D. FOREIGN DIRECT INVESTMENT

D.8. Rate of return on direct investment

The rate of return on direct investment is
calculated as a ratio of direct investment income to
direct investment positions at a given point in time.
This indicator contributes to the analysis of the
profitability of enterprises even though other
information is necessary for a complete assessment.

Over the past decade the rate of return on OECD
outward direct investment was on average 7.6% while
it was 6.4% for inward investments. The highest rate
was recorded in 2005 for both inward and outward
investments (9.6% and 7.9%, respectively) implying
the highest profitability rate of direct investment
enterprises at home and host countries. Even though
these rates were lower in 2008 (9% for outward
investment and 8% for inward investment), they
remained above average rates.

Foreign affiliates of Swedish and United States
investors had significantly higher returns (12.5% and
11.8%, respectively) as compared to resident direct
investment enterprises in these countries 8.2% and

Rate of return on direct investment

6.2% respectively). German and French investments
abroad were also more profitable than inward
investments but differentials were not more than 1.5%.

On the other hand, direct investment enterprises
resident in Japan recorder higher rates of return in 2007
(11.1%) as opposed to those of affiliates abroad, at 8.3%.
This was also the case in some other countries such as
Finland, Slovak Republic and Poland.

Source
e OECD International Direct Investment database.

For further reading

¢ OECD, OECD Benchmark Definition of Foreign Direct
Investment: 3rd Edition (1995).

¢ IMF, Balance of Payments Manual: 5th edition (1995).

¢ OECD (2005), Measuring Globalisation — OECD Handbook on

Economic Globalisation Indicators, OECD, Paris. Available
at: www.oecd.org/sti/measuring-globalisation.

Rate of return on direct investment is an indicator which is based on FDI income and provides information on the
profitability of direct investment enterprises. It is calculated as the ratio of direct investment income to direct
investment position (stocks) in respect of both inward and outward investment (see also notes in the previous

section).

For example, when the rate of return of inward FDI [FDI equity income debits - i.e. debits for a) dividends and
distributed branch profits, plus b) reinvested earnings and undistributed branch profits — as a per cent of total
inward FDI positions] increases, it implies that the resident direct investment enterprises are more profitable and
are more and more competitive for investors. However, observations based purely on the results of the statistical
ratios are not sufficient to draw conclusions on the competitiveness of enterprises (or an economy). Many other
factors should also be taken into account such as cyclical or structural factors, developments in that sector of
economic activity as well as other factors related to the global strategy of the investing enterprise(s).
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Figure D.8.1. Rate of return on direct investment! in OECD countries

Per cent
I Outward 1 Inward
B/(]
12
10 |
8 -
6 -
4 -
2 -
0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Statlink sz= http://dx.doi.org/10.1787/842334423141
Figure D.8.2. Rate of return on outward direct Figure D.8.3. Rate of return on inward direct
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1. Excluding Belgium, Korea and Mexico.
2. 2006 for Austria, Germany, New Zealand and Norway.

OECD ECONOMIC GLOBALISATION INDICATORS © OECD 2010

Statlink sz http://dx.doi.org/10.1787/842356670402

%

929


http://dx.doi.org/10.1787/842334423141
http://dx.doi.org/10.1787/842347720172
http://dx.doi.org/10.1787/842356670402

From:
------------------- Measuring Globalisation: OECD Economic

'OECD Economic

Globalisation Indicators G Io bal isati on I N d i cato rs 20 1 0

Access the complete publication at:
https://doi.org/10.1787/9789264084360-en

=
@

2010

Please cite this chapter as:

OECD (2010), “Rate of return on direct investment”, in Measuring Globalisation: OECD Economic
Globalisation Indicators 2010, OECD Publishing, Paris.

DOI: https://doi.org/10.1787/9789264084360-40-en

This work is published under the responsibility of the Secretary-General of the OECD. The opinions expressed and arguments
employed herein do not necessarily reflect the official views of OECD member countries.

This document and any map included herein are without prejudice to the status of or sovereignty over any territory, to the
delimitation of international frontiers and boundaries and to the name of any territory, city or area.

You can copy, download or print OECD content for your own use, and you can include excerpts from OECD publications,
databases and multimedia products in your own documents, presentations, blogs, websites and teaching materials, provided
that suitable acknowledgment of OECD as source and copyright owner is given. All requests for public or commercial use and
translation rights should be submitted to rights@oecd.org. Requests for permission to photocopy portions of this material for
public or commercial use shall be addressed directly to the Copyright Clearance Center (CCC) at info@copyright.com or the
Centre frangais d’exploitation du droit de copie (CFC) at contact@cfcopies.com.

&) OECD


https://doi.org/10.1787/9789264084360-en
https://doi.org/10.1787/9789264084360-40-en

	Part II. Globalisation of Trade and Investment
	D. Foreign Direct Investment
	D.8. Rate of return on direct investment
	Rate of return on direct investment
	Figure D.8.1. Rate of return on direct investment in OECD countries
	Figure D.8.2. Rate of return on outward direct investment in OECD countries, 2007
	Figure D.8.3. Rate of return on inward direct investment in OECD countries, 2007






