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This article attempts to investigate the possible role of Foreign Direct Investment (FDI) as a means of development 
financing and international cooperation in the case of some OIC countries. The author gives, first, a theoretical account 
of the role of FDI, the benefits and costs of such a mode of financing to developing countries and some policy measures 
needed to enhance the flow of FDI to developing countries. He then analyses the flow of FDI to selected OIC countries 
in terms of volume and sectoral distribution. The study concludes that, despite the important and possible constructive 
role of FDI, the most needy developing countries are those which attract FDI the least.  The main reason is that because 
foreign investors seek mainly more profitable and secured investment opportunities, they are attracted towards locations 
that can provide these requirements. Unfortunately this is not the case for the majority of the OIC developing countries. 
The study concludes that the developing OIC countries need to do a lot of homework to create an environment 
conducive to FDI, and that they need to attain a minimum level of economic and institutional development before they 
could hope to attract substantial FDI. They have to, at least in the medium-term, depend mainly on their domestic 
resources to finance their development needs, and consider FDI as a supplement to their endogenous efforts. 
 

1. INTRODUCTION 
 
The development dilemma facing the majority of the Organisation of the Islamic 
Conference (OIC) countries is an area of serious concern. Complex internal and external 
factors combined to make it appear as if many of the OIC countries have lost the case for 
sustained development. An important source of this dilemma is the heavy foreign debt 
burden coupled, in recent years, with the scarcity of non-equity foreign financing. It is 
widely accepted now that the debt burden crippling the majority of the OIC countries 
emanates, to a greater extent and notwithstanding the internal factors, from the high 
proportion of foreign financing through floating interest debt instruments. On the other 
hand, non-equity foreign financing and access to soft loans have become increasingly 
difficult. Hence, many believe that one way of trying to break this vicious circle would be 
through other financing modalities, particularly foreign direct investment (FDI). One 
major advantage of FDI, it is claimed, is that it takes the form of a package including 
capital, technology, know-how, managerial capabilities and market access (Sauvant et al, 
1993). In other words, it should help the developing countries, theoretically, to overcome 
the problems, other than the mere scarcity of capital, that impede a more productive use of 
factors of production that are in abundance in these countries.  It is thus assumed that FDI 
has a long-term development impact. 
 
It is also believed that globalisation, and the resulting strategic concept of competitiveness 
in global markets, is, contrary to the traditional concept of the single country’s rates of 
return, the driving force behind allocation of new investments (European Round Table of 
Industrialists, 1993).  Hence, to the extent that their market potentials permit and their 
investment policies create a conducive environment, the developing countries could 
benefit enormously from these new patterns of foreign investment flows. This is further 
reinforced by the fact that while financing development through borrowing is a 
macroeconomics phenomenon (when a country’s total savings fall short of its investment 
requirements), direct investment is essentially a microeconomics one. In other words, 
direct investments are basically determined by competitive market conditions (Mcculloch, 
1993). Apart from the cost, in financial terms, related to transfer of profits, FDI does not 
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constitute a direct financial burden in terms of payments of the principal of a loan and its 
interest. 
 
The aim of this study is to highlight the role of FDI in the developing countries in general, 
and to investigate the actual inflows to, and the role of FDI in a number of OIC countries. 
Since this group analysis approach will not permit us to tackle all the aspects of FDI, 
especially those related to technology transfer, foreign trade, employment and upgrading 
of managerial capabilities, this shortcoming will be overcome by specific case studies 
whenever data availability permits. The main hypothesis is that FDI, both in terms of its 
nature and volume, cannot be considered a major source of foreign funding of the 
development process of the developing countries, precisely because FDI is basically 
determined by competitive market conditions. Development concerns are a secondary 
objective of FDI, if ever such an objective is there. Although they FDI is needed and 
could be instrumental in various respects, the developing countries most in need of capital 
and the other accompanying benefits of foreign capital are those that attract FDI the least. 
The reason, as would be explained later, is that the main objective of FDI is to seek 
lucrative investments with, more or less, secured profits which are easily transferable as 
well as “tax havens”. Unfortunately the most needy countries do not meet these criteria 
because many of them lack a real competitive market structure. 
 
The first section will be dealing with the role of FDI. The second will tackle FDI flows to 
OIC countries. The third and final section will summarise the findings and conclusions. 
 

2. THE ROLE OF FDI IN DEVELOPMENT FINANCING  
AND INTERNATIONAL COOPERATION 

 
2.1.  Role and Benefits 
 
Direct foreign investment, channelled mainly through Transnational Corporations 
(TNCs), takes generally two forms. The first is that of outlays to establish a new 
enterprise and/or expand an existing one whose operations are controlled by a foreign 
investor. The second is that of financial outlays for the acquisition, wholly or partly, of an 
existing enterprise. This may be through direct purchase or through purchase of equity 
with a controlling interest ranging generally from 10 to 51 per cent, depending on the law 
in force in the recipient country with regard to foreign participation (OECD, 1978). 
 
Whether FDI takes one form or another, it is assumed that it can play an important role in 
the development process of the developing countries in five interrelated ways: 
 
Firstly by channelling scarce external capital to these countries. The inflow of foreign 
capital does not only add to the physical stock of capital in the recipient country, it also 
stimulates production in the other sectors of the economy. It helps, it is claimed, in 
increasing savings, and hence investments, and in relieving foreign exchange shortages--a 
serious problem for many developing countries. 
 
Secondly, FDI enhances the overall productive capacity of an economy through 
technology transfer, technical know-how and administrative and managerial expertise. 
The direct presence of TNCs, through participation or acquisition of local firms, is 
considered by many economists to be equally important, if not more critical, than the 
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formation of capital itself. The reason is that this involvement would enhance the 
technological and managerial capabilities, which are as scarce as capital itself, of the 
developing countries,. It is noteworthy, however, that new forms of technology transfer, 
that are not strictly tied to the presence of TNCs, are gaining momentum. These include 
licensing, management contracts, technical assistance, subcontracting, turn-key projects, 
etc. (Lall, 1993). 
 
Thirdly, FDI creates more job opportunities, however limited that might be, in the short 
run, especially in the industrial and the service sectors. More importantly, it may 
influence the patterns of international migration in the long run, which is becoming a 
source of concern to the developed countries, and an area of friction between them and 
the developing countries. The extent to which FDI creates job opportunities in the long 
run, and enhances development capacities and raises incomes in the developing countries, 
will greatly influence its role in this respect. Hence, FDI could be a vital instrument of 
development and international cooperation (UNCTAD, 1994). 
 
Fourthly, TNCs can play a positive role in the developing countries through international 
trade. This is realised through increased volume of trade, access to new markets which, 
otherwise, would have been impossible, or at least difficult, and by inducing structural 
transformation of exports towards an increased share of manufactures in the composition 
of trade (Sauvant et al, 1993). 
 
Fifth, there is the possibility that the TNCs would contribute to enhance the quality of 
human resources through improvement of management capabilities, informal learning, 
training and on the job-training (Sauvant et al, 1993).  
 
In a sense, then, it would seem that both foreign investors and host countries are likely to 
benefit from FDI. Investors, mainly, but not necessarily wholly, from the developed 
countries, would be looking for markets, tax havens, low costs of production, especially 
cheap and skilled labour and raw materials. Within this framework, firms will invest 
abroad if some other conditions, such as the availability of specific competitive and 
locational advantages, are satisfied. The developed countries themselves are feeling the 
need, for their own sake and for the sake of international stability, of enhancing growth 
and development in the developing countries. On the other side, there are the developing 
countries which are severely short of capital, technology and know-how and access to 
new markets. FDI could, it is assumed, play an instrumental role in helping the 
developing countries overcome the problems relating to technological backwardness, 
deterioration of standards of living and mass poverty through making these scarce 
resources available. 
 
Theoretically, a very nice picture. In reality this apparent matching of interests does not 
function smoothly and simply. There are a number of obstacles that impede the flow of 
FDI to developing countries and there are some costs for the host countries as well. These 
issues will constitute the essence of the subsequent sub-section. 
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2.2. Obstacles And Costs 
 
Foreign investors would naturally seek to maximise their profits. In this process, their 
interests may not necessarily coincide with those of the developing countries. Capital 
flows may not always be, in terms of their volume and nature, commensurate with the 
needs of the recipient countries. In fact, as would be shown later when discussing the flow 
of FDI to OIC countries, the most needy LDCs are those which attract FDI the least.  
Investments are not necessarily channelled to those sectors and activities that are of vital 
interest to the developing countries. In many cases, the profits earned are for the most part 
expatriated and only a minimum is recycled in the country itself. In some other cases, the 
overall cost for the recipient countries, measured in financial terms, of what has been 
invested and what has been expatriated, exceeds the profits accruing to the country. On 
the other hand, many studies have shown that the effect of technology is rather 
exaggerated. The majority of the parent companies are usually reluctant to reveal their 
technologies to the recipient countries. Hence, the top management and engineers are 
usually expatriates belonging to the nationality of the parent company. The nationals of 
the developing countries are rarely given any senior technical or managerial post. Major 
decisions are always taken at the headquarters of the parent company. On the technical 
level, the nationals are trained to apply a given technology under the supervision of 
expatriate engineers. Even within these limits, some managerial experience and technical 
know-how would certainly be gained. They do not represent, however, a real 
breakthrough in terms of experiences gained by these countries, especially when the 
investment takes the form of a total acquisition by a foreign firm (Anuwar, 1992, pp.137-
159). 
 
A study conducted on a sample of 16 developing countries (including Egypt, Indonesia, 
Malaysia, Nigeria, Pakistan and Turkey from the OIC) has shown that “FDI does not 
provide additional balance-of-payments financing for a pre-existing current account 
deficit. In 11 of these countries FDI is associated with reduced domestic 
investment....[and] a significantly negative impact on national saving..., this negative 
effect is of similar magnitude of FDI on domestic investment, implying a zero effect on 
the current account” (Fry, 1993, p.26).  Another study (European Round Table of 
Indusrialists, 1993) on a sample consisting of a group of middle income developing 
countries has shown, however, that “any increase of 1 percentage point in the share of FDI 
in total investment is accompanied by an improvement of 0.08 in incremental capital 
output ratio (ICOR)...[which is] equivalent to gain in efficiency of investment of 0.3 
percentage points at average annual GNP growth rates”. The ICOR measures the 
percentage of investment that would be needed to create an additional amount of growth 
and/or output. A low ICOR indicates greater efficiency of total investments in an 
economy and vice versa.  It would seem, from these two studies, that mixed results should 
be expected, FDI would be beneficial in one area but may entail high costs in another one. 
This indicates that absolute flows of FDI, despite their importance, would not be enough 
to measure the benefits that may accrue to developing countries. Equal volumes of flows 
may have different impacts depending on the overall economic environment and situation 
in the host country, the policy mix of both the host country and foreign investors and the 
area or sector where the impact of FDI is studied. 
 
Furthermore FDI may: 
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- create a monopolistic market structure in the long run,  
 
- cause a collapse of the local small and medium scale industries, and 
 
- exacerbate unemployment problems through its impact on the small and medium scale 
industries. 
 
Apart from the costs mentioned above, there are also many obstacles and barriers from the 
recipient countries’ side. Some of these problems are of an institutional nature and others 
are policy-oriented. Yet, there are some problems resulting from the fact of 
underdevelopment itself. All these problems, ranging from the economic and financial 
policies and the state of the infrastructure and the legal system to political stability, could 
be listed under investment environment. The ability of the investor to repatriate profits 
and/or recycle them internally, and the possibility for him to bring into the country the 
factors of production swiftly and smoothly, are two fundamental elements of a conducive 
investment environment. Accordingly, the foreign investor would like to have certain 
guarantees with respect to expatriation of profits, assurances against nationalisation, tax 
incentives and simplified procedures, among others. These, however, he cannot always  
have in many of the developing countries. 
 
On the other hand, many countries apply exchange control regulations. At the same time, 
the currencies of many others are not convertible. Political instability leads frequently to 
change of policies and orientations, especially with regard to protected markets and free 
market economic policies. The red tape in some countries, especially custom formalities, 
is so deep-rooted that it creates real obstacles. Furthermore, many countries lack the 
necessary infrastructure with respect to transport and communications, financial services 
and various supporting facilities including the lack of knowledge by the majority of 
citizens of a foreign language. It is not unusual, also, that many countries suffer from 
acute problems of energy supplies. Furthermore, many countries lack a clear investment 
strategy delineating, particularly, those sectors with the greatest potential attraction to 
foreign investors. Somewhat related to this problem is the little care given to systematic 
promotional activities, on the grounds that “profit seekers” will discover these 
opportunities on their own, which is of course a misconception. 
 
It is evident from the above that, despite an apparent convergence of interests, there are 
some practical problems that need to be addressed by both sides. Mutual trust, 
understanding each other’s problems, and giving the necessary weight to the interests of 
both parties would seem crucial in this respect. The developing countries need to 
understand that the main motive of foreign investors is to maximise their profits based on 
the availability of favourable investment and market conditions in the recipient countries. 
This motive, however, should be correctly assessed, and should not be taken to mean that 
these investors are here only to exploit the country. 
 
By the same token, foreign investors should take into account the fact that these countries 
have their problems and their aspirations and would like also to maximise their profits 
and social goals, in various forms. They should also take into consideration the fact that 
the population density in the world and the trends of population growth indicate that the 
bulk of future markets is in the presently developing markets. In other words, improving 
the standards of living in the developing countries and increasing the purchasing power of 
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their nationals are vital elements for enhanced aggregate world demand. The long-term 
interest of the transnational firms in the development of the developing countries is, thus, 
quite evident. Hence, the need for the above-mentioned mutual trust and understanding 
becomes even more pressing. 
 
This mutual trust and understanding would remain wishful thinking, unless they are 
translated into effective policy measures and practices to enable the developing countries 
to attract the funds they need, and to create a favourable investment environment which 
will enable FDI to play its desired role as an effective tool for development and 
cooperation. A broad framework of these required measures will be tackled in the 
subsequent sub-section.  
 
2.3. Desirable Policy Measures 
 
The policy measures recommended here are not country-specific. They are of a general 
nature, and each country is expected to modulate them so as to make them fit its own 
needs and circumstances. 
 
The recipient countries should take concrete measures aiming to (European Round Table  
Industrialists, 1993): 
 
a) lay down short and long-term industrial strategies, 
b) establish integrated infrastructure facilities conducive to industrial development, 
c) create marketing outlets and opportunities, particularly through free trade and export 

processing zones, 
d) upgrade the skills of manpower and apply advanced technologies, 
e) enact laws that encourage FDI, especially those related to free retransfer of capital and 

profits and avoidance of double taxation and, 
f) guarantee a healthy and favourable business environment by reducing, especially, red 

tape, risk and instability. 
 
In this respect, in a recently published Report about FDI in developing countries  (2), the 
European Round Table Of Industrialists (ERT) proposed what it termed “a twelve-point 
checklist for positive means of improving conditions for investment”. The Report 
considers these items as prerequisites and factors that would create a favourable 
environment conducive to the flow and presence of FDI in the long-term. Some of these 
items are listed below (pp.39-44). 
 
1. Acceptance of and agreement on certain basic rules of governance, such as rationality 
and continuity in policy making and application; compliance with basic human rights; a 
defined and clear role of the public sector and accountability of the government in the use 
of public funds. 
 
2. A change in social and individual attitudes and behaviour in a manner that would 
consider profit making as a socially acceptable pattern of behaviour, accept competition 
as a means of increasing efficiency and wealth, and accept and deal with foreigners 
without complexes 
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3. The legal and institutional framework should pay particular attention to transparency, 
recognition of private property, securing industrial and intellectual property rights, 
freedom of contract and corporate control and liability, curbing private and public 
monopolies, tax reform and long-term environmental policies. 
 
4. Ensuring a minimum size, structure and stability of the domestic market as well as the 
local private sector. In cases of small countries and markets, expanding these markets 
through regional integration should be considered. If  some difficulties are encountered in 
entering into formal schemes of integration, pragmatic and ad-hoc procedures of 
integration, such as joint industrial, trade and investment projects, should be worked out. 
 
5. Improving the labour/factor markets conditions to enable foreign companies to draw 
from a qualified labour market. In this respect, due consideration should be given to the 
development of an educational system that would meet development requirements in 
terms of scientific personnel, technicians, skilled and well-trained workers and craftsmen. 
Equally important requirements are well-trained managers, transparency and flexibility of 
labour markets and freedom of movement of the labour force. 
 
6. Easy access to raw materials, semi-finished goods and investment goods, both from 
local and international sources, and support services. 
 
7. Improving the links between the corporate sector and the financial system through 
measures and policies such as market-determined interest rates, credit facilities for the 
private sector, broader, deeper and more efficient capital markets and linkages, to the 
extent possible, to international financial markets. 
 
8. Providing foreign investors with the necessary information about the country, specially 
with regard to investment opportunities, trends and conditions. 
 
Since, as was mentioned earlier, the whole process is a form of partnership between the 
host country and the foreign investor, its success will equally depend on certain 
requirements to be satisfied by the foreign investor. In the survey conducted by ERT (pp 
22 and 23) the report shows that the host countries surveyed, about 24 developing 
countries including Egypt, Indonesia, Malaysia, Iran, Pakistan, Saudi Arabia, Bangladesh, 
Tunisia and Turkey from the OIC,  “complained of the following:  
 
- Investors still seem to be ignorant of the host country’s main policies;  

- They are not always open with the authorities about their plans; 

- Foreign investors are expected to understand the needs of the host country; 

- Some investors want to keep local subsidiaries artificially dependent on the parent 
company’s know-how; and are unwilling to transfer know-how and technology 
effectively to their local employees, 

- Some investors are suspected of dumping obsolete equipment in host countries; 

- The gradual development of linkages with the host economy is not always a priority 
with investors; 
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- Foreign investors are not willing to put more effort into cooperating with local 
businessmen when pursuing their projects,  

- Some investors tend to look down on their local labour force;  

- Foreign companies look upon some of the host countries as nothing more than bags of 
money to be squeezed; and 

- Foreign investors are not truly interested in solving environmental problems and 
avoiding waste and pollution”. 

 
The intensity and seriousness of these complaints differ from one country to another. 
They are, however, real problems that need to be addressed. To create the required  
environment, i.e., an environment conducive to such mutual benefit and trust, foreign 
investors are expected to take these concerns seriously. In other words, some policy 
measures need to be taken by the foreign investors to overcome these concerns. These 
policies will, naturally, differ from one firm to another. The important point is that the 
strategy of the foreign firm should be geared in a manner that would respond to the 
majority, if not all, of the complaints of the host countries, in a spirit of partnership and 
respect of the long-term development aspirations of the host countries. 
 
We have, so far, outlined the forms and possible roles of FDI as well as some obstacles 
that need to be addressed and certain requirements that should be satisfied if the FDI is to 
play its desired role. The following section will deal with the actual flows of FDI to 
selected OIC countries, and will investigate whether the FDI is actually playing its role as 
an instrument of development and international cooperation. 
 

3. VOLUME AND NATURE OF FDI FLOWS TO OIC COUNTRIES  
 
In this section, the actual FDI flows to OIC countries will be discussed from two angles, 
namely, the absolute volume and the sectoral distribution. It should, however, be pointed 
out that the analysis of these two variables would give only a very general picture as to 
the exact role of FDI as a tool of development and as a means to enhance international 
cooperation. To be able to discern the role of FDI precisely in these areas detailed micro 
case studies are needed. Specific case studies, however, are not the purpose of this paper. 
Whenever possible, some country data would be given to evaluate the role of FDI at a 
more detailed micro level.  
 
3.1. Volume And Direction Of Flows 
 
The following table shows the FDI flows to the OIC countries during the period 1982-
1992. 
 
An examination of Table 1 and Chart 1 below indicates that there was an increasing trend 
in the FDI flows to OIC countries during the period under consideration, with the 
exception of 1990. While the average annual growth rates at the world and the developing 
countries levels were, during 1988-92, -0.11% and 16.7%, respectively, the average 
annual growth rate of flows for OIC countries was about 24%, during the same period. 
This is, no doubt, a significant growth rate. It may indicate some positive developments 
such as the improvement of the overall macroeconomics indicators, a more conducive 
investment and regulatory environment and pursuance of free market economy policies, 
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including an active privatisation policy in some OIC countries. When the share of OIC 
countries in world and developing countries totals is considered, however, it would be 
observed that it is rather modest. The FDI flows to the OIC countries represented about 
4.4%, on average, of the total world flows during the period under consideration, while 
the developing countries’ share was 20.8%. On the other hand, the OIC countries’ share 
of flows to the developing countries was about 21.1%, despite the fact that the OIC group 
represents about one-third of the developing countries. Although the above list of 
countries does not include all the OIC membership, a significant change in this 
relationship would be highly improbable if the remaining OIC countries are included. 
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Table 1 
Foreign Direct Investment Inflows to the OIC Countries, 1982-1992 

 (Millions of Dollars)* 

 1982-87 
(Annual average) 

1988 1989 1990 1991 1992 

Algeria -7 13 12 - 12 10 
Bahrain 45 222 181 -4 -7 -9 
Bangladesh 1 2 - 3 1 4 
Benin - - 1 1 13 1 
Burkina Faso 1 1 1 1 1 - 
Cameroon 115 67 - -62 -21 10 
Chad 17 1 19 - -2 13 
Comoros 1 4 3 - 3 1 
Egypt 809 1190 1250 734 253 459 
Gabon 78 133 -31 74 -101 -36 
Gambia - 1 15 - 10 6 
Guinea 2 7 4 - 1 6 
Guinea-Bissau 1 1 1 2 2 6 
Indonesia 282 576 682 1093 1482 1774 
Iran -105 61 -19 -362 23 18 
Iraq 3 - 3 - -3 8 
Jamahiriya -152 98 125 159 190 150 
Jordan 43 24 -1 38 -12 41 
Kazakhstan 0 0 0 0 0 100 
Kuwait -3 16 4 -6 1 -35 
Lebanon 4 - 2 7 2 19 
Malaysia 844 719 1668 2332 3998 4469 
Maldives 2 1 4 6 7 7 
Mali 1 1 15 -7 4 -8 
Mauritania 6 2 4 7 2 - 
Morocco 42 85 167 165 320 424 
Niger 14 -1 - -1 1 - 
Nigeria 371 377 1882 588 712 897 
Oman 139 92 112 141 149 59 
Pakistan 86 186 210 244 257 349 
Qatar -2 -21 -2 5 43 5 
Saudi Arabia 149 -83 -20 554 128 385 
Senegal -1 14 10 -3 22 9 
Sierra Leone -20 -23 22 32 30 37 
Somalia 7 -43 -41 6 - - 
Sudan 6 2 9 -31 -1 - 
Syria 18 121 74 72 62 18 
Tunisia 150 61 79 75 125 379 
Turkey 92 354 663 684 810 1503 
Uganda - 5 -2 -6 1 3 
U.A.E. 41 189 39 -116 26 122 
Yemen 10 8 14 13 11 12 
OIC TOTAL 3090 4463 7159 6438 8555 11216 
Developing ec 14752 27772 27376 31266 39060 51485 
       
All countries 67526 159101 196132 207912 162124 158413 
Share of OIC In:       
Developing ec (%) 20.9 16.0 26.2 20.6 21.9 21.8 
All Countries (%) 4.6 2.8 3.7 3.1 5.3 7.1 

* 42 countries. 
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Source: World Investment Report 1994, New York, UN 1994. 
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Chart 1 
FDI Flows to OIC Countries, Developing Countries and World, 1982-1992 (Billion US $) 
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Would it be possible to conclude from the significant growth rate of flows mentioned 
above that FDI would be expected to keep this pace in the OIC countries in the future? 
Furthermore, could it be judged from these absolute flows that FDI is playing its desired 
role as an instrument of development and international cooperation? 
 
Regarding the first question about the future flows to the OIC countries, two factors have 
to be taken into account. First, the period covered is too short, and hence, it would be 
difficult to speak of a trend. Second, the world has witnessed since 1992, the last date for 
which data is provided, a lot of turmoil and instability in many parts of the world, 
especially the developing countries. Nothing could deter foreign investors more than this 
instability. Furthermore, if the OIC countries want to keep this pace of private flows they 
have to continue creating and maintaining a favourable macroeconomics and regulatory 
environment. Although this is desirable and needed, it would be difficult to establish that 
this is actually the case, let alone its continuation, in many of the OIC countries, 
especially those who are most in need of foreign investment. 
 
Regarding the second question concerning the role of FDI as an instrument of 
development and cooperation, analysis of more disaggregated data shows that there is a 
significant concentration of FDI flows to certain regions and countries as would be clear 
from the following tables. 
 
A selected group of 9 countries, as shown in Table 2 below, attracted more than 90% of 
the total FDI flows to the OIC countries. It is noteworthy that this group is entirely 
composed of oil-exporting and middle-income countries, and that there is a degree of high 
concentration in a smaller group of this sample. Furthermore, these are, more or less, the 
countries which have relatively a better infrastructure, more market-oriented economies 
and attractive concessions to foreign investors. This indicates that although  FDI could 
play an important role, it could not be invariably described as an instrument of 
development and international cooperation.  Foreign investors seek those countries where 
they could get the best possible returns under the safest conditions possible. This is only 
natural for any investor. However, it raises doubts about the role of FDI, especially in the 
LDCs, as an instrument of development. A country needs to attain a certain level of 
development and satisfy certain minimum requirements before it could hope to attract 
FDI. This indicates a very important policy implication for the LDCs. The shrinking of 
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foreign loans and grants in recent years could mainly be compensated, at least in the short 
and medium terms, by domestically mobilised resources and tough policy measures to 
improve the macroeconomics and regulatory environments. Only then could FDI be 
considered as an additional source to supplement their development efforts. 

 
Table 2 

Foreign-Direct Investment Inflows to Selected OIC Countries, 1982-1992 
(Millions of Dollars) 

 
 1982-87 

(Annual 
average) 

 
1988 

 
1989 

 
1990 

 
1991 

 
1992 

Egypt 809 1190 1250 734 253 459 
Indonesia 282 576 682 1093 1482 1774 
Malaysia 844 719 1668 2332 3998 4469 
Morocco 42 85 167 165 320 424 
Nigeria 371 377 1882 588 712 897 
Oman 139 92 112 141 149 59 
Pakistan 86 186 210 244 257 349 
Tunisia 150 61 79 75 125 379 
Turkey 92 354 663 684 810 1503 
       
TOTAL 2815 3640 6713 6056 8106 10313 
OIC Total 3090 4463 7159 6438 8555 11216 
       
Share in OIC 
total (%) 91.1 81.6 93.8 94.1 94.8 91.9 

 
Source: World Investment Report 1994, New York, UN 1994. 
 
This observation could be understood more clearly when the FDI flows to the OIC LCDs, 
during the same period are considered as shown by Table 3 below.  
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Table 3 
Foreign Direct Investment Inflows to the Least Developed OIC Countries 1982-92 

(Millions of Dollars) 
 

 1982-87 
(Annual 
average) 

 
1988 

 
1989 

 
1990 

 
1991 

 
1992 

Bangladesh 1 2 - 3 1 4 
Benin - .. 1 1 13 1 
Burkina Faso 1 1 1 1 1 - 
Chad 17 1 19 .. -2 13 
Comoros 1 4 3 - 3 1 
Djibouti - .. - - - - 
Gambia - 1 15 .. 10 6 
Guinea 2 7 4 - 1 6 
Guinea-Bissau 1 1 1 2 2 6 
Maldives 2 1 4 6 7 7 
Mali 1 1 15 -7 4 -8 
Mauritania 6 2 4 7 2 - 
Niger 14 -1 - -1 1 - 
Sierra Leone -20 -23 22 32 30 37 
Somalia 7 -43 -41 6 - - 
Sudan 6 2 9 -31 -1 - 
Uganda - 5 -2 -6 1 3 
Yemen 10 8 14 13 11 12 
       
TOTAL 49 -31 69 26 84 88 
OIC TOTAL 3090 4463 7159 6438 8555 10557 
       
Share in OIC 
total (%) 

1.6 - 1.0 0.4 1.0 0.8 

 
Source: World Investment Report 1994, New York, UN 1994. 
 
It is clear that the OIC LDCs could not attract more than about one percent of FDI flows to the 
OIC countries, despite the fact that they constitute almost half the members of the group 
for which data is reported in this study. In fact, when individual country data is considered 
it would appear that FDI in the OIC LDCs is really insignificant. This only supports our 
conclusion that FDI, although important and needed, cannot really be considered as an 
instrument of development but could be attracted, mainly, if a certain level of 
development is realised in a particular country. 
 
This is further verified when we consider the African group, excluding the African 
countries which are reported in Table 1 above under the select group, as shown in Table 4 
below. 
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Table 4 
Foreign Direct Investment Inflows in African OIC Countries 

(Millions of Dollars) 
 

 1982-87 
(Annual 
average) 

 
1988 

 
1989 

 
1990 

 
1991 

 
1992 

Algeria -7 13 12 .. 12 10 
Benin - .. 1 1 13 1 
Burkina Faso 1 1 1 1 1 - 
Cameroon 115 67 .. -62 -21 10 
Chad 17 1 19 .. -2 13 
Comoros 1 4 3 - 3 1 
Djibouti - .. - - - - 
Gabon 78 133 -31 74 -101 -36 
Gambia - 1 15 .. 10 6 
Guinea 2 7 4 - 1 6 
Guinea-Bissau 1 1 1 2 2 6 
Jamahiriya -152 98 125 159 190 150 
Mali 1 1 15 -7 4 -8 
Mauritania 6 2 4 7 2 - 
Niger 14 -1 - -1 1 - 
Senegal -1 14 10 -3 22 9 
Sierra Leone -20 -23 22 32 30 37 
Somalia 7 -43 -41 6 - - 
Sudan 6 2 9 -31 -1 - 
Uganda - 5 -2 -6 1 3 
       
TOTAL 69 283 167 172 167 208 
OIC TOTAL 3090 4463 7159 6438 8555 10557 
       
Share of African 
member countries 
in OIC Total (%) 

 
2.2 

 
6.3 

 
2.3 

 
2.7 

 
1.9 

 
2.0 

 
It is evident that this relatively better performance, as compared to that of the LDC group, 
is dominated by the inclusion of Jamahiriya among the African group. If Jamahiriya is 
excluded from the group, it would be readily apparent that the African countries’ share in 
the total FDI flows to OIC countries, from 1988 onwards, was less than one percent. 
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Chart 2 
FDI Flows to Various Groups in Millions of US Dollars 
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Another indicator to verify the above observations, that the most needy OIC countries are 
those that benefit the least from FDI flows, would be the ratio of FDI flows to gross fixed 
capital formation. The importance of this ratio is that it indicates the relative importance 
of FDI in the process of capital formation of a particular country. In other words, the 
absolute volume of FDI in a certain country may appear to be small, but its share in the 
gross fixed capital formation may be significant, and vice versa. In this case, the role of 
FDI would be more significant in the first case despite the low level of absolute volume 
as compared to the second case. Table 5 below gives the information for OIC countries 
composed of the select and the LDC groups and for which data is available. 

 
Table 5 

The Ratio of Foreign Direct Investment Inflows to Gross Fixed Capital Formation in OIC 
Countries, 1981-1992 

 (percentage) 
 

 (Annual average)   
 1981-85 1986-90 1991 1992 

Benin 0.2 0.2 5.1 .. 
Burkina Faso 0.3 0.2 0.1 .. 
Egypt 7.7 5.4 3.0 5.3 
Guinea-Bissau 1.9 1.6 3.0 .. 
Indonesia 1.0 2.0 3.7 4.1 
Malaysia 10.8 10.6 23.9 .. 
Mali 2.4 -0.3 0.6 .. 
Mauritania 4.7 1.9 0.9 .. 
Morocco 1.5 1.9 5.2 6.3 
Niger 0.6 3.6 0.2 .. 
Nigeria 4.5 27.5 19.3 23.3 
Oman 6.3 7.0 8.7 3.0 
Pakistan 1.7 2.9 3.6 4.3 
Tunisia 8.3 3.4 4.2 9.6 
Turkey 0.9 2.0 3.3 4.6 
Uganda -0.1 -0.2 0.3 .. 
Yemen 1.6 1.2 .. .. 

 
Source: World Investment Report 1994, New York, UN 1994. 
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Except for a few cases in some years, the ratio of FDI in the gross capital formation of 
LDCs is extremely modest. By contrast, the share of FDI in gross capital formation is 
rather significant in the case of some oil-producing countries, namely, Malaysia and 
Nigeria. Even in the case of the rest of the select group of countries, which was able to 
attract more than 90% of FDI flows to the OIC group, the share of FDI in their gross fixed 
capital formation is rather modest. The case of the majority of the selected countries 
group shows further that, even in the countries where the investment environment seems 
relatively better, the volume of FDI flows seems modest in comparison with the 
countries’ needs and potentials. 
 
It is important, at this juncture, to point out that  foreign flows should be assessed, from a 
development perspective, taking due consideration of profit expatriation.  Some data 
regarding foreign firms operating in Turkey would be indicative in this respect.  Foreign 
firms re-expatriated profits totalling  $546m during the period 1987-92 (15). This 
represents about 14% of total foreign capital entry during the same period. In fact, the real 
transfer is much higher if we take into account the widespread practices of price transfers 
through “over-invoicing” of the inputs provided by the parent company. The various 
transfers between the parent companies and their subsidiaries, for services and raw 
materials, are overpriced to avoid restrictions related to expatriation of profits through 
official channels (Yilmaz, 1986). 
 
Another interesting observation about the attitude of foreign firms could be drawn from 
the Turkish experience also. This concerns the difference between the permission given to 
foreign firms by the local authorities and the actual amounts invested. This information is 
shown in Table 6 and Chart 3 below. 
 

Table 6 
Permissions and Actual Flows of FDI to Turkey, 1987-92, (Millions of Dollars) 

 
Years Permitted Capital Actual Flows Ratio of Act.to Per. 
1987 537 171 31.8 
1988 824 387 47.0 
1989 1470 738 50.2 
1990 1784 789 44.2 
1991 1909 910 47.7 
1992 1235 517 41.9 
Total 7759 3512 45.3 

 
Source: Istanbul Chamber of Industry, Research Division, March, 1993. 
NB: The permissions for 1992 are up to end September, while the 
actual flows are up to end July, 1992. 
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Chart 3 
Amount of Foreign Capital Permissions and the Actual Flows, Turkey, 1987-92 

(Millions of US Dollars). 
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It would be seen from Table 6 and Chart 3 above that the actual flows did not exceed 50% 
of the permissions during the period under consideration. A foreign firm would usually 
apply for a permission after undertaking the necessary feasibility and appraisal studies 
justifying the viability of the project. If one adds to this the fact that the Turkish foreign 
investment legislation allows for various concessions to the foreign firms, this attitude 
would be hard to explain. A possible explanation lies with the speculative nature of 
capital. Foreign firms may be reluctant to undertake actual investment in anticipation of a 
change in policy, developments in exchange rates or overall doubt about the performance 
of the economy. Another possible explanation is that because investments are supported 
by various incentives in the form of direct payments, tax refunds, duty-free importation of 
capital goods, etc., firms declare higher FDI to get larger shares of these direct investment 
incentives. All these are not conducive elements from a development perspective and 
confirm further the financial nature of these flows. 
 
Now that the volume of the overall FDI flows to OIC countries has been analysed, the 
following sub-section will deal with the sectoral distribution of these flows, to the extent 
the availability of data permits. 
 
3.2. Sectoral Distribution Of FDI 
 
A careful review of the sectoral distribution of FDI for the few countries for which data is 
available reveals that there is a clustering of projects and financing in the service and 
manufacturing sectors. The following table summarises the scattered data which we could 
obtain for some countries. 
 
It would be observed that, except for the case of Turkey which has a relatively developed 
manufacturing sector, there is a high concentration in the service sector. There is, 
however, a rather significant share of agriculture in Pakistan and Nigeria. 
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Table 7 
Sectoral Composition of Annual Average FDI Flows to Some OIC Countries, 1980-1992 (per 

cent). 
 

 1980-82 1987-89 1990-92 
Bangladesh     

Agriculture 0.2 1.0 2.0 
Manufacturing 25.0 44.0 1.0 
Services 75.0 55.0 97.0 
Other 0.0 0.0 0.0 

Pakistan    
Agriculture .. 40.0 44.0 
Manufacturing .. 20.0 9.0 
Services .. 40.0 47.0 
Other .. 0.0 0.0 

Nigeria    
Agriculture .. 23.0 50.0 
Manufacturing .. 24.0 30.0 
Services .. 53.0 20.0 
Other .. 0.0 0.0 

Morocco    
Agriculture 13.0 7.0 7.0 
Manufacturing 30.0 22.0 27.0 
Services 55.0 54.0 50.0 
Other 2.0 17.0 16.0 

Turkey*    
Agriculture .. .. 2.0 
Manufacturing .. .. 63.0 
Services .. .. 34.0 
Other .. .. 1.0 

 
Source: World Bank, World Debt Tables, 1993-94. 
 
* Data for Turkey is the average for the period 1980-1992, 

and the source is the Undersecretariat for Treasury and 
Foreign Trade, 1992. 

 
To be able to draw some more meaningful conclusions of the sectoral trends, let us 
consider the following table (Table 8) which summarises the position in Turkey, the 
country for which some detailed data is available, at the end of 1992, as well as a number 
of charts. It should be pointed out that, strictly speaking, the Turkish case should not be 
taken as a representative case for the OIC group, since what is true for one country may 
not necessarily be true for another one. This case would, however, give a good clue to 
some factors that would determine the attitude and policies of foreign firms under certain 
conditions and within a given framework. 
 



 20 

Table 8 
The Sectoral Distribution of Institutions with Foreign Capital in Turkey by 31/12/1992 

(Millions of Dollars) 
 

Sectors Numbe
r of 

Firms 

Foreign 
Capital 

Share in 
Total Foreign 

Capital 

Total 
Capital of 
Companies 

Share of 
Foreign Capital 
in Total Capital 

Agriculture 65 41.06 2.73 55.22 74.35 
Mining 37 26.23 1.75 32.36 81.05 
Manufacturing
. 

683 817.01 54.36 1676.42 48.74 

Services 1570 618.64 41.16 1152.98 53.66 
Total 2355 1502.94 100.00 2916.98 51.52 
Source: Undersecretariat For Treasury and Foreign Trade, Ankara, 1992. 

 
Chart 4 

Distribution of Firms with Foreign Participation by Number in Turkey, 1992  
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Share in Total Foreign Capital by Sectors, Turkey, 1992. 
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Total Capital of Companies with Foreign Participation in Turkey 
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Chart 7 

Share of Foreign capital (%) in total capital of companies, Turkey. 

Agriculture

Mining

Manufact.

Services

 
 
 
Some rather interesting observations could be made from this picture of sectoral 
distribution of foreign capital in Turkey. First of all, despite the fact that in terms of total 
amounts invested the manufacturing sector takes the lead, it is noteworthy that the 
majority of foreign capital suppliers prefer to enter in participation with local firms 
operating in the service sector. This is reflected by the number of firms operating in the 
service sector and amounting to 1570 out of the 2355 firms in which there is a foreign 
participation in Turkey at the end of 1992. In other words, about 67% of foreign investors 
preferred to invest in the service sector. It is noteworthy, however, that the total foreign 
capital which these firms operating in the service sector brought to the country stood at 
41.16% of the total incoming direct foreign investment. By the same token, their share in 
the total capital of companies operating in the service sector amounted to 53.66%, against 
81.05% for those operating in the mining sector, 74.35% for those in the agricultural 
sector and 48.74% for those in the manufacturing sector. In other words, while the 
average amount of capital brought in by a foreign investor in the service sector amounted 
to US$0.4m, this average amounted to US$1.2m for the manufacturing sector, US$0.7m 
for the mining sector and US$0.6m in the agricultural sector. 
 
If one takes into account the fact that services constitute an important sector in Turkey, 
and that it is a fast-growing sector with a quick turn-over, it would be easily understood 
why there is a clustering of foreign firms, in terms of number, in this sector. Investment in 
the other sectors is more risky since relatively big amounts are needed and there is a 
longer gestation period. A more recent data, March 1995 (Table 9 and Chart 8 below), 
shows more or less the same picture, in terms of the amounts invested, where the 
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manufacturing sector takes the lead followed by the service sector. The data in terms of 
number of firms is not available. It is interesting to note that the amount of capital in 1995 
dropped by about 38.2% compared to 1992, with 38.4% drop in the service sector and 
35.2% in the manufacturing sector, the drop in the service sector being more pronounced. 
Since the data refers to stock of capital in both periods, this implies that repatriated capital 
was far greater than the net fresh inflow of capital, this situation being more pronounced 
in the case of the service sector. It is noteworthy that the financial sub-sector stands in the 
lead in terms of foreign capital attracted to Turkey.  
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Table 9 
The Sectoral Distribution of Foreign Capital (stock) in Turkey by 31/3/1995,(Million $) 

 
 
Sector/Sub-Sector 

Stock Of Foreign 
Capital  

Percentage 
In 

Total (%) 
A. Manufacturing 529.5 57.0 

-Food and tobacco 139.3 15.0 
-Electronic Goods 130.1 14.0 
-Automobile 111.5 12.0 
-Chemical Industries 74.3 8.0 
-Other 74.3 8.0 

B. Services: 381.0 41.0 
-Finance 158.0 17.0 
-Trade 92.9 10.0 
-Other Services 74.3 8.0 
-Tourism 55.8 6.0 

C. Agriculture and Mining 18.5 2.0 
Total 929.0 100.0 
Source: Forum Magazine, May, 1995, TOBB, Ankara. 

 
The sectoral distribution of FDI per se is not, despite its importance, a sufficient criterion 
by which to judge the developmental role of FDI. This has to be judged in terms of FDI 
contribution to the overall capital formation process, efficiency of investments reflected 
by lower rates of incremental capital/output ratios, creation of employment, foreign trade 
and upgrading of the technical and technological capabilities of the recipient countries. 
 

Chart 8 
The Sectoral Distribution of Foreign Capital Stock (%) in Turkey by 31/3/1995 
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The gross data we could obtain would not allow such detailed analysis. Some 
observations could, however, be made from Turkey’s experience. As was mentioned 
earlier, Turkey figures among the select OIC group which was able to attract the majority 
of FDI flows to the OIC countries. The share of FDI in the gross fixed capital formation 
in Turkey amounted to 0.9% in 1981-8, 2.0% in 1986-90, 3.3% in 1991 and 4.6% in 1992 
(see Table 5 above). Despite this apparently increasing trend, the share is very modest. 
While the relatively high share of FDI in the service and manufacturing sectors could 
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indicate to a certain contribution to employment (services, food and tobacco industries), 
exports and technology transfer (manufacturing), there are no detailed data to verify this 
possibility. 
 
Some more observations are drawn from another country’s experience, Malaysia, with 
respect to technology transfer. It is frequently claimed that technology transfer is an area 
where FDI can play an important role to increase the technological capabilities of the 
developing countries. This, however, is not always the case. In a study about technology 
transfer via FDI (Anuwar, 1992) in Malaysia the author observes that “despite the rapid 
pace of technological progress and commercialisation world-wide, the actual choices 
open to Malaysia, as far as usable technologies are concerned, may be rather limited in 
practice.”(p. 149). The author relates this to the concentration of the world’s technologies 
in a handful of big corporations which impose a lot of restrictions and obligations on 
users. He  concludes that, in Malaysia, technology transfer is done under very imperfect 
market conditions favouring FDI, and because of the package nature of technology 
transfer including foreign expertise and equipment, there are a lot of hidden costs. He 
further expresses the concern that import of technology frequently reduces the urgency 
and inhibit the effort aimed at developing indigenous technologies. 
 
All the above indicates that, despite its attractiveness as a mode of foreign financing, FDI 
does not constitute a readily and easily obtainable source of financing for the developing 
countries, especially the LDCs. This does not emanate from something inherently wrong 
with FDI. It is simply an inherent logic of the internal dynamism of foreign investment, 
since by its very nature, FDI seeks always the best possible remuneration and the least 
risky option. This basically is a message to the developing countries that FDI could be 
attracted BUT. 
 

4. CONCLUDING REMARKS 
 
This study attempted to verify whether FDI could be considered a readily and easily 
available source of foreign financing to compensate the developing countries for the 
shrinking flows of other modes of foreign financing for their development needs. 
 
It has been shown that FDI could be very useful, in various respects, and that it is also 
needed. However, there are doubts about its developmental role, especially with respect to 
the most needy poor and LDCs. Its role as an instrument of development and international 
cooperation for the developing countries is not as well-confirmed or significant as most of 
the economic literature tries to imply. This emanates from the nature and intensity of the 
problems facing the developing countries, the nature of FDI and the motives of TRNC’s 
to invest abroad. 
 
The points raised in what ERT termed the twelve-point checklist indicate that it would be 
rather difficult to establish the required mutual trust and sense of partnership under the 
present conditions of the developing countries and the basic philosophy of foreign 
investors. It goes without saying that the developing countries need to and would benefit 
from attracting more foreign investments in various forms. However, it is obvious that 
they need to do a lot of homework, in terms of improving their macroeconomics and 
regulatory environment, before they could hope to qualify as an attractive location for 
FDI. 



 25 

 
All this points to a very important policy implication for the developing countries. Under 
the present world conditions they have to depend more and more on their own resources 
to finance the bulk of their development needs. Foreign financing should be thought of 
mainly as a means of bridging the gap between their needs and resources. Because of its 
nature, FDI could not be thought of simply as one of the sources to bridge this gap, unless 
some basic requirements are satisfied. It has to be clearly understood by the OIC countries 
that FDI is attracted to a country on purely alternative investment criteria. In other words, 
it is directed to those locations where there is an obvious comparative advantage. Hence, 
it is not viewed from a development perspective by the capital owners. 
 
We are not trying to imply here that the OIC countries should disregard FDI on the 
grounds that development per se is not a priority to foreign investors dealing in this area. 
In fact, no foreign aid, irrespective of its nature, is granted with the sole intention of 
helping in the development of the developing countries. The OIC countries could attract 
more and more FDI if they make their countries an attractive location for foreign 
investors. This implies that they have to attain a minimum level of economic and 
institutional development and create a conducive environment for foreign investors if they 
want to be considered an attractive location for FDI. Hence, they should be aware of the 
fact that the resources needed to attain this minimum level of development would hardly 
be obtained from FDI sources. 
 
This study being devoted to FDI flows to OIC countries in general, intra-OIC flows were 
not tackled in particular. It is highly improbable that the overall findings would be 
modified in any significant manner. The reason is simply that because FDI originates 
mainly from the private sector, it adheres, more or less, to the same criteria which govern 
investment decisions. Although investors from OIC countries may be more willing to 
invest in other OIC countries, the same rules of the game would apply. In other words, the 
OIC countries would only be able to enhance intra-OIC FDI flows if they take the 
necessary measures and policies to improve the macroeconomics and regulatory 
environment in their countries. 
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