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New UNCTAD estimates show that global FDI flows rose by 29% to US$897 billion in 2005, which reconfirms the end of downturn in 2004 and indicates that a new wave of FDI has come (see figure 1). But one prominent trend should arouse our attention: world FDI activities are more and more region-based. We can see the trend as follows:

First, the world three regions (EU, NAFTA and East Asia) accounted for more than 80% on average of global FDI flows for the past three years. We may see the position from figure 2 and figure 3. These two figures show that the aggregate of three regions had the absolute majority share in world FDI flows.

The second sign is that the three top investors conduct their major FDI activities in the region-based markets. Let’s take Japan and U.S.A as examples. Figure 4 and figure 5 show us that the two investors invested about 80% percent of their money in the three regions. By contrast, Japan invested more evenly in the three regions than the United States, who invested mainly in EU.

The third sign is that the investment within the regions becomes very activated, especially in EU and NAFTA who implemented regional economic integration agreements. Figure 6 shows that East Asia lagged far behind in this respect with 25% compared to EU and NAFTA who had the ratios about 70% and 51% respectively. However, the investment within East Asia is also tending to be animated. For instance, as showed in figure 4, Japan, as the region’s top investor invested only 16%of its outward FDI within the region in 2003, the share soared to about 30% in the subsequent 2 years.

The fourth reason is viewed from the TNCs’ production perspective. Nowadays TNCs are more inclined to organize production within the major regions rather than within a country. So the regional production networks have come into being through TNCs’ production organization, especially in East Asia.

Under the above background of region-based FDI, some questions, old and new, popped up in East Asia for people to think it over.

· 1. As a whole, East Asia has far lower share in world FDI flows, as showed in figure 2 and figure 3.

· 2. Investment within East Asia is much less animated, as showed in figure 6.

· 3. While forming the regional production network, East Asia pays much more than it should due to the absence of regional coordination in investment policies and regional investment arrangement. At the same time, the inward FDI without screening may put greater pressure on the region’s environment, resources and ecosystems, which may hinder the region’s sustainable growth.

· 4. East Asia is disadvantaged in building up international investment rules for the lack of regional investment arrangement. Because we have no own rules, then you’ll have little bargaining power in making global investment rules. 

The above challenges can be largely attributed to the absence of institutional arrangement in the region. The reason that EU and NAFTA do better than East Asia in regard of FDI is mainly in that they have implemented investment related economic integration agreements, which usually contain cooperation in trade, finance and investment. The cooperation in trade and finance provides good climate for investment. Furthermore, the agreements themselves often include the detailed measures to facilitate investment.

To meet the above challenge, we suggest that an institutional framework for East Asian investment cooperation be posed:

· 1. To explore the possibility of drafting “East Asian investment cooperation framework agreement” for “10+3” on official, industrial and academic levels. The framework may provide standards of investment protection, measures for facilitating investment and agendas for investment liberalization. Here NEAT can assume the responsibility of coordination.

· 2. To set up an East Asian investment promotion body to promote investment in the whole region rather than in individual countries by individual promotion bodies.

· 3. To construct a network providing services for investment. It may include some sub-networks for goods distribution, investment information, training and research as well as the network of East Asian investment cooperation parks which we suggested last year. The network of parks can be a platform for other functions to exert. So we suggest a network of investment cooperation parks be set up as a pilot project.

· 4. To build up a center for mediating investment disputes occurred in East Asia. Mediation may be a more useful means of reaching an amicable settlement than the use of comparatively formal arbitral proceeding. This is especially important where the parties wish to maintain a good investment relationship.
· 5. Other institutional entities like East Asian Investment Bank and East Asian investment Fund are also desperately needed.
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