FDIs and Regional Economic Integration
By Noboru Hatakeyama
Chairman and C.E.O.
Japan Economic Foundation
“East Asian Investment Corporation” has at least three issues
1. To establish international investment rules,
2. To introduce common rules for controlling hostile takeovers and
3. To examine the possibility of making more efficient use of each country’s foreign exchange reserves by directly investing in East Asia.
1. International investment rules
Fundamentally, international investment rules are necessary for FDIs carried out by small and medium sized enterprises [SMEs]. FDIs in developing countries have been conducted mainly by large companies. However these investments do not improve trade accounts of recipient countries, because large companies do not produce parts and components necessary for finished products for which they invest and have to import them mainly produced by SMEs. Therefore the most efficient way for recipient countries is to attract SME investors from abroad which produce parts and components.
However those SMEs do not have the political influence to ensure equitable or favorable treatment from recipient countries. Therefore, international investment rules that stipulate obligations of recipient countries to have transparent rules and to give most favored and national treatment to foreign investors will benefit these enterprises most. 
Furthermore the necessity of international investment rules has increased recently, because developing countries have become increasingly investor countries instead of being just recipient countries of FDIs. From now on, those developing countries have become beneficiary of international investment rules as investors as well.
A proposal for the discussion on the issue in the WTO was turned down in 2003 in Cancun, Mexico ironically by the opposition of developing countries. Therefore there is no hope of establishing multilateral investment rules in the near future. We have to discuss the issue bilaterally and regionally.
There are three proposals in this area for our regional economic integration. Those three are ASEAN plus three (Japan, China and Korea) FTA (EAFTA), ASEAN plus six (APT plus India, Australia and New Zealand) FTA (CEPEA) and APEC FTA (FTAAP)．These three proposals will compete with each other to become the only economic integration scheme in this region. No matter which proposal wins the race, international investment rules should be included in a chapter of the regional FTA in order to increase FDIs conducted by SME’s and by developing countries.
2. Countermeasures against takeovers
M & As are being appreciated as measures to enhance company values. However Japanese companies lag far behind companies in other developed countries in legal preparedness against hostile takeovers. 70% of large US companies have already introduced “poison pill” measures. Poison pill enables the company to issue, in advance, share warrant which can be automatically converted into stocks, except for the stocks the purchaser possesses when a hostile takeover is going to take place. In Japan, only 10% of listed companies have introduced countermeasures against hostile takeovers reportedly. 
Moreover there are large differences in the size of companies between the US and Japan  Mergers through exchange of shares are now allowed. Therefore it is very easy for companies with bigger value to takeover other companies with smaller value through the exchange of shares.
What I am afraid is that non Japanese Asian companies also lag behind. Restrictions against cross boarder capital movements in these countries have been reduced recently or will be reduced in the near future.
 It is important for companies in APT to be vigilant against hostile takeovers and be ready to use countermeasures if necessary. Those countermeasures should not be excessive Company executives must be very careful with countermeasures not to look as if they are merely protecting their own position.
It is desirable to establish a track― two study group in APT on this issue.
3 Investment fund, making use of foreign exchange reserves
It was announced that China will invest $3billion of its foreign exchange reserves in Blackstone. It was also reported that China is going to establish a special investment fund, setting aside $300billion this year for investment purposes out of $1,2trillion reserves it has accumulated. The aim of this special fund is to earn money more efficiently. It will also help Asian money to be used directly for the development of Asia through purchasing Asian Bond for example.
However there is a fundamental problem with this foreign exchange investment fund. Judging from China’s investment in Blackstone, the purpose of the fund seems to be purely seeking a more efficient way of earning money, because it has purchased only a non voting interest. However, is every foreign exchange investment fund going to remain silent all the time?  Will such funds request companies they have invested in to increase dividend as is the case with many private funds? Is it not intervention by a state owned corporation which has been criticized as inefficient after the collapse of the old communist regime in Europe, including Russia? Even in China the number of SOCs has fallen drastically recently. China is not alone in having this type of investment fund. In APT, Singapore has Temasek and it was reported that Korea and Japan are studying the creation of such funds.
Before the creation, however, we have to answer clearly to questions above.
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