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BRHAZ, HEARMREE (1976 FERBRFEER), RIURAE. ‘BERREER
IMEAT UL E XFH B FR, HEAEM S A R R ERE Yl oy £ TR
R, HEXAERSEREHD G ZEFRFPHEFAAIFTNFH. FINEFIEH KPR
7% REFRESAEXFEMFR, EERRAZM S FRERNREREUSSHEFR
W, EEKEENETRBHKANEAEBFEMEBATIN, HINESRERKY
.

EREXBRERREFE-RER, HREHK L, MTFERBRNFTEMERELR
HFE® . ERRYAE AT E N BRERRFE,

H—AEMNE, ERERTAINERERYE, FREESKRE R ERETN L S
o MERAURESKEE LKA, IRETRAERERE., EXAEEBRRURRRE
ZLWRAE, XRBYEXHNTFHALFEIHIER,

HONERE, IREGFRARFITFEARENEERE, ERIRERAMNEE R
B, —BERSMEABEFEBAEANRFEABLRABRAEIED . ERERRNE
BB RTEE . VBRE. THEBERIEHN. GBS, LEMBRERN®E, BRES
BRRAMBELNE ¥ ZIANEFEREFEN I EERER,

MNERRFHESFEL X, ERBAFRERERRRDIN—FHER, BIEIT—EH
2FFE, BRREHHEEL (BERH. LY. A% UARFRBAMEY —FH2 %
3,

EXFERRRESD, BRENESENRERRAMREFRIRATE, BEEgL
H; #R/ERFHERUHIREREE, PRFAAE. B—ERERTY, SFEE
B E RSN TR SMRIT (overseas investment); MW ERERAEMARE, EF
BEEHRAINEBRYE (foreign investment) o

In summary, foreign investment means a foreigner investing in, or carrying on, a business
within a host country and competing with local industries or local investors in either the domestic
or international markets. In a broader sense, foreign investment also extends to an investment
made by nationals of the host country in a foreign country. The concept of foreign investment it-
self is based on the identity of the investor or the origin of the capital or technology used as the
“investment” (if the investor is unknown). Identity is largely decided by the nationality of the in-
vestor. There are many instances where a person has to acquire a local nationality to meet the le-
gal requirement for merger with or takeover a local company before the merger or takeover can be
approved by the relevant government authority.

There are two essential features of a foreign investment: First, the investor is not a citizen of
the country where the investment is made. Second, the investment activity is not a mere act of
sale of goods, or supply of services, between parties from different countries, although an interna-
tional sale may be part of a foreign investment activity. A foreign investment must involve ongo-

ing operations, in the form of either FDI or FPI, in a foreign codhtry.

Z. EHRFEERHER
BERAAMRX R, BEREETUARRNSE,
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ERFR#ETU S KB/ E (long-term investment) Fl4ERAYE (short-term invest-
ment), MIERIEAFELU LMK, BENRIEUTHER.

(Z) UBRFRERBEHX>HRE

EFFRREAT4 R AEEYE (public investment) FIFAABFE (private investment), 2A3EH
¥, —REEH-EENFRERARILSARPRTMEHRYE, T —ENERLFR
BfHER, MEEBUFBRENS—EXNEBIYG . &K, AFHES, NnttRRTRER K%
MESALRAFEERERKATHAEK., BLE. RARF—REE-EHMAREARSZ
FrAHAFUEF X B Tt B L5 Esh TR

(Z) URFHREHX 5 TR

ERBERAT 4 VEREERY (international direct investment) F1E R B[R W (in-
ternational indirect/ portfolio investment) '

EREERFREEHRE—ERLA (BREEAMERAN) UEANE®, UEBRFHZIE
RERRTFHENLL, BEERAEELEHERECVNLEES., FEFACHE. £ES
WAMBEAF . CUHAERL, WK, #FIELE, URIZSERIVLENREIEL
VHBRGF, ERFREERRENEFRAERZINEEER, REARFBEIERER
FREERMEMS, ERFEERILSEEENMERNWRYE, XAEHIGEYRERBUKR
E—RN, MTREEHAFSLROIRN, AT “BHEH" OBE, NTHRERE
B]5, SENEHNRBELRA—, —BRiIAA, BIFEEEEOBROEN Y BT 8a e
SEEEEMREENEE, RIEXEHFHORE, WR-ITRELF 25% R
SERFEEER, MWZXBRRRBT/HEEERE, MEE (1976 FERBFHEER) M
E: “HERWREMNAEESREFARERN —ZITHEAHF 10% U EARRBGFEREL
ARG .” AHERUREHa/SERTERR 50% U ERGHFA ARG LEBESN,
HEERE. SHEEERUNIFBRRLARESZES “SHESE” {7 (MPERFEERIIE
WERHAY), KHRERERIEEERT. ETKPRR, FHAERXRRUS ML
WEEHKMFY, FUERLINYETHRRFNR. SR, AEEERRNXRET
RUEREWAEHN, UAUUIRRTRAEMHREILR,

B B (8] B 42 ¥ E B 48 — B FA N SRBUT X S B FL N SRBUAT B A SR L Al E 37 A 4R BE ER AR
K, HEFESESRASMEENREE, TEFXBEBTIIELFMBRRRIABIES;
P e R i

Foreign investment is commonly classified into two categories: foreign direct investment
(FDI) or foreign portfolio investment (FPI). At least this is the popular classification adopted by
world countries today. FDI (which may also be referred to as DFI, or direct foreign investment)
is defined by UNCTAD as “a category of international investment in which a resident entity in
one economy obtains a lasting interest in an enterprise resident in another. A lasting interest im-
plies the existence of a long-term relationship between the direct investor and the enterprise and a
significant degree of influence by the investor on the management of the enterprise” .

This definition is similar to what was adopted by the International Monetary Fund (IMF) in
the 1970s, when IMF defined a foreign investment as an “investment that is made to acquire a
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lasting interest in an enterprise operating in an economy other than that of the investor, the in-
vestor’ s purpose being to have an effective voice in the management of the enterprise”. FPI can
be understood as including “a variety of instruments which are traded (or tradable) in organized
and other financial markets: bonds, equities and money market instruments. The IMF even in-
cludes derivatives or secondary instruments, such as options, in the category of FPI1”. Thus, FPI
can be broadly defined as an investment activity carried out in the stock market or other financial
markets for the purpose of making profits from share transactions or the share holding itself,
rather than obtaining a lasting interest in the issuer of the shares or instruments traded on the
market. Following this definition, technically, an FPI activity may become an FDI activity if the
investor exercises certain options granted in the instruments to become a shareholder of the issuer
to hold voting power, for example, by way of merger and acquisition. The differences between
FDI and FPI for the time being have academic implications only. Their technical differences in
law are yet to be developed, if this is necessary for the development of a uniform foreign invest-
ment law across the world.

EREEERSERFRREREEUTREI,

(1) EREERRSEHRFEERFOREXHNETRITEREBH BB # LB
s ESY., EREERES, BRNENRFROEVMAFEENEH, WHEERESH
BREMNARN R EfTEENES

(2) ERFEERRSERAERRNERAR, HirEERRMERILE R, —fk
AAERRTIREAWEERARIERE, TERERETREFREEERRIG R ME
B, MUARTEXANREAES, CHLYRENEBURTER~HRE.

(3) EREERRSEFREERFHREERAR . EREZERITP IR0 RIK
HHWELFERMRTREENZESRRAE; MEFEERTVESEEWERIPIFE, &
REMHEREGT, RELAAZEHERERAZEREHER,

(4) BEREEERSEREEERNKERRNBARR ., —BTE, BRUBX LELHARL
BEERBREHATRFEMERLS, ERFEERFTAWEHEN EEREE, TEREEREHY
W NS ; MM, EREZERENRRETTERTRERE.

The distinction between these two forms of investment is drawn by the contro! test. If a for-
eign investor obtains control of the target company as a result of the investment, the investment is
a direct investment. If the investor invests only in preference shares, the investment would be re-
garded as a portfolio investment. “Portfolio investment” in this context refers to the investment in
the preference shares. It may also refer to investment in ordinary shares, which, however, is too
small ta exercise any control over the company. The boundary between a portfolio and a direct in-
vestment is often blurred. For example, several portfolio investments in ordinary shares may in
aggregate enable the investor to obtain control of the invested company. A direct investment un-
der which a foreign investor holds a controlling interest may become a portfolio investment if the
investor loses the controlling power, for example, as a result of an acquisition by another share-
holder or the issue of new shares in the company. A host country normally does not restrict for-
eign portfolio investments (particularly in non-voting preference shares), but is likely to impose

various restrictions on direct foreign investments.
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Foreign investment began to form a significant area of international commercial activity after
the Second World War, when many countries which gained independence at the end of the war
drastically needed foreign capital, technology and managerial skills to develop their own eco-
nomics. As a result of foreign investment many local companies and industries fell into the hands
of foreign investors. Economics conflicts inevitably arose between foreign investors and local
workers as well as governments, because in any given circumstances, the more one side earned,
the less was left for the other. Thus, whenever there was a tension between foreign employers
and local workers or between foreign investors and local governments, taking over control of the
economy from the hands of foreign investors always appeared to be the best solution for the locals.
Thus, nationalization and appropriation by local governments became a common practice in the
1950s and early 1960s in many host countries; in particular, in many newly independent countries
in Africa, Asia and Latin America. This led to the conclusion of the Washington Convention on
the Settlement of Investment Disputes 1965. The International Centre for settlement of foreign
investment Disputes (ICSID) was established to deal with disputes arising from nationalization or
appropriation of foreign investment by local government. Foreign investment continued to develop
at a stable pace throughout the 1970s and 1980s.

World politics experienced dramatic changes in the 1980s. Foreign investment became a
powerful vehicle to develop the new market of the former socialist countries. The United Nations
Conference on Trade and Development estimated in its World Investment Report 2001 that FDI
inflows reached US § 1.3 trillion in 2000. This represented a sharp increase from direct foreign
investment of US $ 50 billion in 1980.

The popularity of foreign investment in the Twentieth Century is probably attributable to
three decisive factors: (a) the comparative advantages of countries in their natural, human and fi-
nancial resources; (b) the continuous and insurmountable existence of barriers of trade protection-
ism; (c) the increased activities of transnational (or multinational) corporations.

The existence of comparative advantages between countries naturally leads to the utilization
and exploitation of these advantages. The existence limited but nevertheless insuperable barriers
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