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Ⅰ. The New Trends in Global FDI

Since 2004, the world has witnessed a new upswing wave of FDI. Global flows of foreign direct investment (FDI) reached their second highest level ever in 2006, reaching $1.2 trillion (See figure 1). 
Being a key mode of global FDI since the late 1980s, cross-border M&As started to pick up in 2004 following three years of decline. On the other hand, greenfield FDI projects fell after increasing for two consecutive years. 
The services sector continues to capture an increasing share of FDI. A corollary of this is a further decline of the manufacturing sector in total FDI flows and stock.

Ⅱ. East Asia’s Position in Global FDI

Here we’ll examine foreign direct investment in East Asia from both global and regional perspectives.

From global perspective, we find three facts.
The first fact is that East Asia’s percentage in global FDI has decreased for 2 consecutive years after the peak of 16% in 2004 and remain the smallest compared with the other two regions (See figure 2) .
The second fact is that the growth rate of FDI inflow into East Asia has slowed down. In 2005, the global FDI flows increased by 34% over last year, and EU by 95%, NAFTA by 30%, East Asia only by 17%.  And even worse, East Asia’s FDI
growth rate turned negative in 2006 (See figure 3).
The third fact is that most FDI in East Asia went to the manufacturing sector, which is contrary to the choice of global FDI (See figure4 ) . For example, China​​--as the region’s largest FDI recipient, has 70% of FDI concentrated in the manufacturing sector. 
From regional perspective, we find another two facts.
One is that FDI inflow into East Asia was distributed very unevenly, which signifies great difference in the ability to attract FDI. China, Singapore, Korea and Malaysia had attracted 87% of the region’s total FDI (See table1). As the world’s second largest economy, Japan had never been a hotbed for FDI. To be worse for Japan in 2006 , divestments outpaced new investments, resulting in negative inflows for the first time since 1989.
The other fact is that FDI from intra-region is insufficient. In 2005, the intra-region investment rate went down to 20%, compared with 2004’s 25% (See figure 5). For instance, China’s FDI from East Asia began to shrink in recent years.( table2)  FDI shares from Japan, Korea and Singapore had a sharp decrease in 2005.

Ⅲ.Factors inhibiting FDI inflow into East Asia
As above analyzed, in the background of world economy recovery and FDI upswing since 2004, FDI flows into East Asia are not so promising as compared with that of EU and NAFTA. This result must suggest something. Why East Asia lag far behind in attracting FDI in the background of fast-growing global FDI activities? Two inherent factors might be used to explain this outcome.
First and foremost, the current economic and industrial structure in East Asia hinders further FDI inflow. 
On one hand, to meet with the common problem of affluent population and deficient natural resources, East Asia was forced to give priority to those industries fully exploiting human resources. Thus, East Asia has formed a highly-inclined and export-oriented industrial structure which evolved along the industrial path of light and textile ---engineering ---electrical appliance---electronics. All these industries still fall within labor-intensive sectors. This high inclination had played a very important role in attracting FDI (especially Greenfield FDI) at the beginning. But after a long period of fast growing, these industries had stocked a lot of foreign investment. And with ripening of these industries, the incremental investment will surely slow down while new industries are still in the cradle. The high inclination in labor-intensive industries also impedes cross-border M&As.

On the other hand, the low level of development in the overall services sector puts East Asia in a very unfavorable state to attract FDI when world FDI substantially go to the services sector. At the same time, insufficient development of services also makes these countries very cautious in introducing FDI into services industry.
The second unfavorable factor is the low degree of economic cohesion in East Asia. In the concurrent waves of globalization and regionalization, international investors will not only focus on domestic climate but also on regional climate while appraising a host country’s investment climate. With intensifying regional integration in EU and NAFTA, East Asia’s loose state of cooperation will unavoidably result in low degree of economic cohesion which will hamper FDI into the region in many respects. For example, most APT countries are competing for FDI in the same manufacturing sector; there is no institutional force engaging in integrating regional resources such as huge foreign exchange reserves to improve investment climate within the region and coordinating in pushing forward the investment cooperation in many urgent priority fields like energy, environment protection, infrastructure, etc.
Ⅳ. Proposals for Furthering FDI in East Asia

1. At the regional level, we should form East Asia identity and speed up East Asia’s integration to the establishment of East Asia Free Trade Area which will certainly hasten up investment facilitation and liberalization.

2. Further expand the scope of East Asian investment cooperation and continuously tap into East Asia’s potential for regional investment cooperation. 
Access to highly skilled labor is considered an important determinant of FDI in services. Thus APT countries should further speed up the accumulation of human capital ---a bottleneck confronting development in services in this region and better meet the demand for the development of investment cooperation in this region. In the past, China succeeded in attracting FDI by setting up many EPZs (Export Processing Zones). Nowadays we still may succeed via new-type EPZs which focus on knowledge workers, differing from that of traditional assembly EPZs, which have stressed the availability of low-wage, low- or semi-skilled workers. 

In addition, Efforts should be made to further improve legislations on trade in services, ameliorate governmental management in this regard, and make its management further standardized.
3. Further improve investment climate and facilitate East Asian intra-regional mutual investment. This will encompass both hardware and software environment.
For the hardware environment, in order to bring down the logistical cost and facilitate the flow of various factors of production within East Asia, we should continue to advance the investment cooperation on the Pan-Asia transportation network with Pan-Asia railway and highway as the mainstay. In the meantime, we should explore the possibility to get more private investment involved in this area by issuing Pan-Asia transportation network bonds 

For the software environment, many APT countries still have a long way to go in bringing about more transparent laws and regulations, more timely and efficient dispute settlement mechanisms at both national and local levels, faster investment approval procedures, more intellectual property right protection, and finally a more investor-friendly environment.
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Table 1: Concentration of FDI in East   Asia        
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