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Module document: FDI from the BRICS

Background and justification for the module

Study into the role of investment flows in international development gained popularity in the
mid-1970s, when the G77 addressed the negative effects associated with the activity of
international corporations in developing countries in Africa, Latin America, and Southeast
Asia. The emergence of a new form of ‘South-South’ cooperation has contributed to the
expansion of business from emerging economies into the markets of developing countries.
This phenomenon has stimulated a new wave of research that has revealed the impact of
investments from the BRICS (Brazil, Russia, India, China and South Africa) on the
socioeconomic performance of developing countries.

A wide range of research papers in the field of development assistance have stated that it is
not only the ODA but also private capital from industrial countries that makes a major
contribution to the development of capital-scarce developing countries, and helps to smooth
spending throughout the business cycle in the recipient countries. However, the volatility of
private capital associated with the procyclicality of investments from industrial countries
poses a challenge for developing countries in terms of sustainability of financial resources.
Moreover, different types of capital flows are subject to different degrees of volatility, and
additionally, different forms of flows have different implications for development. Foreign
direct investment has become the most important source of external private finance, and has
proved to be more stable than other financial flows. However, during the past seven years
the FDI global market has decreased by half, totalling US$1tn in comparison to US$1.9tn,
and developing countries need different types of FDI to support balanced socioeconomic
development.

The shift in the economic landscape towards new global growth poles and the increasing role
of the BRICS as emerging economies in South-South Cooperation, provide extra ground for
predictability of private capital flows to be a driver for the socioeconomic development of the
poorest countries. What is more, the South-South Cooperation framework assumes a two-
way relationship between equal partners and extends the frames beyond ODA, which makes
private capital one of the main priorities for cooperation.

Purpose of the module

The main purpose of the module is to generate an understanding among the students about
the main features associated with the investment activity from emerging economies such as
Brazil, China, India, Russia and South Africa (BRICS) in developing countries. The purpose
requires the study of both supply and demand aspects of FDI from BRICS into the markets of
developing countries, as well as the consequences. The module is based on theoretical and
practical elements. From a theoretical perspective it deals with issues such as the main
stimulus for BRICS investment in developing countries, the types of resources needed by
developing countries, factors affecting the investment climate in developing countries, and a
hypothesis of its effects on business activity and economic development in the poorest
countries. From a practical angle the module deals with problems such as managing risks in
the markets of developing countries, private capital volatility, investment climate influence, as



well as the competition among the businesses from BRICS countries and investors from
industrial countries.

The module aims to translate research on the role of investors from the BRICS into new
knowledge for students on Master’s Degree programmes. The module is devoted to students
with a strong educational background in economics/finance/business/management, who
possess an intermediate knowledge of economic theory and of international economics/
development economics. Moreover, the module contains a wide range of case studies
reflecting issues of BRICS business performance in developing countries in Africa, South
and Central America, and Southeast Asia.

Learning outcomes

The module provides the opportunity to create coherence between the existing teaching
courses on the role of FDI in development and the research initiatives of the World Bank,*
DFID,2 and research projects implemented by academic institutions in Russia, Canada® and
the UK* that were devoted to development issues and the role of the BRICS in development.
It will strengthen the link between new forms of development cooperation study and those
research projects that were primarily focused on development assistance issues. Moreover,
the project will contribute to a teaching portfolio for universities from BRICS and other
developing countries.

By the end of the module, a successful student should be able to:

o Evaluate theory and evidence of the relationships between investment flows from
BRICS, socioeconomic development of the poorest countries and the investment
climate

o Identify the factors of the investment climate relevant for developing economies in
Africa, Latin America and Southeast Asia

o Assess the impact of the volatility of private capital flows on the economies of
developing countries

o Understand the private capital needs of the poorest nations and the stimulus for
BRICS businesses to expand their activity into developing countries

o Critigue and distinguish peculiarities in the modes of engagement of business from

BRICS countries, as well as the models of competition among BRICS.

Module structure

The module includes eight lectures, with a duration of 16 academic hours. The set of lectures
is accompanied by eight seminars, which are intended to develop students’ practical skills in
analysing particular case studies on modes of BRICS investment engagement in developing
countries in Africa, Latin America and Southeast Asia, as well as in assessing the
mechanisms used by BRICS to manage the risks associated with the investment
environment in developing countries.

! Russia Cares: the First Session of World Bank - DFID Program Advisory Council ‘Russia as a Donor Initiative (RDI)', World
Bank, 14 May 2009, go.worldbank.org/O3TNN7YRRO.

2 The ‘Sharing Responsibility for Development: Learning from Experience to Achieve Results’ project was implemented by the
Higher School of Economics in partnership with the GB aid agency Oxfam in Russia under the financial support of the UK
Department for International Development.

3 The G8, G20 and BRICS compliance with the development commitment project was implemented by the Higher School of
Economics in cooperation with the University of Toronto.

4 Rising Powers in International Development programme, Institute of Development Studies: www.ids.ac.uk/idsresearch/rising-
powers-in-international-development-programme.



http://go.worldbank.org/O3TNN7YRR0

Session 1. What types of resources are required by developing countries?
(2% lecture with PPT1)

The session is focused on the analysis of the types of external resources that come and
concentrate in developing countries, such as FDI and portfolio investments, ODA and other
development finance. The session provides an argument for why the governments of
developing countries are looking for private capital. What is more, the session studies the
role of private capital in socioeconomic development in improving the investment climate of
the poorest countries, in comparison with the role of traditional development assistance and
innovative sources of development finance. The session discovers what the added value of
private capital in international development is.

Another issue that is to be raised in this session is how bilateral and multilateral ODA and
private capital from BRICS differ from the investments from other donors. A special emphasis
is made on the activity of BRICS as bilateral donors and their cooperation with multilateral
institutions, including main MDBs, operating in different regions of the developing world.

Last but not least, the session deals with the question of what developing countries do to
attract private and public resources from developed countries. It focuses on the main
approaches of developing countries with respect to private and public stakeholders, and how
communication channels with the private sector differ from the methods of engagement with
sovereign donors. What is more, it discusses what types of FDI are most important for
developing countries; why recipients prefer to attract them to develop particular sectors; and
what added value BRICS countries could potentially provide to meet the demand of
developing countries.

Learning outcomes

o Compare different types of resources for developing countries from private and public
sources

o Identify ways that business impacts on poverty reduction

o Critique the role and effects of business on socioeconomic development

o Understand the tendencies and effects of BRICS countries’ private and public

resources in developing countries.

Seminar 1

At the seminar students are asked to analyse the ODA, FDI and other development
resources’ concentrations in different developing countries with particular emphasis on the
private and public resources that have come from BRICS economies. Students are asked to
compare BRICS resources with resources from traditional donors in absolute and relative
terms, as well as to make qualitative analyses of the effects of BRICS business on the
socioeconomic development of developing countries.

Literature and sources
Required reading

1. Agosin, M.R. and Mayer, R. (2000) Foreign Investment in Developing Countries: Does It
Crowd in Domestic Investment?, UNCTAD Discussion Paper 146, United Nations
Conference on Trade and Development, p. 23, http://unctad.org/en/Docs/dp _146.en.pdf

2. UNDP (2004) Unleashing Entrepreneurship: Making Business Work for the Poor, New
York: United Nations Development Programme,
http://web.undp.org/cpsd/documents/report/english/fullreport.pdf



http://unctad.org/en/Docs/dp_146.en.pdf
http://web.undp.org/cpsd/documents/report/english/fullreport.pdf

3.

Davies, P. (2011) The Role of the Private Sector in the Context of Aid Effectiveness,
OECD Consultative Findings Document Final Report, Organisation for Economic Co-
operation and Development, www.oecd.org/development/effectiveness/47088121.pdf
Davis, P. (2012) Let Business do Business: the Role of the Corporate Sector in
International Development, Overseas Development Institute,
www.odi.org.uk/sites/odi.org.uk/files/odi-assets/publications-opinion-files/7734.pdf
Cirera, X. (2013) The Economic Engagement Footprint of Rising Powers in sub-Saharan
Africa: Trade, FDI and Aid Flows, IDS Evidence Report 43, Brighton: IDS,
www.ids.ac.uk/publication/the-economic-engagement-footprint-of-rising-powers-in-sub-
saharan-africa-trade-fdi-and-aid-flows#sthash.8gohIX0q.dpuf

Additional reading

1.

World Economic Forum (2009) The Next Billions: Unleashing Business Potential in
Untapped Markets,
www.weforum.org/pdf/BSSFP/NextBillionsUnleashingBusinessPotentialUntappedMarkets
.pdf

Fan, S. and Hazell, P. (2000) ‘Should Developing Countries Invest More in Less-
Favoured Areas? An Empirical Analysis of Rural India’, Economic and Political Weekly
35.17: 1455-64

Agosin, M.R. (1999) ‘Liberalization and the International Distribution of Foreign Direct
Investment (mimeo)’, Santiago: Department of Economics, University of Chile

Smith, W. (2013) How Donors Engage with Business, Overseas Development Institute,
www.odi.org.uk/sites/odi.org.uk/files/odi-assets/publications-opinion-files/8502.pdf
UNIDO (2012) Structural Change, Poverty Reduction and Industrial Policy in the BRICS,
United Nations Industrial Development Organization,
http://institute.unido.org/documents/M1 _Home/BRICS report.pdf

Questions for self-assessment

1.
2.

3.

What is the added value of private resources in development cooperation?

What types of private and public resources are mainly preferred by developing countries
and why?

What types of public and private resources are mainly adequate for particular sectors and
why?

What is the proportion of private and public resources from BRICS and traditional donors
from OECD countries?

Which developing countries prefer to cooperate with government and business from the
BRICS and why?

What are the social, economic and cultural effects associated with the activity of BRICS
business in developing countries?


http://www.oecd.org/development/effectiveness/47088121.pdf
http://www.odi.org.uk/sites/odi.org.uk/files/odi-assets/publications-opinion-files/7734.pdf
http://www.ids.ac.uk/publication/the-economic-engagement-footprint-of-rising-powers-in-sub-saharan-africa-trade-fdi-and-aid-flows#sthash.8gohIX0q.dpuf
http://www.ids.ac.uk/publication/the-economic-engagement-footprint-of-rising-powers-in-sub-saharan-africa-trade-fdi-and-aid-flows#sthash.8gohIX0q.dpuf
http://www.weforum.org/pdf/BSSFP/NextBillionsUnleashingBusinessPotentialUntappedMarkets.pdf
http://www.weforum.org/pdf/BSSFP/NextBillionsUnleashingBusinessPotentialUntappedMarkets.pdf
http://www.odi.org.uk/sites/odi.org.uk/files/odi-assets/publications-opinion-files/8502.pdf
http://institute.unido.org/documents/M1_Home/BRICS_report.pdf

Session 2. Why does international business go into developing countries? (2" lecture
with PPT2)

This session discusses the key reasons for international business investment activity in
developing countries. It focuses on the resources, costs, finance and marketing opportunities
that determine the efficiency of doing business and that allow international businesses to
increase their revenue and extract profit in developing countries. The need for efficiency is
one of the main determinants in expanding business investment activity abroad, including to
the markets of developing countries.

Today, the international community is faced with the following phenomenon. On the one
hand, most of FDI goes to China, India, Indonesia and other emerging economies. On the
other hand, these emerging economies are increasing their investment presence in
developing countries. This part of the session looks at the BRICS as a new type of investor in
the international investment architecture and answers the question of why these emerging
economies are investing in developing countries.

What is more, the session assumes a retrospective analysis of international business
attitudes towards the poorest countries and the changing paradigm of investment activity to
this group of countries. The session explores the regulation of governments and the
international community with respect to international business operating in developing
countries. As a part of the session the main strategies of BRICS international business are
explored.

Learning outcomes

o Reveal the key economic incentives for business to work in developing countries,
such as resources and market seeking

o Understand the link between business incentives and desired development
outcomes, as well as the role of development policy and practice in achieving this

o Evaluate the potential of private sector strategies (especially of BRICS) for poverty
reduction

o Analyse BRICS business as a new type of investor

o Critigue international and national regulations with respect to business in developing
countries.

Seminar 2

Students are asked to make several presentations on business strategies in developing
countries, where they should reflect on the key reasons for business engagement in the
economies of developing countries. Students will be encouraged to make relevant
presentations of case studies on what motivates business from the BRICS to work in
developing countries and how it changes the modern FDI architecture.

Literature and sources
Required reading

1. Fernandez Jilberto, A.E. and Hogenboom, B. (2007) Big Business and Economic
Development: Conglomerates and Economic Groups in Developing Countries and
Transition Economies under Globalisation, New York: Routledge, p. 428

2. World Bank (1997) Private Capital Flows to Developing Countries: the Road to Financial
Integration, Oxford University Press

3. Buthe, T. and Milner, H.V. (2008) ‘The Politics of Foreign Direct Investment into
Developing Countries: Increasing FDI through International Trade Agreements?’,



American Journal of Political Science 52.4: 741-62,
www.princeton.edu/~hmilner/forthcoming%20papers/ButheMilner AJPS PoliticsOfForeig
nDirectlnvestmentlntoDevelopingCountries.pdf

Ashley, C. (2009) Harnessing Core Development Business for Development Impact,
Overseas Development Institute, www.odi.org.uk/sites/odi.org.uk/files/odi-
assets/publications-opinion-files/3566.pdf

World Investment Report (2012) Global Value Chains: Investment and Trade for
Development, United Nations Conference on Trade and Development,
http://unctad.org/en/PublicationsLibrary/wir2013 en.pdf

Additional reading

1.

2.

10.

11.

World Bank Group (2012) Global Investment Promotion Benchmarking: Eyes on Africa,
the Caribbean and the Pacific, www.wbginvestmentclimate.org/uploads/15709 Web.pdf
Buckley, P.J. and Ghauri, P.N. (2004) ‘Globalization, Economic Geography and the
Strategy of Multinational Enterprises’, Journal of International Business Studies 35.2:
81-98, http://eco83.econ.unito.it/~dottorato/marco_lamieri/fdi/8400076a.pdf

Zaytsev, Y. (2003) ‘Russian Business Investments in Developing Economies: Problems
and Outlook’, Russian International Affairs Council, 18 October,
http://russiancouncil.ru/en/inner/?id_4=2525#top

Equator Principles (2014) www.equator-principles.com/

Skolkovo Moscow Business School of Management (2011) All Roads Lead to Rome:
High Performance Firms in China and Russia,
www.skolkovo.ru/public/media/documents/research/SIEMS Monthly Briefing 2011-

06 _eng.pdf

Skolkovo Moscow Business School of Management (2011) New Geography of Capital
Flows,

www.skolkovo.ru/public/media/documents/research/SIEMS Monthly Briefing 2011-

04 _eng.pdf

Warner, M. (2002) Optimizing the Development Performance for Corporate Investments,
Overseas Development Institute

Nelson, J. and Prescott, D. (2008) Business and the Millennium Development Goals: A
Framework for Action, 2nd ed, International Business Leaders Forum

Paul, L. and Wooster, R. (2008) ‘Strategic Investments by US Firms in Transition
Economies’, The Journal of International Business Studies 3.2

Meyer, K. and Sinani, E. (2009) ‘When and Where Does Foreign Direct Investment
Generate Positive Spillovers? A Meta Source Analysis’, Journal of International Business
Studies 40.7

Dunning, J.H. (1993) The Globalisation of Business, London: Routledge

Questions for self-assessment

1.

2.

ok

What motivates international business and business from BRICS countries to work in
developing countries?

What resource and market opportunities do developing countries provide to international
business?

Describe the evolution of international business and its perception of markets in
developing economies.

What is the role of BRICS business in the changing FDI architecture?

What are the modern regulations of the governmental bodies and international
community with respect to international business in developing countries?


http://www.princeton.edu/~hmilner/forthcoming%20papers/ButheMilner_AJPS_PoliticsOfForeignDirectInvestmentIntoDevelopingCountries.pdf
http://www.princeton.edu/~hmilner/forthcoming%20papers/ButheMilner_AJPS_PoliticsOfForeignDirectInvestmentIntoDevelopingCountries.pdf
http://www.odi.org.uk/sites/odi.org.uk/files/odi-assets/publications-opinion-files/3566.pdf
http://www.odi.org.uk/sites/odi.org.uk/files/odi-assets/publications-opinion-files/3566.pdf
http://unctad.org/en/PublicationsLibrary/wir2013_en.pdf
https://www.wbginvestmentclimate.org/uploads/15709_Web.pdf
http://eco83.econ.unito.it/~dottorato/marco_lamieri/fdi/8400076a.pdf
http://russiancouncil.ru/en/inner/?id_4=2525#top
http://www.equator-principles.com/
http://www.skolkovo.ru/public/media/documents/research/SIEMS_Monthly_Briefing_2011-06_eng.pdf
http://www.skolkovo.ru/public/media/documents/research/SIEMS_Monthly_Briefing_2011-06_eng.pdf
http://www.skolkovo.ru/public/media/documents/research/SIEMS_Monthly_Briefing_2011-04_eng.pdf
http://www.skolkovo.ru/public/media/documents/research/SIEMS_Monthly_Briefing_2011-04_eng.pdf

Session 3. Theoretical and practical approaches to defining the effects of BRICS
business on the factors of the investment climate in developing countries
(3" lecture with PPT3)

Today, a wide range of research into theoretical and practical needs is devoted to the factors
effecting investments in national economies. One of the approaches to identifying these
factors is a market-oriented approach, which is based on the opportunities provided by the
national economy to investors to exert his/her competitive advantages. Another approach is
based on the economic advantages that characterise particular countries, such as human
capital, the quality of infrastructure and the availability of natural resources. However,
international experience demonstrates that the capacity of the economy is not the only factor
that contributes to the intensity of investors’ activity. Factors also include the protection of
intellectual property, market flexibility, the level of corruption, political decisions affecting the
activity of investors,®> and the opportunity for non-residents to start a business.

However, vulnerable economic conditions and market failures change the situation for
developing countries. The set of investment climate factors varies from country to country
and depends on the local conditions. That is why the next question of this session is how
investment climate factors are determined by country and by sector. What is more, it studies
investment climate factors in terms of different equilibriums of business supply and demand,
provided by donors and national governments of developing countries. The role of BRICS as
donors is emphasised in this regard.

To understand the role of investment climate factors in the real economy sector of
developing countries, it is crucial to analyse the influence of these factors on socioeconomic
development and on the ability to attract FDI. Measurement of the investment climate in
developing countries is one of the main challenges for national governments, business and
international donors. Investment climate constraints such as the reliability of the power
supply or the time it takes to register a business are relatively easy to identify and measure.
However, other issues such as dealing with corruption, competitive pressures and policy
issues are harder to quantify. Omitting important dimensions because the measurements
have not been perfected would give a distorted assessment and distorted information for key
stakeholders. This challenge provokes the need to find appropriate qualitative and
guantitative measurement instruments for each of the factors. The results of such an
empirical examination are important for most stakeholders in the field to identify areas that
need to be strengthened in order to increase the level of investment, which in turn will foster
economic growth and reduce poverty.

Learning outcomes

o Understand the role of investment climate factors in socioeconomic development and
on the ability to attract FDI

o Critique the role of BRICS countries as emerging donors in improving investment
climate factors

o Appraise existing evaluation methods for investment climate factors, including the

rationale for undertaking evaluation, the diversity of evaluation methodologies and
limitations of evaluation.

Seminar 3

Students will be asked to make several groups of up to five students to identify investment
climate factors for particular regions of developing countries and to make an assessment
(quantitative or qualitative) of the influence of investment climate factors on the

° Desai, Foley and Hines (2003).



socioeconomic development and ability of the countries to attract private resources from
business from BRICS countries.

Literature and sources

Required reading

1.

Seker, M. (2011) Trade Policies, Investment Climate, and Exports across Countries,
Washington DC: World Bank, www-
wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/2011/05/09/000158349 201105
09085841/Rendered/PDE/WPS5654.pdf

Dollar, D.; Hallward-Driemeier, M. and Mengistae, T. (2005) Investment Climate and
International Integration, Washington DC: World Bank,
http://siteresources.worldbank.org/INTINVTCLI/Resources/InvestmentClimateandinternat
ionallntegration.pdf

Dollar, D.; Hallward-Driemeier, M. and Mengistae, T. (2003) Investment Climate and Firm
Performance in Developing Economies, World Bank,
http://sticerd.lse.ac.uk/dps/eid2003/Dollar.pdf

World Economic Forum (2005) Building on the Monterrey Consensus: The Growing Role
of Public—Private Partnerships in Mobilizing Resources for Development,
www.weforum.org/pdf/un_final report.pdf

World Bank (2005) World Development Report 2005: A Better Investment Climate for
Everyone, Washington DC: World Bank/Oxford University Press,
http://siteresources.worldbank.org/INTWDR2005/Resources/complete report.pdf

Stern, E.; Stame, B.; Mayne, J.; Forss, K.; Davies, R. and Befani, B. (2012) Broadening
the Range of Designs and Methods for Impact Evaluations, DFID Working Paper 38,
www.dfid.gov.uk/Documents/publications1/design-method-impact-eval.pdf

Kandhker, S.; Koolwal, G. and Samad, H. (2010) Handbook on Impact Evaluation:
Quantitative Methods and Practices, Washington DC: International Bank for
Reconstruction and Development/World Bank

Additional reading

1.

Nelson, J. (2003) ‘Economic Multipliers: Revisiting the Core Responsibility and
Contribution of Business to Development’, IBLF Policy Paper 4, London: International
Business Leaders Forum,
www.iblf.org/~/media/Files/Publications/Publicationsvl/EconomicMultipliers.ashx
World Bank (2014) Doing Business: Understanding Regulations for Small and Medium-
Size Enterprises, Washington DC: World Bank,
www.doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Annual-
Reports/English/DB14-Full-Report.pdf

Skolkovo Moscow Business School (2011) Beyond Business, Not Beyond Government:
How Corporate Social Responsibility Leaders in China and Russia Do Philanthropy?,
www.skolkovo.ru/public/media/documents/research/SIEMS Monthly Briefing 2011-
02 _eng.pdf

Juhl, P. (1978) ‘Investment Climate Indicators: Are They Useful Devices to Foreign
Investors?’, Management International Review 18.2: 45-50

Minh Quang Dao (2008) ‘The Impact of Investment Climate Indicators on Gross Capital
Formation in Developing Countries’ The Journal of Developing Areas 42.1: 155-63
Olsen, R.A. (1997) ‘Investment Risk: The Experts’ Perspective’, Financial Analysts
Journal 53.2: 62—66

Quinn Patton, M. (2010) Developmental Evaluation: Applying Complexity Concepts to
Enhance Innovation and Use, Guilford Press



http://www-wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/2011/05/09/000158349_20110509085841/Rendered/PDF/WPS5654.pdf
http://www-wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/2011/05/09/000158349_20110509085841/Rendered/PDF/WPS5654.pdf
http://www-wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/2011/05/09/000158349_20110509085841/Rendered/PDF/WPS5654.pdf
http://siteresources.worldbank.org/INTINVTCLI/Resources/InvestmentClimateandInternationalIntegration.pdf
http://siteresources.worldbank.org/INTINVTCLI/Resources/InvestmentClimateandInternationalIntegration.pdf
http://sticerd.lse.ac.uk/dps/eid2003/Dollar.pdf
http://www.weforum.org/pdf/un_final_report.pdf
http://siteresources.worldbank.org/INTWDR2005/Resources/complete_report.pdf
http://www.dfid.gov.uk/Documents/publications1/design-method-impact-eval.pdf
http://www.iblf.org/~/media/Files/Publications/Publicationsv1/EconomicMultipliers.ashx
http://www.doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Annual-Reports/English/DB14-Full-Report.pdf
http://www.doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Annual-Reports/English/DB14-Full-Report.pdf
http://www.skolkovo.ru/public/media/documents/research/SIEMS_Monthly_Briefing_2011-02_eng.pdf
http://www.skolkovo.ru/public/media/documents/research/SIEMS_Monthly_Briefing_2011-02_eng.pdf

Questions for self-assessment

1.
2.
3

What are the key approaches to identify investment climate factors?

How are investment climate factors determined by country and by sector?

Why is there a need to measure the impact of investment climate factors on business
activity and economic development?

How effective are existing methodologies in measuring the impact of investment climate
factors on socioeconomic development and the ability to attract FDI?

Does business from the BRICS change the business environment attractiveness in
developing countries?



Session 4. Managing the risks within the markets of developing countries
(4" lecture with PPT4)

The session focuses on the main investment risks existing in developing countries and the
main mechanisms to counter these risks. The work of stakeholders on investment climate
improvement is one of these mechanisms, which helps to overcome risks associated with the
business environment. On the one hand, the session looks at the role of governments and
donors in reducing the risks for investors. On the other hand, it discusses the engagement of
international business in improving the business climate in the countries that it operates, with
the help of instruments such as CSR and PPP. There is a focus on PPP as a new
mechanism in mobilising resources for development needs and investment climate
improvement.

There is a special emphasis on the methods employed by BRICS business to overcome
investment-associated risks in developing countries, and on how these methods create an
added value that helps them to compete with other investors.

Learning outcomes

o Analyse the risks associated with business activity in the markets of developing
countries

o To understand the concept of partnership between business and government and the
factors that influence them to act in the interests of the poorest nations

o To critique the impact of social enterprise on the socioeconomic development of the
poorest countries

o To contribute to an understanding of how PPP and CSR can reduce the risks

associated with markets in developing countries, using the example of the BRICS.

Seminar 4

The students are asked to make several groups of up to five students, to analyse the risks
associated with the markets of developing countries, in particular the sectors and regions
from the perspective of businesses that represent the mining sector and service sectors.
Another part of the task deals with the strategies employed by the business to overcome
these risks. Students are asked to make group presentations and discussions after 20
minutes of group deliberations.

Literature and sources
Required reading

1. World Bank (2013) Implementing a Framework for Managing Fiscal Commitments from
Public Private Partnerships, Washington DC: World Bank,
www.wbginvestmentclimate.org/advisory-services/private-participation/upload/ON-FC-
Management-For-Distribution.pdf

2. Brinkerhoff, D. and Brinkerhoff, J. (2011) ‘Public—Private Partnerships: Perspectives on
Purposes, Publicness and Good Governance’, Public Administration and Development
31.1: 2-14

3. Skolkovo Moscow Business School (2011) ‘The Political Dimension of Doing Good:
Managing the State through CSR in Russia and China’, Siems Monthly Briefing, August,
Ernst & Young/Skolkovo Moscow Business School,
www.skolkovo.ru/public/media/documents/research/SIEMS _Monthly Briefing _2011-
08 eng.pdf

4. Porter, M. and Kramer, M. (2011) ‘Creating Shared Value’, Harvard Business Review
January/February
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https://www.wbginvestmentclimate.org/advisory-services/private-participation/upload/ON-FC-Management-For-Distribution.pdf
https://www.wbginvestmentclimate.org/advisory-services/private-participation/upload/ON-FC-Management-For-Distribution.pdf
http://www.skolkovo.ru/public/media/documents/research/SIEMS_Monthly_Briefing_2011-08_eng.pdf
http://www.skolkovo.ru/public/media/documents/research/SIEMS_Monthly_Briefing_2011-08_eng.pdf

5.

Bornstein, D. (2004) How to Change the World: Social Entrepreneurs and the Power of
New ldeas, Oxford: Oxford University Press

Additional reading

1.

2.

Zhao, M. (2012) ‘The Social Enterprise Emerges in China’, Stanford Social Innovation
Review, Spring

Mair, J. and Marti, I. (2006) ‘Social Entrepreneurship Research: A Source of Explanation,
Prediction and Delight’, Journal of World Business 41: 36—44

Rocha Menocal, A. (2013) It’'s a Risky Business: Aid and New Approaches to Political
Risk Management, Overseas Development Institute,
www.odi.org.uk/sites/odi.org.uk/files/odi-assets/publications-opinion-files/8466.pdf
Wright, G.A.N.; Semogerere, G. and Mutesasira, L. (1999) ‘Vulnerability, Risks, Assets
and Empowerment — The Impact of Microfinance on Poverty Alleviation’, a contribution to
World Development Report 2001, final report, Micro Save-Africa and Uganda Women's
Finance Trust

Questions for self-assessment

1.

What are the main risks associated with the markets of developing countries, and what
are the main mechanisms to counter these risks?

How could the government and private sector complement each other to reduce the risks
in the markets of developing countries?

How can CSR and PPP programmes contribute to investment climate improvement?
What is the role of PPP as a source of innovative development finance?

What methods do BRICS businesses employ in the markets of developing countries?
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Sessions 5/6/7. The analysis of BRICS business by regional engagement

This section begins a set of sessions on regional experience of international business activity
in different developing regions, namely Africa, Latin America and Southeast Asia.

From a theoretical point of view the sessions specially investigate the factors that determine
international business modes of engagement for development in Africa, Latin America and
Southeast Asia, such as capital market imperfections, special ownership advantages,
institutional factors, and other factors that explain the behaviour of the multinational firm.
From a practical perspective the sessions identify particular sector-specific factors that make
businesses invest in these countries.

The sessions concentrate on the issue of to what extent the BRICS (as a group) differ in their
approach to investment compared with investors from industrial countries such as Japan,
US, and also the EU. It describes how the ‘South-South Cooperation’ framework is
applicable with respect to BRICS business in developing countries. Does business imply the
same two-way relationship of equals, rather than the power imbalance implied by the donor-
recipient relationship?

The sessions also compare the volumes of FDI among investors, regions, sectors and
markets of engagement and concentration. What is more, FDI from the BRICS and OECD
countries are compared with other resources such as ODA and trade flows, provided by both
types of investors in developing countries from Africa, Latin America and Southeast Asia.
The analysis allows students to critique if these resources help to increase the influence of
business from BRICS and OECD countries in developing countries.

Investments from BRICS and other emerging economies are quite diversified between
different sectors, especially services that could constitute a significant source of economic
growth in developing countries from Asia, Latin America and Southeast Asia. This makes the
governments of developing countries make a choice on the type of business they would find
appropriate to contribute to the socioeconomic development of the poorest nations. Thus, the
set of sessions presents a strong basis for explaining the determinants of BRICS business
modes of engagement and market accession, and mechanisms to overcome capital market
imperfections. The sessions identify particular sector-specific and region-specific factors that
make businesses invest in developing countries and distinguish these factors among the
BRICS countries. The sessions make conclusions on the relevance of the ‘South-South
Cooperation’ framework with respect to the business from emerging economies in
developing countries.

What is more, the sessions identify the BRICS business influence on the socioeconomic
development of the poorest nations in Africa, Latin America and Southeast Asia.
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Session 5. Analysis of BRICS business in Africa (5" lecture with PPT5)

Learning outcomes

o Understand the main tendencies and shifts in the foreign public and private resources
architecture in Africa

o Identify the main sectors of international business engagement in Africa

o Compare the market integration and competitiveness strategies of business from
BRICS and OECD countries

o Critigue investment and business management approaches exercised by different

businesses from BRICS countries.

Seminar 5

Students are asked to arrange themselves into up to five groups representing business from
Brazil, Russia, India, China and South Africa. The students will be asked to analyse cases of
BRICS business engagement in the economies of African countries. In particular, students
will have to compare BRICS business with the business from OECD countries, as well as the
competition strategies employed by business from particular BRICS countries with business
from other BRICS countries.

Literature and sources
Required reading

1. Sen, K. (2013) State—Business Relations and Economic Development in Africa and India,
New York: Routledge

2. Cirera, X. (2013) The Economic Engagement Footprint of Rising Powers in sub-Saharan
Africa: Trade, FDI and Aid Flows, IDS Evidence Report 43, Brighton: IDS

3. UNIDO (2011) Africa Investor Report 2011: Towards Evidence-based Investment
Promotion Strategies, Vienna, United Nations Industrial Development Organization,
www.unido.org/fileadmin/user _media/Publications/Pub_free/AlS Report A4.pdf

Additional reading

1. Ernst & Young (2013) Africa 2013: Getting Down to Business: Ernst & Young’s
Attractiveness Survey, EYGM Limited,
www.ey.com/Publication/vwLUAssets/Africa_Attract 2013 -

Getting_down_to business/$FILE/Africa_attractiveness 2013 web.pdf

2. Ernst & Young (2012) Africa by Numbers: Assessing Market Attractiveness in Africa,
EYGM Limited, http://emergingmarkets.ey.com/wp-
content/uploads/downloads/2012/11/Ernst-Young-Africa-by-Numbers-2012.pdf

3. World Bank (2013) Doing Business in the East African Community: Smarter Regulation
for Small and Medium Size Enterprises, Washington DC: World Bank,
http://doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Special-
Reports/DB13-EAC. pdf

4. UNDP (2013) Realizing Africa’s Wealth: Building Inclusive Business for Shared
Prosperity, New York: United Nations Development Programme,
www.undp.org/content/dam/undp/library/corporate/Partnerships/Private%20Sector/UNDP
%20AFIM%20Realizing%20Africas%20W ealth.pdf

5. Farole, T. (2011) Special Economic Zones in Africa: Comparing Performance and
Learning from Global Experience, Washington DC: World Bank, p. 299

6. Business Action for Africa (2010) Accelerating Progress Towards the Millennium
Development Goals through Inclusive Business. Delivering Results: Moving to Scale,
report on an inclusive business dialogue held during the UN Summit on the Millennium
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http://www.unido.org/fileadmin/user_media/Publications/Pub_free/AIS_Report_A4.pdf
http://www.ey.com/Publication/vwLUAssets/Africa_Attract_2013_-_Getting_down_to_business/$FILE/Africa_attractiveness_2013_web.pdf
http://www.ey.com/Publication/vwLUAssets/Africa_Attract_2013_-_Getting_down_to_business/$FILE/Africa_attractiveness_2013_web.pdf
http://emergingmarkets.ey.com/wp-content/uploads/downloads/2012/11/Ernst-Young-Africa-by-Numbers-2012.pdf
http://emergingmarkets.ey.com/wp-content/uploads/downloads/2012/11/Ernst-Young-Africa-by-Numbers-2012.pdf
http://doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Special-Reports/DB13-EAC.pdf
http://doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Special-Reports/DB13-EAC.pdf
http://www.undp.org/content/dam/undp/library/corporate/Partnerships/Private%20Sector/UNDP%20AFIM%20Realizing%20Africas%20Wealth.pdf
http://www.undp.org/content/dam/undp/library/corporate/Partnerships/Private%20Sector/UNDP%20AFIM%20Realizing%20Africas%20Wealth.pdf

Development Goals, New York, www.businesscalltoaction.org/wp-
content/uploads/2011/03/Delivering-Results -Moving-Towards-Scale-FINAL-LR.pdf
Ernst & Young (2013) Africa on the Move: the Quest for Sustainable Growth, EYGM
Limited,

http://iems.skolkovo.ru/images/IEMS research reports’EMEIAMAS IEMS %20Africa.pd
f

Questions for self-assessment

=

What are the main sectors of international business involvement in Africa?

What is the current architecture of private and public resources from OECD and BRICS
countries? What are the main determinants in architectural shifts?

What is the difference in methods of doing business between OECD and BRICS
business in African countries?

Do business competitiveness and strategies differ among the BRICS businesses in
African countries?

What are the main strengths and weaknesses of the investment climate in African
countries?

What are the strategies used by the governments of African countries to attract business
from BRICS countries?
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Session 6. Analysis of BRICS business in Latin America (6™ lecture with PPT6)

Learning outcomes

o Identify the main sectors and regions of international business engagement in Latin
America

o Understand the main tendencies and shifts in the foreign public and private resources
architecture in Latin American countries

o Assess investment and business management approaches exercised by different
businesses from BRICS countries in Latin America

o Compare the market integration and competitiveness strategies of business from

BRICS and OECD countries in Latin American countries.

Seminar 6

Students are asked to arrange themselves into five groups representing business from
Brazil, Russia, India, China and South Africa. The students will be asked to analyse cases of
BRICS business engagement in the economies of Latin American countries. In particular,
students will have to compare BRICS business with the business from OECD countries, as
well as the competition strategies employed by business from particular BRICS countries
with business from other BRICS countries.

Literature and sources
Required reading

1. Fajnzylber, P.; Guasch, J.L. and Humberto Lopez, J. (2009) (eds) Does Investment
Climate Matter? Microeconomic Foundations of Growth in Latin America, New York:
Palgrave Macmillan/World Bank, p. 321

2. Economic Commission on Latin America and Caribbean (2012) Foreign Direct
Investment in Latin America and the Caribbean,
www.cepal.org/publicaciones/xml/4/49844/ForeignDirectinvestment2012.pdf

3. Economic Commission on Latin America and Caribbean (2013) A Snapshot of Chile’s 20
Largest Multinational Enterprises in 2011: Sustained Growth in South America,
www.cepal.org/publicaciones/xml/7/50117/AsnapshotofChile.pdf

4. Belyi, E. (2013) ‘Russian Business in Cuba: from Ideology to Pragmatism’, Russian
Council of International Affairs, 20 August,
http://russiancouncil.ru/en/inner/?id _4=2243#top

Additional reading

1. OECD (2013) Latin American Economic Outlook: SME Policies for Structural Change,
Organisation for Economic Co-operation and Development/UN-ECLAC, www.oecd-
ilibrary.org/docserver/download/4112071e.pdf?expires=1383246377&id=id&accname=id
9780&checksum=3779C7147E183D8CD3BF7DBD658F0196

2. Heine, G. and Visvanathan, R. (2011) ‘The Other BRIC in Latin America’, Americas
Quarterly, Spring, www.americasquarterly.org/india-latin-america

3. Valls Pereira, L.; Sennes, R. and Mulder, N. (2009) Brazil’'s Emergence as a Regional
Export Leader in Services: Case of Specialization in Business Services, Economic
Commission on Latin America and Caribbean,
www.cepal.org/comercio/publicaciones/xml/5/38325/Brazil regional export services Ser
ie_94.pdf

4. Moguillansky, G. and Bielschowsky, R. (2001) Investment and Economic Reform in Latin
America, Economic Commission on Latin America and Caribbean, www.cepal.org/cgi-
bin/getProd.asp?xml=/publicaciones/xml/7/7217/P7217.xml&xsl|=/publicaciones/ficha-
i.xsl&base=/publicaciones/top publicaciones-i.xsl
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http://russiancouncil.ru/en/inner/?id_4=2243#top
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http://www.americasquarterly.org/india-latin-america
http://www.cepal.org/comercio/publicaciones/xml/5/38325/Brazil_regional_export_services_Serie_94.pdf
http://www.cepal.org/comercio/publicaciones/xml/5/38325/Brazil_regional_export_services_Serie_94.pdf
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http://www.cepal.org/cgi-bin/getProd.asp?xml=/publicaciones/xml/7/7217/P7217.xml&xsl=/publicaciones/ficha-i.xsl&base=/publicaciones/top_publicaciones-i.xsl
http://www.cepal.org/cgi-bin/getProd.asp?xml=/publicaciones/xml/7/7217/P7217.xml&xsl=/publicaciones/ficha-i.xsl&base=/publicaciones/top_publicaciones-i.xsl

Questions for Self-assessment

1.

2.

What are the main strengths and weaknesses of the investment climates of economies in
Latin America?

What are the main sectors and regions associated with BRICS and OECD business
involvement in Latin American countries?

What are the strategies used by the governments of Latin American countries to attract
international business as well as business from BRICS countries?

How has the system of private and public finance generated from OECD and BRICS
countries evolved over time? What is the current situation?

What is the role of Brazilian business in Latin American countries? What strengths and
weaknesses does it have with respect to other international businesses in the region?
What is the difference in methods of doing business between OECD and BRICS
business in Latin American countries?

What are the main differences in business investment and competitiveness strategies
among the BRICS businesses in Latin America?
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Session 7. Analysis of BRICS business in Southeast Asia (7™ lecture with PPT7)

Learning outcomes

o Understand the main tendencies and shifts in the foreign public and private resources
architecture in Southeast Asia

o Identify the main sectors of international business engagement in Southeast Asia

o Compare the market integration and competitiveness strategies of business from
BRICS and OECD countries in Southeast Asia

o Critigue investment and business management approaches exercised by different

businesses from BRICS countries in Southeast Asia.

Seminar 7

Students are asked to arrange themselves into five groups representing business from
Brazil, Russia, India, China and South Africa. The students will be asked to analyse cases of
BRICS business engagement in the economies of countries in Southeast Asia. In particular,
students will have to compare BRICS business with the business from OECD countries, as
well as the competition strategies employed by business from particular BRICS countries
with business from other BRICS countries.

Literature and sources
Required reading

1. Asian Development Bank (2012) Development Effectiveness Report 2012: Private Sector
Operations, www.adb.org/sites/default/files/defr-2012-psod.pdf

2. Asian Development Bank (2011) Classification of ADB Assistance for Public—Private
Partnerships in Infrastructure Development (1998-2010),
www.adb.org/sites/default/files/pub/2012/classification-adb-assistance-ppp.pdf

3. Ganiev, B. (2009) Asian Development Outlook 2009: Rebalancing Asia’s Growth, Hanoi:
Asian Development Bank

Additional reading

=

OECD (2009) Viet Nam: Investment Policy Reviews, Paris: OECD

2. OECD (2009) Vietnam, Policy Framework for Investment Assessment, Investment Policy
Reviews, Paris: OECD

3. Nguyen Hong Son and Dang Duc Son (2011) Improving Accessibility of Financial

Services in the Border-Gate Areas to Facilitate Cross-Border Trade: The Case of Viet

Nam and Implications for Greater Mekong Subregion Cooperation, Asian Development

Bank Research Report 1.4, Metro Manila: ADB

Questions for self-assessment

1. What are the main sectors of international business involvement in Southeast Asia?

2. What is the current architecture of private and public resources from OECD and BRICS
countries? What are the main determinants of architectural shifts?

3. What is the difference in methods of doing business between OECD and BRICS
business in Southeast Asia?

4. Do business competitiveness and strategies differ among the BRICS businesses in
Southeast Asia?

5. What are the main strengths and weaknesses of the investment climate in Southeast
Asia?

6. What are the strategies used by the governments of Southeast Asian countries to attract
business from BRICS countries?
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Session 8. The volatility of private capital flows in developing countries and the
potential role of the BRICS Development Bank to counter procyclicality of investments
(8" lecture with PPT8)

The idea of establishing a BRICS Development Bank is very new and deserves a special
analysis of the potential role of the institution in leveraging the drawbacks associated not only
with lack of resources, but also with the instability of the private capital flows in developing
countries.

At present several options are available to developing countries to counter the procyclical
pattern that characterises private capital flows. They are: designing mechanisms to
encourage more stable private flows (counter-cyclical guarantees) or that distribute the risk
facing developing countries better throughout the business cycle; introducing prudential
capital accounts regulations and adopting counter-cyclical prudential regulations for the
domestic financial system. Not all of the above mentioned mechanisms are effectively used
in developing countries. Moreover, many of them do not have institutions that could support
the development and effective use of these mechanisms (e.g. in the development of a
domestic bonds market), as well as to exercise prudential regulations on the capital account
and counter-cyclical prudential regulations. The BRICS Development Bank as a new MDB
could fill this gap.

Learning outputs

o Explain the reasons for the volatility of private capital flows in developing countries

o Understand the role of mechanisms to counter the procyclical pattern that
characterises private capital flows

o Critique the role of the BRICS Development Bank in international development

assistance within the ‘South-South Cooperation’ framework, as well as its role in
counter-cyclical prudential regulations.

Seminar 8

Students are asked to prepare two presentations. The first presentation is devoted to the
reasons for the volatility of private capital flows in the markets of developing countries and
the mechanisms to counter it. The second presentation is devoted to the BRICS
Development Bank and its role in financing ‘South-South Cooperation’, as well as in dealing
with the issue of private capital volatility.

Literature and sources
Required reading

1. World Bank (1997) Private Capital Flows to Developing Countries: the Road to Financial
Integration, Washington DC: World Bank

2. Hulme, D. and Mosley, P. (1996) Finance against Poverty, London: Routledge

3. Broto, C.; Diaz-Cassou, J. and Erce-Dominguez, A. (2008) Measuring and Explaining the
Volatility of Capital Flows Towards Emerging Countries, Madrid: BANCO, D’ESPANA,
www.bde.es/fiwebbde/SES/Secciones/Publicaciones/PublicacionesSeriadas/Documento
sTrabajo/08/Fic/dt0817e.pdf

4. Prasad, E.S.; Rogoff, K.; Wei, S-J. and Ayhan Kose, M. (2007) Financial Globalization,
Growth, and Volatility in Developing Countries, National Bureau of Economic Research,
www.nber.org/chapters/c0114.pdf
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Additional reading

1.

Skolkovo Moscow Business School of Management (2012) Riskiness of BRIC Banks in a
Risky World, http://iems.skolkovo.ru/en/research-platforms/publications/12-riskiness-of-
bric-banks-in-a-risky-world

Morduch, J. (2001) Analysis of Effects of Microfinance on Poverty Reduction, NYU
Wagner Working Paper 1014, www.microfinancegateway.org/gm/document-
1.9.29382/Analysis%200f%20the%20Effects.pdf

Broner, F.A. and Rigobon, R. (2004) ‘Why are Capital Flows So Much More Volatile in
Emerging than in Developed Countries’, prepared for the Eighth Annual Conference of
the Central Bank of Chile ‘External Financial Vulnerability and Preventive Policies’,
Santiago, Chile, 10-11 August 2004,
http://repositori.upf.edu/bitstream/handle/10230/969/862.pdf?sequence=1
Ledgerwood, J. (1999) Microfinance Handbook: An Institutional and Financial
Perspective, Washington DC: World Bank

Questions for self-assessment

=

What are the main factors of the volatility of private capital flows in developing countries?
What are the key mechanisms for countering the procyclical pattern that characterises
private capital flows?

What are the main reasons for establishing the BRICS Development Bank? What is its
added value in financing ‘South-South Cooperation’?

How can it prevent the volatility of private capital flows and exercise counter-cyclical
prudential regulations?

Can the BRICS Development Bank be effective in microfinance arrangements?
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