign investors, and the responsible exercise of their sovereign rights by the democratic governments of medium-sized states. 

FDI INFLOWS AS A PERCENTAGE OF GDP

Average 1997-2006

	Belgium
	26.0%
	Swaziland
	3.7%
	Australia
	1.8%

	St. Kitts and Nevis
	17.5%
	Honduras
	3.7%
	South Africa
	1.7%

	St. Vincent
	16.3%
	Cape Verde
	3.7%
	Djibouti
	1.7%

	Lesotho
	15.9%
	Costa Rica
	3.6%
	Senegal
	1.7%

	Chad
	15.2%
	Colombia
	3.6%
	Benin
	1.7%

	Singapore
	14.4%
	Poland
	3.6%
	United States
	1.6%

	St. Lucia
	10.7%
	China
	3.5%
	Philippines
	1.6%

	Ireland
	9.8%
	New Zealand
	3.5%
	Egypt
	1.5%

	Estonia
	9.0%
	Spain
	3.5%
	Zimbabwe
	1.5%

	Netherlands
	7.5%
	Macedonia, FYR
	3.5%
	Belarus
	1.5%

	Dominica
	7.4%
	Ethiopia
	3.5%
	Paraguay
	1.5%

	Bulgaria
	7.3%
	Malaysia
	3.4%
	Russia
	1.5%

	Aruba
	7.0%
	Canada
	3.3%
	Cameroon
	1.4%

	Czech Republic
	6.8%
	Brazil
	3.3%
	Sri Lanka
	1.3%

	Chile
	6.6%
	Bosnia
	3.3%
	Guinea
	1.3%

	Sweden
	6.6%
	Tajikistan
	3.2%
	Morocco
	1.2%

	Jamaica
	6.2%
	Kyrgyz Republic
	3.0%
	Mauritius
	1.2%

	Georgia
	6.1%
	Argentina
	3.0%
	Guatemala
	1.2%

	Hungary
	6.0%
	Mexico
	3.0%
	Algeria
	1.1%

	Nicaragua
	5.8%
	Portugal
	3.0%
	Samoa
	1.1%

	Eritrea
	5.7%
	Mali
	2.9%
	Korea, Rep.
	1.1%

	Armenia
	5.6%
	Uganda
	2.9%
	Turkey
	1.0%

	Mongolia
	5.5%
	Thailand
	2.9%
	Pakistan
	1.0%

	Mozambique
	5.4%
	Peru
	2.8%
	Syria
	0.9%

	Slovak Republic
	5.3%
	Turkmenistan
	2.8%
	Italy
	0.9%

	Croatia
	5.2%
	Israel
	2.8%
	Barbados
	0.9%

	Belize
	5.0%
	Ukraine
	2.8%
	Madagascar
	0.9%

	Denmark
	5.0%
	France
	2.7%
	Malawi
	0.9%

	Jordan
	5.0%
	El Salvador
	2.7%
	India
	0.8%

	Moldova
	4.9%
	Botswana
	2.7%
	Greece
	0.7%

	Vietnam
	4.7%
	Tunisia
	2.6%
	Uzbekistan
	0.6%

	Cambodia
	4.7%
	Togo
	2.5%
	Bangladesh
	0.5%

	Dominican Republic
	4.6%
	Germany
	2.3%
	Burkina Faso
	0.4%

	United Kingdom
	4.5%
	Cote d'Ivoire
	2.3%
	Rwanda
	0.3%

	Latvia
	4.5%
	Sierra Leone
	2.2%
	Kenya
	0.3%

	Ecuador
	4.5%
	Austria
	2.2%
	Haiti
	0.3%

	Romania
	4.2%
	Lao PDR
	2.1%
	Burundi
	0.2%

	Tanzania
	4.2%
	Norway
	2.1%
	Comoros
	0.2%

	Finland
	4.1%
	Slovenia
	2.1%
	Japan
	0.2%

	Lithuania
	4.1%
	Maldives
	1.9%
	Nepal
	0.1%

	Switzerland
	4.0%
	Uruguay
	1.9%
	Indonesia
	-0.2%

	
	
	Ghana
	1.9%
	
	


Source:  World Bank, World Development Indicators.

Most countries dominated by minerals or hydrocarbons eliminated.

Countries in the first column with green font color are classed as “free” by Freedom House for 2007.  See http://www.freedomhouse.org/template.cfm?page=366&year=2007 

FDI INFLOWS IN MILLIONS OF DOLLARS

Average 1997-2006

	United States
	 161,512 
	Egypt
	 1,366 
	Ghana
	 132 

	United Kingdom
	 74,154 
	Bulgaria
	 1,327 
	Aruba
	 124 

	Belgium
	 66,107 
	Croatia
	 1,279 
	Paraguay
	 112 

	China
	 48,870 
	Philippines
	 1,227 
	Mali
	 102 

	Germany
	 47,428 
	Ecuador
	 1,103 
	Turkmenistan
	 93 

	France
	 43,698 
	Greece
	 1,044 
	Moldova
	 91 

	Netherlands
	 32,586 
	Dominican Republic
	 884 
	Zimbabwe
	 90 

	Spain
	 24,658 
	Trinidad and Tobago
	 854 
	Uzbekistan
	 85 

	Canada
	 24,188 
	Estonia
	 806 
	Senegal
	 84 

	Brazil
	 21,719 
	Pakistan
	 789 
	St. Lucia
	 75 

	Mexico
	 17,318 
	Costa Rica
	 600 
	Mongolia
	 73 

	Sweden
	 16,594 
	Lithuania
	 588 
	Mauritania
	 65 

	Singapore
	 13,563 
	Tunisia
	 578 
	St. Kitts and Nevis
	 60 

	Italy
	 12,102 
	Morocco
	 568 
	Kyrgyz Republic
	 56 

	Switzerland
	 11,176 
	Bolivia
	 533 
	St. Vincent
	 56 

	Ireland
	 8,704 
	Jamaica
	 518 
	Mauritius
	 56 

	Denmark
	 8,185 
	Slovenia
	 514 
	Tajikistan
	 54 

	Australia
	 7,335 
	Jordan
	 497 
	Grenada
	 49 

	Argentina
	 7,314 
	Latvia
	 411 
	Swaziland
	 49 

	Poland
	 7,201 
	Tanzania
	 409 
	Belize
	 47 

	Japan
	 6,615 
	Chad
	 387 
	Benin
	 47 

	Russia
	 6,490 
	El Salvador
	 371 
	Eritrea
	 40 

	Finland
	 5,604 
	Uruguay
	 301 
	Togo
	 38 

	Korea, Rep.
	 5,545 
	Ethiopia
	 293 
	Kenya
	 38 

	Chile
	 5,380 
	Cote d'Ivoire
	 284 
	Gambia, The
	 38 

	Austria
	 5,010 
	Bangladesh
	 271 
	Lao PDR
	 37 

	Czech Republic
	 4,612 
	Georgia
	 254 
	Madagascar
	 37 

	India
	 4,413 
	Guatemala
	 245 
	Cape Verde
	 25 

	Portugal
	 3,913 
	Honduras
	 238 
	Barbados
	 23 

	Norway
	 3,782 
	Belarus
	 233 
	Sierra Leone
	 21 

	Hungary
	 3,757 
	Mozambique
	 232 
	Dominica
	 19 

	Thailand
	 3,746 
	Sri Lanka
	 231 
	Malawi
	 16 

	Colombia
	 3,579 
	Nicaragua
	 230 
	Burkina Faso
	 15 

	Malaysia
	 3,312 
	Bosnia
	 230 
	Maldives
	 12 

	Israel
	 3,131 
	Botswana
	 200 
	Djibouti
	 11 

	South Africa
	 2,509 
	Syria
	 198 
	Haiti
	 10 

	Romania
	 2,505 
	Indonesia
	 194 
	Nepal
	 8 

	Turkey
	 2,493 
	Cambodia
	 191 
	Netherlands Antilles
	 5 

	New Zealand
	 2,397 
	Uganda
	 189 
	Rwanda
	 5 

	Peru
	 1,723 
	Cameroon
	 150 
	Somalia
	 5 

	Ukraine
	 1,654 
	Lesotho
	 150 
	Samoa
	 3 

	Vietnam
	 1,591 
	Armenia
	 142 
	Burundi
	 2 

	Slovak Republic
	 1,396 
	Macedonia, FYR
	 136 
	Comoros
	 0 


Source:  World Bank, World Development Indicators.

Most countries dominated by minerals or hydrocarbons eliminated.

Countries in the first column with green font color are classed as “free” by Freedom House for 2007.  See http://www.freedomhouse.org/template.cfm?page=366&year=2007 
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JBergsman

� Friedman, Thomas, The Lexus and the Olive Tree, (“updated and expanded edition,” Anchor Books, 2000), 112-142.


� Not included in our concept of the herd are the “IFIs” – the World Bank, the IMF, and their minor-league ilk.  As with Friedman, for us “the electronic herd” consists of private-sector capitalists, business executives, their lawyers accountants and advisors, etc.  The IFIs may or may not be important actors on the stage of globalization, but by no stretch of the imagination can they be seen as part of any “electronic herd.”  The good or the evil they do, including the constraints that they may place on governments, is beyond our scope here


� See e.g. � HYPERLINK "http://en.wikipedia.org/wiki/Portfolio_investment" ��http://en.wikipedia.org/wiki/Portfolio_investment�.)   Operationally, precision is elusive here; the IMF and others propose to use 10 percent ownership of voting stock as the distinguishing rule of thumb.


� For an overview of the features of each, see Evans, Kimberly, “ Foreign Portfolio And Direct Investment,” (OECD, December 2002, at � HYPERLINK "http://www.oecd.org/dataoecd/54/25/2764407.pdf" ��http://www.oecd.org/dataoecd/54/25/2764407.pdf�). 


� For example: sovereign Russian bonds got huge plays, in and out, with huge up and down swings, during the mid-1990s.  They were enormously risky, with prices fluctuating from around 30 to around 90 percent of face value over the course of a few months.  This created returns for portfolio investors in the 40 to 60 percent range, over less than a year, for the lucky or the well-informed.  


� Friedman has a nice description of the evolution and behavior of this market on pages 53-60.


� George Soros knew enough to break the British pound and the Italian lira.  He may be a bit out of his element now that he has switched to making policy suggestions.  In any case, see his “Toward a Global Open Society,” Atlantic Monthly, January 1998.


� Friedman has a broader, more general, and less accurate list that ignores these important differences on page 105.


�� See e.g .the views of the Federal Reserve Bank of San Francisco at  � HYPERLINK "http://www.frbsf.org/econrsrch/wklyltr/wklyltr98/el98-24.html" ��http://www.frbsf.org/econrsrch/wklyltr/wklyltr98/el98-24.html� and � HYPERLINK "http://en.wikipedia.org/wiki/Asian_financial_crisis" ��http://en.wikipedia.org/wiki/Asian_financial_crisis�.), both accessed in October 2007.


� See the debate between Jeff Sachs (who should know better) and Bill Easterly (who does).  A start is an article in the Washington Post at � HYPERLINK "http://www.washingtonpost.com/wp-dyn/articles/A25562-2005Mar10.html" ��http://www.washingtonpost.com/wp-dyn/articles/A25562-2005Mar10.html�.  This debate is about aid, not foreign investment, but the main issue is the extent to which money alone will help where policies and institutions are failures.  Hough is bold enough to state what Sachs and his ilk sweep under the rug: “…bad governments, weak and corrupt, are a major contributor to underdevelopment and are one of the primary causes of poverty.”  See Hough, Richard, The Nation-State, Concert of Chaos, (University Press of America, 2003) pages 38-9).  Drucker also emphasizes the bad effects when this kind of discipline is relaxed, even in the most advanced countries; see Drucker, Peter, “The Global Economy and the Nation-State,”  Foreign Affairs, September-October 1997).


� For an  IMF view see  � HYPERLINK "http://www.imf.org/external/pubs/ft/fandd/2002/12/rogoff.htm" ��http://www.imf.org/external/pubs/ft/fandd/2002/12/rogoff.htm�.  Business Week looked at the issue in China in 2005; see  � HYPERLINK "http://www.businessweek.com/magazine/content/05_14/b3927056.htm" ��http://www.businessweek.com/magazine/content/05_14/b3927056.htm�.  In the 1990s, a market-oriented government in Chile didn’t like quantitative restrictions, and so tried to reduce its exposure by taxing short-term profits of portfolio investors at prohibitive rates.. 


� See Wolf, Martin, “Will the Nation-State Survive Globalization?” Foreign Affairs, January/February 2001, pages 185-9 on limitations on taxing powers.  He has it mostly right, but since he wrote the article there has been a decided trend towards lowering, and reducing the differences among, corporate tax systems across countries.  See � HYPERLINK "http://www.kpmg.co.nz/download/102964/110012/KPMG's%20Corporate% 20Tax%20Rate%20Survey%202006.pdf" ��http://www.kpmg.co.nz/download/102964/110012/KPMG's%20Corporate% 20Tax%20Rate%20Survey%202006.pdf�  This trend is even stronger on “effective tax rates” which include the effects of incentives, accounting rules, etc. than on nominal statutory rates which can be very inaccurate indices of cross-country differences in actual tax burdens.  See Mintz, Jack M., The 2006 Tax Competitiveness Report, (C.D. Howe Institute, September 2006), at � HYPERLINK "http://www.cdhowe.org/pdf/commentary_239.pdf" ��http://www.cdhowe.org/pdf/commentary_239.pdf�.  Countries are equalizing in part to reduce transfer pricing abuses, and in part to reduce the power of multinationals to bargain with them on taxes and fiscal incentives.


� Googling “foreign investment [country name]” or just looking at http://www.fdi.net/dir/ipa_index.cfm or http://www.waipa.org/  will get you to their websites, where you will find a great eagerness to attract FDI.  


� Another way to say this is that FDI flows are tremendously concentrated; almost all of it goes to a very few countries.  And these countries are by no means the ones that give away the most in terms of favoring the MNCs over the interests of the common citizen, but rather the ones that have the basic conditions that FDI looks for.  On this see, e.g., Michalet, C.A., Strategies of Multinationals and Competition for Foreign Direct Investment, (World Bank Group, Foreign Investment Advisory Service, , Occasional Paper 10, December 1977). 


�See e.g. Lall, Sanjaya,  “Introduction,” in Lall (ed.), Transnational Corporations and Economic Development, (UN Transnational Corporations and Management Division,  UN Library on Transnational Corporations,  Vol. 3, 1993); Graham, Edward M., Fighting the Wrong Enemy: Antiglobal Activists and Multinational Enterprises, (Institute for International Economics, September 2000), especially chapters 4, 5, and 6; Bhagwati, Jagdish, In Defense of Globalization, (Oxford University Press, 2004); Oman, Charles, � HYPERLINK "http://www.oecd.org/bookshop?pub=412000031P1" \t "_blank" �Policy Competition for Foreign Direct Investment : A study of Competition among Governments to Attract FDI� , (OECD Development Centre Studies, 2000).


� On this see especially Oman, op cit.


� Hough, op. cit., makes essentially the same point, in different words, on pages 38-40.


� Friedman cites World Bank data as the basis for his statement, page 135.  Table 2 in this paper is directly from official World Bank data.   Something sloppy somewhere here…


� See Spar, Debra, Attracting High Technology Investment: Intel’s Costa Rican Plant, (World Bank Group, Foreign Investment Advisory Service, Occasional Paper No 11, April 1998).


� See again Friedman on page 135 where he recounts  how the chairman of Intel says that “…he has a string of ambassadors and statesmen from all over the world calling [and asking him to ] ‘come hither with your factory’.”  The competition among medium-sized countries to attract FDI is fierce – Friedman has this right – but these countries are by no means perfect substitutes for each other, and the basically attractive ones do not have to, and do not, knuckle under to just any demand that an MNC might choose to make.
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