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Abstract

Policymakers and firms are keen to grow digital FDI to increase capacity and competitiveness
in the digital economy, but key challenges are in the way, including techno-nationalism, growing
digital divides, and lack of regulatory enablers. The policy brief suggests that creating an
investment cooperation platform could help address these challenges. In particular, the platform
could be structured to match inward and outward digital FDI interest at the sector and project
level, building on existing empirical work that has identified the most important sectors for digital
FDI flows. Two-way digital FDI flows could be facilitated through joint activities between
investment authorities, thereby ensuring that only win-win, mutually beneficial and mutually
supported projects are facilitated. Throughout, particular attention should be paid to SMEs as
they require relatively more support to benefit from digital FDI.
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Challenges

This policy brief aims to help address three separate but interconnected challenges.

First, growing techno-nationalism, which risks G20 economies restricting cross-border investment in the
digital economy, known as “digital FDI” (Stephenson, 2020) rather than promoting and facilitating it,
notwithstanding huge potential benefits from growing digital FDI flows. Technological competition is at
the heart of tensions between certain G20 economies, and so providing a positive agenda for potential
digital cooperation on win-win digital FDI flows can help address, and perhaps improve, these tensions.

Second, there is a risk of a growing digital divide, both between and within economies. The lack of
sufficient investment in digital capacity risks leaving some economies—and within them firms—behind.
These firms have been called “digital laggards”. The challenge is real: digital laggards experience half the
revenue growth of firms that have been able to undertake significant digital investment (Accenture,
2019). Targeted efforts are therefore needed to help address the growing digital divide and especially
support digital laggards with catching up. Particular attention will need to be paid to small and medium-
sized enterprises (SMEs) to ensure they have the capacity to plug into digital economy opportunities.

Third, there are trillions available for digital FDI, but it is not flowing to where it is most needed—
productive investments that help with competitiveness and catch up. As such, it is not the lack of capital
that is holding back digital FDI flows, as the world has been awash with capital. Rather, these flows are
stymied by lack of information, risk, uncertainty, and the absence of adequate enabling environments
(Stephenson, 2020; Stephenson, et al., 2021). These are policy challenges that policymakers can help
address, including through dialogue facilitated by a mechanism of collaboration and cooperation on
digital FDI.
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An Investment Cooperation Platform that fosters joint activities to match interests and outcomes can
help address all three of these challenges.
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Proposals for G20

There is broad consensus that digital transformation has been brought forward by years, and is
permeating nearly all economic sectors and functions (McKinsey Digital, 2020). Firms realize
they need to invest in digital capacity or risk losing market share or even go out of business
(Srinivasan and Eden, 2021). To illustrate the scale of these new investments, JP Morgan Chase
announced it would spend a record $12 billion in 2022 on increasing its digital capacity (Franklin
and Moise, 2022). Some of these investments will be cross-border, in other words part of foreign
direct investment (FDI).

This new wave of FDI in the digital economy—known as “digital FDI"—creates both opportunities
and challenges that the G20 is uniquely placed to help address (Stephenson, 2020; Stephenson,
et al., 2020; Stephenson, et al. 2021).

In terms of opportunities, we know that FDI not only brings capital but also embedded knowledge
and technology, while creating jobs and boosting productivity (Echandi, Krajcovicova and Qiang,
2015; World Bank Group, 2016). Digital FDI has the potential to not only benefit the source firm
and its home country, but also the recipient firm and its host country.

The question then becomes, how to facilitate win-win digital FDI flows between economies? This
is a challenge, as techno-nationalism is making digital FDI more difficult, both inwardly and
outwardly; policymakers may be reluctant for their firms to offshore too much technology and
simultaneously reluctant to accept mergers and acquisitions (M&A) in high-tech sectors (Lamb,
2019).

The policy brief sets out three proposals to help address this challenge in order to help seize
these opportunities.

Investment Cooperation Platform

Proposal 1: Create an Investment Cooperation Platform with a focus on facilitating two-way
digital FDI flows between economies

RATIONALE

An Investment Cooperation Platform can provide the mechanism for government-to-government
(G2G) and government-to-business (G2B) interactions not only to help identify and address
necessary policy and regulatory enablers for digital FDI, but also to identify specific,
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complementary digital FDI interests and projects. Matchmaking has always been an important
tool to address information asymmetry and lower risk. It therefore makes sense that this tool be
applied in a targeted way to scaling the new area of digital FDI flows.

EXAMPLE

An Investment Cooperation Platform is in the conceptual stages in the Association of Southeast
Asian Nations (ASEAN), which would be a joint effort by the ASEAN Coordinating Committee on
Investment (CCl), the UN Economic and Social Commission for Asia and the Pacific (UNESCAP),
the World Bank Group (WBG), and the World Economic Forum. There is thus a precedent and
useful example on which to build. This ASEAN platform could provide the modalities and proof
of concept to broaden the platform to the G20 and beyond. At the same time, the two platforms
(G20 and ASEAN) would be complementary, given that ASEAN members are not G20 members
except for Indonesia, which could therefore act as a bridge between these two initiatives during
its G20 Presidency. The platform could gradually include more and more economies. A similar
platform could also be created for Africa in support of the African Continental Free Trade Area
(AfCFTA), especially the planned Investment Protocol under Phase 2 of the Agreement. Different
platforms could, over time, be connected to create even greater opportunities for two-way
investment facilitation.

BENEFITS

The benefits of such platforms would be both economic and political. On the economic side,
information asymmetries and sorting costs could be addressed, addressing market failure and
improving market efficiency. Market failure can be taking place in particular for SMEs in that
they may not have the knowledge (or requisite skills) to tap into digital economy opportunities,
and these need to be addressed. In addition, digital FDI flows would benefit both host and home
economies. Host economies would receive the well-documented benefits of job creation,
knowledge transfer, upgrading, revenue growth, among others (Echandi, Krajcovicova and Qiang,
2015), but notably in sectors and activities that are understood to be key enablers for future
growth. Home economies would likewise accrue development benefits through “home effects”
as increasingly demonstrated through empirical work (Knoerich, et al., 2022) but again, notably
in digital sectors and activities that will be key enablers for future growth.

On the political side, a platform can create the space to engage between parties that may not
otherwise have a space to exchange views and, one hopes, gradually build trust and
understanding on these issues. A neutral, technically minded, project-oriented space is therefore
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a good first step to potentially defuse some of the techno-nationalist tensions that risk blocking
growth-generating digital FDI flows.

Two-way Digital FDI flows

Proposal 2: Identify win-win, two-way digital FDI flows by matching digital FDI interests
between economies at the sector level

RATIONALE

G20 investment authorities can leverage a mapping of key sectors and their recent flows across
G20 economies, to identify where there are complementarities between their economies and
thus the potential for win-win, two-way digital FDI flows (Stephenson, et al., 2021).

A 2021 T20 policy brief identified, using original empirical work, six sectors that are most
important for digital FDI, given their role as digital enablers horizontally across an economy
(Stephenson, et al., 2021). Two of the six can be considered “structural” digital enablers
(communications; software and IT services), and four more “supportive” digital enablers
(business machines and equipment; consumer electronics; electronic components;
semiconductors). This 2021 policy brief also presented the digital FDI flows that each G20
economy had received in these six sectors from 2010 to 2020. This data provides a strong
starting point for structuring this cooperation through potential matching of interests between
G20 economies at the sector and project level (see Figure 1).
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Figure 1. Cooperation through an Investment Cooperation Platform structured by sectors and
projects within sectors

1

In particular, G20 economies that are the home (or source) to significant digital FDI flows in
certain sectors could be matched with G20 economies that are currently receiving relatively low
levels of digital FDI in those sectors. In other words, firms could leverage existing capacity to
invest where it is most needed, and in so doing, grow the capacity in those host (or recipient)
markets. Given that six sectors are being considered across 20 economies, there are sure to be
complementarities and potential mutual interest on both economic and political levels.

EXAMPLE

Below is the example of Indonesia, selected given its role as G20 President in 2022. From the
data, we can see that Indonesia is doing quite well in attracting digital FDI projects in the two
sectors that have been identified as “structural” digital enablers, namely communications and
software & IT services. Projects in these sectors outnumber projects in any of the other sectors
being considered, a very positive sign. At the same time, the level of capital represented by digital
FDI projects in software & IT services is relatively low, especially when compared to
communications. This may be a function of the relative costs of projects in these two sectors.
However, one potential conclusion that could be drawn from the data is that Indonesia may wish
to develop a targeted strategy to attract large scale investments in FDI in software & IT services,
something it may have already started doing with recent reforms (Herbert Smith Freehills,
2021).
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Figure 2. Indonesia’s IFDI capital received per digitally enabling sector (USD million)
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Figure 3. Indonesia’s share of capital received in digitally enabling sectors (out of total
capital received for IFDI projects)
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Figure 4. Indonesia’s number of IFDI projects per digitally enabling sector
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Figure 5. Indonesia’s share of IFDI projects in digitally enabling sectors (out of total number
of IFDI projects)
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To determine which economies to target for investment promotion activities, Indonesia can look
at which economies have been significant outward investors in large scale investments in
software & IT services. For illustration purposes, India has been a significant outward investor
in the area of software & IT services, which is not surprising given how well-developed these
sectors are in its domestic economy. For instance, between 2008 and 2018, Indian firms
invested over $16 billion abroad in this area (Joseph 2019, p.17). The natural conclusion is that
Indonesia may wish to adopt a targeted digital FDI attraction strategy to welcome Indian digital
OFDI in this sector.

BENEFITS

The benefits of sector-level two-day digital FDI facilitation is that it works backwards from the
specific need that the economy has identified. In other words, the first step is to identify the
need—the gap in the digital FDI flows currently being received—and to proactively seek to
address the gap. This helps create a well-balanced digital economy, whereby all relevant sectors
receive sufficient digital FDI flows, as opposed to an economic landscape that is lopsided by
being focused on only a few sectors, with the vulnerabilities and lack of capabilities that such
concentration would risk creating.

Joint activities between investment authorities

Proposal 3: Develop joint activities between investment authorities in different economies to help
grow digital FDI at the project level

RATIONALE

Investment authorities can consider carrying out a series of joint activities with a focus on
facilitating two-way digital FDI flows (Stephenson, 2021). By their very nature, joint activities will
be win-win or they would not take place.

Joint activities between investment authorities guarantee that these efforts are win-win, given
that if they are not, the activities will not take place. Earlier work has identified five specific joint
activities that could be considered, which could be applied with a view to facilitating two-way
digital FDI flows (Stephenson, 2021).
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« Joint business missions, promotion campaigns or roadshows

« Joint standing committees to help with aftercare and policy advocacy
« Joint matchmaking, linkages, and supplier-development programs

« Joint financial support by host and home institutions (e.g., joint equity)
« Jointly developed investment projects

In designing joint activities, particular attention should be paid to how these can benefit SMEs,
complementary to larger firms. Understanding the different types of SMEs—and their
corresponding needs and potential—could be a first step to folding them into this process.

EXAMPLES

The BRICS (Brazil, Russia, India, China, and South Africa) provide an example of a framework to
support such joint activities, and is presented here given that all members of BRICS are also
members of the G20. The BRICS signed in 2019 a Memorandum of Understanding (MOU)
between BRICS Trade and Investment Promotion Agencies (TIPAs). This creates the
mechanism, and in some cases specifically encourages, joint activities such as those suggested
above.

Another example is an Agreement on Investment Facilitation for Development, currently being
negotiated between over 110 economies at the World Trade Organization (WTO). One of the
articles covers “Cross-border co-operation on Investment Facilitation”, and encourages
cooperation between competent authorities in different jurisdictions on exchange of information
and sharing of experiences, exchange of information on investors, and the promotion of
facilitation agendas. These are all examples of potential joint activities that can be leveraged to
facilitate two-way investment, including two-way digital FDI.

BENEFITS

The benefits of such joint activities are an amalgam of the earlier economic and political
benefits: joint activities build trust and cooperation between parties; they also plug potential
needs or areas identified as needing additional investment, thus helping economies become
well-rounded and thus grow their digital capacity and competitiveness.
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Figure 6. Three proposals to increase two-way, win-win digital FDI flows between economies
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Conclusion

This policy brief has suggested how to contribute to digital development cooperation through
three practical proposals.

First, policymakers should create an Investment Cooperation Platform to facilitate win-win
Digital FDI flows, building on recent developments at the regional level.

Second, G20 investment authorities can leverage a mapping of key sectors and their recent flows
across G20 economies, to identify where there are complementarities between their economies
and thus the potential for win-win, two-way digital FDI flows (Stephenson, et al., 2021).

Third, investment authorities can consider carrying out a series of joint activities with a focus
on facilitating two-way digital FDI flows (Stephenson, 2021). By their very nature, joint activities
will be win-win or they would not take place.

There are three reasons why the G20 should take up this issue and these actions.

First, G20 economies represent both the main source of outward digital FDI and the main
destination of inward digital FDI, and so have an interest in facilitating these flows.
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Second, techno-competition is an issue that is taking place among G20 economies, and so any
resolution can also take place within a G20 framework. There is an opportunity for the T20 to
suggest a novel—and relatively innocuous—area for an initial first step, namely cooperation over
digital FDI flows where there is interest from both sides.

Third, since facilitating digital FDI is a new concept, G20 economies can play a leadership role in
developing the platform to do so—along with the elements—and thereby accelerate both their
recovery and global recovery following COVID-19. This can, in turn, help open up a new channel
for economic growth—namely digital investment flows—not only between G20 economies but
also—through replication and spillovers—in other parts of the world.
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