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In general, developing countries will wish to attract foreign investment. This is because they believe it offers benefits to the host economy – linkages to local firms, employment, technology transfer and perhaps improvements in the trade balance. It is reasonable to expect that governments would want to maximise the benefits of FDI to their economy. Foreigners will invest if they see a possibility of earning a profit. This is the prime motive and there is no reason to believe they will make any attempt to provide larger benefits to the host country than are necessary. In this sense, the benefits of FDI can be seen as rents, and investors (often multinationals) and governments will bargain over the sharing of these rents. Multinationals can engage in various restrictive business practices to try and increase their share of the rents, while governments may impose performance requirements (such as TRIMs) to increase the share of benefits to the host country.

The inherent problem with the TRIMs Agreement is that it prohibits governments from using performance requirements but does not impose any corresponding or reciprocal constraints on the multinational investors. Thus, the bargaining power of the government, and its discretion in industrial policy, is reduced whereas multinationals are unrestricted. This is one reason why the TRIMs Agreement is seen as unfair.

A more general problem relates to investment and competition policy within the WTO; as so much of trade and investment is by multinationals, regulations that constrain government policy actions on trade and investment without constraining multinationals anti-competitive behaviour is a three-legged stool minus one leg. The WTO monitors and can enforce a multilateral agreement among governments, it cannot restrict or rule on the actions of private companies. This deficiency is what has to be addressed through competition policy, but the WTO is not the appropriate forum to do this. For developing countries, the important implication is that wherever possible they should not grant investors (foreign or domestic) monopoly rights. Developing country governments, quite simply, should adopt policies that promote competition. Where market size permits, five or more companies should be invited to enter. Where market size is small, open trade mitigates the monopoly powers of dominant firms.

A final point to note is that attempts to link FDI with poverty reduction are misguided. Foreign investors are motivated by profit, not by the impact on the poor. FDI may generate growth in a sector that benefits the poor (such as cash crop marketing) or that ultimately trickles down and benefits the poor. FDI may generate employment that helps to bring some poor people out of poverty. Alternatively, FDI may be concentrated in extractive sectors or export enclaves with few links to the rest of the economy and no impact on poverty. Put simply, if FDI does contribute to reducing poverty this is only a by-product and not an objective of FDI. It follows that it is misguided to evaluate FDI against an objective (usually imposed by donors rather than investors or governments) of reducing poverty.
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