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Abstract: Foreign direct investments (FDIs)
play a strategic role in the economic develo-
pment of countries, complementing domestic
savings and contributing to the moderniza-
tion of production capacity. These investments
enable participation in Global Value Chains
(GVCs) and provide greater economic inte-
gration between countries. FDIs contribute
to new business opportunities, environmental
sustainability, diversification and moderni-
zation of the production base, expansion of
foreign trade and innovation, thus becoming
an important lever for the sustainable deve-
lopment of countries. With this in mind, this
article reflects on the origin, significance and
contribution of FDIs to economic develop-
ment and greater global economic integration.
Keywords: Foreign direct investments, Glo-
bal value chains, Innovation and integration

INTRODUCTION

From the last decades of the 20th century,
foreign direct investments (FDIs) began a long
trajectory of rapid growth, gaining increasing
importance in international capital flows and
becoming more relevant in promoting the
economic development of various countries.
This expansion of FDIs was associated with
the growth of Global Value Chains (GVCs)
and the greater integration of the world eco-
nomy; with this trend showing almost conti-
nuous expansion for five decades, when ex-
cluding the years of declines due to financial
crises.

Despite the strong concentration in develo-
ped countries, this phenomenon has encom-
passed several countries at different stages of
development, thus helping to expand the pro-
cess of globalization of the world economy.
In developing countries, participation in FDI
flows is strategic because it complements do-
mestic savings and contributes to the moder-
nization of the countries’ economic and social
infrastructure, providing better conditions for
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inclusion in GVCs, as well as expanding the
possibilities for participation in international
trade in goods and services with higher added
value and greater technological content.

In addition to the favorable political-insti-
tutional environment for international trade
and foreign investment in the second half of
the 20th century, supported by multilateral
institutions, the introduction of containers
in foreign trade from the late 1950s onwards
ushered in a new cycle of foreign trade and
FDI expansion in the world. Containers sig-
nificantly reduced port costs for loading and
unloading goods, as well as facilitating inland
logistics for storing and transporting goods.
In industry, the use of containers in the export
of parts and pieces has contributed to the spa-
tial reorganization of production lines, giving
rise to GVCs

In the 1990s, liberalizing policies, adopted
initially in Europe and then in several coun-
tries on all continents, gave new impetus to
the globalization process, causing the largest
flow of FDIs on record. Expectations only
really changed in 2020 due to the Covid-19
pandemic, when economic activity came to
a standstill in several countries as a result of
social isolation to deal with the health crisis,
which in turn caused discontinuities in supply
logistics on a global scale, prompting initiati-
ves to reorganize GVCs

With this in mind, this article presents the
first part of the study on foreign direct invest-
ments (FDIs): lessons from history, with the
aim of reflecting on the origins, significance
and importance of FDIs for economic deve-
lopment and world economic integration, hi-
ghlighting the contribution of innovations to
the growth of FDIs and to the various waves
of globalization of the world economy since
the European cultural, scientific and techno-
logical Renaissance from the 14th century
onwards. In addition to the introduction and
bibliographical references, this article consists
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of four sections. The second section presents a
reflection on the origins, significance and be-
nefits of FDIs; the third presents the periods
of major breakdowns in economic production
and the rise of FDIs; and finally, the fourth
presents some final considerations.

FOREIGN DIRECT
INVESTMENTS- IEDS: ORIGINS,
SIGNIFICANCE AND BENEFITS

Foreign investment is not a recent pheno-
menon, and there have been several examples
of foreign investment since ancient times du-
ring the expansion of the great empires, when
they invested in the territories they domina-
ted, and represented initiatives to consolidate
and expand their dominion over new conque-
red regions. At the time of the Greek Empi-
re, for example, Alexander “the Great” built
several cities under the name “Alexandria”
with the aim of bringing Greek culture to the
territories he dominated, as well as setting up
infrastructure, such as roads and ports, in dis-
tant countries in order to expand his domains
(FREEMAN, 2014). The Roman Empire had
a similar experience with the construction
of cities and infrastructure, such as the cons-
truction of 400,000 km of roads, 80,000 km
of which were paved, to connect the Empire’s
cities. In addition, bridges, ports, forums, ba-
silicas, public markets, temples, aqueducts,
theaters, arenas and circuses for horse racing
were built in the territories dominated in Eu-
rope, the Middle East and North Africa, with
the infrastructure built extending control over
the territories on the shores of the Mediterra-
nean Sea that were part of the Empire (GA-
BRIEL, 2002).

In the “Age of Navigations’, from the 15th
century onwards, the experience was similar,
with the construction of infrastructure, forts,
trading posts, ports, towns and cities and farms
to produce agricultural goods for subsistence
and export in the new dominated lands. This
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investment logic continued throughout the
period of European colonialism, exploiting na-
tural resources and indigenous peoples on all
continents until the middle of the 20th century.

In addition to pioneering ocean navigation
and symbolizing the importance of foreign
trade for the economic development of cou-
ntries, Portuguese navigations offer unique
examples of foreign investment, such as the
establishment of the sugar agro-industry in
the 16th century and the shipbuilding indus-
try in Brazil the 17th century.

The new Portuguese sea routes made it pos-
sible to connect European capitals to distant
regions on all continents that produced spices
used in cooking, as well as providing access to
raw materials for various activities, minerals
and precious stones. The Portuguese sea route
to India, discovered Vasco da Gama in 1498,
reconnected the main European trading hubs
with spice suppliers in the East, 45 years after
the Ottomans seized Constantinople in 1453
and banned land trade routes. In this way, Por-
tuguese navigations had a significant impact on
the world economy during the period of transi-
tion between the Middle Ages and the Modern
Age, and are considered the first great wave in
the process of globalization of the world eco-
nomy as we know it (KENNEDY, 1989).

The Portuguese maritime routes expanded
communication between countries on several
continents, promoting a significant move-
ment of investments abroad, such as the cons-
truction of fiefdoms, a mixed construction of
castle and military fortification with the capa-
city to store the kingdom’s goods and house
soldiers, merchants and priests. The consoli-
dation of mercantile activity led to the cons-
truction of economic and social infrastruc-
ture, such as ports, roads and towns, as well
as investments in extractive activities, such as
mining and logging, and farming, for subsis-
tence and export production, such as sugar
cane and tobacco.
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The first Portuguese trading post was built
in the city of Bruges in 1445, in Flanders, a
country in northern Europe with territory
that included part of France, Belgium and
Holland. However, with the commercial de-
cline of that city’s port, the trading post was
transferred to Antwerp in 1499. With the ad-
vance of navigation, the trading posts became
the model for Portuguese overseas expansion.

In Guanabara Bay, shipbuilding began with
the first colonizing expedition sent to Brazil in
1530, commanded by Martin Afonso de Sou-
sa, the first grantee of the captaincy of Sao Vi-
cente. The expedition arrived in Rio de Janei-
ro at the end of April 1531 and stayed there for
three months. During this stay, two bergan-
tins (a schooner with quadrangular sails on
two masts) with 15 benches each were built.
The Tamoios Indians were part of the work-
force that built these vessels. Another historic
date for shipbuilding in Guanabara Bay was
1665, when the Frigate Factory was founded
on Ilha do Governador, where Galedo Inter-
national Airport is now located. This shipyard
built the Padre Eterno galleon, the largest ship
in the world in the 17th century [see Castro
Maya & Ferrez (1965)].

In addition to the considerable availability
of wood suitable for shipbuilding, the geogra-
phical conditions of Guanabara Bay proved to
be suitable for hosting a shipbuilding indus-
try in the 17th century, with a large internal
area and a relatively narrow entrance that was
protected from potential invasions by the Sao
Joao (1565) and Santa Cruz (1612) forts. Joao
Teixeira’s book, which described the Brazilian
coastline in the 17th century, highlighted the
port of Rio de Janeiro as one of the best in the
world and its suitability for shipbuilding.

“Rio de Janeiro is the best and safest port on
the coast of Brazil and one of the best in the
world. It has the capacity to receive many large
ships. It has an abundance of wood and other
things needed to make ships. The distance be-
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tween the Fort of Santa Cruz and the Fort of
Sao Jodo, at the entrance to Guanabara Bay, is
750 fathoms, approximately 1,650 meters, and
15 deep, about 33 meters, (...) the ships enter
through the tip of the east band where the Sao
Joao Fortress is.”

Description of all the shipping in the Land
of S. Crvz called VVlgarmente o Brazil. Made
by Jodo Teixeira Cofmographo of His Majesty.
Anno di 1640.

Martim Afonso de Souzas expedition de-
monstrated Portugal’s growing interest in the
colony. During this period, there was confir-
mation of the economic viability of sugar cane
cultivation in Pernambuco and the founda-
tion of the first towns in Brazil, such as Sao
Vicente (1529), Igarassu (1535), Vila Velha
(1535) and Olinda (1537) (IBGE, Enciclopé-
dia dos Municipios). This was a clear demons-
tration of Portugals interest in consolidating
control over the immense territory of the new
colony, with the construction of ships in the
colony itself being strategic for military and
commercial purposes, given the considerable
availability of raw materials and the need to
protect the territory against possible invaders,
as well as strengthening the capacity to trans-
port exportables such as sugar, “the white
gold”, to Europe.

In this way, we could say that foreign in-
vestment has been linked to the history of
Brazil since the voyage of discovery in 1500,
given that access to an immense reserve of
wood was fundamental to the success of Por-
tuguese overseas expansion. It should be no-
ted that the supply of wood found in Brazil
was immense and diverse, much wider than
just the brazilwood used in the production of
musical instruments and in the production of
red paint, with the availability of various types
of hardwood suitable for various uses, inclu-
ding shipbuilding.
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Map 1. Guanabara Bay in 1640.

Source: Descripgao de todo o Maritimo da Terra de S. Crvz Chamado VVlgarmente o Brazil. Made by Jodo

Teixeira Cofmographo of His Majesty. Anno di 1640.

Therefore, it would be no exaggeration to
say that the voyage of discovery of Brazil in
1500 was a direct consequence of technolo-
gical advances during the European cultu-
ral, scientific and technological Renaissance,
which in turn also contributed to the trans-
formations underway in Europe, as it helped
to expand maritime trade and greater global
economic integration, by supplying goods
demanded in Europe, such as brazilwood, as
well as other hardwoods for shipbuilding and
other applications, foodstufts such as sugar,
and precious metals and stones.

During this period of the European Re-
naissance, disruptive innovations stood out,
such as the iron plow, the microscope, wa-
ter and windmills for grinding grain and the
printing press for disseminating knowledge.
However, there were also important incre-

mental innovations, such as the significant
evolution of ships and navigation techniques
based on the application of mathematics and
astronomy and the use of instruments such as
the compass and astrolabe. These technologi-
cal advances helped Portuguese navigators to
pioneer oceanic navigation, replacing cabo-
tage navigation, which followed the coastline
visually.

After the discovery of Brazil in 1500, the
size of ships almost doubled, from caravels
and ships up to 31 meters long to galleons
over 50 meters long. The barge, of Mediterra-
nean origin, like the one used by navigator Gil
Eanes on his voyage around Cape Bojador on
the coast of Africa in 1434, was between 15
and 20 meters long and had a crew of between
8 and 20 men. The Sao Cristévao caravel of
Bartolomeu Dias’ squadron when it rounded
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the Cape of Good Hope in southern Africa
in 1488 was 25m long and had a crew of 121
men. The flagship Sdo Gabriel, used by Vasco
da Gama on the voyage to India in 1498 and
possibly by Cabral on the voyage to discover
Brazil in 1500, was 31 meters long, had a capa-
city of 750 tons and a crew of 70. On the other
hand, the Madre de Deus ship of 1589, used
on the route to India, was 50 m long, had a
capacity of 1,600 tons and a crew of 700 men,
and the Padre Eterno galleon of 1663 was 53
m long, had a capacity to carry 2,000 tons
and up to 4,000 crew members [see Caravels,
Ships and Galleys of Portugal, Enciclopédia
pela Imagem (undated) and Castro Maya &
Ferrez (1965)].

Thus, considering the hypothesis that the
Portuguese Crown was already aware of the
lands beyond the sea south of the parallel from
the Canary Islands, guaranteed to Portugal by
the Treaty of Alcagovas (1479) between Portu-
gal and Spain, well before the decision of Pe-
dro Alvarez Cabral’s voyage, at least since the
voyage of discovery of the Americas carried
out by Columbus in 1492, it would be possible
to say that probably the decision of Cabrals
voyage, after the discovery of the sea route to
India around Africa by Vasco da Gama be-
tween 1497 and 1498, had a double objective:
To guarantee Portugal’s new position in India;
and to take possession of the new lands gua-
ranteed to Portugal by the Treaty of Torde-
sillas (1494), precisely because of the possibi-
lity of securing access to the immense timber
reserves found in the Land of the Holy Cross
called Brazil, which would in fact give Por-
tugal world naval leadership in the following
centuries, helping to substantially increase the
Portuguese merchant-military fleet to accou-
nt for trade along the Portuguese maritime
routes to Asia, Africa and Brazil.

In addition, access to the immense wood
reserves in Brazil also played a strategic role
for the Portuguese shipbuilding industry, as
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access to Brazilian raw materials significantly
increased the capacity to build caravels, thus
helping to minimize the impact of losses, whi-
ch were considerable at the time, due to piracy,
wars and storms. This was further justification
for setting up shipyards in Guanabara Bay.

One point in common between these ex-
periences of foreign investment since ancient
times was that the investments were mostly
made by the state, with the aim of consolida-
ting and extending its dominion over conque-
red territories. These experiences differ from
the experience of foreign investment since
the Industrial Revolution in the mid-18th
century, and especially from the 19th century
onwards, when private foreign investment be-
came increasingly important as a result of the
actions of capitalist companies in search of
new markets.

INNOVATIONS, ECONOMIC CYCLES
AND FOREIGN INVESTMENT

The Industrial Revolution, starting in the
second half of the 18th century, like the Re-
naissance between the 14th and 16th centu-
ries, brought about a new cycle of expansion
in the world economy, driven by innovations
such as Hargreaves’ multi-thread spinning
machine and Watts’ steam engine and their
respective applications in various sectors of
activity, such as mining, textiles and transpor-
tation. The impact of the steam engine on me-
ans of transportation was immense, ushering
in the era of the railroads between the 19th
and 20th centuries. The steam engine also had
a considerable impact on shipping, making
ocean voyages faster and cheaper.

Between the second half of the 19th century
and the middle of the 20th century, the “Se-
cond Industrial Revolution’, marked by inno-
vations in areas such as electricity, chemistry,
oil and steel, drove a new cycle of expansion in
the world economy. During this phase, indus-
trialization spread to several countries and the
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characteristic inputs of the First Industrial Re-
volution, such as coal, iron and steam power,
were replaced by steel, oil and electricity

Similarly, the second half of the 20th cen-
tury saw a new phase of major technological
transformations and advances in the process
of globalization of the world economy. This
period became known as the “Third Industrial
Revolution” or “Technical-Scientific Revolu-
tion” and was marked by innovations in areas
such as robotics, genetics, information techno-
logy, telecommunications, electronics and the
robotization of the production system.

Despite the widespread diffusion of innova-
tions across all sectors of activity and the leader-
ship disputed by several countries, the “United
States Space Program” in the 1960s stood out
for its contribution to the development of mul-
tiple technologies that had significant econo-
mic impacts in the following decades, such as:
satellites, wireless telephony, GPS - Global Po-
sitioning System, solar energy panels, microe-
lectronics, semiconductors, integrated circuits,
computers, the Internet and robotics.

The last decades of the 20th century saw a
new phase of acceleration in the innovation
process, with the significant launch of dis-
ruptive innovations with significant social,
economic and political impacts. This period
has become known as the Fourth Industrial
Revolution, which encompasses cyber-physi-
cal systems, the Internet of Things and Cloud
Computing (SCHWAB, 2018).

The most recent wave of high-impact in-
novations includes advances in areas such as
artificial intelligence, robotics, the Internet of
Things (IoT), 5G, Industry 4.0, the metaverse,
3D printing, biotechnology and nanotechno-
logy. The transformations in society resulting
from this new wave of innovations will be
so intense that in a relatively short period of
time, by the end of this century, for example,
the technological disruption will be unparal-
leled (EDEN et all, 2012).
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One point in common between these pha-
ses of acceleration in the innovation process is
that they coincided with periods of economic
expansion, increases in foreign investment
and advances in the process of globalization
of the world economy. These phases even had
very similar characteristics to each other, such
as the Renaissance in Europe between the
14th and 16th centuries and the four Indus-
trial Revolutions from the mid-18th century
onwards, periods marked by the launch of
disruptive innovations, the spread of knowle-
dge, advances in communication and the rise
of values and principles such as humanism,
the rights of man and the social contract,
the defense of freedom and democracy, and
the greater importance of education, culture
and the sciences. It's worth remembering that
the industrial revolution in the 18th century
is associated with the decline of Absolutist
Monarchies and the rise of Liberal and Par-
liamentarian Republics and Monarchies, with
the independence of the United States in 1786
and the French Revolution in 1789 standing
out. Thus, the future scenario we should ex-
pect should be one of accelerated production
of innovations, increased foreign investment
and greater integration of the world economy,
accompanied by the greater importance of
humanism, human rights, freedom and de-
mocracy, and not the other way around.

The first European universities were fou-
nded from the 12th century onwards, in the
transition period between the end of the Mi-
ddle Ages and the beginning of the Modern
Age. In the 14th century, the European cul-
tural, scientific and technological Renaissance
began, with the publication of printed books,
the spread of knowledge, advances in commu-
nication and the beginning of the age of the
great navigations, sparking the first wave of
globalization in the modern era.

In the 18th century, the printing of books
and advances in communication became fas-
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ter, making access to knowledge even easier.
News, which had been galloping along on hor-
seback since the Roman Empire, began to be
transmitted more quickly with the invention
of the printing press in the 15th century and
the telegraph in the 19th century. Since then,
the means of communication have undergo-
ne intense evolution, becoming fundamental
to the expansion of foreign investment, eco-
nomic development and global economic
integration, with innovations such as radio,
telephone, television, satellite, computer, In-
ternet and Smartphone standing out.

Similar to the periods of the European
Renaissance, between the 14th and 16th cen-
turies, and the Industrial Revolution, from
the second half of the 18th century onwards,
the current scenario is once again marked by
major technological, political and economic
transformations. A new scenario of “cultu-
ral, scientific and technological renaissance”
characterized by the intense launch of inno-
vations that have a major impact on the eco-
nomy. A situation that presents countries with
major challenges in defining public policies
capable of ensuring a better position in the
international division of labor. It’s a situation
that demands a broad effort from government
officials to understand the scale of the cur-
rent cycle of innovation, with new sectors of
activity emerging and old ones disappearing,
a period characterized by an intense process
of innovation and, consequently, a process of
“creative destruction’, as Schumpeter concep-
tualized it in the first half of the 20th century,
as an intrinsic feature of the evolution of the
capitalist system.
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FOREIGN INVESTMENT IN LATIN
AMERICA AND THE CARIBBEAN IN
THE 19TH CENTURY

In the 19th century, innovations in means
of transportation and communication had
huge impact, with railroads, steamships and
the telegraph promoting foreign trade, fo-
reign investment and greater global economic
integration. During this period, there was a
huge wave of foreign investment from develo-
ped countries to Latin America and the Cari-
bbean. These investments were concentrated
in the mining and infrastructure sectors and
were associated with improvements in the
conditions for transporting exportable goods,
such as railroads, ports, telegraphs and energy
(RIPPY, 1952)

In this phase, building the institutional en-
vironment was key to attracting foreign inves-
tors, with countries providing adequate regu-
lation to attract investment in infrastructure.
Encouraging investors was based on guaran-
teeing legal certainty through national laws
regulating sector activity, defining a city for
arbitrating conflicts related to contracts, and
guaranteeing a rate of return on investments
if projects proved unprofitable, etc.

According to Rippy (1952), in the study
“British Investments in Latin America, 1822-
19497, between 1824 and 1825 26 British mi-
ning companies were set up to operate in Latin
American countries, raising an authorized ca-
pital of 24,190,000 Pounds, of which 3,508,000
had already been constituted. He also showed
that by the end of 1880, British investments in
the region amounted to 179 million pounds,
of which 68.6% was in government bonds and
31.4% belonged to private companies. Brazil,
Mexico and Argentina accounted for 47% of
investments in government bonds and 60%
of private investments. Of the private invest-
ments, 80% were concentrated in railroads
and Public Utilities, with 61.05% and 19.62%
respectively (TABLES 1 and 2).
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Countr Total Nominal | Government | Economic THE IMPORTANCE OF
Y Investment Bonds Enterprises DEVELOPMENTS IN THE MEANS
Argentina 20,338,709 11,233,700 | 9,105,009 OF TRANSPORT FOR GLOBAL
Bolivia 1,654,000 1,654,000 ECONOMIC INTEGRATION
Brazil 38,869,067 | 23,060,168 | 15,808,905 . ,
In all these phases of expansion of foreign
Chile 8,468,521 7,765,904 | 701,417 , , _
investment, technological advances in the
Colombia 3,073,373 2,100,000 | 975,383 ; .
: means of transportation were decisive, ex-
Costa Rica 3,304,000 3,304,001 di th it to t ¢ d
Cuba 231600 231600 | Panding the .capacrfy o transport cargo an
— passengers, increasing the speed of means
Dominican 714,300 714,300 - - -
Republic : : of transportation and reducing freight costs
Ecuador 1,959,380 1,724,000 | 135,380 and travel times. In the 15th and 16th centu-
Guatemala 544,200 544,200 ries, during the Renaissance in Europe, ships
Honduras 3,222,000 3,222,000 evolved significantly, from barges to caravels
Mexico 32,740,916 | 23,540,800 | 9,200,116 and then to ships and galleons, which were
Nicaragua 206,570 206,570 much larger and faster. From the 19th century
Paraguay 1,505,400 1,505,400 onwards, railroads and steamships made tra-
Peru 36,177,070 | 32,688,320 | 3,488,750 |  vel much faster and with greater transport ca-
Uruguay 7,644,105 3,519,220 | 4124885 | pacity. In the second half of the 19th century,
Venezuela 7,564,390 6,402,800 | 1,161,590 the construction of the Suez Canal (1869) in
General 10,274,660 10,274,660 | Egypt reduced travel times between ports in
Total 179490261 | 123,078,006 | 56412255 |  Eyrope and Asia, on the route through the
Table 1. British Investments in Latin America Mediterranean Sea - Red Sea - Gulf of Aden
- 1880 (Pounds) - Arabian Sea and Indian Ocean. At the be-
Source: Rippy, J. E. British Investments in Latin ginning of the 20th Century’ the opening of
America, 1822-1949. the Panama Canal (1914) shortened the travel
time for ships between the Atlantic and Paci-
Number c . .
Sector of projects | [vestments | % fic Oceans, further boosting international tra-
Railroads 4 34.437.051 | 6105 de and world economic integration.
Public Utilities 24 11,070,395 | 19,62 These two large canals have long influenced
Mining 18 3398305 | 602 the evolution of ship dimensions around the
Banks and other world. The Suezmax, for example, has a ma-
financial instituti 8 3,013,560 | 534 , O
nancial institutions ximum draft of 16.1 m, limited to the depth
Construction > 495579 | 0,88 of the canal. The Panamax ship, on the other
gi‘ift’gri?g and Various 7 3999365 | 7,09 hand, has dimensions limited by the size of
Total o 56.412.255 | 100,00 the canal locks, which are 289 m long, 32.3 m

wide and 12 m deep. However, the ships con-
tinued to evolve, reaching the immense Ca-
pesize that skirts the south of South America
and the Cape of Good Hope in South Africa.
Today, the largest bulk carrier in the world is
the Chinese ship Lan Hua Hai, which is 254
meters long and 43 meters wide and can carry
up to 90,000 tons. The largest container ship
in the world is the South Korean HMM Alge-

Table 2. Nominal British Private Capital in
Latin America by Sector (Pounds)

Source: Rippy, J. E. British Investments in Latin
America, 1822-1949.




ciras from Hyundai Merchant Marine, which
is 400 meters long, 61 meters wide and has a
draft of 16.5 meters. This ship can carry up to
24,000 containers with a maximum gross wei-
ght of 24 tons, totaling 576,000 tons. The lar-
gest oil tanker in the world is the Norwegian
Knock Nevis, which is 458.4 meters long, 68.9
meters wide and has a draft of 24.5 meters (ht-
tps://www.transportabrasil.com.br).

In the second half of the 20th century, the
use of containers from the late 1950s onwards
had a major new impact on foreign trade ope-
rations, triggering the start of the last great
wave of globalization in the world economy.
The reduction in the time and costs of loading
and unloading goods at ports was significant,
as well as improving the land leg of goods
transportation. The use of containers on a lar-
ge scale led to the reorganization of industrial
production around the world in the form of
GVCs, based on the fragmentation of produ-
cers of parts and pieces in several countries,
with production units becoming more specia-
lized and producing more efficiently and with
lower quality and costs.

PERIODS OF MAJOR
BREAKDOWNS IN ECONOMIC
PRODUCTION AND THE RISE OF
THE IEDS

Baldwin (2014) presents an analysis of the-
se periods of major transformations and the
respective rise of the globalization process
of the world economy and the emergence of
GVCs. According to Baldwin, the evolution of
the pre-industrial economy into a value chain
economy took place through two very distinct
phases in world economic history that could
be called disaggregations of economic produc-
tion. The first breakdown, before the 19th cen-
tury, was when means of transportation were
based on sailing ships and animal traction, and
exports were profitable depending on the high
value-to-weight ratio, such as spices. In this
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way, each region produced most of the goods it
consumed, with production and consumption
being concentrated geographically.

With the Industrial Revolution, starting in
the mid-18th century, this changed substan-
tially due to the large-scale use of railroads
and steamships, which in turn led to a subs-
tantial reduction in travel costs and time. A
first consequence of these transformations
was the geographical disaggregation between
production and consumption; with countries
specializing and benefiting from comparative
advantages, taking advantage of economies of
scale and exporting part of their production
to third countries.

However, during this period, the econo-
mies of scale generated by complex production
processes demanded a lot in terms of coor-
dination between the different stages of pro-
duction, generating high transportation and
communication costs, and thus causing intense
geographical concentration of production in
a few locations. However, as the cost of trans-
portation was reduced throughout the 20th
century, coordination costs also declined, due
to innovations such as the use of containers in
the export of goods, which helped to reduce the
cost of logistics and travel time, as well as ad-
vances in telecommunications and computer
systems from the 1980s onwards. In this way,
the trend towards a second major geographical
breakdown of production was strengthened,
with the stages of production being distributed
across several countries, with this form of or-
ganization of production coming to be called
“Global Value Chains - GVCs.

This geographical disaggregation of pro-
duction has increased the benefits of com-
parative advantages and economies of scale,
thus helping to increase the cost-benefit ratio
of projects and therefore increase the profi-
tability of more geographically decentralized
production. In this way, multinational com-
panies began to specialize in specific stages
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of the production chain, buying from global
suppliers and trading intermediate inputs be-
tween their subsidiaries, thus intensifying the
benefits of comparative advantages and eco-
nomies of scale, and exporting products to di-
fferent countries.

As a result, FDI increased considerably,
with multinationals organizing their produc-
tion in various countries in order to benefit
from the comparative advantages and cost
savings offered by each region. Other benefits
observed during this phase were the intensi-
fication of the transfer of knowledge and te-
chnology from multinational companies in
developed countries to developing countries.

Currently, investments abroad are classified
into two types: portfolio investment, in the
stock market or government bonds, for exam-
ple, and FDI. FDI is defined as investment by
a foreign company in a country with the aim
of carrying out long-term economic activities.
FDI can be carried out through mergers and
acquisitions, in whole or in part, of the capital
of alocal company; or through investments to
set up new units, greenfield investments.

FDIs contribute to innovation, the creation
of jobs in general and higher professional qua-
lifications in particular, as well as having a posi-
tive impact on local economies, contributing to
productivity gains for local suppliers participa-
ting in the respective production chains.

Multinational companies have two main
motivations for investing abroad. The first
type is defined as horizontal investment,
market-seeking, where the company’s objecti-
ve is to set up a unit abroad in order to get clo-
ser to consumers and clients and thus reduce
transportation costs. In this case, in order to
attract FDIs, countries need to focus on im-
proving their transportation infrastructure.

The second motivation is called vertical in-
vestment, in search of greater efficiency, with
the company’s objective being to minimize
production costs and thus start carrying out
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the different activities of its respective pro-
duction process in countries where it is pos-
sible to produce at the lowest possible cost,
thus dispersing subsidiaries in various coun-
tries. In this case, countries need to improve
the overall business environment in order to
attract FDIs.

FDIs have a positive impact on the econo-
mic development of countries, as well as hel-
ping to expand global economic integration.
The realization that FDIs generate various
benefits for countries economic develop-
ment has led to the expansion of initiatives to
strengthen the capacities needed in countries
to attract more FDIs. In this regard, the work
of multilateral institutions such as the World
Bank (IBRD) and the Inter-American Deve-
lopment Bank (IDB) and the governments of
various developing countries and their deve-
lopment support institutions, such as the Na-
tional Bank for Economic and Social Develo-
pment (BNDES) in Brazil, stand out.

THE OLI MODEL -
OWNERSHIP, LOCATION AND
INTERNALIZATION ADVANTAGES

The classic model developed by John Dun-
ning is a useful tool for policy makers to un-
derstand the dynamics of FDI in the world,
helping to identify the motivations of multi-
nationals to invest abroad and the nature of
the internationalization of business activities.
The OLI model explains the internationaliza-
tion strategy of companies based on the ob-
servation of three conditions for companies
to start internationalizing their activities and
become multinationals: ownership, location
and internalization. According to this model,
companies decide to internationalize if at least
two of these three advantages are present. Fo-
reign direct investment appears to be a viable
option for companies as it makes it possible to
reduce trade costs with new markets or allows
access to lower production costs.
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For the property advantage, the company
must have something such as a unique pro-
duct, differentiated from its competitors’ pro-
ducts. A patent or trademark or a technology
that can be used in another country.

In the location advantage, the company
must have an advantage in producing in other
countries compared to its own country of ori-
gin. When deciding to produce abroad, the
company is motivated by cost savings and ef-
ficiency gains, such as lower commercial costs
compared to export costs.

In the internalization advantage, the com-
pany has advantages in internalizing pro-
duction processes instead of continuing to
produce in the country of origin, with local
suppliers.

THE TREND TOWARDS
FRAGMENTATION OF
PRODUCTION AND GREATER
INTEGRATION OF THE WORLD
ECONOMY

Today, it is becoming increasingly strategic
for policy makers to strengthen their unders-
tanding of the trend towards the fragmenta-
tion of world production as an important fea-
ture of the dynamics and growth of the world
economy observed over the last five decades,
as well as the dynamics of foreign direct in-
vestment and its respective contribution to
the formation of GVCs and greater world eco-
nomic integration.

Historically, developed countries have con-
centrated most FDI flows. However, develo-
ping countries have become increasingly im-
portant in recent decades both as destinations
and sources of FDIs. Particularly noteworthy
is the growing participation of Latin Ameri-
can and Caribbean countries in GVCs and in
the process of fragmenting the production of
transnational companies.

Over the last 50 years, one of the main cha-
racteristics of the world economy has been
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the emergence of GVCs. These are production
chains in which intermediate goods and servi-
ces from one country are used in production
processes in other countries; with their main
characteristics being the fragmentation of
production, with the production of interme-
diate inputs being divided into an increasing
number of specialized components; and, the
geographical dispersion of the production of
these components in various countries, often
very far from the countries where the final
products are produced and marketed. UNC-
TAD estimates that trade in intermediate
goods and services incorporated into various
stages of the production processes of final
goods and services, produced in units with
fragmented locations in various countries, wi-
thin the framework of GVCs coordinated by
multinational companies, account for around
60% of world trade (UNCTAD. World Invest-
ment Report 2013).

GVCs generate several benefits for the par-
ticipating countries. For example, they con-
tribute to industrial development as countries
can participate in this experience by setting up
a few industrial units without having to imple-
ment all the links in the production chain to
produce a final product. In addition, the frag-
mentation and specialization of the production
process has a positive impact on local producti-
vity. In addition, GVCs help to expand produc-
tion capacity, modernize industry, disseminate
technologies and improve management practi-
ces and professional training.

GVCs also contribute to increasing exports
of high value-added products, generating im-
portant impacts for developing countries, such
as on the labor market, generating higher-skil-
led jobs and therefore improving job opportu-
nities and wages. GVCs help the economic de-
velopment of developing countries through the
expansion of industrial production, producti-
vity gains and employment, as well as suppor-
ting countries’ productive capacities.

DOI https://doi.org/10.22533/at.ed.216522520014 .




Even the countries furthest away from the
world’s major production and consumption
centers can attract such capital. Remember
that FDIs are influenced by the size of do-
mestic markets, foreign trade agreements, the
possibility of exporting to neighboring coun-
tries, access to raw materials, skilled labor and
systemic competitiveness.

In Latin America, for example, countries
like Brazil, Argentina and Mexico have great
advantages for the location of multinational
companies. Business location in these cou-
ntries provides access to large markets with
good growth opportunities for companies
from various GVCs. In addition, foreign com-
panies gain access to tax incentives, indus-
trial centers with modern infrastructure and
support from public policies in areas such as
financing, workforce training and innovation.

However, developing regions such as Latin
America and the Caribbean are still lacking in
a number of sectors, and improvements need
to be made in several areas to make them
more competitive in attracting FDIs and in-
creasing their participation in GVCs, among
which are: infrastructure, free trade agree-
ments, education and innovation, reducing
the tax burden and legal certainty.

In this way, government policies could
implement initiatives capable of improving
multinational companies’ perceptions of the
expectations related to their internationaliza-
tion strategies, motivated by factors such as
the potential to expand sales abroad and make
their operations more efficient and effective,
through access to lower costs, proximity to
customers in large consumer markets and ac-
cess to third markets, such as neighbouring
countries.

The current scenario is marked by major
transformations, similar to the periods of the
European Renaissance, between the 14th and
16th centuries, and the Industrial Revolution
from the second half of the 18th century. A

scenario characterized by intense scientific
and technological production that has a ma-
jor impact on the economy. A situation that
presents countries with major challenges in
deciding on the most appropriate public poli-
cies to achieve a better position in the interna-
tional division of labor.

This is a situation that calls for a broad ef-
fort on the part of governments to understand
the nature of the phase of the cycle that we
are going through, characterized by an inten-
se process of innovation and, consequently, a
process of “creative destruction’, as Schumpe-
ter conceptualized it as a basic characteristic
of the evolution of the capitalist system. A
process that can be characterized by the acce-
leration in the emergence of innovations, the
replacement of old industries, sectors of acti-
vity by new industries, sectors and the acce-
lerated evolution of the economic system; as
happened more intensely during specific pe-
riods in history, such as the cultural, scientific
and technological Renaissance and the Indus-
trial Revolution

In recent decades, this phenomenon has
once again been repeated with greater inten-
sity, generating profound impacts in sectoral
and spatial terms. It is no exaggeration to say
that we have been living through a “new pe-
riod of renaissance’, cultural, scientific and
technological, with a global dimension since
the last decades of the 20th century. It is the-
refore necessary to define the strategies that
are best suited to the major changes underway
and capable of providing a better integration
into this new world, influenced by disruptive
innovations, economic integration, GVCs and
FDIs.
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FINAL CONSIDERATIONS

FDIs provide multiple benefits to coun-
tries, complementing domestic savings, con-
tributing to the expansion and modernization
of productive capacity, generating positive

best practices in the world, should focus on
areas such as: infrastructure, education and
qualification of human resources, complian-
ce, reduction of Country Risk, legal certain-
ty, debureaucratization, reduction of the tax

burden, as well as macroeconomic, industrial,
innovation and foreign trade policies.

In addition, the importance of education
and innovation in expanding the country’s
development potential should be emphasized.
It is essential to promote the development of
these sectors, such as promoting initiatives
capable of making Brazil a superpower in
education, science and technology, with the
professional qualification of the country’s hu-
man resources and the innovation system be-
coming factors of competitiveness and drivers
of national development. In the Knowledge
Age, excellence in competitive education and
innovation systems is a basic prerequisite for
achieving sustainable development.

effects for improving indicators such as jobs,
wages, professional qualifications and compe-
titiveness. FDIs contribute to the emergence of
new business opportunities, to the industria-
lization and diversification of the economy, to
increasing participation in GVCs and in the
flow of foreign trade (exports + imports), as
well as contributing to greater global econo-
mic integration and sustainable development,
thus justifying efforts to attract such capital.
Countries that decide to attract foreign in-
vestors to their territories need to support ini-
tiatives capable of improving confidence in the
economy and thus promoting a safer business
environment with high systemic competitive-
ness. The promotion of FDIs, in line with the
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