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Sandra Stojadinovic Jovanovic'
FOREIGN DIRECT INVESTMENT OUTFLOWS:
NEW FORM OF EXPORT

Global economy is characterized by large foreign direct investment flows and by fast increase
of international trade flows. These forces are the main drives of the global growth. Foreign direct
investments are usually analyzed from the financial aspect, as one form of investment flow.
However, from the aspect of international trade, foreign direct investment flows represent one spe-
cific form of trade flows. The paper researches the connection between foreign direct investment
outflows and trade and reveals that foreign direct investment outflows represent the specific form of
export. Furthermore, the paper reveals the impacts of this connection on the international trade.
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Cangpa CrosginoBiu loBanoBiu
MPAMI IHO3EMHI IHBECTULIIT IK HOBA ®OPMA EKCIIOPTY

Y cmammi nokazano, wo 2ao6aivna exoHOMiKa XapaKmepu3yeEMuvCca 3HAMHUM 00 EMOM
npAMUX [HO3eMHUX [HEeCMuUUill | WEUOKUM 3POCIAHHAM MIdCHApoOHoi mopeieai. I[i aeuwa -
OCHOGHI YUHHUKU 2400a.1bH020 3pocmaHHs eKoHomixu. Ilpami inozemmui ineecmuuyii 3azeuuai
aunaaizyromo 3 inancoeoi mouxu 3opy, Ak o0un 3 pizHosudie ineecmyeanHs. Aae 6 acnexmi
MincHapoonoi mopeieai ino3emHi inéecmuuii € pi3Ho8UAOM MOP208eabHUX NOMOKI8. Jlocaidxnceno
36 530K MiXc nomoxkamu npamux iHo3eMHux iHeecmuuini i mopeieaero, nokasano, wio IIII €
PIi3HOBUOOM eKCOpmY, PO32ASIHYIMO 61AUG U020 38 A3KY HA MIJICHAPOOHY MOP2i6.1I0.

Karouosi caosa: npami inozemui ineecmuyii; MisicHapoOHa mopeiens,; ekcnopm.
Canapa Crogaunosnu MoBaHoBuY

KAK HOBA{l ®OPMA DKCIIOPTA

B cmamve nokazano, wmo 2100a1bHan IKOHOMUKA XAPAKMEPU3YEMCA 3HAYUMEAbHBIM
006eMOM NPAMbBIX UHOCHMPAHHBIX UHGECIUUUIL U ObICIMPBIM POCIOM MeXHCOYHAPOOHOI MOP206.1u.
Imu saeaenusn - ocHogHvle hakmopwt 2100a1bH020 pocma 3xonomuku. Ilpameie unocmpannste
UHEecmuUuU 00bIMHO AHAAUUPYIOM ¢ PUHAHCOB0I MOYKU 3DEeHUA, KAK 00HY U3 PA3HOGUOHOCMell
uneecmuposanusi. Ho 6 acnexme mexcoynapoonoii mopeoeiu uHocmpawnmvie UHGeCMUUUU
A64AIOMCA PA3HOBUOHOCHIBIO MOP208bix nomokos. Hccaedosana ceasv mexcdy nomoxamu
NPAMBIX UHOCHMPAHHBLIX UHGeCcMUUUI u mopeoeaeil, noxkasano, uymo IIHH saeaaromcsa

Pa3Ho6UOHOCMbIO IKCNOPMA, PACCMOMPEHO GAUAHUE IMOI C8A3U HA MeNHCOYHAPOOHYIO MOP208AI0.

Karoueevie caosa: npsamsle UHOCMPAHHble UHBeCMUUUU, MemdyHapodHaﬂ mopeoeisd, 3Kcnopm.

Introduction. The world economy was characterized by the large flows of foreign
direct investments (FDI) in the second half of the 20th century. These flows became
especially high in the 1990s and in the first decade of the 21st century, reaching the
peak of 1,971 bln. USD in 2007 [12, p. 2]. After the large decline in 2008-2009, glob-
al foreign direct investment flows had moderate growth of 5% and achieved 1,244 bin.
USD in 2010. Although the economic crisis affected the world economy, world for-
eign direct investment flows rose by 17% in 2011, to 1,504 bln. USD, surpassing their
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pre-crisis average of 1,472 bin. USD for the period 2005-2007 [10, p. 1]. Despite the
impact of the economic crisis and the turbulences and fragility of the world economy,
UNCTAD estimates that foreign direct investment flows will also rise in 2012 to
around 1.6 trin. USD [10, p. 5]. Therefore, recovery, further rise of foreign direct
investments and follow-up of their overwhelming impact on the world economy can
be expected. FDI will continue to drive global growth and trade.

Besides foreign direct investment flows, the world economy is also characterized
by the fast increase of international trade flows, especially in the second half of the
20th century. International trade has become the most important economic activity
in the world economy [3, p. 182]. With a much higher growth rate, international mer-
chandise trade grew much faster than the world production [17, p. 1]. Since the 1950s
to the early 21st century, the value of international merchandise trade has increased
over 125 times, from 58 bin. USD in 1948 to 7,294 bin. USD in 2003 [15, p. 30]. In
2008 the volume of the world merchandise export achieved 15.7 trin. USD [18, p. 10].
In 2009 the international merchandise trade recorded its greatest downturn since the
Second World War declining by 22% during the previous 2008 to 12.2 trin. USD. The
2009 decline was roughly offset by the sharp rebound of international trade by 22% in
2010, rising from 12.2 to 14.8 trin. USD [19, p. 11; 20, p. 22]. The world merchan-
dise trade rebounded faster than the world GDP in 2010, and as a result the ratio of
the world trade to GDP rose sharply after falling even more sharply in 2009. At 124
in 2010, it remained below its 2008 peak of 132, but the 2010 value was still high by
historical standards [21, p. 24]. Again the international trade has become the force
driving the world economy growth.

The two crucial forces driving global growth are foreign direct investments and
international trade. However, FDI flows and trade flows are usually the subject of sep-
arate analyses. But, as the paper will show, these flows are closely connected and
interwoven. Therefore, they have significant implications on the analysis of the inter-
national trade and foreign trade of an individual country.

Relationship between Foreign Direct Investment Outflows and Export. The largest
source of foreign direct investments and also the largest recipient of thenin the world
economy is the group of developed countries. This group of countries accounted for
more than 71% of world foreign direct investment outflows and more than 48% of
world foreign direct investment inflows in 2010 (Table 1). Although their shares
decreased notably, they are still the most important countries of world FDI.

Regarding international trade and foreign trade of an individual country, foreign
direct investment outflows represent a specific form of export. For home countries,
outflows of FDI, that is undertaking direct investments abroad, means leaving tradi-
tional export to other markets through organizing production in a home country and
undertaking classic cross-border sale on foreign markets in favor of other, specific
form of export. This other form of export happens through the affiliates established as
a result of foreign direct investment outflows in foreign countries which undertake
production and selling on these and other foreign markets (local markets of host
countries and other, third markets). In this way, through affiliates which are the results
of foreign direct investment outflows, home country accomplishes specific form of
export - indirect export. Therefore, outflows of foreign direct investments can be con-
sidered as the specific form of export from the aspect of foreign trade of an individual
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home country. This kind of export that happens through international production,
and sales of foreign affiliates started to represent a very important and dominant form
of export after 1990s [6, p. 99].

The countries that are the largest sources of world foreign direct investments
(developed countries) had much larger share in world foreign direct investment out-
flows (71%) than in world merchandise export (55%) in 2010 (Table 1). Calculations
for the previous period show the similar relations in previous years: in 1993 these
shares were 87% and 69.8% [4, p. 545], in 2003—93% and 64.5% [6, p. 24], and in
2005 83% and 60.1% [7, p. 3] respectively. This trend of larger shares in world foreign
direct investment outflows than in world merchandise export reveals the continuous
importance of non-classic specific form of export (export through foreign direct
investment outflows) for developed countries. It also reveals that export through out-
flows of foreign direct investments from these countries is the main form of export for
them.

Table 1. FDI flows and merchandise trade flows of developed countries,
2010 (bin. USD)

Developed countries World Share in the
(1) ) world
(1/2)
Merchandise exports 8,168.0 14,851.0 55%
FDI outflows 935.2 1,323.3 71%
Merchandise imports 8,895.4 15,077.0 59%
FDI inflows 601.9 1,243.7 48%

Source: Author's calculations based on the selected data from [12, p. 187; 20, pp. 22-23 and
21, pp. 24-25].

The situation is different with import, where this group of countries had smaller
share in the world foreign direct investment inflows (48%) than in the world mer-
chandise import (59%) in 2010. As in the case of export, calculations for the previous
period show similar relations in the previous years: in 1993 these shares were 62% and
68.3% |4, p. 545], in 2003 — 65.5% and 69% |6, p. 24], and in 2005 — 59.2% and
65.7% |7, p. 3] respectively. But, in this case the trend shows that this group of coun-
tries uses more traditional forms of merchandise import.

Former analysis allows us conclude that a dominant form of export for devel-
opcountries is not classic, traditional export which takes place across national bor-
ders, but a specific form of export (indirect export) which takes place through affil-
iates established abroad as a result of FDI which conduct production (international
production) and sales at different markets — at a host country market, home coun-
try market and other countries market. These observations are very important
because of their impact on our understanding and analysis of international trade
flows.

Impacts on International Trade Analysis. The implications of the former specified
research results are very significant. The continuous trend of exports which are high-
er through affiliates established abroad as a result of foreign direct investment out-
flows than through classic, traditional export has a great impact both on internation-
al trade analysis and foreign trade analysis of individual countries.
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First, there are impacts on the existing comprehension and analysis of the inter-
national trade. The existing, classic system of international merchandise trade statis-
tics is based on the UN methodology of international trade statistics featured in UN's
International Merchandise Trade Statistics: Concepts and Definitions (IMTS), which
represents the basic international publication made of recommendations that should
be applied in international merchandise trade statistics. The original version was
issued in 1970, and at the present time a revised version IMTS, Rev. 2 [8] is in force.
Existing system of international merchandise trade statistics includes only classic
trade transactions being performed across national borders between residents and
non-residents. These transactions are recorded in national balance of payments
accounts. Consequently, the existing system of international trade statistics and also
the existing system of international trade analysis based on it comprise only classic,
cross-border traditional form of export. This means that indirect export performed
through the affiliates established through foreign direct investments is not encom-
passed in the existing classic trade statistics and analysis. Our analysis of internation-
al trade lacks one important trade flow - indirect export through foreign affiliates.
Therefore our insight in international trade flows is not complete and it is not in line
with contemporary changes in forms and ways of selling goods at international mar-
kets.

The new, specific form of export, indirect export, through foreign affiliates
became particularly important after the 1990s (Figure 1). Up to the 1990s the sales of
foreign affiliates and the world export were almost equal. But after the 1990s the sales
of foreign affiliates accomplished faster growth and higher value (almost double in
some years) than the world export. It can be observed that after 1990 firms started to
export more through foreign affiliates which are the result of foreign direct invest-
ments, than through traditional, cross-border exportation. Thus, exporting through
foreign affiliates and foreign direct investments has become more important than tra-
ditional exporting. The outstanding sales of foreign affiliates after the 1990s that are
not covered and not included in our analysis of international trade flows show that the
existing, traditional, classic coverage and analysis of international trade are inade-
quate and incomplete.

Second, there are impacts on the existing analysis of the foreign trade of indi-
vidual countries. Because of the fact that official foreign trade statistics capture only
the traditional, direct, cross-border export and do not capture indirect export, the
existing coverage and analysis of foreign trade of an individual country are also inad-
equate and incomplete. Furthermore, the shift of production abroad to a foreign affil-
iate (international production) results usually in the reduction of exports from a home
country to a host country of FDI. In this context, the tendency of decreasing the val-
ues of classic, direct export registered in balance of payments of countries that are
home countries and large sources of foreign direct investments can be observed. Also,
closely connected to the previous statement is the impression that national competi-
tiveness of those countries is being reduced.
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Figure 1. Exports and foreign affiliate sales, 1990-2010 (bin. USD)
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Source: Author's graphical presentation of the selected indicators, data obtained from [12, p. 24].

The tendency towards decreasing balance of payments values of exports of some
developed countries, especially those with large outflows of FDI and great number of
foreign affiliates, is noticeable. By performing one part of production and sale from
affiliates established by foreign direct investments abroad instead of "at home" and by
realizing indirect export, a home country will have smaller value of classic, direct
export registered by official foreign trade statistics in trade balance. The Outstanding
is the example of the United States. The United States is the world's biggest trader in
merchandise, but it has a long-term, large and increasing trade deficit. Its merchan-
dise trade deficit was 476.5 bln. USD in 2000 [14, p. 21], totaled 579.3 bln. USD in
2003 [15, p. 19] and in 2005 achieved the record level of 828 bln. USD [16, p. 17]. In
2010 the US merchandise trade deficit amounted to 691 bin. USD [20, p. 16]. Large
annual trade deficits give impression that the United States imports more than it
manages to export every year.

However, we have to bear in mind the United States has the largest FDI outflows
that reached 328.9 bln. USD in 2010 and averaged over 307 bln. USD for 2006-2010
[12, p. 187]. The result of these huge FDI outflows is a great number of foreign affil-
iates established by the US companies which exceeded 20,000. In 2010 the number of
foreign affiliates of the US companies reached 27,251 [9]. At the same time, the sales
of these US-owned affiliates exceeded 3 trln. USD. Only in 2009 the sales by foreign
affiliates of the US companies amounted 4,857 biln. USD (of which sales of goods
were 3,445 bln. USD) [1, p. 46]. Compared with the value of the US merchandise
export, that was 1,056 bln. USD in 2009 [19, p. 13], it can be noted that the US for-
eign affiliate sales are more than 3 times larger than the US exports. This means that
U.S. companies perform a larger share of exports through the above explained specif-
ic form of export (indirect export through foreign affiliates of their companies that are
the result of foreign direct investment outflows) than through classic, direct export.
Similarly, in 2001, the US foreign affiliate sales topped nearly 3 trin. USD which was
also roughly 3 times larger than the US exports of goods and services. According to
[5], because foreign affiliate sales are not included in the US exports, a great deal of
global commerce is missing from the reported trade figures. Therefore, without inclu-
sion of this new, specific, indirect form of export in official statistical export figures
and analysis we will not have a complete image of the export and trade flows of the
country.
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The issue of national competitiveness is related to the former topic. Regarding
increasing US trade deficit and decreasing value of traditional, direct, cross-border
export registered in trade balances and presented in official national foreign trade fig-
ures, it seems that the country export competitiveness is being reduced. Smaller
exports of the country indicate a declining competitiveness of its companies that are
not able to compete with others at international markets. However, the former analy-
sis shows that registered data on export available in official foreign trade statistics rep-
resent only one form of exportation. As we can see, the US companies export more
through foreign direct investment outflows and affiliates abroad, that is through indi-
rect export, than through traditional, direct export. Therefore, we can conclude that
from this aspect competitiveness of the US is not being reduced but is being realized
in other ways. This is compatible with the top ranking of the US in the lists of com-
petitiveness of the World Economic Forum [13, p. 362]. Therefore, this is one more
field which requests taking into account the other form of export — indirect export
through foreign affiliates, in our analysis and assessment of national export competi-
tiveness.

Conclusion. The paper leads us to the following conclusions:

- investment (FDI) flows are closely connected and interwoven with trade
flows;

- outflows of FDI represent a specific form of export for home countries;

- increasingly more companies export goods through outflows of FDI then
through classic export of goods at international markets;

- the analysis of trade flows must include investment flows as a new form of
selling goods and services at the international market.

These conclusions should be taken into account in all the analyses of interna-
tional trade and foreign trade of individual countries. The conclusions require
changes in our comprehension of the international trade. They require changes in
existing statistics system, coverage and analysis of the international trade.

The need for further improvements in the area of the methodology of interna-
tional merchandise trade statistics in a view of new developments in international
merchandise trade is recognized. New developments include growing foreign direct
investment flows and expansion of foreign affiliates followed by new ways of selling
goods at international markets. As a result, there are new trade flows and new export
forms in the world economy. They have to be captured in international merchandise
trade statistics and included in international trade analysis.

The paper identified several fields which must take into account the new, specif-
ic form of export — export through outflows of foreign direct investments and foreign
affiliates, not only in our analysis of international trade and foreign trade of individ-
ual countries but also in the assessment of national export competitiveness.
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