


6

Globalisation is a pervasive force in the world economy and in most 
individual countries. Production factors are increasingly mobile, and 
knowledge is being diffused on an unprecedented scale. Still, globali-
sation remains controversial. Although the sizable ß ows of portfolio 
investment are more visible, the debate on globalisation commonly 
focuses on the role of foreign direct investment (FDI) and Multina-
tional Enterprises (MNEs), which continue to represent the most 
tangible aspect of the globalisation process.
 
Attitudes towards FDI have been ambiguous for a long time. In devel-
oping countries, FDI was viewed early on as a continuation of colo-
nialism. Even in developed countries, FDI was at times considered a 
threat, either on the ground that it would lead to overexploitation of 
natural resources or of local markets, or for political reasons. Grad-
ually, however, awareness of the potential beneÞ ts of inward FDI in 
the form of capital inß ows, access to new technology and skills, em-
ployment opportunities, and an expanded tax base, has brought a 
welcoming attitude in most countries. The desire to reap the beneÞ ts 
of inward FDI has generally become the predominant force shaping 
government policies in this area. 

In order to maximize the gains for their economies, many developing 
countries imposed performance requirements on MNEs in the 1960s 
and 1970s. The effectiveness of such measures was increasingly 
questioned, however. Investments were discouraged from the outset, 
and investor behaviour distorted in unwanted ways. As a result, in 
multilateral negotiations under WTO auspices, countries have agreed 
to rules limiting the scope of mandatory requirements on investors. 
Governments and regions now commonly offer special incentives to 
foreign investors in order to stimulate certain actions on a voluntary 
basis, and/or provide targeted information as a means to attract 
investment. Furthermore, most governments have established an 
investment promotion agency (IPA).1

Increasingly, attention has been paid to country strategies for enhanc-
ing the gains from FDI through indirect measures. As one element of 
such a strategy, measures are often adopted to boost the capacity of 
domestic industry to beneÞ t from inward FDI. It is widely thought 
that technology and know-how can be diffused from MNEs to local 
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tions offered for upgrading skills, innovation, and organisational 
change in the economy. Many countries need to take steps to improve 
conditions for acquiring new knowledge throughout working life, 
putting in place the modes and means for creative learning that can 
last late into an individualÕs career. In ageing societies, the mature and 
experienced will have to be enticed to contribute, and to learn anew, 
for a longer time. Many established industrialised countries ought to 
remove current disincentives to education and training, particularly 
the development of skills in SMEs, and to mobility of personnel. 

The public knowledge infrastructure needs to support progress in 
such respects. In the case of Sweden, the sector of industrial research 
institutes is relatively small and not well positioned to promote tech-
nology diffusion and innovation in SMEs. In the university sector, 
where R&D funding is dominated by public sources, there are areas 
of recognised academic strength as measured, for example, by pub-
lication in scientiÞ c journals.33 Whereas universities now face numer-
ous demands to promote industrial links and exert a favourable inß u-
ence on societal developments, their effectiveness in doing so is 
hampered by the inherent conß ict between the striving for scientiÞ c 
progress and offering instruction in general skills, on the one hand, 
and meeting the highly speciÞ c demands for competence development 
among private Þ rms, notably SMEs, on the other. Remaining public 
regulations and tight government control over resource allocation in 
the university sector also limit the ß exibility of universities and their 
ability to carve out niches where they can specialise effectively. A 
further hindrance is the continued prevalence of taxes and labour 
market conditions which discriminate against risk-taking, training, 
and entrepreneurship on the part of individual workers and prospec-
tive entrepreneurs.

While a country should refrain from a Òpick-the-winnerÓ policy in 
terms of supporting individual Þ rms or ventures, measures to attract 
FDI are warranted in many cases because of the presence of barriers 
and the inadequate information confronting foreign investors in any 
economy. At the same time, FDI policies need to consider the kinds 
of effects that will result from attracting investment. DeÞ ciencies in 
resource allocation among domestic and foreign Þ rms alike require 
attention. Sharpening international competition and the technological 
and organisational changes under way are making present distortions 
increasingly costly.

Evolving policy challenges
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