
Sauvant, Karl P.; Boullanger, Clémence

Research Report

An international framework to discipline outward FDI
incentives?

Columbia FDI Perspectives, No. 265

Provided in Cooperation with:
Columbia Center on Sustainable Investment (CCSI) - A joint center of Columbia Law School and the
Earth Institute, Columbia University

Suggested Citation: Sauvant, Karl P.; Boullanger, Clémence (2019) : An international framework
to discipline outward FDI incentives?, Columbia FDI Perspectives, No. 265, Columbia University,
Columbia Center on Sustainable Investment (CCSI), New York, NY

This Version is available at:
https://hdl.handle.net/10419/254099

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/254099
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/


 

Columbia FDI Perspectives 
Perspectives on topical foreign direct investment issues 

No. 265   November 18, 2019 
Editor-in-Chief: Karl P. Sauvant (Karl.Sauvant@law.columbia.edu)  

Managing Editor: Marion A. Creach (marion.creach@sciencespo.fr) 

 

An international framework to discipline outward FDI incentives?* 

by 

Karl P. Sauvant and Clémence Boullanger** 

 

With all developed countries and some 140 emerging markets reporting outward FDI (OFDI) 

stocks in 2017, the question arises what policy actions, if any, home country governments 

should take to support their firms investing abroad. As OFDI potentially benefits home 

economies by improving firms’ access to markets and resources of all kinds, the challenge 

consists in increasing their international competitiveness and bringing capabilities back home.  

 

Hence, all developed countries support their outward investors in various ways, including by 

granting specific advantages to home country firms.1 But most emerging markets have not done 

so yet. Still, they face the challenge of considering policies and measures to ensure that this 

situation does not put their firms at a competitive disadvantage. This will lead to an escalating 

OFDI-incentive competition (mirroring the “bidding-wars” on the inward FDI side) that, 

ultimately, helps no country.  

 

The most problematic OFDI incentives are financial and fiscal measures. These include, e.g., 

grants, loans, financial guarantees, and specific tax exemptions. Their proliferation raises 

several issues. 

  

 An escalation of OFDI-incentive competition can lead to a misallocation of public funds 

and wasteful “beggar-thy-neighbor” policies. This is particularly challenging for 

countries with limited resources. 

 

 The increased international competitiveness of specific firms does not always translate 

into positive effects in home countries, e.g., when MNEs do not repatriate earnings. 

Actually, the more firms internationalize through FDI, the smaller—potentially—the 

overlap between their global corporate interests and the national interests of the 

countries in which they are headquartered. 

 

 Possibilities for abuse exist. MNEs may engage in “OFDI-incentives shopping,” as the 

definition of a “domestic” firm is not always clear. 2  Foreign firms could rout 
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investments through countries with generous OFDI incentives, leaving them without the 

desired OFDI benefits.  

 

 OFDI incentives affect competitive neutrality, i.e., the promotion of a level playing field 

for competition among firms. This concern has mostly been raised in the context of 

state-owned enterprises (SOEs)—which possess various advantages vis-à-vis private 

firms—but could be extended to OFDI incentives in general. Indeed, governments 

distort competition in the world FDI market when introducing measures to support the 

international expansion of their firms, thereby placing them in a more advantageous 

position vis-à-vis firms from countries that do not receive the same help from their 

governments. 

 

Two complementary solutions offer themselves: 

 

 Governments supporting their outward investors should at least focus any aid on 

projects that directly benefit domestic economic development (as, e.g., China does). 

 

 Discussions on an international framework for OFDI incentives should be initiated. As 

OFDI incentives are applied unilaterally, only a multilateral (or regional) approach can 

prevent governments from outbidding each other by offering incentive packages to their 

outward investors.  

 

Admittedly, seeking a OFDI-incentives agreement is a long-shot, given the past failure to reach 

an international agreement constraining inward FDI-incentive competition. Yet, three 

considerations support action:  

 

 Importantly, since most governments do not back their domestic outward investors with 

incentives yet, they have a self-interest in a preemptive agreement, to avoid having to 

join a costly incentive competition.  

 

 Governments increasingly recognize the wasteful effects of inward FDI-incentive 

competition. This rationale also applies to OFDI incentives. The European Commission 

has begun to take action, in reference to state-aid rules and the distortion of 

competition.3  

 

 Governments are beginning to address issues related to competitive neutrality and SOEs 

in treaties, e.g., in Chapter 17 of the Comprehensive and Progressive Agreement for 

Trans-Pacific Partnership.  

 

Discussions on limiting OFDI incentives could be sponsored by the World Association of 

Investment Promotion Agencies (with some supportive countries?), as its members should have 

an interest in this matter.  

 

https://www.mfat.govt.nz/assets/Trans-Pacific-Partnership/Text/17.-State-Owned-Enterprises-and-Designated-Monopolies-Chapter.pdf
https://www.mfat.govt.nz/assets/Trans-Pacific-Partnership/Text/17.-State-Owned-Enterprises-and-Designated-Monopolies-Chapter.pdf
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An international framework on OFDI incentives could emulate the “traffic light” approach of 

the WTO’s Subsidies and Countervailing Measures Agreement.4 It could first require increased 

transparency and eventually discipline the most harmful incentives, starting with capping 

specific financial incentives. However, exceptions could cover incentives encouraging FDI 

flows to least developed countries, sustainable FDI flows and SME OFDI.  

 

A build-in agenda could provide for a gradual approach for emerging markets still in the process 

of liberalizing OFDI. This would allow these economies’ domestic outward investors to catch 

up with their competitors from developed countries, which typically benefitted from OFDI 

incentives when establishing themselves abroad.  

 

Absent a preemptive multilateral or regional approach, all governments will eventually engage 

in OFDI-incentive competition, lest their firms face a competitive disadvantage. This would 

lead to the adoption of costly measures not necessarily benefiting domestic development—a 

missed opportunity. 
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and discussion of sustainable international investment. Our mission is to develop and disseminate practical 
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and tools. For more information, visit us at http://www.ccsi.columbia.edu.   

 
Most recent Columbia FDI Perspectives 

                                                        

mailto:karlsauvant@gmail.com
mailto:clemence.boullanger@sciencespo.fr)
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2814307
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2814307
https://www.cofides.es/biblioteca-de-documentos/folleto-fiex
https://curia.europa.eu/jcms/upload/docs/application/pdf/2018-11/cp180175en.pdf
https://www.kluwerlawonline.com/abstract.php?area=Journals&id=TRAD2018010
https://www.kluwerlawonline.com/abstract.php?area=Journals&id=TRAD2018010
http://www.ccsi.columbia.edu/
mailto:ccsi@law.columbia.edu
mailto:alexa.busser@columbia.edu
http://www.ccsi.columbia.edu/


 4 

                                                                                                                                                                             
 No. 264, Yun Zheng, ‘China’s new Foreign Investment Law: deeper reform and more trust are needed, 

November 4, 2019 

 No. 263, Fabio Morosini, Nicolás M. Perrone and Michelle R. Sanchez-Badin, ‘Strengthening multi-

stakeholder cooperation in the international investment regime: The Brazilian model,’ October 21, 2019 

 No. 262, Rishi Gulati and Nikos Lavranos, ‘Guaranteeing the independence of the judges of a Multilateral 

Investment Court: A must for building the Court’s credibility,’ October 7, 2019  

 No. 261, Zbigniew Zimny, ‘FDI has benefitted the EU members from Central and Eastern Europe and can 

continue to do so,’ September 23, 2019 

 No. 260, Karl P. Sauvant, ‘Do not neglect establishment trade: the China-US example,’ September 9, 2019 

 

All previous FDI Perspectives are available at http://ccsi.columbia.edu/publications/columbia-fdi- 

perspectives/.  

 

http://ccsi.columbia.edu/publications/columbia-fdi-%20perspectives/
http://ccsi.columbia.edu/publications/columbia-fdi-%20perspectives/

