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Lorem ipsum dolor sit amet, consectetuer 
adipiscing elit, sed diam nonummy nibh euismod 
tincidunt ut laoreet dolore magna aliquam erat 
volutpat. Ut wisi enim ad minim veniam, quis 
nostrud exerci tation ullamcorper suscipit lobortis 
nisl ut aliquip ex ea commodo consequat.

Duis autem vel eum iriure dolor in hendrerit in 
vulputate velit esse molestie consequat, vel illum 
dolore eu feugiat nulla facilisis at vero eros et 
accumsan et iusto odio dignissim qui blandit 
praesent luptatum zzril delenit augue duis dolore 
te feugait nulla facilisi. Lorem ipsum dolor sit 
amet, consectetuer adipiscing elit, sed diam 
nonummy nibh euismod tincidunt ut laoreet 
dolore magna aliquam erat volutpat.

Ut wisi enim ad minim veniam

Quis nostrud exerci tation ullamcorper 
suscipit lobortis nisl ut aliquip ex ea commodo 
consequat. Duis autem vel eum iriure dolor 
in hendrerit in vulputate velit esse molestie 
consequat, vel illum dolore eu feugiat nulla 
facilisis at vero eros et accumsan et iusto odio 
dignissim qui blandit praesent luptatum zzril 
delenit augue duis dolore te feugait nulla faat. 
Ut wisi enim ad minim veniam, quis nostrud 
exerccilisi.

Nam liber tempor cum soluta nobis eleifend 
option congue nihil imperdiet doming id quod 
mazim placerat facer possim assum. Lorem 
ipsum dolor sit amet, consectetuer adipiscing 
elit, sed diam nonummy nibh euismod tincidunt 
ut laoreet dolore magna aliquam erat volutpat. Ut 
wisi enim ad minim veniam, quis nostrud exerci 
tation ullamcorper suscipit lobortis nisl ut aliquip 
ex ea commodo consequat. Duis autem vel eum 
iriure dolor in hendrerit in vulputate velit esse 
molestie consequat, vel illum dolore eu feugiat 
nulla facilisis.

Lorem ipsum dolor sit amet, consectetuer 
adipiscing elit, sed diam noat. Ut wisi enim ad 
minim veniam, quis nostrud exercerat volutpat. 
Ut wisi enim ad minim vat. Ut wisi enim ad minim 
veniam, quis nostrud exercat. Ut wisi enim ad 
minim veniam, quis nostrud exerceniam, quis 
nostrud exerci tation ullamcorper suscipit at.  
Ut wisi enim ad minim veniam, quis nostrud.

Duis autem vel eum iriure dolor in hendrerit in 
vulputate velit esse molestie consequat, vel illum 
dolore eu feugiat nulla facilisis at vero eros et 
accumsan et iusto odio diat. Ut wisi enim ad 
minim veniam, quis nostrud exercgnissim qui 
blandit praesent luptatum zzril delenit augue 
duis dolore te feugait nulla facilisi. Lorem ipsum 
dolor sit amet, consectetuer adipiscing elit, sed 
diam nonummy nibh euismod tincidunt ut laoreet 
dolore magna aliquam erat volutpat.

Ut wisi enim ad minim veniam, quis nostrud 
exerci tation ullamcorper suscipit lobortis nisl ut 
aliquip ex ea commodo consequat. Duis autem 
vel eum iriure dolor in hero eros et accumsan 
et iusto odio dignissim qui blandit praesent 
luptatum feugait nulla facilis.

Duis autem vel eum iriure dolor in hendrerit  
in vulputate velit esse molestie consequat:

  —  Vel illum dolore eu feugiat nulla facilisisuis 
autem vel eum iriure dolor

 —   In hendrerit in vulputate velit esse molestie 
consequat, vel illum dolore eu feugiat nulla 
facilisis at vero eros et accumsan et iusto 

  —  Odio dignissim qui blandit praesent luptatum 
zzril delenit augue duis 

  —  Dolore te feugait nulla faciorem ipsum dolor sit 
amet, consectetuer adipiscing elit, sed diam 
nonummy nibh euismod tincidunt ut laoreet 
dolore magna aliquam erat volutpat.

ABOUT THIS PAPER

Members of the Business Council of Australia (BCA)   
are the chief executives of 100 of Australia’s largest and 
most economically significant companies who collectively 
employ more than one million people. The BCA works 
to achieve economic, social and environmental goals  
that will benefit Australians now and into the future. We 
research, communicate and advocate how Australia can 
build on its many advantages by: 

— reinforcing what Australia does well

— recognising and improving what we don’t do well, and

— ensuring all Australians are able to contribute to and enjoy 
our nation’s prosperity.

Our aspiration is for Australia to become the best place in  
the world in which to live, learn, work and do business.

This paper recommends a number of improvements to Australia’s foreign  
business investment policy framework. It draws on the findings of two pieces  
of research commissioned by the BCA, both of which are available for  
download from bca.com.au:

— A report by Access Economics, titled ‘Foreign Investment in Australia’, which 
articulates the channels through which foreign investment delivers broader 
benefits, and quantifies those benefits.

— A paper by Tony Hinton, a former executive member of the Foreign Investment 
Review Board (FIRB), titled ‘Aspects of Australia’s Foreign Investment Policy  
and Its Administration’, which assesses the issues related to FIRB policies and 
their implementation.
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EXECUTIVE SUMMARY

Australia has relied –  
and will continue to rely –   
on foreign investment to 
supplement domestic saving  
in meeting the nation’s 
investment needs. We have 
turned this to our advantage 
by enabling globally 
competitive businesses to  
be built across all major 
industry sectors.

As a result, foreign investment has delivered 
significant economic and social benefits 
through higher economic activity, new global 
linkages, more jobs and increased real wages.

Foreign investment policies must continue to 
signal Australia’s openness to investment while 
responding to changes in global capital flows. 
At the same time if broad public support is  
to be sustained for this approach, members  
of the wider community must have confidence 
that foreign investment continues to be in their 
best interests and those of the nation.

On the whole, Australia’s foreign investment 
policies have served us well. But further 
changes would enhance the effectiveness  
of those policies, help to maintain public 
confidence and underpin strong investment  
in a more competitive global environment.  
More also needs to be done to promote the 
benefits of trade and investment liberalisation.

The BCA’s key recommendations relating  
to foreign business investment include:

— Extending the higher foreign investment 
screening threshold which applies to investors 
from the United States – currently set at about 
$1 billion – to private corporate investors from 
other nations.

— Further developing and clarifying the existing 
foreign investment policy arrangements for 
state-owned enterprises (SOEs). This should 
involve making it clear that an SOE is expected 
to demonstrate, as part of an investment 
proposal, that it will act independently of  
a foreign government.

— That the federal government avoid encouraging 
or formally attaching conditions to a foreign 
investment proposal where the conditions are 
not directly related or relevant to the specific 
investment proposal.

— That where conditions are attached to foreign 
investment proposals, these should be 
effectively enforced.

— Amending the Foreign Acquisitions and 
Takeovers Act to prevent investors from using 
complex arrangements to circumvent the  
15 per cent ownership threshold required for 
screening in relation to investment proposals.

— Improving the marketing and communication 
of Australia’s foreign investment policies to 
promote a wider understanding and acceptance 
of the policies by prospective investors and by 
the Australian public.

— Reforming the broader policy settings of federal 
and state governments that have an influence 
on foreign investment flows. Chief among  
these is the need to reduce the tax burden  
on investment capital as part of broad-based  
tax reform.

— That all governments resist policy changes 
that would deter investment, or, alternatively, 
policies that would be protectionist in their 
effect. It should be a requirement that processes 
for considering new policy proposals include  
an assessment of the impact of a new proposal  
on investment, including foreign investment.

1Foreign AttrAction: BUilding on oUr AdvAntAges throUgh Foreign investment
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— ensure that the benefits of growth are spread 
broadly and support a higher quality of life, with 
particular attention paid to groups who continue 
to fare poorly.

One area where Australia has done well is in 
attracting the foreign investment necessary to 
add to domestic saving and support the high 
levels of investment required for establishing  
and maintaining globally competitive industries 
and businesses. These investments have, in turn, 
underpinned stronger economic growth, more 
jobs, and higher levels of income through both 
increases in wages and returns to shareholders.

Australia continues to enjoy a record run  
of continuous economic growth, albeit at a 
significantly slower pace in the face of the  
global recession.

Australia can build on its advantages to  
secure another decade of stronger growth and 
broader prosperity. To build on its advantages 
Australia must:

— continue to do and to further strengthen those 
things it has done well;

— improve in areas where we have underperformed 
or where new challenges are emerging; and

INTRODUCTION

FIGURE 1: STOCK OF AUSTRALIAN INWARD AND OUTWARD
FOREIGN DIRECT INVESTMENT, 1989–2009

1989 1993 1997 2001 20092005

Source: ABS Catalogue No. 5302.0. 
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INTRODUCTION

— Propose a number of changes to the 
administration of foreign investment policy 
so that we continue to attract capital while 
building community acceptance of the benefi ts 
of foreign investment.

— Highlight the need for a broader reform agenda, 
covering areas such as regulation and tax, 
which will complement investment policies 
in making Australia a globally competitive 
investment location.

— Reinforce the importance of continuing to 
liberalise global trade and investment.

— Emphasise the need for government decision 
making to be timely and to provide as much 
certainty as possible for investors, recognising 
that large-scale investments involve long 
lead times.

This paper draws on the fi ndings of two pieces 
of research commissioned by the BCA. The 
fi rst is a report by Access Economics, ‘Foreign 
Investment in Australia’, which articulates the 
channels through which foreign investment 
delivers broader benefi ts, and quantifi es those 
benefi ts. The second paper is by Tony Hinton, 
a former executive member of the Foreign 
Investment Review Board (FIRB), titled 
‘Aspects of Australia’s Foreign Investment 
Policy and Its Administration’, which assesses 
the issues related to FIRB policies and their 
implementation. Both papers are available for 
download from the BCA website at bca.com.au.

In addition to the recommendations outlined 
in this paper, the BCA will also be looking 
to engage in dialogue with the government, 
Austrade, the Foreign Investment Review Board 
and key government departments to ensure 
that policy settings, processes and public 
communication continue to advance Australia’s 
global standing as a place to invest.

While Figure 1 shows our nation has continued 
to attract high levels of foreign investment, our 
ability to continue to do so in the future is by 
no means assured. 

The sources of global capital are shifting, and 
the recent fi nancial crisis has implications both 
for the availability and cost of capital. The ability 
to continue to source affordable investment 
capital is a major issue for all of Australia’s 
industries. Added to this, maintaining broad 
public support for foreign investment remains 
fundamental to securing the policies that will 
underpin Australia’s ongoing attractiveness for 
foreign investors.

Investments made by business 
and governments now and over 
the next decade will be the 
foundation of Australia’s 
future economic prosperity

The BCA wants to make sure that Australia can 
sustain the levels of foreign investment needed 
to underpin continued strong growth over the 
next decade and beyond. In support of this 
objective, this paper, which is concerned with 
foreign investment for business purposes,1 
aims to do the following:

— Outline the clear benefi ts that foreign investment 
has brought and will continue to bring for 
Australia.

— Address a number of emerging issues and 
trends that have implications for policy and 
public perceptions around foreign investment.
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EXHIBIT 1
Foreign investment PlAYs A mAJor 
role in AUstrAliA’s economY

— Australia’s foreign investment stock accounts 
for 51 per cent of Australia’s overall capital  
stock, with FDI accounting for 12 per cent and 
portfolio investment accounting for 28 per cent  
of the capital stock.

— In 2008, the Australian inward FDI stock as a 
percentage of Australia’s GDP was 27.4 per cent 
(compared with 24.5 per cent worldwide). 

— In 2000–01 (at a direct investment stock 
of around $215 billion compared with  
over $400 billion today), there were  
7,864 majority-owned foreign businesses  
in Australia, employing 783,300 people.

— This accounted for only 1.2 per cent of all 
businesses in Australia, but accounted for around 
12.3 per cent of overall employment – figures  
that are likely to have substantially increased.

Source: Access Economics, ‘Foreign Investment in Australia’,  
February 2010, p. 5.

All industries, whether new or well established, 
require capital to expand and compete. 
Historically, Australia has relied on capital  
from overseas to supplement domestic  
savings in order to meet its investment needs. 
This continues to be the case. Foreign capital 
accounts for half of Australia’s total capital  
stock and has contributed to the development  
of every major sector of the economy  
(see Exhibit 1).

In this way, foreign investment has played  
a crucial role in driving productivity and 
economic growth and contributing to  
the employment opportunities and living 
standards of Australians.

 

THE BENEFITS OF  
FOREIGN INVESTMENT
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the BeneFits oF Foreign investment

capital assets). Higher capital stock increases  
the demand for labour, and by underpinning 
higher levels of economic activity and 
consumption provides ‘second-round’ 
employment benefits. The net results of these 
impacts are higher employment and real wages.

Higher levels of economic activity provide other 
benefits, including a faster return to budget 
surplus, all else being equal. This would primarily 
be the result of higher tax revenues.

More difficult to quantify, but clearly beneficial, 
is the qualitative impact of foreign investment 
in Australia. Openness to foreign investment, 
and to global market forces more generally, has 
provided the foundation for the modernisation 
of many industries and businesses, contributing 
to a modern industrialised economy. Investment 
brings access to new technology, knowledge, 
skills and access to global supply chains. 
Business inputs make up a large proportion  
of international trade in goods and services.  
In this way, foreign investment contributes  
to enabling outwards direct investment by 
Australian businesses, which should be an 
equally important objective of policy settings.

Overall, the ability to continue to attract 
competitively priced foreign capital can provide 
Australia with a competitive advantage.

It is important to recognise that a decline in 
foreign direct investment would produce equal 
but opposite effects. Growth, employment and 
real wages would all be lower as a result.

Foreign direct investment supports economic 
growth and development in a number of ways, 
including by:

— Creating employment, stimulating domestic 
investment and diversifying the economy by 
adding new and different economic activities.

— Promoting competition and improving the 
allocation of resources (including capital,  
skilled workers and other business inputs.)

— Supporting productivity growth in companies 
in which investment takes place, their suppliers 
and other domestic companies through  
the transfer of new knowledge, technology, 
management and other workplace skills.

— Increasing global linkages and opportunities 
through access to international supply chains  
and by intensifying international trade.

The economic benefits of foreign investment  
are clearly demonstrated by the modelling results 
outlined in the Access Economics research, 
which this paper draws on. That research shows 
that foreign investment inflows increase our 
capital stock, lift productive capacity and output, 
raise demand for labour and boost real wages. 
Specifically, a 10 per cent increase in foreign 
direct investment inflows over the next decade  
is estimated to increase GDP by 1.2 per cent,  
or $16.5 billion, by 2020.

Increased foreign investment also generates 
higher employment by increasing the capital 
stock (the stock of accumulated investment in 
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EMERGING TRENDS

Figure 2 shows. This followed a lengthy period 
of substantial growth in the global stock of 
foreign direct investment since 1980.

Beyond these direct impacts, governments 
and the fi nancial sector are responding to 
the causes and the practices that contributed 
to the crisis. Tighter credit conditions are 
expected to result from a combination of 
new regulation, self-imposed new restrictions 
by fi nancial institutions, and from pressure 
on fi nancial institutions to give a higher priority 
to serving domestic markets before pursuing 
opportunities overseas. Many of the countries 
most affected by the downturn are expected 
to have more limited capital available for 
investing in foreign markets well into the 
foreseeable future.

THE IMPACT OF THE GLOBAL 
FINANCIAL CRISIS

The global fi nancial crisis and recession have 
affected foreign capital fl ows in two ways.

Global capital fl ows suffered a direct and 
severe setback due to the fi nancial crisis. 
In 2009, the United Nations Conference on 
Trade and Development (UNCTAD) reported 
that global foreign direct investment infl ows 
had declined by about 14 per cent in 2008 
compared to the year before. UNCTAD has 
also estimated, based on preliminary data, 
that in the fi rst quarter of 2009, global FDI 
infl ows declined by more than 40 per cent 
compared to the same period the year before.

As a result, the world stock of foreign direct 
investment declined noticeably in 2008, as 

FIGURE 2: WORLD STOCK OF FOREIGN DIRECT INVESTMENT

1980 1984 1988 1992 2004 200820001996

Source: UNCTAD.
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emerging trends

Australian businesses continue to build their 
commercial links in the region during this 
substantial growth phase. Australia is already 
enjoying the benefit of established relationships 
through demand for our natural resources and 
commodities. But we should seek to build on 
this through renewed growth in other industries, 
and by establishing new industries and taking  
up new opportunities. Those who move first to 
develop new commercial relationships will enjoy 
an important advantage. There is a close link 
between trade and investment, with investment 
underpinning and deepening a number of 
Australia’s most important trading relationships.

Japan, China, South Korea, Singapore and India 
are already among Australia’s largest trading 
partners. The importance of Asia as a source  
of foreign capital for Australia is also increasing 
significantly (see Exhibit 2). The five fastest 
growing source nations are all in Asia.

shiFting soUrces oF cAPitAl 

The shift in economic power to the Asia Pacific, 
and to Asia in particular, is perhaps the most 
important economic and strategic issue for 
Australia in the 21st century.

The World Bank has estimated that between 
2000 and 2030, the population categorised as 
the middle class of Asia will increase by more 
than 500 million people. The relatively younger 
populations of Asia will continue to have rising 
incomes and therefore we will see saving 
continue to increase in these countries. In 
contrast, saving will decrease in many developed 
countries where ageing and retiring populations 
will increasingly draw down savings built up 
during the peak income and saving years of  
the baby-boomer generation.

In addition, given the importance of existing 
relationships to doing business in the  
Asia–Pacific region, it will be essential that 

EXHIBIT 2
Foreign direct investment in AUstrAliA From  
the FAstest groWing soUrces, 2005–08

Change in country’s FDI stock  
in Australia 2005–08 ($m)

Change in country’s FDI stock  
in Australia 2005–08 (%)

China 2,499 455.2

Singapore 5,902 140.5

Hong Kong 4,759 101.1

Malaysia 2,158 72.8

Japan 14,556 68.0

Switzerland 7,688 65.0

Korea 324 50.9

France 3,938 41.6

Germany 3,984 40.8

Source: adapted from Access Economics, ‘Foreign Investment in Australia’, p. 12.  
Note: In relation to China and Hong Kong, the data is for the period 2006–08 due to figures for the year 2005 not being available.  
Figures for all other countries are from 2005–08.
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direct interest in the management and operation 
of enterprises. Investment proposals from SOEs 
are likely to be based on a medium to longer 
term time horizon. While many SOEs operate  
on a fully commercial footing, their objectives 
and governance arrangements may not always 
be fully transparent or well understood. SOEs 
might be influenced in their priorities by political 
or longer-term strategic objectives. But it is 
important to recognise that even though political 
considerations may influence an investment 
proposal, the investment can still be in Australia’s 
economic interests. Whether this is the case  
can be examined under the screening process 
administered under the Foreign Acquisitions  
and Takeovers Act.

Australia’s policy settings need to respond  
to and reflect these new challenges. The  
aim must be to ensure the wider community 
continues to support the national interest 
benefits of foreign investment, while at the  
same time also ensuring that foreign investors 
have confidence in the case-by-case approach 
Australia takes to foreign investment proposals, 
as well as the overall policies and processes 
surrounding investment approvals. 

stAte-oWned enterPrises And 
sovereign WeAlth FUnds

Another far-reaching change is the rising 
influence of state-owned enterprises (SOEs)  
and sovereign wealth funds (SWFs) as a source 
of capital (see Exhibit 3).

Generally, sovereign wealth funds do not seek  
to become directly involved in the operation  
of a business or project in which they are 
investing. They are more likely to pursue portfolio 
investment opportunities. A number of SWFs 
have sought to allay concerns about their 
arrangements and motivations by establishing 
the International Working Group of Sovereign 
Wealth Funds. This working group, of which 
Australia is a member, has prepared and 
released the Santiago Principles to provide 
guidance on appropriate public disclosure, 
performance evaluation and governance 
standards. In its examination of SWFs, the OECD 
has concluded that: ‘To date they have been 
reliable, long-term, commercially driven investors 
and a force for global financial stability.’2 

State-owned enterprises tend to be involved in 
direct investments and therefore have a closer 

EXHIBIT 3
stAte-oWned enterPrises And sovereign WeAlth FUnds 

A sovereign wealth fund (SWF) has been defined, in broad terms, as ‘any 
government-controlled fund that manages and invests government savings, 
regardless of the revenue source’ of the savings.

This compares to state-owned enterprises (SOEs), which are defined as 
business entities ‘established’ by governments, and whose ‘supervisory 
officials’ are often from government.

Source: (1) W. Devlin and B. Brummitt, A Few Sovereigns More: The Rise of Sovereign Wealth Funds 
and (2) OECD, State-Owned Enterprises in China: Reviewing the Evidence, 2009.
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make an important contribution to signalling  
to global investors that Australia is generally 
open to foreign investment.

Nonetheless, we cannot assume that success  
in attracting investment will continue into the 
future. Australia must continue to take careful 
account of the emergence of new sources of 
capital at a time when a number of countries 
that have been traditional sources of foreign 
investment are facing considerable challenges. 
The ability to source investment capital into  
the future is a major issue for all of Australia’s 
industries.

Ongoing improvements to policy settings,  
as they relate to foreign investment and  
the economy more broadly, are needed  
so that Australia can continue to attract  
high-quality foreign investment into all sectors  
of the economy.

The attractiveness of Australia as an investment 
destination is no accident. Foreign capital is 
sensitive to economic, policy and political 
circumstances. A stable political system and 
effective economic policies are essential for 
attracting international investment.

Generally, the policy settings of Australian 
governments have been effective in enabling  
the flow of capital into productive investments. 
Successive federal governments have 
maintained and, where necessary, reformed 
policy settings in order to continue to attract 
foreign capital while safeguarding the national 
interest. Important reforms were introduced  
by the Rudd Government in 2008 and again  
in 2009.

The investment promotion, information and 
advisory services provided by Austrade, the 
Treasury, the Department of Foreign Affairs and 
Trade (DFAT) and other government agencies 

The ability to source investment  
capital into the future is a major 
issue for all of Australia’s  
industries

AN ATTRACTIVE  
POLICY ENVIRONMENT
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Policy settings that influence investment should 
be guided by a clear set of objectives. Foreign 
investment delivers benefits to Australia and we 
should seek to maximise those benefits through 
policies that:

— Signal an openness to investment.

— Are neutral with respect to the sources of 
investment.

— Are clear, and predictable in their application.

— Promote consistent treatment of investment 
proposals through consistency in decision 
making.

— Restrict investment only when there is a clear 
national interest justification for doing so.

Ehendipsa dunti corit molupta tatiur, 
culluptatur, sin rest, beate nobis rem  
underferis venis officiet lacidundest 
repedis dis idi temos aute digent.

Policy settings that influence investment should  
be guided by a clear set of objectives

THE PURPOSE OF  
FOREIGN INVESTMENT 
POLICY
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proposals assessed to be contrary to the national 
interest. The national interest test that applies 
under the FATA is a ‘negative test’. This means 
that there is a presumption that foreign investment 
proposals will generally be in the national interest. 
The onus is on the government, with advice from 
FIRB and other government agencies, to test 
whether any aspect of a proposal would render  
it contrary to the national interest.

This screening system and application of the 
national interest test has come under close 
scrutiny from some countries and has been 
criticised from time to time by foreign investors. 
Criticisms have included the need for greater 
clarity and predictability of the screening and 
decision making process. Some view the 
screening process as an unnecessary restraint 
on investment activity. Concerns have also been 
raised about the time taken, which in a minority 
of cases can extend to more than four months.

Tony Hinton’s paper, ‘Aspects of Australia’s 
Foreign Investment Policy and Its Administration’, 
concludes that the screening system has in fact 
worked well. It provides assurance to the wider 
community that Australia’s national interests  
are being taken into account, while still enabling 
extensive foreign investment to occur. A general 
national interest test enables enough flexibility  
to consider the circumstances of each proposal 
on a case-by-case basis. Nevertheless, there  
is scope to improve the operation and 
implementation of the system and processes  
to ensure that Australia continues to maximise 
the benefits from foreign investment against the 
backdrop of major changes in what were already 
highly competitive global capital markets.

AUSTRALIA’S  
FOREIGN INVESTMENT  
SCREENING REGIME

Australia’s Foreign Acquisitions and Takeovers 
Act 1975 (FATA) grants the Australian 
Government the power to block investments  
by foreign persons in certain assets and 
businesses that are deemed contrary to 
Australia’s national interest.

The FATA applies to the following:

— Acquisitions of interests in an Australian 
business or corporation valued above  
$231 million ($1.004 billion for US investors).

— Takeovers of offshore companies whose 
Australian subsidiaries or gross assets exceed 
$231 million ($1.004 billion for US investors).

— Acquisitions of interests in Australian residential 
and commercial real estate (some exemptions 
apply to commercial real estate).

— Proposals where any doubt exists as to 
whether they are ‘notifiable’ (that is, subject 
to examination under the FATA screening 
process), for example due to the complexity  
of the funding arrangements.

— All direct investments by foreign governments 
or their agencies, irrespective of size.

— Portfolio investments in the media sector 
of 5 per cent or more and all non-portfolio 
investments in that sector irrespective of size.3

The FATA and its associated regulations permit 
the Treasurer to reject foreign investment 

11

The screening system has worked well, but there  
is scope to improve how it operates  
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Given the impact of the global financial crisis, 
and the reduced availability of capital from 
private sector investors, the BCA considers  
that restrictions placed on private sector 
investors should be reduced.4 

The BCA recommends that the higher  
screening threshold for US investors should be 
extended to private sector corporate investors 
from other nations.

Extending access to the higher threshold  
would make investment easier by removing  
the administrative burden and the time involved 
in the screening process. The requirements  
of the screening process and the time it takes 
can be an important consideration for investors 
operating in markets and circumstances  
that are subject to rapid change. Therefore, 
increasing the threshold would remove a 
potential deterrent facing foreign investors.

It would also send a strong signal to global 
investors regarding our openness to investment 
and our commitment to neutrality as regards  

In light of the changes in the international 
economy affecting global capital, the BCA  
is recommending five reforms to Australia’s 
foreign investment screening arrangements.

All of the policy changes proposed relate to 
business investment. Policy settings relating  
to proposals for investing in real estate have  
not been considered for the purposes of this 
paper. The five recommendations relating to  
the foreign investment screening regime are  
as follows.

extend the higher screening 
threshold For PrivAte corPorAte 
investors

The Australia–United States Free Trade 
Agreement (AUSFTA) provides investors from 
the United States with a substantially higher 
screening threshold than that which applies to 
investors from all other countries. At present  
the threshold for US private investors is set at 
about $1 billion. This compares to a threshold  
of $231 million for all other private investors. 

RECOMMENDED REFORMS TO AUSTRALIA’S  
FOREIGN INVESTMENT SCREENING REGIME
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recommended reForms to AUstrAliA’s Foreign investment screening regime

If it is determined that the opportunity to  
extend the higher threshold should continue  
to be pursued through free trade agreement 
negotiations, the BCA would, as an alternative 
option, recommend that:

— As a matter of priority, the Australian Government 
should seek to negotiate a higher screening 
threshold for private corporate investors from 
key trading partners through current free trade 
agreement negotiations.

— The government should at the same time take 
proactive steps to negotiate a higher screening 
threshold with nations that are not in free trade 
agreement negotiations with Australia but have 
substantial investments here.

develoP the screening 
ArrAngements thAt APPlY to 
stAte-oWned enterPrises

The BCA regards recent increases in investment 
proposals from state-owned enterprises and 
sovereign wealth funds as a development with 
the potential to benefit the Australian economy. 
This does not, however, mean that every 
investment proposal from such entities should 
be allowed to proceed without question. 

The screening of investment proposals from 
state-owned enterprises, and to a lesser extent 
sovereign wealth funds, was the subject of an 
articulation of policy by the Australian Government 
announced in February 2008. The government’s 
principles for assessing foreign investment 
proposals included the following statements:

‘In considering issues relating to 
independence, the government will focus  
on the extent to which the prospective  
foreign investor operates at arm’s length  
from the relevant government.

It also considers whether the prospective 
investor’s governance arrangements could 
facilitate actual or potential control by a  
foreign government (including through the 
investor’s funding arrangements).’5 

the sources of investment. As a result, it  
would assist Australia to continue to attract 
foreign capital from a diverse range of sources. 
The experience of the AUSFTA lends weight  
to this conclusion. Since the AUSFTA came  
into effect in January 2005, there has been 
significant growth in American investment in 
Australia. While other factors have had a bearing 
on investment flows, lifting the threshold for 
screening proposals from US investors has 
contributed to growth in investment flows.

The proposal for extending access to the higher 
threshold carries with it a low risk that private 
corporate investors from offshore would act in  
a way contrary to Australia’s national interests. 
However, if a concern relating to an investment 
or potential investment arises, Australian 
authorities have other mechanisms available  
to address them, including competition policy, 
other aspects of the Trade Practices Act, the 
requirements of the Corporations Act, and 
transfer pricing rules.

There are two options for increasing the 
screening threshold for private investors.

The first option is to unilaterally offer the 
increased threshold to private sector investors 
from all other nations. This is the approach 
strongly preferred by the BCA. Taking a unilateral 
approach to liberalising the screening threshold 
would be consistent with the approach taken  
in introducing past reforms that have been of 
lasting benefit to the economy. Those reforms 
included reductions in tariffs, and the removal  
of restrictions on foreign banks and other 
financial institutions operating in Australia.

Alternatively, further liberalisation could be 
pursued through current and future free trade 
agreement negotiations. However, this is a 
time-consuming process, with many trade 
agreements taking up to five years, or longer,  
to be concluded.
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It will be important for the integrity of the 
screening regime that these conditions are met. 
A proactive and effective process is required to 
check whether conditions have been adhered to. 
If, in future, it is found that conditions have not 
been met, it will be necessary to have in place 
appropriate arrangements for the enforcement  
of conditions.

Enforcing compliance with decisions made 
under the FATA should not be focused only  
on SOEs. If, over this same period, decisions 
concerning proposals from private corporate 
investors have had conditions attached to them, 
then those conditions should be subject to the 
same compliance procedures as those that 
apply in relation to SOEs.

The monitoring and, wherever necessary,  
the enforcement of compliance with decisions 
made under the FATA should be given a high 
priority by the federal government. If additional 
expertise and personnel are required to improve 
monitoring and compliance, then this should  
be provided. The BCA anticipates that the 
government could draw on existing audit and 
enforcement resources from other federal 
government departments or agencies with 
relevant expertise.

reFrAin From imPosing conditions 
not relAted or relevAnt to An 
investment ProPosAl

As outlined above, foreign investment decisions 
will often have conditions attached to them.  
This of itself is generally not a cause for concern. 
But where the conditions do not appear to relate 
directly to the investment in question, this could 
compromise foreign investor perceptions of 
Australia’s policies.

While conditions attached to foreign investment 
decisions in Australia have tended not to go 
beyond matters directly related to the specific 
investment proposal, Tony Hinton’s paper  
makes the point that some grounds for concern 
have emerged.

In light of the changes impacting on capital 
across the world, it will be important that the 
government build on this approach in ways that 
contribute to achieving the best possible balance 
between attracting productive investments  
and providing appropriate safeguards.

The six key principles enunciated by the federal 
government in February 2008 are supported  
by the BCA. The BCA recommends that the 
government’s current approach, including the 
principles contained in the Treasurer’s statement 
of 17 February 2008, should be retained but  
with an additional requirement.

Consistent with the approach outlined by  
Tony Hinton in his paper, the BCA recommends 
that an SOE making an investment proposal 
should be required to demonstrate that it will  
act independently of its foreign government 
owner and, where applicable, in the interests  
of all shareholders. Such a requirement should 
be clearly communicated so that it is known  
by potential SOE investors in advance of the 
screening process.

It is anticipated that this additional step would 
sharpen the focus on the specific arrangements 
that would apply in relation to a new investment 
proposal if it were to proceed in Australia, as 
distinct from arrangements that might be in 
place elsewhere.

One of the objectives of introducing such  
a requirement should be to improve the 
predictability of the screening process.

enForcement oF conditions

In February 2008, the federal government 
released the principles that apply to SOEs under 
the foreign investment screening process. Since 
then, some decisions made by the Treasurer 
under the FATA have had conditions attached  
to them which relate directly to the SOE 
investment principles.
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Amend the rUles to Prevent 
circUmvention oF the screening 
Process

It will also be important that the potential for 
circumventing the screening process using 
complex arrangements is addressed.

The Foreign Acquisitions and Takeovers Act,  
as written, states that a 15 per cent interest  
in either the issued shares or the voting power  
of the company is the trigger for screening  
under the FATA. As has been noted by the 
Foreign Investment Review Board, it is possible 
to construct an investment proposal so that  
total ownership is below 15 per cent, while a 
component part or parts of the proposal may  
be for ownership that amounts to more than  
15 per cent of a strategic asset.

The BCA recommends that the FATA be 
amended to address complex investment 
proposals where ownership of more than  
15 per cent in smaller strategic assets might  
be masked by a proposal which, in total, results 
in less than 15 per cent ownership overall and 
therefore may not trigger the screening process 
by the FIRB.

The purpose of such a change would be  
to prevent some investors taking control of  
a particular asset by way of ownership or  
voting rights without first being subject to  
the screening process.

It is acknowledged that conditions may  
become attached to proposals if they have  
been volunteered by the investor.

But even when conditions are volunteered  
by an investor that do not directly relate to the 
consideration of the investment proposal, it is  
the BCA’s view that the Australian Government, 
through the Treasurer, should be wary of formally 
attaching such conditions to any subsequent 
FATA decision.

Decisions relating to major investment proposals 
are the subject of public announcements that  
are closely scrutinised by many international 
investors. Therefore, the inclusion of any 
conditions not related to a specific proposal  
may send a signal to other potential investors 
that they will need to offer or meet similar 
conditions if their proposal is to make it through 
the screening process without being blocked.

Furthermore, conditions not directly related  
to an investment may be costly, and additional 
costs may reduce the scope of an investment,  
or they may affect the returns that are generated. 
All of these factors could work to deter potential 
genuine and legitimate investors.

The BCA recommends that, as a general 
principle, the Australian Government should  
not encourage the inclusion of conditions that  
do not relate to a specific investment proposal. 
The screening process should focus on matters 
of direct relevance to the business venture or 
project being examined. This principle may in 
fact reflect the current approach of the Australian 
Government. If this is the case, it may need to be 
emphasised during the consultation and decision 
making process, and drawn to the attention of 
potential investors.

recommended reForms to AUstrAliA’s Foreign investment screening regime
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A significant body of research finds that tax 
systems can be restructured to generate 
economic growth and create more jobs, including 
by reforming the taxation of capital in order to 
attract more investment funds into the country.

We argue that tax reforms arising from the  
Henry review should reduce government reliance 
on corporate income tax and capital income 
taxes more broadly, and increase reliance on  
the least distortive taxes, notably consumption 
and property taxes, and not increase taxes on 
labour income. 

imProve the regUlAtorY 
environment

Business regulation by federal and state 
governments has an important bearing on 
investment decisions. A potential deterrent 
to investment in Australia is the regulatory 
duplication and overlap that exists under our 
federal system. Where an area of regulation  
is a shared responsibility between jurisdictions, 
there should be a move towards a single 
consistent and national regime. A seamless 
national economy for doing business in  
Australia would improve our attractiveness  
as a destination for investment.

The need for workplace relations arrangements 
to promote flexibility and productivity are also 
important considerations for investors. Australia’s 
policies must continue to focus on the quality  
and outcomes of workplace relationships through 
legal, institutional and industrial frameworks. 
These frameworks should allow and encourage 
genuine enterprise-level bargaining, with 
enterprise-based agreements forming the  

While Australia’s foreign investment screening 
regime gains a great deal of public attention, 
taxation, economic, regulatory and trade policies 
will often exert more influence over investment 
flows to and from Australia. Importantly, reforms 
to policy in these areas will also influence 
investment from domestic sources. Although  
it is not the specific focus of this paper, attracting 
investment capital from within Australia is an 
equally important issue for the BCA.

Australia must also pursue broader policy reforms 
that contribute to strengthening investment from 
both domestic and foreign sources. The following 
reforms should be among the most important 
priorities for Australia’s federal, state and territory 
governments.

The BCA has long promoted the need for reform 
in the following areas.

PUrsUe tAxAtion reForm

Taxation policies have the potential to affect 
in very significant ways the flow of foreign 
investment into a country, the availability of 
investment capital from domestic sources  
and whether the stock of existing investments  
is retained.

The BCA’s 2009 submission to the Henry  
tax review, Unrealised Gains: The Competitive 
Possibilities of Tax Reform, focused on 
growth-oriented reforms to attract investment  
and to lift domestic savings. Our tax system  
must be restructured to minimise distortions  
that deter Australian savings and investment, 
support the attraction and retention of foreign 
capital investment and increase productivity  
and workforce participation.

REFORM OF BROADER 
POLICY SETTINGS
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reForm oF BroAder PolicY settings

the World Trade Organization (WTO) multilateral 
negotiations. Achieving a conclusion to the  
Doha Round would, in turn, provide new 
commercial opportunities that contribute to 
increased investment and growth.

Similarly, improved trade and investment flows 
have been achieved through regional and 
bilateral free trade agreements (FTAs). Australia 
should continue to pursue agreements with  
key trading partners that are WTO-consistent 
and in line with the ‘Best Practice for FTAs in 
APEC’ guidelines. In addition, APEC’s Investment 
Facilitation Action Plan has the potential to be 
an effective mechanism for lifting investment 
flows within the region, and to promote greater 
economic integration. This objective is in 
Australia’s economic and wider strategic interest.

Further trade and investment liberalisation 
would strengthen foreign investment flows into 
Australia, as well as outwards direct investment 
by Australian businesses.

Prioritise edUcAtion And  
skills Policies

The availability of skilled people can have a 
significant influence on investment decisions. 
Access to a highly skilled workforce makes 
an essential contribution to realising the best 
possible return on an investment. At the same 
time, foreign enterprises and foreign-funded 
projects offer skilled individuals the opportunity  
to further extend their knowledge and 
capabilities, thereby increasing the contribution 
made by the workforce to the investment. 
Australia must continue to improve its education 
and training systems, focusing on the ability of 
those systems to effectively prepare students 
for their future places of work. The federal 
government should also maintain immigration 
policies that support skilled migration.

core of the workplace relations system. 
The current challenge is to make sure the 
implementation of the federal government’s  
Fair Work system enables increases in 
productivity and high levels of employment.

It is also important that governments do not 
impose new or additional imposts on business. 
Any moves by governments to impose direct 
imposts on business would represent another 
deterrent to foreign capital, especially if such 
measures disproportionately affect export 
activities.

Furthermore, Australia’s commitment to attracting 
foreign investment must be supported by 
resisting protectionism across all areas of policy, 
at both the federal and state levels. We cannot 
afford policy changes, no matter how limited in 
their scope, which are or can be perceived as 
a form of indirect protectionism. All proposed 
regulatory changes need to consider the wider 
consequences for investment.

The BCA recommends that all governments 
assess the impact on investment of any new 
policy proposal before a decision is made to 
introduce a new policy, especially when this 
would involve new regulation. The assessment  
of the impact on investment should be  
included in regulatory impact statements,  
or an equivalent process.

FUrther redUce trAde And 
investment BArriers throUgh 
internAtionAl Agreements

Increased investment flows facilitate and create 
new opportunities for increased trade. Therefore, 
a further policy priority should be to continue to 
work with foreign governments to reduce barriers 
to international trade and investment. The BCA 
supports the federal government’s commitment 
to pursuing further trade liberalisation through 
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Austrade. It should be targeted at key overseas 
markets including both traditional and emerging 
sources of capital.

One further complementary step could  
involve lifting the marketing and communications 
capabilities of the Foreign Investment  
Review Board with the aim of improving the 
understanding that foreign investors have about 
Australia’s foreign investment screening process.

Finally, the BCA suggests that the federal 
government consider a public education  
initiative to provide information to the Australian 
community about the importance of attracting 
foreign investment and the safeguards that  
are in place. Reservations continue to be held 
within the wider community about the desirability 
and role of foreign investment. More recently, 
concerns within the community appear to  
have been heightened by media coverage  
and public debate concerning the increasing 
number of foreign investment proposals made  
by state-owned enterprises and the size of 
investments made by sovereign wealth funds.

The business community also has an important 
role in promoting and explaining the benefits  
of trade and investment liberalisation.

The provision of information to the wider 
community about Australia’s foreign investment 
policies – and the reasons for them – is an 
important priority. This is because public support 
will be vital for policies that aim to attract foreign 
investment from a diverse range of investors.

imProve mArketing, 
commUnicAtion And  
commUnitY edUcAtion

Finally, Australian governments should take  
steps to improve marketing and communication 
arrangements so as to make sure that policies 
designed to attract productive investments are 
widely known and well understood.

The BCA recognises that the FIRB encourages 
potential investors to approach it to discuss 
potential investment proposals. Nevertheless, 
there is an opportunity for the Australian 
Government to take further proactive steps to 
improve the communications arrangements  
in relation to information about the foreign 
investment screening process, targeting key 
countries. The Treasurer’s announcement of 
December 2009 that the Australian Government 
will introduce new arrangements to help inform 
potential investors about Australia’s foreign 
investment screening regime is a welcome 
initiative. We suggest that further steps could  
also be taken.

Austrade provides a range of services to potential 
investors. These services include the provision  
of advice relating to government requirements of 
foreign investors, and information about markets 
within Australia. The availability of these services 
and the continuing promotion of Australia  
in international markets by DFAT and other 
government agencies are regarded by the  
BCA as an important component of Australia’s 
foreign investment policy settings.

It would be timely, commencing in 2010, to 
develop and implement a new marketing initiative 
that communicates the benefits of Australia as  
a place to invest. An initiative such as this could 
utilise the existing network and resources of Public support will be  

vital for policies that  
aim to attract foreign  
investment from a diverse 
range of investors
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Also, the existing foreign investment policy 
arrangements for state-owned enterprises 
should be further developed and clarified. This 
should involve making it clear that an SOE is 
expected to demonstrate that if an investment 
proposal is to be approved, the SOE will need  
to act independently of a foreign government  
in administering the investment.

In addition, broader policy settings that have  
an influence on foreign investment flows should  
be reformed. Chief among these is the need  
to reduce the tax burden on investment capital 
as part of broad-based tax reform.

Finally, Australian governments should have  
in place a broad suite of economic policies  
that make Australia an attractive destination  
for investment and for doing business. These 
policies include a stable macroeconomic 
environment underpinned by sound fiscal  
and monetary policy, an economic system of 
open and competitive markets, and fiscal and 
regulatory settings that provide incentives for 
higher levels of participation and productivity.

Higher participation and productivity are the 
keys to future prosperity in the form of real 
opportunities and sustained benefits for the 
wider Australian community.

Foreign investment already makes a major 
contribution to achieving this objective. By 
continuing to reform policy settings, foreign 
investment can continue to serve the interests  
of the wider community through higher living 
standards and a better quality of life.

Australia will continue to rely, as it has in the 
past, on foreign investment to supplement 
domestic saving in order to meet our nation’s 
investment needs. Foreign investment delivers 
significant benefits through higher economic 
activity, more jobs and increased real wages.

Australia’s foreign investment policies must 
continue to signal an openness to investment 
and respond to changing sources of global 
capital. Policy changes need to be timely  
and must aim to provide as much certainty  
as possible for current and future investors.  
At the same time, if broad public support is  
to be sustained for this approach in Australia,  
members of the wider community must have 
confidence that foreign investment continues  
to be in the nation’s, and their, best interests.

Overall, Australia’s foreign investment policies 
have served us well, but further changes would 
improve the effectiveness of those policies, help 
to maintain public confidence and underpin 
strong investment in a more competitive global 
environment. More also needs to be done to 
continue to promote the benefits of international 
trade and investment liberalisation.

Further changes to the foreign investment 
screening regime are recommended. The higher 
foreign investment screening threshold that 
applies to investors from the United States, and 
is currently set at about $1 billion, should be 
extended to private corporate investors from 
other nations.

CONCLUSION
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1 This paper is not concerned with the foreign investment rules that apply to residential real estate.

2 OECD, OECD Declaration on Sovereign Wealth Funds and Recipient Country Policies, June 2008.

3 Australian Government, Department of the Treasury, Australia’s Foreign Investment Policy, 
September 2009.

4 A private corporate investor is defined, for the purposes of this paper, as a publicly listed corporation 
or a private corporation that is registered as a corporation in their country of domicile and is not 
government-controlled.

5 Treasurer of Australia, Government Improves Transparency of Foreign Investment Screening Process, 
Media Release, 17 February 2008.

 Unless stated otherwise, all dollar amounts quoted in this paper are in Australian dollars.
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been a key driver of Australia’s economic  
growth and improvements in economic wellbeing 
that have been achieved over the last 50 years. 
Australia will continue to depend on foreign 
investment for the foreseeable future for its 
ongoing economic performance.

4. Overall, the foreign investment policy of 
successive Australian governments over the  
last 40 years or so (i.e., since a definable policy 
was established) has been to encourage foreign 
investment, with some restrictions in some areas, 
but with the application of a screening system  
to assess more significant proposals to test if  
they are ‘contrary to the national interest’. It will 
be very important that Australia continues to 
apply policies that are conducive to a welcoming 
environment for foreign investment.

5. It will be important for the government to be  
alert to the possible need to adjust its foreign 
investment policy in response to changing 
circumstances and developments to ensure  
that foreign investors continue to have a very 
favourable perception of Australia as a country  
in which to invest, while ensuring Australia’s 
national interests are protected.

6. A particular relatively recent development that  
is bringing some tension to Australia’s foreign 
investment policy is the increase in foreign 
investment proposals from foreign governments, 
e.g., by SOEs and SWFs. Related to this 
development is the emergence of China as  
a growing source of foreign investment for 
Australia. The nature of the Chinese political 
economy means that most of these investments 
are proposals from SOEs.

Background to the Paper

1. This paper has been prepared for the  
Business Council of Australia as input into their 
examination of Australia’s foreign investment 
policy and experience with foreign investment.

Scope of the paper

2. This paper examines selected aspects of 
Australia’s foreign investment policy and  
selected aspects of processes followed in  
the administration of policy.1 It does not seek 
to examine all aspects of the policy and its 
administration. It particularly looks at the  
national interest test, consultations with 
applicants, deadlines, the treatment of 
investments by foreign governments, including 
foreign state-owned enterprises (SOEs) and 
sovereign wealth funds (SWFs), and conditions 
attached to approvals for foreign investment 
proposals. The last section of the paper contains 
some conclusions drawn from the observations 
about Australia’s foreign investment policy  
and its administration.

Context

3. large inflows of foreign investment into Australia 
have been a significant feature of the Australian 
economy for many decades. The benefits of 
foreign investment are well established and fully 
acknowledged. In brief terms, capital inflow into 
Australia from overseas has, in effect, funded 
current account deficits and added substantively 
to domestic savings. Foreign investment has 
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10. Importantly, the test that is applied is a negative 
test. The presumption is that foreign investment 
proposals will generally be in the national interest 
and therefore the onus is on the government 
(with input from the Foreign Investment Review 
Board and other government agencies, federal 
and state, with an interest) to test whether there  
is a characteristic of the proposal that makes  
it contrary to the national interest.

Rejection of a proposal, therefore, is 
accompanied by a statement as to what  
aspect was unacceptable. Also relevant here  
is the scope for the proposal to be modified  
in consultation with the authorities to remove  
the offending characteristic and/or for the 
Treasurer to impose conditions that address  
the identified problem. These two aspects are 
covered in more detail in the next two sections.

11. Explicitly defining the national interest would be  
a difficult task. However, if the policy approach 
were changed significantly by explicitly defining 
the national interest or by replacing the screening 
system (and the associated ‘contrary to the 
national interest’ test) with an explicit full and  
all-encompassing set of restrictions, there would 
be a significant risk that the resulting policy 
would be more restrictive, i.e., less welcoming 
than the current policy environment. That sort of 
development would not be in Australia’s interests.

12. It follows from the above that the underpinning 
approach of policy as contained in the FATA – 
the screening system with a contrary to the 
national interest test – should be retained.

Key Aspects of Policy

(a) Contrary to the national interest Test

7. under the Foreign Acquisitions and Takeovers 
Act (FATA) and associated regulations, the 
Treasurer has the power to reject those foreign 
investment proposals assessed to be contrary  
to the national interest. What is not in the national 
interest is not defined. It is for the government  
to determine what is ‘contrary to the national 
interest’ by having regard to the widely held 
community concerns of Australians.2 However, 
there is partial guidance in that it is made  
clear that a proposal that does not meet the 
requirements of policy would ordinarily be 
regarded as contrary to the national interest  
e.g., there are restrictions on foreign investment 
in the sensitive media and real estate sectors.

8. This screening system for the application  
of the national interest test is the aspect of 
Australia’s foreign investment policy that has 
come under close scrutiny by other countries  
and has been criticised from time to time  
by foreign investors. It is argued that the 
discretionary and unclear nature of this part  
of the policy erodes perceptions of foreign 
investors as to the predictability and welcoming 
nature of Australia’s foreign investment policy.

9. However, this screening system (which has  
been maintained by successive Australian 
governments) has in fact worked very well  
in the sense that it gives comfort to the wider 
Australian community that Australia’s national 
interests are being taken into account, while  
still enabling extensive foreign investment to 
occur, with their associated economic welfare 
enhancing benefits.



4

17. Also relevant here is the approach taken by the 
authorities to actively have a dialogue with the 
foreign investor (sometimes even before a formal 
application is received) about their proposal  
(also see next section). Modifications could  
occur that remove the need for conditions or 
alternatively lead to conditions that are entirely 
acceptable to the investor.

18. Also relevant is that when conditions are  
imposed on a proposal, those conditions  
are made public by way of a ministerial media 
release. In other words, the authorities are 
publicly accountable in relation to the use  
of conditional approval. Moreover, their 
publication in effect provides further guidance  
to potential investors as to characteristics of 
proposals that may be unacceptable.

19. When conditions are imposed, it is also 
necessary for a compliance arrangement to  
be put in place. This is usually in the form of  
a requirement on the investor to report back  
to the FIRB on a regular basis. non-compliance 
would damage the investor’s relationship with  
the authorities (with consequential implications 
for the handling of any future investment 
proposals by that investor). In addition, the 
government has scope for direct action, ranging 
from direct consultation with the investor to  
(in extreme cases) forced divestment.

20. There is a risk that some types of conditions 
could be imposed that could damage foreign 
investor perceptions and perceptions more 
widely about the nature of Australia’s foreign 
investment policy. This issue is addressed in 
more detail in paragraphs 41 to 45 below.

13. If it became clear that, under the operation  
of the current policy regime, foreign investor 
perceptions were deteriorating in relation to 
Australia as a place in which to invest, then  
a more effective approach than a change of 
policy would be for the government to become 
more active in public comments and statements  
about the welcoming nature of Australia’s foreign 
investment policy regime, particularly covering 
the point that the national interest test is a 
negative test, rather than a positive test.

(b) Conditional Approvals3 

14. Another key component of Australia’s foreign 
investment policy is the scope under the FATA  
for the government to impose conditions on 
approvals for foreign investment proposals  
that are subjected to the screening system.  
This enables the government to explicitly and 
directly address concerns that arise in relation  
to aspects of some proposals.

15. This is also an aspect of Australia’s policy that  
has been criticised by some other countries  
and some foreign investors. The criticisms  
are usually along the lines that the scope to 
impose conditions adds uncertainty, i.e., foreign 
investors considering investing in Australia may 
be discouraged from submitting an application 
because of it not being clear as to the likely 
outcome of their application.

16. However, removing the scope to impose 
conditions could well be counterproductive to  
the objective of attracting foreign investment. 
Having the options of only approval or rejection 
would significantly reduce the flexibility of the 
policy to maximise the possibility of the proposal 
going ahead in an acceptable form.
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(b) Deadlines for Decisions

24. Another criticism of the administration of 
Australia’s foreign investment policy is that  
the decision-making process can be too drawn 
out. However, this criticism also seems to be  
an overstatement.

25. A key aspect of the administration of Australia’s 
foreign investment policy is the existence of 
statutory deadlines for decisions. under the 
FATA, the authorities have 30 days from formal 
lodgement of an application to make a decision. 
The Act also provides for a one-off extension  
of up to a further 90 days for a decision. The 
authorities have 10 days after a decision to  
inform the applicant of the decision. (Proposals 
covered by the policy but not by the Act, where 
possible, are decided within the 30-day standard 
period). non-sensitive proposals consistent  
with policy are handled by officials under 
delegation from the Treasurer – these cover 
about 95 per cent of proposals (mainly real  
estate cases). Occasionally, when a case’s 
complexity requires more time for an application 
to be fully assessed, the authorities have used  
the technique of having the applicant withdraw 
and then re-submit their application, hence 
cancelling and re-starting the deadlines.

26. It is important to note that under the Act, the 
absence of a decision within the statutory 
deadline is in effect approval. In other words,  
the deadlines are substantive, with the onus  
on the authorities to make a decision (and  
advise the parties). Moreover, use of the 90-day 
extension of the deadline does not appear to  
be excessive – particularly since the cases for 
which this occurs are usually quite complex  
and often require considerable consultation  
with other federal agencies and state and  
territory governments.

Key Aspects of  
Policy Administration

(a) Consultations with Applicants

21. As mentioned above (paragraphs 10 and 17),  
a key aspect of the administration of Australia’s 
foreign investment policy is the practice of  
the authorities (usually the Executive Member  
of the Foreign Investment Review Board) to  
engage in a dialogue with potential foreign 
investors. The authorities encourage and  
facilitate such dialogue. It can occur before  
and/or after an application has been received 
and can continue right up to a final decision 
being made. This contact can be very useful  
in explaining the government’s policy and 
processes (including timelines) and in  
identifying sensitivities and ways to address  
those sensitivities (e.g., modifications to the 
proposal and/or conditions to be imposed  
on the approval).

22. The availability of this dialogue process is quite 
powerful in countering any potential criticisms 
that the screening system and its associated 
‘contrary to the national interest’ test could be 
damaging foreign investor perceptions that 
Australia has a welcoming environment for 
foreign investment.

23. It is important that this consultation process 
continues. And it is important that policy 
statements by the authorities give some 
emphasis to this key characteristic of  
the administration of Australia’s foreign 
investment policy.
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potential investors owned/controlled by foreign 
governments of Australia’s policy in this area.  
An absence of transparency has the potential  
to damage perceptions about Australia as a 
place in which to invest.

(i) Foreign State-Owned Enterprises (SOEs)

30. Of particular concern in this area of investments 
by foreign governments and their agencies  
is in relation to state-owned (and controlled) 
enterprises (SOEs). The type of investments  
that are mentioned most in this regard is in 
relation to an SOE with commercial activities  
in their own economy (e.g., smelting, steel, 
electricity generation, etc.) pursuing interests  
in resources (e.g., coking and steaming coal,  
iron ore, bauxite, uranium, etc.) through foreign 
investment. Foreign investment in resources is 
often associated with the objective of achieving 
vertical integration by investing in resources  
in the supply chain. Concerns have emerged  
that where this involves a controlling interest in 
the Australian asset, the risk is that the foreign 
government owner may use that control to 
inappropriately influence commercial decisions 
to the benefit of its economy at the expense  
of other shareholders and the economy where 
the resources are held. For example, this could 
be in the form of impacting on global prices of 
the resource.

31. However, there are factors that limit the extent  
to which this kind of perverse outcome of foreign 
investment can actually occur. For example,  
the size of the activity needs to be very large  
for there to be a potential to impact on global 
markets. There are some major players in  
the global markets for resources and energy.  
In addition, Australia has a system of domestic 
policies that can be used to protect its  
national interests in many circumstances  
(e.g., competition policy, taxation laws, 
corporations law, etc.).

Issues

(a) investments by Foreign Governments

27. under Australia’s foreign investment policy, 
proposed investments by foreign governments 
and their agencies (including SWFs and SOEs), 
irrespective of size, require prior approval.  
They are then assessed against the ‘contrary  
to the national interest’ test. This assessment  
is similar to the assessment of screened private 
sector investments. However, additional factors 
are taken into account because of their being 
owned/controlled by a foreign government. 
These investors may not operate in accordance 
with normal commercial considerations.  
They could, in fact – because of their link to  
the government – pursue political or strategic 
objectives. Such behaviour could be contrary  
to Australia’s national interest.

28. On 17 February 2008 the Treasurer issued a 
media release (see Attachment A of this paper) 
listing six factors the government would have 
regard to when assessing proposed investments 
by foreign governments and their agencies.  
A key factor was in relation to the extent to which 
the investor operates at arm’s length from the 
relevant foreign government. The Australian 
authorities would consider whether the 
prospective investor’s governance arrangements 
could facilitate actual or potential control by a 
foreign government (including through the 
investor’s funding arrangements).

29. This clear concern about this category of  
investor is soundly based, given the potential  
for commercial objectives to be eroded by wider 
strategic objectives of the investor and its foreign 
government owner that could be contrary to 
Australia’s national interest. The Treasurer’s  
media release was a useful way to enhance 
transparency of policy in this area. It also  
would have increased the understanding of 
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This, in effect, would shift the onus5 onto the 
foreign investor to demonstrate that the proposal 
would be consistent with the six factors in the 
Treasurer’s media release of 17 February 2008.

36. It is possible that the approach outlined in 
paragraph 35 is in fact already being adopted  
in a de facto way during the consultations by  
the authorities with SOEs proposing to invest  
in Australia, with these consultations leading  
to the sort of conditions and undertakings that 
have emerged to date.

(ii) Sovereign Wealth Funds (SWFs)

37. There has been a sharp increase in the number 
of SWFs in the last 10 years or so and they  
are now major players in international capital 
markets. This expanded and growing role has 
resulted in concerns that foreign investments  
by SWFs could run counter to the national 
interests of the recipient economy. And to  
the extent that they have the potential to act 
similarly to the ways that SOEs might behave  
(as outlined above), there are some grounds  
for those concerns.

38. However, ‘SOEs are distinguished from SWFs  
by their institutional closeness to the state’.6 

SWFs usually have a defined special purpose 
and usually invest in financial assets, without 
seeking to take a controlling interest. This  
clearer separation from their government  
owners (i.e., independence), with a financial 
focus involving portfolio investments rather than 
direct investments, in general make them much 
less of a concern than investments by SOEs.

39. In addition, SWFs have sought to address 
concerns about them by establishing  
(in October 2008) the International Working 
group of Sovereign Wealth Funds which has 
prepared a set of principles (the ‘Santiago 
Principles’) to provide guidance on public 
disclosure, performance evaluation and 
governance of SWFs. Australia is a member.

32. Because of these concerns, the Australian 
government, in giving approval to some relatively 
recent foreign investment proposals in the 
resources sector from SOEs (using the contrary 
to the national interest test and the six factors in 
the Treasurer’s statement of 17 February 2008 
referred to in paragraph 28 above), has used  
the powers under the FATA to impose conditions 
to address national interest considerations.4 

33. The issue that arises is whether the use of 
conditional approvals can have sufficient  
efficacy over the longer term to ensure ongoing 
protection of the national interest, as identified  
by the imposition of those conditions.

34. If it is judged that conditional approvals do not 
have the desired efficacy, then one alternative 
(stronger) approach would be to tighten policy 
whereby it would be made explicitly clear that 
approval will not be forthcoming for any foreign 
SOE to acquire a controlling interest in an 
Australian company where there is the risk that 
the foreign government could use that SOE 
control to act contrary to Australia’s interest.  
This would be seen as a very significant move 
towards a more restrictive foreign investment 
policy. It therefore runs the risk of eroding to 
some extent perceptions that Australia has  
a welcoming policy for foreign investment.  
It therefore could lead to less inflows than 
otherwise would have been the case (not just in 
terms of proposals the policy directly blocked).

35. However, there is a possible third option,  
mid-way between the two alternatives outlined  
in paragraphs 32 and 34. The current approach 
(paragraph 32) could be retained, but with the 
added requirement, explicitly announced and 
therefore known by all potential SOE investors  
in advance, that approval will be forthcoming  
(if the proposal passes the ‘standard’ contrary  
to the national interest test) if the SOE can 
provide categorical evidence and undertakings 
that it will be acting independently of its foreign 
government owner and fully on commercial 
grounds in the interests of all shareholders.  



8

44. However, the conditions attached to one recent 
approval are grounds for concern that the 
Australian government may be moving towards 
imposing conditions that go beyond those  
that relate directly to the proposed investment,  
i.e., a more interventionist approach using foreign 
investment policy for wider policy objectives.  
On 8 May 2009 the Treasurer approved7 the 
application by Anshan Iron and Steel group 
Corporation (Ansteel) to acquire an additional 
shareholding in gindalbie Metals ltd, up to a 
maximum of 36.28 per cent, conditional upon 
legally enforceable undertakings by Ansteel.  
The approval was conditional upon Ansteel 
supporting the wider development of 
infrastructure in the Mid West, and maintaining 
agreed levels of Australian participation in a 
greenfields joint venture in China’s liaoning 
Province. This involves the construction of a 
pellet plant to process iron ore product from  
kara into pellets for use in steel mill furnaces. 
Ansteel has undertaken to:

— Support the development of the Oakajee 
Port and Rail Project approved by the Western 
Australian government;

— use the Oakajee Port when that Port is available 
to ship kara production to customers; and

— not to alter the proposed 50:50 ownership of 
the pellet plant that joint venture participants 
intend to build in China without first seeking  
the prior approval of the Australian government.

45. Further instances of conditions beyond  
those directly related to the investment being 
approved could well run counter to the  
important objective of maintaining Australia’s 
welcoming environment for foreign investment.

40. If any particular SWF proposal to invest in 
Australia has characteristics that made it more 
like one outlined in the paragraphs above  
about SOEs, rather than a straightforward 
standard SWF portfolio investment, it would  
be open to the Australian authorities to treat 
it in a more restrictive manner, given the 
screening case-by-case approach that applies  
for all investments by foreign government  
entities, irrespective of size.

(b) Conditions Attached to Approvals

41. As noted in paragraph 20 above, there is a  
risk that some types of conditions could be 
imposed on foreign investment approvals that 
could damage foreign investor perceptions  
and perceptions more widely about Australia  
as a place in which to invest.

42. A number of countries (mainly developing 
economies with a more interventionist approach 
to industry policy and development policies  
more generally) use their foreign investment 
policy to impose requirements on the foreign 
investor, as a condition of getting approval, that 
go well beyond matters directly relating to the 
investment being approved and well beyond 
requirements of domestic laws that apply to 
national/domestic investors. Requirements  
as to export performance, source of inputs, 
employment practices, wider infrastructure 
investment, domestic partners and taxation 
obligations are some examples.

43. under Australia’s current welcoming foreign 
investment policy regime, conditions attached 
usually have not gone beyond matters directly 
related to the proposal (e.g., composition  
of the board, security concerns, environment 
protection, limits on the extent of involvement, 
etc.). Also, Australia’s national interests are  
also addressed by domestic regulations – which 
apply to all investors, domestic and foreign  
(e.g., competition policy, taxation, corporations 
law, labour market regulation, consumer 
protection, etc.).
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Conclusions

46. The following conclusions can be drawn from the above observations.

(1) The ‘contrary to the national interest’ test, scope for conditional approvals, consultations by 
the authorities with foreign investors and the timelines for decisions are very important and  
key components of Australia’s foreign investment policy regime and should be retained.

(2) There may be benefits in generating a better and wider appreciation of Australia’s welcoming foreign 
investment policy by the government being more active with public comments and statements about 
the policy, including in relation to the four components in (1) above.

(3) Consideration could be given to tightening foreign investment policy in relation to direct investments 
by foreign SOEs, with the potential to acquire control over Australian assets, by making it explicit  
that the onus of demonstrating that a proposed investment is not contrary to the national interest  
(as per the Treasurer’s statement of 17 February 2008) would be on the foreign investor.

(4) The government should avoid imposing conditions on foreign investment approvals that go beyond 
being directly related to the investment being approved.

NOTES

1 This paper, when describing Australia’s foreign investment 
policy and procedures, draws considerably on official 
documents, including the Foreign Investment Review Board 
Annual Report 2007–08.

2 Foreign Investment Review Board Annual Report 2007–08, 
p. 72.

3 The FATA does not provide the Treasurer with the power 
to actually approve proposals. Rather, it empowers the 
Treasurer to (among other things) block proposals that would 
be contrary to the national interest or to raise no objections 
subject to conditions considered necessary to remove 
national interest concerns.

4 For example, the conditional approval announced by  
the Treasurer on 31 March 2009 (Media Release no. 032)  
for Hunan Valin Iron and Steel group to acquire up to a  
17.55 per cent shareholding in Fortescue Metals group; 
and the conditional approval announced by the Assistant 
Treasurer on 23 October 2009 (Media Release no. 081)  
for yanzhou Coal Mining Company limited to acquire  
full ownership of Felix Resources.

5 As noted in paragraph 10 above, under Australia’s foreign 
investment policy more generally, the national interest test is  
a ‘negative’ one. The presumption is that foreign investment 
will generally be in the national interest and therefore the onus  
is on the government to test whether there is a characteristic 
of the proposal that makes it contrary to the national interest.

6 Senate Economics Committee Report (paragraph 4.26) 
Foreign Investment by State-Owned Entities, 
17 September 2009.

7 Media Release no. 045.

Postscript

 After this paper was finalised (but before it  
was released by the BCA), the Treasurer made  
a speech on foreign investment to the global 
Foundation in Brisbane (see the Treasurer’s 
Media Release no. 033, 10 December 2009). 
That speech included comments on the 
following matters:

— Foreign investment is in Australia’s national 
interest.

— The importance of investments by SOEs and 
SWFs and the significance of the guidelines  
in his media release of 17 February 2008.

— Australia remains a welcoming and competitive 
destination for foreign capital.

— It is right for Australia to continue with a 
case-by-case approach and the operation  
of the national interest test.

— The Foreign Investment Review Board has 
been given the task of reviewing and improving 
the communication of Australia’s foreign 
investment policy.
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Appendix A
 Text of media release issued by Treasurer Wayne Swan on 17 February 2008 

setting out the guiding principles for Australia’s foreign investment screening 
regime with respect to state-owned enterprises.

GOVERNMENT IMPROVES TRANSPARENCY OF FOREIGN INVESTMENT 
SCREENING PROCESS

Today I release a set of principles to enhance the transparency of Australia’s foreign 
investment screening regime.

The principles set out the main factors that are considered in determining, on a  
case-by-case basis, whether particular investments by foreign governments and their 
agencies are consistent with Australia’s national interest.

Assessing the national interest in any given case requires a balanced view of the proposal 
against these principles.

The principles set out the additional factors that need to be considered in relation to 
investment proposals by foreign governments and their agencies over and above those  
that apply to normal private sector proposals.

The Australian government welcomes foreign investment because it can make an 
important contribution to national prosperity and the development of our industries  
and resources.

The purpose of Australia’s foreign investment screening regime is to ensure that  
such investment is consistent with our national interest.

Brisbane
17 February 2008
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PRINCIPLES GUIDING CONSIDERATION OF FOREIGN GOVERNMENT 
RELATED INVESTMENT IN AUSTRALIA

Australia maintains a welcoming stance towards foreign investment in recognition of the 
substantial benefits that it provides to our community.

The purpose of Australia’s foreign investment screening regime is to ensure that foreign 
investment into Australia is consistent with our national interest. The Treasurer can reject 
proposals that are deemed contrary to the national interest or impose conditions on them  
to address national interest concerns.

Significant foreign investment proposals must be notified to the Australian government  
and examined by the Foreign Investment Review Board (FIRB). This includes all proposed 
investments by foreign governments and their agencies. This requirement is a longstanding 
feature of Australia’s foreign investment policy that has been maintained in place by 
successive governments.

While the FIRB plays an important advisory role, determining whether a proposal is 
consistent with the national interest is ultimately a matter for the Treasurer.

To ensure they are consistent with Australia’s national interest, the FIRB examines whether 
proposed foreign investments may have any adverse implications for Australia’s national 
security or economic development and ensures they are consistent with any specific 
foreign investment legislation in areas such as transport and telecommunications. It also 
examines whether proposals have implications for other government policies, competition 
and the operations of Australian businesses.

If the Treasurer forms a view that a foreign investment would be inconsistent with Australia’s 
national interest, it may be blocked or made subject to conditions to address any problems 
that have been identified.

 Guidelines for foreign government investment proposals

Proposed investments by foreign governments and their agencies (e.g. state-owned 
enterprises and sovereign wealth funds (SWF)) are assessed on the same basis as private 
sector proposals. national interest implications are determined on a case-by-case basis.

However, the fact that these investors are owned or controlled by a foreign government 
raises additional factors that must also be examined.

This reflects the fact that investors with links to foreign governments may not operate solely 
in accordance with normal commercial considerations and may instead pursue broader 
political or strategic objectives that could be contrary to Australia’s national interest.

The government is obliged under the Foreign Acquisitions and Takeovers Act 1975 to 
determine whether proposed foreign acquisitions are consistent with Australia’s national 
interest. In examining proposed investments by foreign governments and their agencies, 
the Australian government will typically have regard to the following six issues.
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 Guidelines for foreign government investment proposals (continued)

1. An investor’s operations are independent from the relevant foreign government.

In considering issues relating to independence, the government will focus on the  
extent to which the prospective foreign investor operates at arm’s length from the  
relevant government.

It also considers whether the prospective investor’s governance arrangements could 
facilitate actual or potential control by a foreign government (including through the  
investor’s funding arrangements).

Where the investor has been partly privatised, the government would consider the  
size and composition of any non-government interests, including any restrictions  
on governance rights.

2. An investor is subject to and adheres to the law and observes common standards  
of business behaviour.

To this end, the government considers the extent to which the investor has clear 
commercial objectives and has been subject to adequate and transparent regulation  
and supervision in other jurisdictions.

The government will examine the corporate governance practices of foreign government 
investors. In the case of an SWF, the government would also consider the fund’s investment 
policy and how it proposes to exercise voting power in relation to Australian companies.

Proposals by foreign government owned or controlled investors that operate on a 
transparent and commercial basis are less likely to raise additional national interest 
concerns than proposals from those that do not.

3. An investment may hinder competition or lead to undue concentration or control  
in the industry or sectors concerned.

These issues are also examined by the Australian Competition and Consumer  
Commission in accordance with Australia’s competition policy regime.

4. An investment may impact on Australian government revenue or other policies.

For example, investments by foreign government entities must be taxed on the same  
basis as operations by other commercial entities. They must also be consistent with  
the government’s objectives in relation to matters such as the environment.

5. An investment may impact on Australia’s national security. The government would  
consider the extent to which investments might affect Australia’s ability to protect its 
strategic and security interests.

6. An investment may impact on the operations and directions of an Australian business,  
as well as its contribution to the Australian economy and broader community.

The government would consider any plans by an acquiring entity to restructure an 
Australian business following its acquisition. key interests would include impacts  
on imports, exports, local processing of materials, research and development and  
industrial relations.

The government would also consider the extent of Australian participation in ownership, 
control and management of an enterprise that would remain after a foreign investment, 
including the interests of employees, creditors and other stakeholders.
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 Executive Summary 

Australia’s standard of living owes much to its ability to attract and efficiently utilise foreign 
investment.  Access to overseas capital has helped foster higher rates of economic growth, 
develop new industries and infrastructure, and strengthen trade and economic linkages with 
the rest of the world. 

Indeed, a reliance on foreign capital has been a prominent long term feature of Australia’s 
economic development given the limited size of domestic capital markets and the dominance 
of capital intensive industries.  Ensuring Australia continues to be an attractive international 
investment location is therefore of critical importance to Australia’s national interest and 
future prosperity. 

A number of new issues have emerged in the past few years which have altered the foreign 
investment landscape and received high levels of community and political attention.  These 
include the relative decline of traditional sources of overseas investments and the emergence 
of sovereign wealth funds as major capital providers.  The rapid contraction of foreign 
investment flows due to the Global Financial Crisis has also raised questions regarding 
Australia’s vulnerability to overseas capital. 

Importantly, such issues place increased scrutiny on Australia’s foreign investment frameworks 
and continue to raise broader policy challenges. 

Foreign investment has been a key driver of economic growth 

The economic benefits of foreign investment in Australia are well established.  Australia’s 
investment requirements have generally been higher than can be financed through national 
savings, and consequently there has been a heavy reliance on overseas savings to sustain 
higher rates of economic growth than would otherwise be possible. 

In 2007, Australia received around 1.8% of global portfolio investment.  It also received about 
2.8% of world foreign direct investment in 2008, the ninth largest country recipient of this 
form of investment.  Notably, both shares are somewhat higher than Australia’s share of world 
GDP (1.7% in 2008). 

Foreign investment flows into Australia — both direct and portfolio investment — have 
increased significantly over the last 10 years.  Annual foreign investment inflows in the 1990s 
averaged around A$33 billion, but have been noticeably higher since 2000, with annual inflows 
averaging around A$98 billion.  However, while inflows have grown in magnitude, they have 
also become more volatile. 

The United Kingdom and the United States are Australia’s largest sources of foreign 
investment, accounting for around 25% and 24% of total foreign investment in 2008.  In recent 
years, there has been an increase in capital inflows from Asia, reflecting Australia’s closer ties 
to the economies of this fast‐growing region. 

Australia’s more capital‐intensive sectors continue to attract the majority of overseas 
investment. The mining sector received around 25% of all foreign investment, and Australia’s 
manufacturing industries attracted about 18% of overseas investment in 2007. 
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Changing global economic structures 

In many respects, increases in foreign investment flows reflect greater global integration.  As 
countries like Australia have become more trade intensive, cross‐border investments have also 
grown.  Notably, this is part of the broader tendency for firms to drive efficiencies by 
undertaking activities on a more global basis. 

While the United States and United Kingdom remain Australia’s key sources of foreign 
investment, profound structural shifts in the distribution of global savings and the availability 
of international capital are underway.  Looking forward, relative investment contributions 
from these countries are likely to decline and new sources of capital such as from China will 
continue to grow. 

Emergence of sovereign wealth funds 

A major development in global financial markets has been the increasing importance of 
sovereign wealth funds (SWFs) and state‐owned entities.  While sovereign wealth funds have 
existed for some time, their number, size and investment scope have grown remarkably over 
the past 10 years, reflecting the rapid accumulation of assets in various oil‐exporting countries 
and East Asian countries with large current account surpluses.  These government‐owned 
investment vehicles now represent a significant and growing source of global capital and they 
have been actively seeking investment opportunities across the globe, including Australia. 

The emergence of SWFs and state‐owned entities as a major investor class presents 
considerable challenges for Australia and other large capital importing countries.  Because of 
the substantial capital volumes controlled by SWFs, many concerns have centred on a lack of 
transparency and whether portfolio adjustments could cause rapid reversals in capital flows 
and sudden price changes.  These might have potentially destabilising effects on both asset 
markets and perhaps entire economies. 

A further concern relates to whether SWFs may be motivated by non‐commercial objectives, 
which is exacerbated when funds attempt to take controlling stakes in strategic industries or 
domestic industries.  Related issues then arise in terms of whether investments by SWFs would 
lead to such problems as transfer pricing, reduced competitiveness, national security and the 
loss of cultural identity. 

Despite the considerable economic benefits provided by inward investments, there remains 
some community disquiet on certain aspects of foreign investment.  This has been evidenced 
in recent proposals by Chinese interests to invest in Australian resource projects. 

The nature and activities of these investments raises legitimate issues regarding Australia’s 
national interest.  However, it is imperative these are explored in a balanced and objective 
manner.  In this regard, there appears little evidence that investments by SWFs and other 
state‐owned entities have given rise to negative consequences. 

The rise of China 

Australia’s trade relationship with China has provided enormous economic benefits over the 
last decade on the back of surging resource exports.  Indeed, there is a natural 
complementarity between China’s considerable requirements for a stable supply of 
commodities and Australia’s abundance of high‐quality resources and proven export 
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performance.  Because of this relationship, Australia will continue to have a deep stake in 
China’s ongoing economic development. 

China is now Australia’s largest trading partner.  But compared with other large trading 
countries like the United States and Japan, its level of investment in Australia is quite small.  
This is changing as China is effectively escalating its offshore investment push.  In this regard, 
China’s state‐owned enterprises and investment funds have concentrated on purchasing 
assets to effectively diversify the country’s enormous foreign reserves, secure reliable supplies 
of minerals and energy and provide a hedge against rising commodity prices. 

This investment push clearly spreads China’s influence across the globe.  And it is in this 
context that many of the public and political sensitivities on recent foreign investment 
proposals by Chinese government interests have arisen — particularly, proposed acquisitions 
of Australian mining assets.  Chinalco’s attempted acquisition of a stake in Rio Tinto is a 
notable recent example. 

In many respects, due to Australia’s high level of economic engagement with China and 
differences in respective political systems, occasional tensions are almost inevitable.  
Ultimately, engaging with China will mean dealing with government‐owned investors.  A 
particular concern central to Australia’s foreign investment policy framework will be to balance 
Australia’s national interests, the capital requirements to support robust growth in commodity 
exports and fostering this important bilateral relationship. 

It should be recognised that public resistance to foreign investment has been seen before.  For 
instance, Japanese investment in the 1980s in many western countries, including Australia, 
was subject to heightened community concern. 

At a higher level, globalisation will continue to ensure that economic interdependence links 
nations and regions together more closely.  Indeed, investment and trade linkages can play a 
major role in building deep and resilient political and strategic relationships between 
countries. 

The Global Financial Crisis 

A precursor to the Global Financial Crisis — and indeed every financial crisis in history — was 
excessive liquidity in the world’s financial system.  The ready availability of money pushed up 
asset values, and those strong and consistent capital gains led to markets charging smaller and 
smaller premiums for risk. 

An important contributing factor in the surge in liquidity has been growing financial 
imbalances, where there has been too much spending and too little saving in some nations 
(like the United States and United Kingdom), and too little spending and too much saving in 
other nations (such as China and other East Asian nations). 

When Lehman Brothers collapsed in September 2008, so too did confidence in the global 
banking system.  This meant rapid tightening of credit to businesses and consumers (although 
this was less of a problem in Australia) and significant deterioration in demand conditions. 

Australia’s economy has held up well during the current slowdown, in large part because of a 
well capitalised and robust banking system and strong export linkages with China, which 
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recorded robust growth during the crisis.  Over the medium to longer term, there are 
favourable conditions for the Australian economy due to its linkages with Chinese 
industrialisation. 

However, as countries commence the process of recovery, a feature of the post‐crisis global 
economy will be better pricing of financial risk and greater capital constraints.  This will have 
key foreign investment implications for Australia. 

Australia is one of many locations that vie for a limited supply of foreign capital.  And in an 
environment where capital is more constrained, the effects of dissuading foreign investments 
may well be exacerbated.  Importantly, it should not be assumed that other countries, 
especially those more traditional sources of global capital, will simply ‘fill the gap’. 

The rise of SWFs in capital exporting East Asian economies has also been directly associated 
with broader imbalances in global savings and investments patterns.  If these imbalances are 
reduced — perhaps as a policy consequence of the Global Financial Crisis — there will be 
consequences for foreign investment flows and SWFs.  It is quite probable that any unwinding 
of current account deficits in the United States and other large capital importing countries and 
increased investment and/or lower savings in capital exporting countries like China will lead to 
further reductions in global capital flows. 

In this regard, it is imperative the Australian Government ensures regulatory frameworks 
governing foreign investment are not unduly restrictive or discouraging and are applied in a 
transparent and responsive manner. 

Economic impacts of changed foreign investment flows 

An empirical analysis was conducted to illustrate the potential economic consequences of 
more recent developments in the global investment landscape, as well as the implications of 
possible domestic policy interventions that further restrict or encourage foreign investment. 

Two broad scenarios were modelled that focused on the possible economic consequences of 
reduced and increased foreign investment flows into Australia, as well as the impacts of 
changes to foreign investment in the context of ongoing market developments arising from the 
Global Financial Crisis.  The analysis examined these broader issues considering two different 
scenario settings. 

■ Scenario setting 1 — Foreign investment flows under pre‐Global Financial Crisis 
conditions 

This set of scenarios examined the potential impacts of relaxing foreign investment 
restrictions, thereby increasing the level of foreign investment flows into Australia.  An 
opposite case of adopting a more restrictive stance on some forms of foreign 
investment, and therefore reducing foreign investment in Australia, was also examined. 

Modelling suggests that policy interventions that lead to even small increases in foreign 
investment into Australia will have meaningful impacts on the Australian economy.  The 
results indicate that a 10% increase in foreign investment leads to higher real GDP of 
around 1.04% at 2020.  This equates to an increase in GDP at 2020 of around 
$14.3 billion in real terms.  Similar scale impacts are estimated if foreign investment 
declines.  If levels of foreign investment fell by 10%, national output would reduce by 
just over 1% to be about $15 billion lower at 2020. 
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■ Scenario setting 2 — Foreign investment flows under post‐Global Financial Crisis 
conditions 

This set of scenarios examined the economic effects of changes in foreign investment 
against the backdrop of the Global Financial Crisis, which has led to greater investor risk 
aversion and an increase in the global cost of capital. 

The modelling indicates that the impacts of changes in Australia’s risk premium are 
magnified in both directions following the onset of the Global Financial Crisis when 
capital costs are globally higher.  For example, under a 10% increase in foreign 
investment, real GDP is projected to be 1.20% higher at 2020 in Scenario 2 compared 
with an increase of 1.04% in Scenario 1.  Other macroeconomic flow‐on impacts to trade 
and employment are similarly amplified.  Consistent with this, the potential economic 
returns (or costs) are greater.  Should Australia achieve a 20% increase in foreign 
investment, national output at 2020 is projected to be around 2.35% higher or 
$32.3 billion in real terms. 

The policy implications highlighted by this analysis are that the Global Financial Crisis has 
essentially raised the stakes for Australia in terms of the approach to foreign investment.  
Should Australia improve its attractiveness to a now more limited and costly supply of foreign 
capital, the economic pay‐off will be greater.  However, should active policy interventions or 
ill‐judged pronouncements discourage emerging or traditional overseas investors, the 
economic consequences are potentially more severe.  Much will therefore depend on 
defending and indeed improving Australia’s existing foreign investment policy settings. 

Concluding comments 

Australia’s more recent economic reforms have centred on building open and competitive 
markets, promoting trade and globalisation.  The liberalisation of investment frameworks can 
usefully be viewed in this broader context. 

The success in which Australia continues to attract high levels of foreign investment should not 
be taken for granted.  Much will depend on the barriers and restrictions — both real and 
perceived — imposed by Australia’s foreign investment policy framework.  In this regard, it is 
vital that relevant policy platforms reflect changing global economic structures, do not 
discourage new sources of overseas capital and are transparently and consistently applied. 
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1 Background 

Access Economics has been engaged by the Business Council of Australia to examine the case 
for foreign investment in Australia.  The issues concerning foreign investment have been 
subject to considerable assessment and policy analysis over many years.  This report aims not 
to revisit the more traditional arguments supporting strong levels of foreign investment in 
Australia but instead to examine the consequences of more recent policy and market 
developments to overseas investment. 

These foreign investment developments include: 

■ The emergence of sovereign wealth funds as a major investor class and concerns over a 
lack of transparency in the objectives and behaviour of such funds, concerns that 
question the purely commercial motives of sovereign wealth funds. 

■ The rise of China as a key source of foreign direct investment (FDI) in Australia and 
public unease over the prospect of Chinese government sponsored investment vehicles 
taking a significant ownership of Australian assets. 

■ The experience of the Global Financial Crisis (GFC) and possible issues concerning 
Australia’s vulnerability to sudden reversals of portfolio investment flows or sudden 
increases in the cost of such funds. 

In this context, this paper does not seek to review existing government policies on foreign 
investment.  Rather, a core focus is to highlight the risks for Australia’s economic development 
and prosperity if Australia allows its attractiveness as a destination for overseas capital to 
decline. 

1.1 What is foreign investment? 

This section briefly discusses some relevant concepts.  Foreign investment into Australia can 
take the form of foreign equity investment or borrowing from foreign lenders.  Foreign equity 
investment involves a degree of influence in the management of an entity operating in 
Australia (including up to full control of that entity).  Clearly, the degree of influence varies 
with the relative importance of the foreign investment compared with other investment 
positions in the entity concerned. 

The most definitive statistical measure of levels and flows of foreign equity investment is that 
used in the Australian Bureau of Statistics (ABS) balance of payments statistics.  Foreign equity 
investment is split into two components — foreign direct investment (FDI) where a foreign 
entity has an ownership level of 10% or more, and portfolio investment involving an ownership 
level of less than 10%.  The 10% cut‐off implies that an investment position of 10% or more 
entails a significant degree of influence in the management of an entity operating in Australia. 

It is important to distinguish between the stock and flow measures of foreign investment.  The 
foreign investment stock is the level or position of investment at a given point in time such as 
the end of a financial or calendar year.  Foreign investment flows are financial transactions 
undertaken over a given interval of time, say over the previous financial year.  Foreign 
investment flows are changes to the foreign investment stock over time.  That is, the pattern 
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of the foreign investment stock changes due to changes in the pattern of foreign investment 
flows. 

As a flow of funds, inward FDI can represent various types of transactions, such as: 

■ finance for a new project from a non‐resident entity not currently operating in Australia 
(greenfield investment); 

■ expansion through an injection of funds from a foreign parent company to a subsidiary 
already operating in Australia; 

■ retained and/or reinvested earnings (undistributed profits) by an existing subsidiary of a 
foreign parent; or 

■ a flow of funds used to by a foreign company to finance a merger or acquire an existing 
Australian operation (with these transactions often accounting for large discrete flows of 
funds). 

Foreign investment flows can be positive or negative with negative inflows reflecting 
divestment (a foreign investor withdrawing capital from Australia) — as opposed to capital 
outflows where an Australian entity invests abroad.  Outward investment is also covered in the 
ABS balance of payments statistics and relevant in this report when it comes to net inward 
investment (foreign investment inflows minus foreign investment outflows). 

1.2 Structure of the report 

Chapter 2 discusses the benefits generated by foreign investment and Australia’s more recent 
experience as a destination for overseas capital.  It also looks at Australia’s current foreign 
investment framework. 

However, the international investment landscape has shifted.  Chapter 3 discusses some 
recent major developments including the emergence of sovereign wealth funds (SWFs), and 
attendant security and strategic issues, and implications of the Global Financial Crisis (GFC) for 
both the cost and availability of capital and foreign investment flows. 

Chapter 4 discusses the potential implications for Australia of those international trends.  
Economic modelling is used to analyse the responsiveness of investment flows into Australia to 
changes in Australia’s risk premium and additional investment restrictions.  The likely effects of 
increasing global costs of capital on foreign investment flows into Australia, as a consequence 
of the GFC, are also examined. 

Some concluding comments are set out in Chapter 5. 
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2 Australia as a foreign investment recipient 

Australia’s investment requirements have generally been higher than can be financed through 
national savings and, consequently, there has been a heavy reliance on overseas savings to ‘fill 
the gap’.  Foreign inward investment stock (at over A$1.7 trillion in 2008/09) accounts for 
around half of Australia’s overall capital stock (valued at A$3.4 trillion in 2008/09).  As an 
illustration, it is also considerably larger than Australia’s annual GDP of around A$1.1 trillion. 

A reliance on foreign investment has been a prominent long‐term feature of Australia’s 
economic development given the limited size of domestic capital markets and the dominance 
of capital intensive industries.  Crucially, this has sustained higher rates of economic growth 
and higher living standards than would otherwise be possible.  Ensuring Australia continues to 
be an attractive international investment location is therefore of critical importance to 
Australia’s national interest and future prosperity. 

This chapter outlines the primary motivations for foreign investment, recent patterns and 
forms of foreign investment in Australia and current policy frameworks. 

2.1 Why investors choose to invest internationally 

Portfolio and direct investors often have quite different motivations and expectations for their 
investments.  Foreign portfolio investment is determined by achieving maximum returns for a 
given level of risk.  It will move in search of higher returns and/or lower risk and tends to be 
more volatile because it can be recalled relatively quickly. 

In contrast, the main purpose for foreign direct investment is control and operation of an 
enterprise.  It will move in search of market opportunities and profitable operations and tends 
to be slower and less flexible but also less volatile — principally, because investment approval 
or divestment can be a slow and costly process. 

Motivations for foreign portfolio investment 

There are several potential benefits that make it attractive for investors to internationalise 
their portfolios.  Motivations for foreign portfolio investment include: 

■ participation in the growth of foreign markets (as high economic growth is typically 
accompanied by strong growth in a country’s capital market); 

■ hedging of the investor’s consumption basket; 

■ diversification effects; and 

■ pursuit of higher (abnormal) returns than might be available in domestic markets. 

While the motivations behind foreign portfolio investment are relatively clear cut, trends can 
be difficult to predict, largely because foreign portfolio investment is extremely volatile and 
sensitive to global economic developments.  Investors typically adopt a flexible approach and 
spread their risk, and tend to invest in a number of locations rather than those that appear to 
be most attractive at a given time. 
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Motivations for foreign direct investment 

Foreign direct investment is typically a longer term and more ‘hands on’ proposition.  It is 
assumed to be mainly driven by companies’ search for market opportunities and profitable 
operations.  Each form of direct foreign investment is determined by a multitude of factors 
including: 

■ ownership advantages (eg product differentiation, managerial experience and 
technology); 

■ market size and characteristics (eg economic growth, availability of resources, existing 
investment stock); 

■ costs and availability of inputs (eg skilled or unskilled labour and capital); 

■ transport costs and protection (eg geographical proximity, openness to trade and trade 
and investment barriers); 

■ risk factors (eg exchange rate volatility, interest rates, labour disputes); and 

■ policy settings (eg tax rates, foreign investment policy and investment incentives). 

Again, the trends in foreign direct investment are often difficult to predict and explain.  This is 
primarily because of the wide scope of direct investment activities undertaken.  These include 
resource‐seeking and import‐substituting investments, as well as investments aimed at 
establishing export‐platforms.  There is also a range of direct investment channels.  These 
include establishing a new subsidiary (‘greenfield’ venture); injecting new capital into an 
existing subsidiary; or building‐up an existing enterprise through a merger or acquisition. 

2.2 The benefits of foreign investment 

Foreign portfolio investment 

A key benefit of foreign portfolio investment to host economies is to increase liquidity in 
domestic capital markets.  More liquidity helps to develop equity markets, and support 
efficient resource allocation, by improving access to capital for new and emerging investment 
opportunities and start‐up companies.  This, in turn, can help broaden and strengthen the 
wider economy and promote economic growth. 

Foreign portfolio investment also brings additional discipline and know‐how to capital markets, 
as foreign investors introduce more sophisticated instruments and technology for managing 
portfolios.  Without the advantage of an insider’s knowledge of investment opportunities, 
international investors often encourage or demand greater market transparency.  More 
transparent and well‐functioning markets will also tend to reward better performance and 
corporate governance practices as equity prices increasingly reflect the underlying value of 
firms and as capital flows become more efficiently allocated. 

Foreign direct investment 

Similar to portfolio forms of investment, direct investment by foreigners provides important 
economy‐wide benefits.  For example, it supports broader economic growth and development 
through: 
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■ creating employment, stimulating domestic investment and diversifying the economy by 
adding new and different economic activities; 

■ promoting competition and improving the allocation of resources; 

■ supporting productivity growth in companies in which investment takes place, their 
suppliers and other domestic companies through the transfer of new knowledge such as 
technology, management and other employment skills; and 

■ increasing a country’s openness by intensifying international trade. 

Foreign direct investment also involves the exchange of commercial and cultural experiences.  
Such engagement exposes countries to a range of international standards and best practices.  
In this way, foreign investment can play a key role in raising norms and behaviours in both 
home and host countries, principally by facilitating improvements in corporate practices and 
governance arrangements.  Further, deep investment linkages can help raise awareness of — 
and potentially improve — broader ethical, environmental and social standards. 

2.3 Australia’s foreign investment stock 

Australia’s foreign investment stock accounts for 51% of Australia’s overall capital stock, with 
FDI accounting for 12% and portfolio investment accounting for 28% of the capital stock.  In 
2008, the Australian inward FDI stock accounted for 16.4% of Australia’s gross fixed capital 
formation (compared with 12.3% worldwide) and 27.4% of Australia’s GDP (compared with 
24.5% worldwide) (UNCTAD 2009b). 

In 2000/01 (at a direct investment stock of around $215 billion compared with $408 billion 
today), there were 7,864 majority‐owned foreign businesses in Australia, employing 783,300 
people.  This accounted for only 1.2% of all businesses in Australia, but accounted for around 
12.3% of overall employment (ABS 2004a) — figures that are likely to have substantially 
increased. 

Portfolio investment accounts for the largest share of foreign investment, making up 56% of 
the total foreign investment stock in Australia, while foreign direct investment accounts for 
24% of the foreign investment stock (Chart 2.1). 
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Chart 2.1: Foreign Investment stock in Australia by type, 2008‐09 
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Source: ABS Cat. No. 5302.0 

The development of the foreign investment stock over the past decade is illustrated in Table 
2.1.  Both portfolio and direct investment stocks have more than doubled over the past 
decade: the stock of foreign portfolio investment rose by 178% between 1999 and 2009 
compared with a 134% rise in foreign direct investment.  Over the last year, growth slowed 
somewhat, with Australia’s foreign direct investment rising by 4% and portfolio investment 
shrinking slightly by around 1%. 

It should be noted that the value placed on the foreign capital stock (as recorded in balance of 
payments statistics) is a current Australian dollar value estimate.  Variations in the value of the 
foreign capital stock are not only a result of transactions, but also other factors.  These include: 

■ Price changes are valuation changes that occur due to changes in the market price of a 
financial instrument, such as the price of a share or debt security or through revaluing a 
company’s net worth. 

■ Exchange rate changes are due to fluctuations in the value of the Australian dollar 
relative to the currencies of the direct investor, and how that affects changes in net 
foreign direct investment.  (It does not affect any direct equity investment, but may 
affect any residual claims of the Australian subsidiary on the direct investor abroad.) 

■ Other adjustments can arise from a number of factors such as a write off of bad debts 
or classification changes.  Classification changes include reclassification of investment 
from portfolio to direct investment or vice versa — if foreign investors were to increase 
their investment in an Australian entity from say, 8% to 12%, that investment (now 
above the 10% threshold) would switch from being treated as a portfolio investment to 
FDI. 
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In 2008‐09, Australia’s outward investment stock (of A$1.0 trillion) is significantly lower than 
its inward investment stock (of A$1.7 trillion), making Australia a net investment recipient.  
Australia has a net inward portfolio investment stock of $604 billion and a net inward direct 
investment stock of A$104 billion.  Being a net recipient of FDI (and other foreign investment) 
is unusual for developed countries (with the exception of Belgium, Greece, Ireland, Israel, 
Luxembourg and New Zealand) and essentially reflects Australia’s comparative advantage in 
capital‐intensive sectors like mining. 

Table 2.1: Stock of foreign investment in Australia by type (A$ million) 

Inward 
foreign 
investment 
stock 

Direct 
investment 

($m) 

Portfolio 
investment 

($m) 

Financial 
derivatives 

($m) 

Other 
investment 

liabilities 
($m) 

Total 
foreign 

investment 
($m) 

Total 
foreign 

investment 
(annual % 

change) 

1999‐00 196,186 419,867 21,433 101,939 739,425 16.4 

2000‐01 215,187 472,640 23,593 120,847 832,267 12.6 

2001‐02 225,581 474,766 32,096 128,920 861,363 3.5 

2002‐03 252,561 481,212 45,251 139,544 918,568 6.6 

2003‐04 274,082 609,272 37,683 140,616 1,061,653 15.6 

2004‐05 274,482 654,008 40,016 146,784 1,115,291 5.1 

2005‐06 301,158 825,903 37,133 169,296 1,333,491 19.6 

2006‐07 351,246 1,000,261 62,234 183,076 1,596,816 19.7 

2007‐08 391,596 974,964 97,051 215,000 1,678,611 5.1 

2008‐09 408,080 966,944 91,514 268,594 1,735,133 3.4 

Net inward 
position 
2008‐09 

104,187 604,078 3,582 66,353 725,891 ‐‐‐ 

Source: ABS Cat. No. 5302.0, financial year data (end of June each year)  

 

2.4 Australian foreign investment inflows 

Chart 2.2 shows Australian foreign investment inflows from 1990 to 2008.  Annual foreign 
investment inflows have increased significantly over that period.  While annual foreign 
investment inflows in the 1990s averaged around A$33 billion, they have been significantly 
higher since 2000 with annual inflows averaging around A$98 billion.  Over time, these inflows 
change the pattern of Australia’s foreign‐owned capital stock. 

Inflows have also increased in volatility.  One particular outlier year was 2005 due to large 
disinvestments related to the reincorporation of News Corp.  Foreign investment inflows 
peaked in 2006 when they reached $173 billion and have dropped somewhat since — mainly 
due to a sharp fall in portfolio investment inflows. 
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Chart 2.2: Australian foreign investment inflows 
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Note: Conversion into US dollars does not significantly change the pattern of foreign investment flows (i.e. a 
normalisation of effects of Australian dollar appreciation or depreciation is not noticeable).  Instead, conversion into 
US dollars slightly distorts the actual flows, as it would need to reflect the time of transaction (i.e. not the exchange 
rate of a quarter, which is the timeframe for which foreign investment data are available), which is not possible ex‐
post. 

Chart 2.3 shows net investment inflows, illustrating how investment inflows compare with 
outflows over time.  Overall, net foreign investment inflows have been positive for the period 
and averaged around $31 billion each year, although direct investment and portfolio were 
somewhat more variable in their ability to attract more capital than was being invested 
abroad. 
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Chart 2.3: Australian net foreign investment inflows 
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Australia currently receives a relatively high proportion of global foreign investment.  In 2007, 
Australia received around 1.8% of the world’s portfolio investment inflows.  In terms of FDI, it 
is the world’s ninth largest investment recipient with FDI inflows of US$47 billion, representing 
around 2.8% of world FDI inflows (see UNCTAD 2009b; IMF 2009c).  Both shares are somewhat 
higher than Australia’s 1.7% share of world GDP in 2008 (World Bank 2009). 

2.5 Sources of foreign investment in Australia 

Table 2.2 shows Australia’s main sources of foreign investment and foreign direct investment.  
The UK and the US are Australia’s largest sources of foreign investment, accounting for 24.8% 
and 24.3% of the stock of overall foreign investment and 15.4% and 16.6% of FDI respectively.  
In recent years, there has been an increase in capital inflows from Asia, which reflects 
Australia’s closer ties to the economies of this fast‐growing region. 

Among major investors, China (with a 455% increase in FDI stock), Singapore (140%), Malaysia 
(73%), Korea (51%), Hong Kong (101%) and Japan (68%) have recorded the fastest growth of 
foreign investment in Australia in the last three years.  Those countries now collectively 
account for 16% of Australia’s FDI stock — compared with only 11% ten years ago.  Japan, 
Hong Kong and Singapore are the major sources of Asian foreign investment stock in Australia.  
The European Union (EU) accounted for one third of Australia’s stock of foreign investment at 
the end of 2008. 

The US, the UK, New Zealand and Canada are Australia’s most significant destinations of 
foreign investment and FDI.  In recent years, there has been an increase in capital outflows 
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into Asia.  Singapore, Hong Kong, Japan and China are the major destinations for Australian 
foreign investment into that region. 

Table 2.2 also shows Australia’s net foreign investment stock by country.  Key net investors are 
the UK, Japan and Hong Kong, while more Australian capital is invested in New Zealand and 
Canada than is attracted from those countries to Australia.  The pattern is similar for foreign 
direct investment, with the key exception being the US, which also is a net outward investment 
location. 

Table 2.3 shows Australia’s performance in attracting foreign direct investment from those fast 
growing sources relative to other investment recipients.  The FDI stock in Australia from China, 
Singapore and Hong Kong, for instance, increased at a much faster rate than those countries’ 
total outward FDI stocks (for example, Singapore’s FDI stock in Australia grew by 140.5% 
between 2005 and 2008, while Singapore’s total outward FDI stock grew by only 59.7%), 
suggesting that Australia as a destination for FDI increases in relative importance in those 
countries.  However, Australia also lost some ground on a global scale, as the world outward 
FDI stock grew at a faster pace than Australia’s inward FDI stock. 
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Table 2.2: Stock of foreign investment in Australia by source, 2008 

Country Foreign 
investment 
stock ($m) 

Share of 
foreign 

investment 
(%) 

Net foreign 
investment 
stock* ($m) 

Foreign 
direct 

investment 
stock ($m) 

Share of 
direct 

investment 
(%) 

Net foreign 
direct 

investment 
stock* ($m) 

United 
Kingdom 

427,070 24.8 268,991 60,373 15.4 37,371 

United 
States 

418,445 24.3 23,831 95,417 24.3 ‐26,018 

Japan 89,511 5.2 60,403 35,959 9.2 34,847 

Hong Kong 56,317 3.3 36,176 9,465 2.4 3,618 

Singapore 43,050 2.5 21,056 10,103 2.6 3,377 

Switzerland 38,133 2.2 22,722 19,509 5.0 15,012 

Germany 36,272 2.1 11,882 13,738 3.5 5,796 

Netherlands 32,901 1.9 2,881 25,085 6.4 19,438 

France 28,936 1.7 ‐6,459 13,406 3.4 13,073 

New 
Zealand 

27,061 1.6 ‐39,060 5,362 1.4 ‐29,045 

Canada 18,158 1.1 ‐20,690 10,177 2.6 ‐17,733 

Belgium 11,762 0.7 9,117 5,240 1.3 4,638 

Malaysia 10,058 0.6 7,288 5,122 1.3 3,061 

China 7,897 0.5 948 3,048 0.8 ‐829 

Korea 7,116 0.4 ‐236 960 0.2 238 

Other 
sources 

471,757 27.4 314,952 79,898 20.3 44,954 

Total  1,724,444 100.0 713,802 392,862 100.0 111,798 

Regions       

APEC 685,644 39.8 79,288 176,328 44.9 ‐37,263 

ASEAN 58,271 3.4 23,834 15,435 3.9 1,685 

EU 567,457 32.9 263,411 133,243 33.9 90,628 

OECD 1,161,237 67.3 332,149 302,238 76.9 70,600 
Source: ABS Cat. No. 5352.0 

Note: *This shows the difference between the stock of inward and outward foreign investment between each 
country and Australia. 
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Table 2.3: Stock of foreign investment in Australia from fastest growing sources, 2005‐2008 

Country Change in 
country’s 

investment 
stock in 

Australia 
2005‐2008 

($m) 

Change in 
country’s 

investment 
stock in 

Australia 
2005‐2008 

(%) 

Change in 
country’s 

FDI stock in 
Australia 

2005‐2008 
($m) 

Change in 
country’s 

FDI stock in 
Australia 

2005‐2008 
(%) 

Change in 
country’s 
outward 
FDI stock 

2005‐2008 
(%) 

Country’s 
FDI stock in 
Australia as 

% of 
country’s 
outward 

FDI stock, 
2008 

Fastest growing sources  

China 5,623 247.3 2,499* 455.2* 158.6 1.8 

Singapore 23,385 118.9 5,902 140.5 59.7 4.6 

Hong Kong 24,746 78.4 4,759* 101.1* 64.6 6.2 

Malaysia 4,544 82.4 2,158 72.8 206.7 6.5 

Japan 38,488 75.4 14,556 68.0 76.0 11.2 

Switzerland 18,188 91.2 7,688 65.0 69.3 2.3 

Korea 6,216 690.7 324 50.9 147.0 6.3 

France 12,605 77.2 3,938 41.6 60.8 0.8 

Germany 15,211 72.2 3,984 40.8 56.4 0.8 

Traditional sources  

US 84,458 25.3 19,863 26.3 41.1 2.6 

Netherlands 4,197 14.6 3,720 17.4 37.0 2.5 

UK 127,330 42.5 7,872 15.0 26.0 3.4 

New Zealand ‐1,619 ‐23.2 ‐1,963 ‐30.3 13.0 34.9 

World 499,748 40.8 101,831 35.0 46.5 1.8 

Source: ABS Cat. No. 5352.0; UNCTAD World Investment database 

Note: *2006‐2008, as 2005 data were not available. 

Broader international trends 

Internationally, investment from non‐traditional capital sources is increasing.  Companies from 
developing countries such as China, India, Malaysia, Russia, the United Arab Emirates and 
South Africa, for instance, are rapidly acquiring established firms.  In 2007, almost 20% of 
majority acquisitions between developed and developing countries were driven by companies 
from developing countries — a pattern that is growing by 26% annually.  Companies from 
India, Malaysia and China are at the forefront of M&A activity in developing nations, although 
the Czech Republic, Indonesia and Russia have also significantly increased the size and pace of 
their acquisitions over the past five years (A.T. Kearney 2008).  This highlights that there is an 
international as well as Australian trend towards FDI from less‐traditional sources. 

With limited investment flowing from traditional capital providers, such as the US and Europe, 
which are still affected by the Global Financial Crisis, Australia is very dependent on alternative 
investors.  If foreign investment flows from some countries were restricted, it cannot be 
assumed that other countries would ‘fill the gap’, as Australia is one of many locations that vie 
for a limited supply for foreign capital.  Looking forward, it may be even more difficult for 
Australia to maintain its share of global FDI against the needs of, and opportunities provided 
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in, industrialising countries such as China, Russia, Brazil, India and Saudi Arabia (UNCTAD 
2009b).  Hence, there may be significant economic ramifications for Australia if foreign 
investment from alternative sources is not actively encouraged. 

2.6 Foreign investment stock across industries 

This section discusses the industry composition of Australia’s foreign direct investment —
noting that no such data were available for portfolio investment.  Table 2.4 shows the foreign 
direct investment stock in Australia by industry. 

The mining industry had the largest stock of foreign direct investment in Australia in 2007, 
reflecting strong world demand for mineral commodities and the competitiveness of 
Australia’s resources industry.  Other industries with large levels of FDI include manufacturing, 
wholesale/retail trade, and finance/insurance (Chart 2.4). 

The stock of Australian FDI grew by 15% in 2007.  The largest contributors were mining 
(A$11.1 billion or 14%), property and business services (A$10.5 billion or 50%), construction 
(A$8.3 billion or 116%) and manufacturing (A$8.0 billion or 13%). 

The Australian outward FDI stock grew by 13% from A$285.9 billion in 2006 to A$323.6 billion 
in 2007.  The largest contributors were manufacturing (A$28.5 billion or 25% increase in FDI 
stock), finance and insurance (A$9.3 billion or 9%) and construction (A$2.1 billion or 24%).  
Overall, Australian outward FDI is concentrated in two industries — manufacturing comprises 
around 44.2% of the total direct investment stock in 2007, followed by finance and insurance 
at about 36.0%. 

Comparing Australia’s inward and outward foreign direct investment stocks and looking at its 
net inward foreign direct investment position (Table 2.4) shows that the majority of Australian 
industries are net importers — matching the overall national position.  The only exceptions 
being for the manufacturing and the finance/insurance industries (data were not available for 
the agriculture, forestry and fisheries and accommodation, cafes and restaurant sectors). 
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Table 2.4: Foreign direct investment stock in Australia by industry, 2007 

Industry  
($m) 

2001 2002 2003 2004 2005 2006 2007 % share 
of total, 

2007 

Net 
inward 

stock 
2007* 

Agr., forestry 
and fishing 

1,169 1,135 1,354 1,078 901 797 708 0.2 n.p. 

Mining 36,784 40,339 45,336 48,810 63,463 81,130 92,185 24.5 66,653 

Manufacturing 66,188 66,140 73,870 130,129 54,497 59,582 67,566 17.9 ‐75,358 

Electricity, gas 
and water 

9,316 10,720 9,070 7,860 8,579 9,114 10,034 2.7 6,424 

Construction 3,473 4,172 5,415 5,539 6,516 7,214 15,550 4.1 11,070 

Wholesale/ 
Retail trade 

25,652 40,737 41,399 45,773 48,433 52,322 54,491 14.5 48,413 

Accom., cafes 
and restaurants 

2,995 3,351 3,206 2,004 1,322 1,032 999 0.3 n.p. 

Transport/ 
Communication 

22,283 23,344 26,299 25,887 27,158 29,603 32,343 8.6 24,057 

Finance/ 
insurance 

29,929 33,754 34,105 36,892 43,175 48,322 51,036 13.5 ‐65,490 

Property/bus. 
services 

16,898 20,960 20,317 19,487 19,883 21,106 31,603 8.4 20,920 

Other Services 1,735 2,022 2,594 2,556 2,336 2,640 5,545 1.5 894 

Unallocated 2,417 2,595 1,595 12,098 13,085 14,544 14,895 4.0 n.p. 

Total 218,839 249,269 264,560 338,113 289,348 327,406 376,955 100.0 53,322 
Source: ABS Cat. No. 5352.0, n.p. = not published 

Note: *This shows the difference between the stock of inward and outward foreign direct investment for each 
industry.  A negative number indicates that Australians invest more heavily overseas than foreigners invest in 
Australia for that particular industry. 
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Chart 2.4: Foreign direct investment stock in Australia by industry, 2007 
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2.7 Australia’s foreign investment policy 

Countries typically apply various barriers and restrictions to foreign investment (to a lesser or 
greater degree) that reflect a range of economic, political or social considerations.  In many 
respects, these restrictions are dependent on a country’s economic characteristics and 
industry structure, its past experience with foreign investment, as well as the type of foreign 
investment in question. 

Australia’s own attitudes to foreign investment have undergone a series of changes over time.  
They can be broadly characterised as moving from ‘completely unrestricted’ (before 1972 — 
when no legislation was in place to block takeovers by foreigners) to ‘highly restrictive’ (after 
1972) and subsequently to a position of ‘generally encouraging with some limitations’ (today). 

Current foreign investment regulations are governed by Commonwealth Legislations, the 
Foreign Acquisitions and Takeovers Act 1975 and the Foreign Acquisitions and Takeovers 
Regulation 1989 (FATA).  The Foreign Investment Review Board (FIRB) is a non‐statutory body 
responsible for examining foreign investment proposals with respect to the Commonwealth 
policy.  FIRB an advisory body and final decisions remain with the Commonwealth Treasurer. 

The FATA empowers the Treasurer to prohibit an acquisition if he is satisfied it would be 
‘contrary to the national interest’.  However, the general presumption is that foreign 
investment proposals will serve the national interest.  The national interest, and hence what 
would be contrary to it, is not defined in the FATA.  Instead, the FATA confers upon the 
Treasurer the power to decide in each case whether a particular investment would be contrary 
to the national interest. 
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Consideration is also given to whether an investment is consistent with Australia’s foreign 
investment policy (containing information on Australia’s foreign investment screening 
arrangements and on national interest matters, especially relating to real estate and other 
sectors with specific requirements).  A proposal that does not meet the requirements set out 
in the policy would ordinarily be regarded as being contrary to the national interest.  
Additional guidance on aspects of the national interest include, for example existing 
government policy and legislation (for example, applying to telecommunications, broadcasting, 
the media, aviation, environmental regulation and competition policy); national security 
interests (eg the manufacture or supply of military goods or equipment to the Australian 
Defence Force); or economic development (see FIRB 2009). 

Certain investments may be exempted from those rules.  For instance, investors from the 
United States face less stringent investment rules due to Australia’s free trade agreement with 
the US (AUSFTA). 

Table 2.5 details the current foreign investment rules, which includes revisions made in 
September 2009 and updated thresholds that came into effect on 1 January 2010. 
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Table 2.5: Foreign direct investment regulation in Australia 

FIRB Monetary thresholds  

Mandatory Notification Threshold  

Non‐US Investors  

Developed non‐residential commercial real estate where the property is subject to 
heritage listing. 

$5 million 

Developed non‐residential commercial real estate where the property is not subject 
to heritage listing. 

$50 million 

An interest (15% or more) in an Australian business; or 

An interest (15% or more) in an offshore company that holds Australian assets or 
conducts a business in Australia, and the Australian assets or businesses of the 
target company are valued at/above the threshold. 

$231 million 

US Investors  

Investment involving AUSFTA prescribed sensitive sectors: 

– an interest in an Australian business; or 

– an interest in an offshore company that holds Australian assets or conducts a 
business in Australia, and the Australian assets or businesses of the target 
company are valued at/above the threshold. 

$231 million 

Investment not involving AUSFTA prescribed sensitive sectors: 

– an interest in an Australian business; or  

– an interest in an offshore company that holds Australian assets or conducts a 
business in Australia, and the Australian assets or businesses of the target 
company are valued at/above the threshold. 

$1004 million 

All investors  

The following acquisitions must be notified, irrespective of the value or 
the nationality of the investor: 

– all other vacant land except for land that is in primary production;  

– residential real estate including vacant land (some exemptions apply, 
particularly for temporary residents);  

– all shares or units in Australian urban land corporations or trust estates; and  

– all direct investments by foreign governments or their agencies, including 
proposals to establish new businesses.  

No threshold 

All other acquisitions (including shares or assets of an Australian business) should 
be notified if the target entity is valued at/above the applicable monetary threshold 
set by the policy or the Act. 

 

Source: FIRB 
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Additional reforms to the foreign investment screening framework include: 

■ indexing the new unified threshold on 1 January every year to keep pace with inflation 
and to prevent foreign investment screening from becoming more restrictive over time; 
and 

■ abolishing the existing requirement that private investors notify the Government when 
establishing a new business in Australia valued above $10 million. 

There is no change proposed to the Australian urban land provisions, foreign government 
investor approach or the media sector rules.  These areas clearly remain sensitive and the 
reduction in private matters being notified will allow for more resources to be deployed in the 
assessment of sensitive matters.  It is hoped that the timing of the review process for such 
sensitive matters will be reduced as a result. 

The new thresholds apply only to private‐sector foreign investors, with the requirement for a 
review of all investments by foreign government entities and sovereign wealth funds 
remaining unchanged. 

Rules for property ownership were already relaxed in March 2009, so that foreign companies 
and temporary residents (such as 12‐month business visa holders, foreign students and their 
parents) are no longer required to notify proposed acquisitions of certain types of real estate, 
making it easier for them to invest in Australia (FIRB 2009). 

In 2007‐08, 7,841 proposals received foreign investment approval, while an additional 
14 proposals were rejected or not approved within the 30‐day statutory decision‐making 
period.  This compares with 6,157 approved proposals the previous year (with an additional 39 
rejected or not approved proposals), representing an increase of 27% (FIRB 2009). 

2.8 Measures of restrictiveness 

Economies with certain characteristics are more likely to attract investment than others.  
Organisations such as UNCTAD aim to rank locations based on their attractiveness to foreign 
direct investment.  For example, UNCTAD’s Inward FDI Potential Index ranks countries 
according to 12 economic and policy variables including GDP per capita, GDP growth, exports 
share in GDP, telecommunications infrastructure, commercial energy use, R&D expenditure, 
skilled labour, country risk, natural resources, service exports, electronics and automobiles 
imports and inward FDI stock (see UNCTAD 2008). 

Similarly, the OECD (2007) ranks countries based on their restrictiveness to foreign direct 
investment (see Chart 2.5).  While these rankings are supposed to act as a guide to the 
investment decision making process, the fact that foreign direct investment potential and 
actual performance do not always line up further illustrates the uncertain nature of this form 
of investment. 

Australia tends to perform strongly in terms of foreign direct investment attractiveness.  It 
currently ranks eighth most attractive economy for the location of FDI (a ranking headed by 
China, the US, India, Brazil and Russia) — particularly for its stable and business‐friendly 
environment, its government effectiveness, the quality of infrastructure and access to natural 
resources (UNCTAD 2009a).  However, it has also been subject to some criticism for its 
restrictive approach to foreign investment, particularly compared to other OECD economies. 
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The OECD (2007) ranks Australia as one of the OECD countries with the highest levels of overall 
regulatory restrictiveness1 — similar to Mexico, Iceland, Russia and Canada, but in stark 
contrast to countries such as Belgium, Germany, the UK, Italy, the Netherlands and Ireland.  
Particularly the telecommunications sector, the air and maritime transport sector, the banking 
sector and the distribution sector were considered to be ‘closed’ compared with other 
countries. 

An interesting feature of the OECD’s rankings is that some of most popular countries for FDI 
(for example, Brazil, Russia, India and China — the so‐called ‘BRIC’ countries) are considered to 
be the most restrictive investment destinations.  This indicates that much of the investment 
attraction of particular economies is underpinned by growth opportunities, such as the recent 
commodity boom and ongoing development opportunities.  That said, there may be even 
greater demand to invest in these ‘BRIC’ economies if barriers to investment were relaxed. 

A high degree of caution should be used in interpreting such studies.  Any exercise that 
assesses policy frameworks across a wide range of countries will necessarily have limitations, 
including the difficult challenge of accounting for countries’ various (perhaps unique) policy 
design features and actual implementation performance.  This may be the case for countries, 
like Australia, which operate foreign investment screening systems. 

However, international perceptions are important and overseas parties may be unable to 
readily distinguish between how policy frameworks ‘look’ from the outside and how effectively 
they operate in practice.  In this sense, there is some debate about whether Australia’s foreign 
investment policy is too restrictive, with conditions imposed being overly prescriptive.  The 
foreign investment approval process is also considered by some to be an unpredictable and 
political process, especially as the regulatory framework leaves significant discretion to the 
Treasurer. 

It should be recognised that the success with which Australia, and indeed any country, can 
attract high levels of foreign investment depends on the barriers and restrictions — both real 
and perceived — imposed by its foreign investment policy framework.  In this regard, it is vital 
that relevant policy platforms reflect changing global economic structures, do not discourage 
new sources of overseas capital and are transparently and consistently applied. 

One particular danger is that policy frameworks might subtly cultivate or reinforce economic 
nationalist sentiments.  This could potentially ‘filter down’ and lead to welfare‐damaging 
domestic policy responses across a range of areas.  In this regard, there have been recent 
examples of discriminatory policy initiatives among certain jurisdictions that may add new 
investment and trade barriers.  These include the NSW Government’s policy on government 
agency procurement which favours Australian producers and suppliers and the Western 
Australian Government’s policy of reserving a portion of the natural gas supply from the North 
West Shelf for domestic use.  It is important that such policies are properly scrutinised and 
discouraged where there is no demonstrable economic merit. 

                                                            
1 The OECD’s FDI Regulatory Restrictiveness Index is an aggregate index covering FDI restrictiveness in the following 
sectors and sub‐sectors: business (legal, accounting, architectural and engineering services), telecommunications 
(fixed‐line telephony and mobile telephony), construction, distribution, finance (insurance and banking), tourism, 
transport (air transport, maritime transport and road transport), electricity and manufacturing. 
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There also appears to be an increased tendency for the Government to place conditions on 
foreign investment proposals.  This may detract from investor’s commercial sovereignty and 
can give rise to ongoing problems if undertakings are not honoured. 

 

Chart 2.5: OECD restrictiveness index 
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3 The changing international investment landscape 

As discussed in Chapter 2, Australia has been an attractive destination for overseas capital over 
a long period of time.  However, a number of new issues have emerged in the past few years 
which have altered the foreign investment landscape and created new challenges for both 
investors and policymakers.  These include the emergence of foreign government‐linked 
investment vehicles, such as sovereign wealth funds, as major sources of global capital.  The 
Global Financial Crisis has also had a profound and rapid impact on foreign investment flows, 
highlighting the deep interconnections between countries and a range of broader structural 
issues both domestically and in the global economic system. 

3.1.1 The emergence of sovereign wealth funds 

A major development in global financial markets has been the increasing importance of 
sovereign wealth funds (SWFs) and other forms of government‐backed investment vehicles. 

SWFs are typically defined as government investment vehicles that are funded by foreign 
exchange assets and are separately managed from official reserves.  SWFs have been in 
existence since the early 1970s and were mainly established by Middle Eastern governments 
such as in the United Arab Emirates.  However, their number, size and investment scope have 
grown remarkably over the past 10 years, reflecting the rapid accumulation of assets in various 
oil‐exporting countries and East Asian countries with large current account surpluses.  These 
government‐owned investment vehicles now represent a significant and growing source of 
global capital. 

SWFs are currently established in over 20 countries, including Australia, and they hold 
approximately US$3 trillion in assets (see Chart 3.1).  It is estimated that SWFs will reach 
between US$7‐11 trillion in the next five years.  It should be noted, however, that the value of 
SWFs is heavily reliant on commodity prices and exchange rate policies making projections of 
their future value highly uncertain.  
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Chart 3.1: Growth in SWF assets and funds (US$ billion; units) 
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Source: IMF (2009) 

Why SWFs are created 

SWFs are established for a range of reasons.  Originally, they were created for the purposes of 
fiscal revenue stabilisation or intergenerational saving.  They are also used, often by East Asian 
countries, for balance of payments sterilisation.  That is, to address inflation risks from foreign 
exchange inflows, usually in the course of defending hard or soft currency pegs. 

However, given the sharp and sustained rise in commodity prices over recent years, many 
funds initially established for fiscal stabilisation or balance of payments sterilisation purposes 
have evolved into intergenerational savings funds.  This has essentially stemmed from a desire 
to turn finite resources into longer period income sources as a way of preserving wealth for 
future generations (IMF 2009a).  Box 1 outlines a number of market considerations and 
economic equity issues relevant to commodity exporting nations. 

Importantly, as these funds continue to increase in size, they are also becoming part of the 
debate on the imbalances between global savings and investments. 

Table 3.1 provides a list of major SWFs. 
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Box 1: Foreign investment matters relating to nations with substantial non‐renewable 
resources 

There are three key issues relevant to foreign investment when a nation is a major exporter of non‐
renewable natural resources.  

■ Addressing intergenerational matters — Many nations that have established sovereign wealth 
funds, finance their investments through the export of non‐renewable resources such as oil or 
minerals.  The objective of these funds is to share the wealth generated from these assets with 
future generations who may otherwise miss out from the benefits of such resource endowments, 
if all returns went to the current generations.  These funds provide a valuable long term saving 
strategy for the SWF investor. 

■ Preserving economic rents — Nations also have an interest in preserving economic rents 
associated with the sale of their non‐renewable resources. Unlike other types of goods or 
services, non‐renewable resources are by definition finite.  Because of limited supply, it is in the 
nation’s best interest to run down their stock of resources in a manner that maximises their 
return.  This principle is otherwise known as the Hotelling rule.  If a nation’s production decision 
is likely to influence market prices, it would then be in its interest to constrict the supply of 
resources onto the market which would likely result in increased market prices.  Over time, this 
would result in increased returns to the nation.  This is only one application of the rule.  

■ Stabilising commodity fluctuations — Finally, commodity stabilisation funds provide a useful 
strategy to hedge the volatility associated with commodity prices, and hence commodity 
exporting nations’ revenue.  For example, an oil exporting nation may also invest in oil futures to 
hedge the risk that world market prices vary beyond a certain level of risk.  This would provide 
stable cash flows for a given commodity. 

 

Table 3.1: Size and structure of major sovereign wealth funds 

Country Fund Assets  
(US$ 
billions)* 

Source 
of funds 

Ownership and investment management 

United 
Arab 
Emirates 

Abu Dhabi 
Investment 
Authority (ADIA) 
/Abu Dhabi 
Investment Council 
(ADIC) 

250‐875 Oil Owned by the Emirate of Abu Dhabi, ADIA has 
been the primary conduit for investing oil 
surpluses in overseas assets since 1976. 
Recently a separate legal entity, the ADIC, was 
established to encourage competition with the 
ADIA. Abu Dhabi’s surpluses will now be 
allocated to both.  

Norway Government Pension 
Fund – Global 

308  Oil Owned by the government and managed by 
Norges Bank Investment Management. 

Saudi 
Arabia 

No designated name 250+ Oil Saudi Arabia Monetary Agency manages the 
foreign assets ($225 billion held on its own 
balance sheet while $51 billion is managed on 
behalf of various government agencies). 

Kuwait Kuwait Investment 
Authority (KIA)  

General Reserve 
Fund (GRF) and 
Future Generations 
Fund (FGF) 

160‐250 Oil  The KIA is an autonomous government body 
responsible for the management of the GRF 
and FGF, as well as any other funds entrusted 
to it on behalf of the Government. 
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Country Fund Assets  
(US$ 
billions)* 

Source 
of funds 

Ownership and investment management 

Singapore Government 
Investment 
Corporation (GIC) 

100+ Other Separate investment corporation established 
in 1981, fully owned by the Government. 

 Temasek Holdings 100+ Other Temasek Holdings is a private company, set up 
in 1974 to hold and manage investment 
previously held by the principal shareholder, 
the Ministry of Finance. 

China State Foreign 
Exchange and 
Investment 
corporation 

200 Other To be determined. 

Russia Oil Stabilisation Fund 127 Oil Owned by the Government and managed by 
the Russian Central Bank 

Australia Australia Future 
Fund 

42 Other Established in 2006. Owned by the 
Government and managed by the Future Fund 
Management Agency. The aim is to underwrite 
the Government’s future superannuation 
liabilities. 

United 
States 
(Alaska) 

Alaska Permanent 
Reserve Fund 

35 Oil and 
minerals 

Owned by the state of Alaska, establish in 
1976, and managed by the state‐owned Alaska 
Permanent Fund Corporation 

Brunei Brunei Investment 
Authority General 
Reserve Fund 

30 Oil Owned by the Government and managed by 
the Brunei Investment Agency 

Korea Korea Investment 
Corporation 

20 Other Launched in 2005 to manage $20 billion  of 
entrusted foreign reserves of which $17 billion 
is from Bank of Korea and $3 billion from the 
Government 

Canada Alberta Heritage 
Savings Trust 

15  Oil Owned by the government of the Province of 
Alberta, managed by Alberta Finance.  

Chile Economic and Social 
Stabilisation Fund 

9.83 Copper Established in 2006. Both funds are owned by 
the government and managed by the Central 
Bank of Chile as a fiscal agent. 

 Pension Reserve 
Fund 

1.37   

Botswana Pula Fund 5+  Diamonds Owned jointly by the Government and the 
Bank of Botswana. 

*Assets determined before the Global Financial Crisis. 

Source: IMF (2007) 

3.2 Concerns over SWFs 

The rapid growth in SWFs has given rise to a number of challenges for governments and 
financial markets, and their activities have come under increased scrutiny.  Particular concerns 
have focused on the risks that SWFs potentially present for financial stability, as well as issues 
regarding a lack of transparency and non‐commercial investment motives. 

As the size of SWFs has increased in recent years, as noted above, they have now reached a 
point where they are a systemically significant part of the international financial system.  
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Projections of strong and prolonged growth also suggest they will become more important 
over time. 

This raises particular issues with how the activities of SWFs may affect the stability of 
individual economies and international financial flows.  Because of the substantial capital 
volumes controlled by SWFs, many concerns have centred on whether portfolio adjustments 
could cause rapid reversals in capital flows and sudden price changes.  These might have 
potentially destabilising effects on both asset markets and perhaps entire economies. 

So far, however, the behaviour of SWFs has not been a force of financial instability.  SWFs 
have, at least in principle, conservative long term investment horizons and typically do not 
react to short term volatility by adjusting their strategic asset allocations.  They are also not 
highly leveraged, unlike many hedge funds, which also reduces their overall riskiness — in 
particular, lowering their susceptibility to having to rapidly liquidate investment positions in 
response to deteriorating circumstances (Johnson 2007). 

In fact, during the Global Financial Crisis, SWFs demonstrated their appetite for investment 
was resilient to a collapse in credit, primarily because the capital sources of SWFs are often 
revenues from commodity exports or foreign exchange markets.  During 2008, when global 
capital markets were essentially frozen, SWFs maintained investment activity, actually 
increasing FDI flows by over 13%.  They were able to absorb a high level of asset price 
weakness and provide market liquidity at a time when it was sorely needed. 

In many respects, SWFs can be considered to enhance financial stability through supplying 
liquidity to markets, lowering borrowing yields in recipient countries and helping support asset 
prices.  Indeed, from a financial stability perspective, they can be considered broadly similar to 
many other large institutional investors like insurance and pension funds. 

Commercial opaqueness 

While SWFs have not demonstrated that they are a threat to financial stability, there are 
significant concerns with the lack of transparency of their commercial operations.  Few SWFs 
publish information regarding their asset holdings and little is known about their investment 
strategies and other aspects of their operational structures like risk management and 
corporate governance processes. 

Notably, the lack of public disclosure serves to exacerbate broader concerns regarding SWFs.  
This has manifested in significant public unease — both in Australia and overseas — on 
whether investments by SWFs and other state‐owned entities may be motivated by non‐
commercial objectives.  At the heart of this issue is an intrinsic mistrust of governments 
pursuing strategic commercial ends dressed up as private enterprise.  This has been 
particularly pronounced when foreign government‐backed investment vehicles attempt to 
take controlling stakes in strategic industries such as energy and resources, rather than more 
passive non‐controlling portfolio investments. 

Investment in energy and mineral resources 

Foreign investment in resource sectors has been one of the more sensitive issues, particularly 
when it involves foreign governments.  In Australia, broad public concern exists despite the 
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pivotal role played by foreign investment in the development of the Australian mining 
industry. 

A conventional objective for foreign investment in resources is to acquire some level of vertical 
integration by investing in inputs along a supply chain.  For example, in industries like steel‐
making, this may include investing in coal deposits and mining operations. 

When an investment has insufficient size to impact global markets in either the short or long 
term, foreign investment is unlikely to affect the strategic interests of the recipient nation.  
However, if the acquisition is sufficiently large for global prices to be impacted by a foreign 
majority stakeholder’s operations, or if extraction practices are uncommercial from a 
producer’s perspective, there can be major issues for the recipient nation. 

Importantly, divergent national interests concerning resource pricing and the sharing of 
scarcity rents are more likely to emerge when foreign investments are government owned.  In 
some resource‐based economies, particularly in Latin America, there has been a trend towards 
nationalising non‐renewable assets as a way of protecting the national economic interest. 

However, there are considerable risks of overreacting to such issues.  A single investment does 
not necessarily undermine potential returns on a country’s resource stock and in many 
instances a country’s competition policy may effectively address these issues.  Indeed, 
Australia’s competition policy frameworks play a major role in ameliorating these issues 
without necessarily requiring a specific regulatory response targeting foreign investment. 

National security issues 

Some investments by foreigners present obvious threats to national security.  A particular 
concern is to avoid potentially hostile powers controlling important economic or strategic 
assets.  This might include critical infrastructure and investments in sensitive sectors like 
defence and aerospace. 

There will always be some uncertainty on where to draw the line on sectors in which foreign 
investment will be restricted on national security grounds.  For example, should airports or the 
telecommunication sectors have investment restrictions placed on them?  To some extent, 
such determinations will always be contentious.  Much will depend on specific security risk 
factors associated with a particular investment proposal.  Among other things, these would 
include the sector of investment, whether the investor is a privately‐owned foreign 
corporation or foreign government, and indeed what foreign government is involved. 

While there is little evidence suggesting that SWFs have behaved in a malign or overtly non‐
commercial manner, countries have legitimate interests to ensure that national security 
concerns are addressed in any foreign investment proposal. 

However, it is important that these actions do not override the benefits from an open 
economy.  In this regard, it should be noted that foreign investment can also present 
important benefits for national security.  A commitment to global trade and greater openness 
can help exert a positive influence on international stabilisation. 
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3.3 International institutional responses 

Efforts by international economic institutions to promote more open markets and liberalise 
capital flows have traditionally focused on encouraging nations to reduce their barriers to 
private foreign investment.  However, as discussed above, the rise of sovereign wealth funds 
and other government linked investment entities have increasingly blurred the distinction 
between commercial and non‐commercial investment objectives. 

In response to such issues, international organisations such as the OECD and the IMF have 
sought to foster better understanding and domestic policy positions concerning SWFs and 
other government‐sponsored investment vehicles.  This is especially important given the risk 
of welfare‐damaging investment restrictions being imposed by economies and a retreat to 
other forms of economic protection. 

The OECD (2009) acknowledges the right for sovereign nations to self‐determine the types of 
investments they restrict as a consequence of national security interests.  However, it is 
recognised that restrictions on foreign government‐backed investments, if not designed and 
applied appropriately, may serve as a cloak for protectionism.   

OECD’s Code for Liberalisation of Capital (2007) and Guidelines for Recipient Country 
Investment Policies relating to National Security (2009) highlight the need for non‐
discrimination as a general rule, transparency and predictability of the processing of 
applications, regulatory proportionality of conditions/restrictions on investment and decision‐
making accountability.  The OECD further stress that restrictive policy positions should be 
appropriately assessed, narrowly focused (that is, not be a ‘catch all’) and be imposed as a last 
resort. 

Santiago Principles 

SWFs themselves have also moved to address some of the broader international concerns 
regarding their activities.  In October 2008, the International Working Group of Sovereign 
Wealth Funds, comprising 26 IMF member countries with SWFs (including Australia), prepared 
a set of principles and practices reflecting their investment objectives2.  These principles are 
referred to as the Santiago Principles. 

The aim of the principles was to provide assurance to recipient countries of foreign investment 
that those SWFs are acting from commercial principles.  They also seek to provide a framework 
that reflects appropriate governance, accountability and transparency arrangements. 

The principles are set out in Appendix A. 

Australia’s policy response 

Foreign government investment has always been a contentious issue because the objectives of 
investment are typically much less clear.  However, the issue of national security and strategic 
interest has reached new prominence within Australian foreign investment discussions, partly 

                                                            
2 This working group has since formed the International Forum of Sovereign Wealth Funds (established in the 
‘Kuwait Declaration’ on April 2009) and is chaired by the head of Australia’s Future Fund. 
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because of the wider role that SWFs and other state‐owned entities now take in financial 
markets. 

The Australian Government has responded to the increased number of foreign investment 
proposals by government‐linked entities, particularly from Chinese interests seeking to invest 
in Australian mining projects, by clarifying relevant foreign investment policy arrangements. 

All investments by state‐owned entities, irrespective of size, must be examined by the Foreign 
Investment Review Board.  The Government has developed a range of guidelines setting out 
the key considerations it will adopt for reviewing investment applications from foreign 
government‐related vehicles (see Box 2). 

 

Box 2: Australian Government guidelines for foreign investment proposals 

In 2008, the Australian Government released guidelines for the assessment of investment proposals by 
foreign governments and state‐owned entities, including sovereign wealth funds.  The guidelines 
contained the following six criteria: 

1. An investor’s operations are independent from the relevant foreign government. 

2. An investor is subject to and adheres to the law and observes common standards and business 
behaviour. 

3. An investment may hinder competition or lead to undue concentration or control in the industry 
or sectors concerned. 

4. An investment may impact on Australian Government revenue or other policies. 

5. An investment may impact on Australia’s national security. 

6. An investment may impact on the operations and directions of an Australian business, as well as 
its contribution to the Australian economy and broader community. 

Source: FIRB 
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3.4 The rise of China 

Many of the public and political sensitivities on recent foreign investment proposals have 
involved Chinese interests, especially in relation to investments in Australia’s resource sector.  
A notable example was Chinalco’s attempted acquisition of a stake in Rio Tinto. 

There is a natural complementarity between China’s considerable requirements for a stable 
supply of commodities and Australia’s abundance of high‐quality resources and proven export 
performance.  This relationship has provided enormous economic benefits and Australia will 
have a deep stake in China’s ongoing economic development. 

In recent years, China has escalated its offshore investment push; this necessarily increases 
China’s global influence by both private and government investment.  In particular, China’s 
state‐owned enterprises and investment funds have concentrated on purchasing assets to 
effectively diversify the country’s enormous foreign reserves, secure reliable supplies of 
minerals and energy and provide a hedge against rising commodity prices.  With US$1.9 trillion 
in foreign‐exchange reserves and a current account surplus forecast by the OECD to rise to 
11.7% of GDP in 2009, there is no reason to expect China’s outward investment thrust will 
diminish in the near future (OCO 2009). 

China’s economic trajectory is highly likely to be favourable for Australia.  China is now 
Australia’s largest trading partner, but compared with Australia’s other major trading partners 
such as the US and Japan, its foreign investment stock in Australia is still very small.  For 
example, by the end of 2008, about 300 Chinese companies had made direct investment in 
Australia3 and China’s FDI stock in Australia totalled approximately A$3 billion.  In comparison, 
the FDI stock in Australia from the US, the UK and Japan in 2008 was around A$95 billion, $A60 
billion and A$36 billion respectively (Table 2.2). 

Consequently, there is still a long way to go before there is some balance between trade and 
investment with China.  However, China’s outward FDI flows continue to surge — especially in 
2009 when other investors were more cautious.  China’s direct investment inflows in Australia 
reportedly rose from US$1.4 billion in the first quarter of 2008 to US$13 billion in the first 
quarter of 2009 (OCO 2009).  While China’s stock of investment in Australia is still relatively 
small, the size of its current investment inflows suggests that the composition of Australia’s 
foreign investment stock will change significantly in the future should these trends continue. 

China’s foreign investment pathway 

Chart 3.2 compares Japan’s and China’s international trade and investment experiences.  In 
the case of Japan, outward FDI (to all countries) followed the trend of international trade 
(imports and exports to all countries) with a lag.  At times when international trade was 
booming, outward FDI was lagging behind quite significantly (eg international trade volume 
and outward FDI stock followed a similar path with a lag of around 14 years until Japan’s 
outward FDI stock started to surpass Japan’s international trade in magnitude). 

                                                            
3 http://au.china‐embassy.org/eng/sgjs/speachfromambassadorzhangjunsai/t555750.htm 
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Comparing both countries’ experiences shows that China is essentially lagging Japan by 
approximately 12 years (eg an international trade volume of around US$20 billion was 
achieved by Japan in 1966 and by China in 1978).  However, China’s international trade picked 
up much more rapidly than did Japanese international trade.  By 1995, China’s international 
trade volume had surpassed that of Japan in 1983.  By 2003, both countries were level, with 
China’s international trade volumes being larger than Japan’s from that time.  In contrast, 
China’s outward FDI is lagging behind what could be expected based on its international trade 
volumes and Japan’s experience.  Hence, it is expected to grow significantly in coming years. 

This analysis highlights that international trade and FDI come in waves.  In the past, Australia 
has experienced investment waves from the UK, the US and Japan that mirrored the strong 
trade relationship established with those countries over various stages of Australia’s economic 
development.  Given China’s industrialisation and growth pathway, its demand for 
commodities and trade with Australia, the next large cross‐border investment wave from 
overseas is likely to come from China. 

Chart 3.2: Relationship between international trade and outward FDI, Japan and China 
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Source: UNCTAD World Investment database, WTO Time Series on international trade 

 

The relationship between Australia’s export trade and foreign investment can be further seen 
in Chart 3.3.  Some broader structural differences are noticeable in the investment‐to‐export 
trade intensity of Australia’s more traditional providers of foreign capital and key Asian 
markets.  As noted above, the case of Japan provides a useful example of a highly resource‐
intensive regional trading relationship that might be illustrative of China’s potential investment 
pathway. 
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Chart 3.3: Australian exports versus stock of foreign direct investment 

 
Source: ABS Cat. No. 5368.0, 5352.0 

Some community disquiet 

As noted above, there has been a level of community concern about certain aspects of foreign 
investment by China.  In particular, proposed investments in Australian resource projects by 
Chinese Government interests have raised the public consciousness on foreign investment. 

One argument that has been put forward regarding Chinese Government‐owned investments 
in Australia is that such investments should be restricted or blocked entirely on the basis that 
China’s own foreign investment frameworks are highly restrictive (see Chart 2.5 above).  
Pointing to such an apparent dichotomy, however, fails to acknowledge that the national gains 
from receiving foreign capital do not depend on the exchange of reciprocal concessions by 
other countries.  In fact, much of Australia’s trade liberalisation program was undertaken 
unilaterally on the basis of enlightened self‐interest. 

While it is important to recognise that Australia benefits even when the investment 
relationship is decidedly one‐sided, this should not limit broader ongoing advocacy for a more 
liberalised investment relationship with China and other emerging economies.  Indeed, 
Australia will benefit even more when foreign investment is a two‐way street. 

It should be noted that public resistance to a particular country’s foreign investment has been 
seen before.  For instance, Japanese investment in the 1980s in many western countries, 
including Australia, was subject to heightened community concern.  However, there are some 
important differences.  Australia’s most important investment partners have traditionally been 
close security partners (for example, the US, UK and Japan) and are democracies.  That China is 
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currently neither of those adds an additional degree of complexity to this investment 
relationship. 

Some of the potential benefits from Australia’s investment relationship with China were 
recently highlighted by the Chinese ambassador to Australia (see Box 3). 

In many respects, due to Australia’s high level of economic engagement with China and 
differences in respective political systems, occasional tensions are almost inevitable.  
Ultimately, engaging with China will mean dealing with government‐owned investors.  A 
particular concern central to Australia’s foreign investment policy framework will be to balance 
Australia’s national interests, the capital requirements to support robust growth in commodity 
exports and fostering this important bilateral relationship. 

 

Box 3: Chinese Government comments on the value of the Australia‐China investment 
relationship 

The Chinese ambassador to Australia, Zhang Junsai, made a speech in April 2009 outlining Chinese 
Government views on the bilateral trade and investment relationship with Australia: 

Investment between China and Australia flows in both directions and is mutually 
beneficial.  In a globalised world, investing abroad naturally becomes an indispensable 
avenue for Chinese companies to expand international business and be part of economic 
globalisation. 

Anxiety over Chinese investment stems from nothing but two arguments, namely, state‐
owned enterprises and subsequent control over Australia’s energy and mineral resources.  
Yet one must understand that the hallmark of China’s reform and opening‐up program is 
the establishment of a socialist market economy.  State‐owned enterprises are no longer 
entities under a highly centralised planned economy.  They are being transformed to joint 
stock market players that pursue profit, remunerate its employees, pay taxes and 
endeavour to expand business.  

Chinese companies investing in Australia, state‐owned or private, do not seek to control 
Australia’s energy or mineral resources.  Like companies from other countries, they eye 
long‐term, sound and reliable supply of energy and resources.  Apparently, such is 
conducive to the development of Australia’s energy and resources industry, particularly 
when the financial crisis has taken its toll on almost every economy.  It will help fund 
Australian companies and protect local employment.  Companies involved will also have a 
better access to Chinese market, which will eventually boost Australia’s overall growth. 

… What has changed over the course is greater strategic significance that this bilateral 
relationship assumes for both countries, deeper and closer cooperation in various areas 
and better understanding between our business communities, who have chosen to adopt a 
longer‐term perspective on cooperation. 

Source: http://au.china‐embassy.org 
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3.5 The Global Financial Crisis (GFC) 

The Global Financial Crisis has profoundly altered the global environment for foreign 
investment.  The turmoil in global capital markets and the response of the authorities to 
strengthen the global financial architecture will have key implications for Australia as a major 
net importer of foreign capital.  Notably, domestic policy settings, including how foreign 
government‐backed investments are treated, need to be examined in the context of these 
shifting economic conditions. 

An immediate impact of the crisis has been an increase in the cost of capital and constraints on 
supply of capital globally.  At the outset, a mispricing of risk and a lack of transparency in 
certain debt instruments lead to dislocation in debt markets which was then transferred to 
equity markets.  In the short term, this has lead to deferral of investment and large‐scale 
intervention by governments and central banks to support financial intermediaries and capital 
markets to provide affordable funding to commercial entities. 

In the medium term, as conditions start to improve, the unwinding of government support, the 
need to strengthen balance sheets of households and business, and regulatory changes will 
continue to restrain global capital flows.  However, the actual impacts on investment activity 
will be heavily dependent on the type and form of financing required. 

Increased capital costs and risk aversion 

Even before the collapse of Lehman Brothers in September 2008, interbank spreads had 
increased dramatically reflecting the sharp increase in risk premiums and risk aversion in 
wholesale funding markets as shown in Chart 3.4.  A counterpart to the higher prices was 
greatly reduced access to credit for all borrowers, including those whose creditworthiness 
normally would not be questioned. 
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Chart 3.4: Interbank spreads — developed markets (bps) 
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Source: IMF (2009) 

Although interbank spreads have narrowed following major central bank and government 
intervention to stabilise markets, it is expected that it will take time before credit is restored to 
pre‐crisis levels of availability. 

Foreign portfolio investment inflows had begun to decline even before the GFC had reached its 
severest point, while foreign direct investment was not hit until the credit crunch occurred 
(Chart 3.5).  Amid a sharpening financial and economic crisis, portfolio investment inflows 
dropped slightly (by 3%) from US$3.6 trillion in 2006 to US$3.4 trillion in 2007, while foreign 
direct investment inflows followed the trend a year later, falling from a historic high of almost 
US$2 trillion in 2007 to $1.7 trillion in 2008, a decline of 14%. 

The crisis not only changed the magnitude of FDI inflows, but also the overall investment 
landscape, with the share of total FDI from developing and transition economies surging to 
43% in 2008 (up from 32% in 2007). 

Regions experiencing strong growth in FDI inflows in 2008 include Africa (particularly those 
countries rich in natural resources), China and India. 
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Chart 3.5: World direct and portfolio investment flows 
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Source: IMF Balance of Payments Statistics Online, UNCTAD World Investment database, UNCTAD (2009b) 

Note: No 2008 data were available for portfolio investment flows. 

Global deleveraging, resulting from sharp falls in asset prices and availability of credit, and 
increases to the cost of financing is reducing the availability of funds for investment.  The IMF 
note that although conditions are improving as a result of government support, there remains 
an ongoing threat of further deleveraging (IMF 2009a).  

Credit conditions remain significantly tighter than before the crisis.  Evidence suggests an 
increasing home bias in funding decisions driven by an unwillingness to accept risk abroad 
(signifying the extent of uncertainty in the market) (IMF 2009a).  Chart 3.6 shows how lending 
conditions were extremely tight during the credit crunch and peaked at the onset of the crisis.  
Though international conditions are improving, they are still much tighter. 
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Chart 3.6: Bank lending conditions (comparative index) 
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Impact on investor types 

Investors reliant on access to quick and easy debt have found it more difficult to manage their 
financing costs since the GFC.  Leveraged buyouts, previously popular in the 1980s, had 
experienced a renaissance — a strategy that fuelled much of the international mergers and 
acquisition (M&A) and greenfield investment activity — but sources of funding dried up in 
2008 (Chart 3.7).  Private direct equity investment, which had a strong affinity for this type of 
investment activity, has been especially impacted. 

Notably, SWFs, which obtain their investment funds very differently, were not hit as quickly.  
Although the impact on their portfolios is still apparent, with the value and number of M&A 
deals undertaken by SWFs dropping significantly.  In 2008, there were around 40 deals globally 
with a total value of US$20 billion, compared to 18 deals valued at US$4 billion in 2009 
(UNCTAD 2009a). 
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Chart 3.7: Leveraged loans 
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Company expansion plans have also been curtailed by the combined impact of restricted 
access to credit and a decline in reinvested earnings, as illustrated in Chart 3.8. 

Chart 3.8: Global FDI by component 
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It should also be noted that developments varied for different types of FDI such as M&A and 
greenfield investment.  While cross‐border M&As typically are a major part of FDI inflows, they 
have been most impacted by the recent crisis.  M&A inflows shrank by 35% between 2007 and 
2008, from around US$1 trillion in 2007 to US$673 billion in 2008. 

In contrast, other components of FDI (such as greenfield investment) proved to be more 
stable.  In 2008, over 15,500 international greenfield investments were made — the strongest 
year on record.  However, investment projects are expected to decline internationally in 2009, 
with the first quarter of 2009 registering 3,363 greenfield investments.  Divestments also 
contributed to a significant share of the decline in FDI inflows during the crisis (UNCTAD 
2009b). 

Debt and equity markets have been recovering, though an overall ‘flight to quality’ has meant 
that for many emerging economies capital inflows have been hampered (see Chart 3.9 and 
Chart 3.10 below). 

In developed nations, there will continue to be significant near term challenges for economic 
growth with forecast GDP remaining low and elevated government debt levels because of GFC‐
related stimulus measures. 
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Chart 3.11: Interest rate spreads — emerging markets (bps) 

 
Source: IMF (2009) 

Implications for Australia 

With foreign investment being of so important to the Australian economy, developments in 
global investment markets are particularly significant. 

The seriousness of the loss of capital inflows associated with reduced access to funding in 
global debt markets should not be underestimated.  A loss of capital funding through 
wholesale markets was enough to result in Australia’s top four banks, along with the Australian 
Government, planning to pool together to secure ongoing financing in the wake of the GFC.  

Chart 3.9: Recovering  equity markets 
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Chart 3.10: Corporate bond spread (bps) 
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Intervention by central banks and governments — both in injecting additional funds and 
guaranteeing banks’ debt issues enabled wholesale markets to continue to provide funds. 

Unlike many emerging economies, Australia has been able to, once global markets began to 
operate once more, secure capital funding by virtue of its underlying economic merits. 

FDI remained stronger throughout the crisis.  This is one advantage of FDI as it is generally a 
medium term investment and changes in FDI stock are not as volatile as other forms of 
investment.  Because of this, it may act as a good buffer in more turbulent economic times.  In 
addition to this, Australian FDI inflows have often bucked global investment trends.  FDI 
inflows in Australia remained strong during the 2001/2002 investment downturn and have also 
remained strong during the current crisis. 

Reduced availability of funds 

In the short term, it is clear that funds are scarce and will likely remain scarcer than before the 
GFC.  Competition for scarce funds is also likely to remain an issue in the medium term 
affecting both the availability and price of capital. 

Stable countries with strong underlying economic factors are likely to experience stable 
portfolio investment as a result of increased risk aversion. 

The opposite appears to be true for FDI inflows.  There appears to be some consensus that 
developed economies will likely struggle to capture a substantial share of FDI.  The main driver 
is that emerging markets are seen as having greater ongoing growth prospects, with 
investment flows reflecting these trends.  Real GDP growth declined sharply for all economies 
in early 2009 but was comparatively worse for advanced economies.  Similar growth 
differentials are expected during the recovery phase; with relatively higher growth rates 
forecast in emerging countries (see Chart 3.12). 

This is not surprising, as the overall contribution to world GDP growth has come from China 
and countries other than the advanced economies (as illustrated in Chart 3.13).  Indeed, 
Australia’s economy has held up well during the current slowdown, in large part because of 
strong export linkages with China.  Over the longer term, there are favourable conditions for 
the Australian economy due to its linkages with Chinese industrialisation. 
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Chart 3.12: Real GDP growth (%) 
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Chart 3.13: Contribution to World GDP Growth (%) 
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International competition 

In many respects, increases in foreign investment flows reflect greater global integration.  As 
global trade has grown, cross‐border investments have also grown.  Notably, this is part of the 
broader tendency for firms to drive efficiencies by undertaking activities on a more global 
basis. 

While the United States and the United Kingdom are likely to remain Australia’s key sources of 
foreign investment, profound structural shifts in the distribution of global savings and the 
availability of international capital are underway.4  Looking forward, relative investment 
contributions from these countries are likely to decline and new sources of capital such as 
from China will continue to grow. 

The rise of SWFs in capital exporting East Asian economies is directly associated with broader 
imbalances in global savings and investments patterns (see Box 4).  If these imbalances are 
reduced — perhaps as a policy consequence of the GFC — there will be consequences for the 
direction of foreign investment flows and individual SWFs. 

As countries commence the process of recovery, a feature of the post‐crisis global economy 
will be better pricing of financial risk and this will reduce access to capital for less creditworthy 
borrowers.  Australia is one of many locations that vie for a limited supply of foreign capital 
and a key implication is that the economic consequences of dissuading foreign investment may 
well be exacerbated. 

 

                                                            
4 The dominance of the United States and the United Kingdom as foreign investment providers is partly due to these 
countries being the two biggest international markets for funds.  Australia often borrows from other countries via 
financial intermediaries in the United States and United Kingdom. 
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Box 4: What are global economic imbalances? 

It is widely considered that an important contributing factor of the Global Financial Crisis was excessive 
imbalances in savings and investment between countries, especially between the United States and 
China. 

Globally, national current account deficits and surpluses must balance out.  Deficit countries can raise 
funds in international capital markets only to the extent that other (surplus) countries provide those 
funds.  But equally lenders need borrowers; and it is impossible for some countries to spend less than 
their incomes if others do not spend more. 

The emergence of a global savings glut 

At their core, global economic imbalances are about how much countries save.  This is made up of three 
key elements: what people save from their incomes, what firms save from their profits, and what 
governments save by running budget surpluses.  The pattern of saving varies widely between countries. 

Some countries have shown a persistence to save excessively and therefore the need to lend abroad to 
make money on their savings.  Notable examples are Japan, Germany, China, and many emerging Asian 
and oil‐exporting economies.  These countries comprise a significant portion of the world economy. 

China and other ‘Asian Tiger’ countries in particular have built up vast reserves of foreign currency.  In 
part through pursuing export‐led growth strategies and the need to lower the value of their currencies.  
But partly also to protect themselves from a financial crisis like the one they endured in the 1990s.  A 
consequence has been to generate a vast pool of savings and Asian currency reserves needing to be 
invested. 

A glut of global savings had the effect of depressing borrowing costs.  It is the case that those countries 
best able to absorb these flows and run deficits will typically be those where consumers, businesses and 
governments are most willing to spend and whose financial systems are most efficient at intermediating 
the flow of global savings.  These accommodating countries — principally, the United States, Britain and 
other western countries (including Australia) — saved less and borrowed heavily because money was 
cheap and global interest rates were low. 

It is because the massive flows of savings from export‐led growth countries induced excessive borrowing 
in the United States and many western countries and fostered a willingness to assume higher levels of 
(mispriced) risk that helped contribute to the present crisis. 

Rebalancing international payments 

A key part of restoring sustainable global economic growth will be to unwind the current underlying 
economic imbalances in an orderly manner.  This will involve some difficult structural adjustments and 
macroeconomic policy shifts from both advanced capital‐importing and emerging capital‐exporting 
economies.  Deficit countries like the United States will need to increase savings, retire debt and reduce 
substantial budget deficits made even wider through recent economic stimulus spending. 

On the other side of the imbalance, surplus countries like China will need to save less and boost long 
term domestic demand.  Governments have a large role in encouraging broader based consumption in 
many emerging economies.  Along with reforms to exchange rate policies, these can include an 
emphasis on building a better social security net, such as private pensions, health care, and forms of 
unemployment insurance, to provide incentives for draw down excess savings and provide a deeper 
stimulus to internal private consumption. 
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3.6 Longer term foreign investment issues 

Australia’s ongoing foreign capital requirements will be heavily influenced by longer term 
economic and structural factors. 

Demographic changes associated with population growth and ageing (as highlighted in the 
Government’s Intergenerational Report 2007) are likely to intensify the need for foreign 
capital.  Population growth increases the need for foreign capital if spending continues to 
exceed savings on a per capita basis.  Further, the ageing of the population (and its associated 
reduction in the proportion of working age Australians) increases the need for strong labour 
productivity performance to improve or sustain living standards.  This will add to Australia’s 
capital requirements — principally through the process of capital deepening which effectively 
gives workers more equipment and machinery to operate (an increase in the capital‐to‐labour 
ratio). 

Typically, Australia runs a current account deficit on its balance of payments with the rest of 
the world, which is ‘balanced’ by a capital account surplus.  Hence, reliable foreign equity 
capital flows are also needed for the ongoing finance of Australia’s current account deficit.  
However, volatility in foreign investment flows — especially during times of financial upheaval 
such as experienced during the present crisis — indicates that stable foreign capital flows 
cannot be considered a certainty.  Furthermore, due to increased international competition for 
funds, industrialised countries may find it more expensive to finance current account deficits, 
implying lower levels of investment and growth. 

These significant challenges again underscore the importance of advancing Australia’s capacity 
to attract foreign capital. 
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4 Empirical analysis of potential foreign investment impacts 

This chapter discusses the results of quantitative analysis of potential impacts of changes to 
foreign investment flows into Australia.  The aim of the analysis is to illustrate the potential 
economic consequences of more recent developments in the global investment landscape, as 
well as the implications of possible domestic policy interventions or changing investment 
conditions that could either restrict or encourage foreign investment. 

Two key issues are analysed.  First, at a general level there has been heightened scrutiny of 
Australia’s foreign investment frameworks in recent times due largely to the increase in 
sensitive investment applications, most notably from China.  As discussed above, this presents 
considerable policy challenges for government and must be handled carefully. 

Second, the GFC has also affected foreign investment flows, producing rapid asset price 
reductions and increased risk aversion in capital markets.  This significant financial event will 
have lasting impacts, and has raised questions regarding Australia’s ongoing vulnerability to 
overseas capital. 

The analysis examined these broader issues using two different settings under which different 
foreign investment scenarios are considered. 

■ Scenario setting 1 — Foreign investment flows under pre‐GFC conditions 

This set of scenarios examines the potential impacts of adopting either a more 
restrictive stance on some forms of foreign investments, by reducing the level of foreign 
investment flows into Australia, or a less restrictive case that results in increasing foreign 
investment in Australia. 

■ Scenario setting 2 — Foreign investment flows under post‐GFC conditions  

This set of scenarios examines the economic effects of changes in foreign investment 
inflows against the backdrop of the GFC and higher ongoing capital costs (global interest 
rates were assumed to be 100 basis points higher).  The same changes to foreign 
investment inflows considered above were examined in this new economic 
environment. 

It is important to note that these are projections based on a range of policy and 
macroeconomic assumptions.  They are not forecasts of what might actually occur.  The 
intention is to indicate the magnitude of the potential economic impacts (whether positive or 
negative) from changes in Australia’s performance in attracting foreign capital. 

This analysis was undertaken using Access Economics’ in‐house general equilibrium model 
called AE‐GEM (Access Economics General Equilibrium Model).  The model is dynamic, and the 
scenarios were conducted to 2020 to allow time for capital accumulation changes to take 
effect.  Further detail on the model is provided in Appendix B. 
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4.1 Foreign investment flows under pre‐GFC conditions 

This first set of scenarios illustrates the economic impacts of a change in the perceived risk of 
foreign investment in Australia under conditions prevailing before the GFC.  A reference case 
for the period 2009‐2020 is used to represent a ‘business as usual’ economic growth path, 
derived from Access Economics’ global economic growth projections made prior to the GFC. 

Four scenarios were modelled, with the perceived risk of investing in Australia from 2009 
permanently adjusted such that foreign investment flows into Australia either increased or 
decreased in 2009.  Two scenarios considering increased foreign investment inflows are 
considered in 2009 (+20% and +10%) as well as two decreased foreign investment scenarios 
(‐20% and ‐10%).  Since the foreign inward investment stock constitutes approximately half of 
Australia’s overall capital stock, the corresponding change to total Australian investment flows 
each year would be roughly half the change in foreign investment inflows in 2009 (or +10%, 
+5%, ‐10% and ‐5% respectively). 

The assumed increase or decrease in foreign investment inflows is determined by a change in 
Australia’s risk — something which could occur, for example, through intentional or perhaps 
inadvertent policy interventions in foreign investment frameworks or from changes to other 
macroeconomic policy settings.  Overseas investors respond to changes in Australia’s risk 
premium, and shifts in the country’s comparative investment attractiveness, by directing 
greater or less capital into the country. 

To illustrate the scale of these flows, a 10% change in foreign investment into Australia 
equates approximately to $14.9 billion in 2008 — this represents around three quarters of all 
Japanese investment (both portfolio and direct investment) or all German investment flows 
into Australia for 2008. 

Macroeconomic impacts 

Key macroeconomic results for the four scenarios are presented in Table 4.1.  These results 
represent percentage changes from the ‘business as usual’ case at 2020.  The modelling 
indicates that changes to foreign investment inflows have a significant impact on national 
output.  For example, under the +10% scenario, real GDP is projected to be 1.04% (or 
$14.3 billion) higher than it otherwise would have been if foreign investment did not increase 
in 2020. 

Similar scale impacts are estimated if foreign investment inflows decline.  Under the ‐10% 
scenario, national output is projected to decline by just over 1% in 2020, which equates to 
around a $15 billion reduction. 

Changes in foreign investment have a range of impacts on the economy.  Most directly, an 
increase in foreign investment inflows adds to a country’s capital stock, increasing its 
productive capability and therefore output as measured by GDP.  The opposite is also the case 
when foreign investment inflows fall. 

In addition, there are two key flow‐on effects relating to employment.  First, an increase in 
foreign investment adds to domestic demand, through greater activity in the construction 
sector.  The construction sector is a major employer, and hence increased demand for 
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construction services has second‐round impacts through the economy in terms of increased 
employment and consumption. 

Second, capital is a factor of production that combines with labour in the production process.  
Any increase in foreign investment inflows adds to the stock of capital and will also increase 
the demand for labour.  For example, the +10% scenario (see Table 4.1) shows both a 
projected increase in employment (+0.32% relative to the business as usual case in 2020) and 
real wages (+1.82% relative to the business as usual case in 2020).  Based on current levels of 
employment, this would equate to around 34,400 full time jobs at the end of the projection 
period. 

The increase in the supply of capital also lowers capital prices, by a projected 0.91% under the 
+10% scenario. 

Table 4.1: Projected impacts of pre‐GFC changes in foreign investment 

Change at year 2020 relative to reference case 

Variable +20% +10% ‐10% ‐20%

Real GDP (%) +2.06 +1.04 ‐1.09 ‐2.23 

Real GDP ($Billion) +28.3 +14.3 ‐15.0 ‐30.7 

Real Investment (%) +6.88 +3.48 ‐3.50 ‐7.08 

Capital Stock (%) +4.30 +2.17 ‐2.20 ‐4.45 

Capital Price (%) ‐1.77 ‐0.91 +0.93 +1.91 

Real Wages (%) +1.82 +0.92 ‐0.93 ‐1.89 

Employment (%) +0.62 +0.32 ‐0.36 ‐0.74 

Real Exports (%) ‐0.57 ‐0.30 +0.36 +0.75 

Real Imports (%) +3.00 +1.52 ‐1.58 ‐3.21 

Foreign Debt ($Billion) +120 +60 ‐61 ‐122 

Source: Access Economics 

It is also interesting to note that aggregate exports move in the opposite direction to the 
modelled changes in foreign investment inflows.  An increase in foreign investment results in a 
decline in overall export volumes and vice versa. 

This is because the projected changes to wages and capital prices induced by changes in 
foreign investment inflows feed through the economy and impact differently on Australia’s key 
export sectors.  More capital intensive exporters like the mining industry increase their exports 
but this is more than offset by a decline in the export performance by more labour intensive 
exporters like the agricultural and manufacturing sectors.  The sectoral impacts are shown in 
Table 4.2. 
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Table 4.2: Sectoral impacts of pre‐GFC changes in foreign investment 

Output change at year 2020 relative to reference case 

Sector +20% +10% ‐10% ‐20%

Agriculture (%) +0.15 +0.08 ‐0.07 ‐0.14 

Mining (%) +1.57 +0.79 ‐0.77 ‐1.58 

Manufacturing (%) +1.73 +0.87 ‐0.84 ‐1.69 

Construction (%) +6.28 +3.17 ‐3.20 ‐6.48 

 Export change at year 2020 relative to reference case 

Agriculture (%) ‐1.50 ‐0.77 +0.82 +1.68 

Mining (%) +0.52 +0.26 ‐0.20 ‐0.43 

Manufacturing (%) ‐1.13 ‐0.58 +0.69 +1.43 

 Employment change at year 2020 relative to reference case 

Agriculture (%) ‐0.11 ‐0.06 +0.08 +0.15 

Mining (%) +1.01 +0.51 ‐0.49 ‐1.00 

Manufacturing (%) ‐0.01 ‐0.01 +0.04 +0.08 

Construction (%) +4.77 +2.42 ‐2.48 ‐5.05 

Source: Access Economics 

The modelling points to varying sectoral impacts.  A notable impact is that the construction 
sector benefits significantly from increased investment.  This is a direct result of increased 
demand for construction services involved in creating the capital stock associated with greater 
investment.  The mining sector is also a major beneficiary and is projected to increase in both 
overall output and exports if foreign investment increases.  This is because, as a capital 
intensive part of the economy, the mining sector generally benefits more from lower capital 
prices than rises in wages.  Higher mining employment is also projected under both increased 
foreign investment cases, as a corollary of additional capital formation in the sector. 

The agricultural and manufacturing sectors show a different pattern.  For both sectors, an 
increase in foreign investment leads to a lower export performance and reduced employment.  
For the manufacturing sector, however, its overall output increases — at a level exceeding the 
increase in mining output.  This is because there is a large boost in domestic demand for (non‐
tradeable) manufactured goods, in particular for intermediate goods used in the construction 
sector. 

The increased demand for domestic manufactured goods raises the relative rate of return for 
the sector, which over time leads to a greater expansion in the sector’s capital base.  The 
increase in manufacturing output can be entirely attributed to this capital deepening effect.  
Conversely, the increase in mining output occurs through both an increase in employment as 
well as using a larger capital base generated via higher foreign investment. 

In a similar fashion to the overall macroeconomic estimates, the projections show a general 
reversal (in both direction and magnitude) in the sectoral impacts if foreign investment inflows 
decline rather than increase. 



Foreign investment in Australia 
 

49 

In examining the sectoral dynamics of increased foreign investment, it is important not to lose 
sight of the positive aspects for the broader economy.  As in previous episodes where mining 
output has risen appreciably, there is a structural adjustment in favour of capital‐intensive 
production and pressure is often placed on other industries like agriculture and manufacturing.  
In particular, resultant effects like the appreciation of the Australian dollar and higher wages 
can weaken the profitability and even threaten the viability of many firms in trade‐exposed 
sectors.  However, this is an integral part of the mechanism in which scarce resources, such as 
skilled workers, are induced to move from lower to higher value activities.  Indeed, the positive 
market response to the altered economic circumstances and emerging opportunities from 
additional foreign investment inflows can be seen in the significant projected increases in 
national output. 

4.2 Foreign investment flows under post‐GFC conditions 

This second set of scenarios illustrates how the economic effects of changes in foreign 
investment flows might be different in the context of the GFC and its ongoing effects.  As 
described earlier, the GFC has led to greater investor risk aversion and an increase in the global 
cost of capital.  This capital price effect has been explicitly represented in the modelling as 
shown in Chart 4.1.  An increase in the global interest rate of around 100 basis points was 
assumed. 

Chart 4.1:  Global cost of capital under Scenarios 1 and 2 
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Under these scenarios, the estimated changes in Australia’s risk premium as determined under 
the pre‐GFC scenarios were imposed in the context of the post‐GFC environment of higher 
global capital costs.  Given foreign investment inflows in Australia are linked to the country‐
specific risk premium (which is represented in the model by a specific investment equation5), 
changes to Australia’s risk premium relative to other countries will have a material impact on 
foreign investment inflows under this scenario. 

                                                            

5 Regional investment in AE‐GEM is proportional to the risk‐adjusted difference between the regional interest rate 
(IR) and the global rate (IG) as represented: Investment(r) = A * exp[B*{ IR(r)/risk(r) – IG}] 
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The results (see Table 4.3) show that the impacts of changes in Australia’s risk premium are 
magnified in both directions in the post‐GFC environment when capital costs are globally 
higher.  For example, under the +10% scenario, real GDP is projected to be 1.20% higher at 
2020 in the post‐GFC environment compared with the projected increase of 1.04% in the pre‐
GFC environment.  Other macroeconomic flow‐on impacts to trade and employment are 
similarly amplified.  Consistent with this, the potential economic returns (or costs) are greater.  
Should Australia achieve a 20% increase in foreign investment, national output at 2020 is 
projected to be around 2.35% higher or $32.3 billion in real terms. 

Table 4.3: Projected impacts of post‐GFC changes in foreign investment 

Change at year 2020 relative to reference case 

Variable +20% +10% ‐10% ‐20%

Real GDP (%) +2.35 +1.20 ‐1.25 ‐2.55 

Real GDP ($Billion) +32.2 +16.5 ‐17.2 ‐35.1 

Real Investment (%) +7.90 +3.98 ‐4.00 ‐8.06 

Capital Stock (%) +5.06 +2.55 ‐2.57 ‐5.18 

Capital Price (%) ‐2.16 ‐1.11 +1.13 +2.32 

Real Wages (%) +2.09 +1.06 ‐1.06 ‐2.15 

Employment (%) +0.65 +0.33 ‐0.39 ‐0.80 

Real Exports (%) +0.19 +0.08 +0.01 +0.05 

Real Imports (%) +3.21 +1.63 ‐1.71 ‐3.47 

Foreign Debt ($Billion) +147 +73  ‐74 ‐147 

Source: Access Economics 

Reflecting these broader effects, the sectoral impacts from changing foreign investment 
inflows are also magnified (Table 4.4).  For example, mining and construction will benefit 
directly from increased foreign investment and exports of manufacturing and agriculture are 
projected to decline due to rising wage rates. 

A key difference, however, is that employment in the manufacturing and agriculture sectors 
moves in line with foreign investment.  That is, in a post‐GFC setting, higher foreign investment 
is projected to lead to an employment increase (albeit small) in those sectors.  This contrasts 
with a relatively small decline in manufacturing and agriculture employment for the same 
changes to risk premia under the pre‐GFC settings.  The reason for this difference is that the 
substantial (amplified) increase in domestic demand for that sector’s output has a sufficiently 
large capital deepening effect that raises sectoral employment. 
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Table 4.4: Sectoral impacts of post‐GFC changes in foreign investment 

Output change at year 2020 relative to reference case 

Sector +20% +10% ‐10% ‐20%

Agriculture (%) +0.43 +0.21 ‐0.21 ‐0.41 

Mining (%) +2.47 +1.24 ‐1.20 ‐2.43 

Manufacturing (%) +2.61 +1.30 ‐1.25 ‐2.51 

Construction (%) +7.20 +3.63 ‐3.65 ‐7.36 

 Export change at year 2020 relative to reference case 

Agriculture (%) ‐1.21 ‐0.62 +0.70 +1.42 

Mining (%) +1.71 +0.86 ‐0.76 ‐1.54 

Manufacturing (%) ‐0.17 ‐0.12 +0.26 +0.58 

 Employment change at year 2020 relative to reference case 

Agriculture (%) +0.14 +0.07 ‐0.05 ‐0.10 

Mining (%) +1.77 +0.89 ‐0.85 ‐1.72 

Manufacturing (%) +0.47 +0.22 ‐0.20 ‐0.38 

Construction (%) +5.41 +2.75 ‐2.81 ‐5.71 

Source: Access Economics 

The greater sensitivity to foreign investment changes under post‐GFC settings compared with a 
pre‐GFC environment can be seen in Chart 4.2.  The policy implications highlighted by this 
analysis are that the GFC has essentially raised the stakes for Australia in terms of the 
approach to foreign investment.  Should Australia improve its attractiveness to a now more 
limited and costly supply of foreign capital, the economic pay‐off will be greater.  However, 
should active policy interventions or ill‐judged pronouncements discourage emerging or 
traditional overseas investors, the economic consequences are potentially more severe.  Much 
will therefore depend on defending and indeed improving Australia’s existing foreign 
investment policy settings. 
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Chart 4.2:  Changes to real GDP under Scenarios 1 and 2 at 2020 
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Source: Access Economics 

Budgetary impacts 

The Australian Government, like many countries, provided immediate and substantial fiscal 
stimulus as a consequence of deteriorating economic conditions caused by the GFC.  This 
amounted to around 5.4% of GDP, one of the largest stimulus packages undertaken by OECD 
countries.  Combined with declines in government revenues from reduced economic activity, 
this policy response has seriously impacted the underlying budget position and fiscal outlook. 

Treasury’s Mid‐Year Economic and Fiscal Outlook for 2009 forecasts an underlying cash deficit 

for 2009‑10 of $57.7 billion (4.7 per cent of GDP).  However, while the economic outlook has 
improved somewhat since forecasts in the 2009 Budget, the fiscal outlook remains largely 
unchanged.  This is primarily due to the lag in which better economic conditions are reflected 
in higher taxation revenues.  The Government’s medium term fiscal strategy, based heavily on 
the gradually withdrawal of stimulus spending and restraint on real spending growth, projects 
that the budget will return to surplus in 2015‐16. 

Role of foreign investment inflows 

Because foreign investment inflows impact the level of economic activity, they will have fiscal 
implications for the Commonwealth Government.  As the economy grows faster through 
additional foreign investment, company tax revenue and other non‐income taxation 
collections, such as from the GST, also rise.  Furthermore, increased employment, coupled with 
wage increases, drives a higher take in income taxation.  Such macroeconomic effects were 
highlighted in the above modelling. 
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Access Economics has examined the budgetary impacts of changed foreign investment inflows 
following the GFC.  A reference case budget position and near‐term forecast was adopted 
based on Treasury’s 2009‐10 Mid‐Year Economic and Fiscal Outlook.  The analysis has assumed 
that Government expenditure levels are not affected by the foreign investment changes or 
consequent economic impacts. 

The analysis shows that foreign investment will play an important role in meeting those 
projections, with changes to Australia’s investment performance affecting the timing for 
returning the budget to balance, either increasing or reducing the timeframes (see Chart 4.3).  
Should rates of foreign investment fall by either 10% or 20%, the return to budget surplus 
would be delayed by around 7 months and 14 months respectively.  Conversely, if foreign 
investment inflows to Australia increase by either 10% or 20%, the return to a surplus budget 
position would be accelerated.  A 20% increase in foreign investment would facilitate a budget 
surplus about a year faster than current projections — in 2014‐15 rather than 2015‐16. 

Chart 4.3:  Underlying Federal Budget projections 
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5 Conclusions 

The economic implications of imposing inappropriate investment restrictions should not be 
underestimated.  Indeed, the strong performance of the Australian economy since the early 
1990s recession, including over the course of the current economic slowdown, has in part 
been possible because Australia has maintained the confidence of international capital 
markets.  This has allowed Australia to borrow internationally on favourable terms as a means 
of funding a significant part of national investment. 

It is therefore vitally important for Australia’s longer term prosperity that foreign investment 
frameworks, as well as broader macroeconomic policy settings, are designed with a concerted 
focus on retaining the confidence of international investors. 

In this regard, it is imperative the Government adopt a consistent and clear policy approach 
regarding the increasing role of SWFs and state‐owned entities.  A key consideration is to 
ensure this important and growing investor class is not effectively discouraged, while 
recognising that legitimate sovereignty issues exist and ongoing challenges are likely. 

It is feasible that improvements to Australia’s existing foreign investment framework could be 
made.  And reflecting the dynamic nature of global capital markets, these frameworks should 
be subject to regular and ongoing review. 
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Appendix A: Santiago Principles governing sovereign wealth 
funds 

The International Working Group of Sovereign Wealth Funds has prepared a list of principles 
(the ‘Santiago Principles’) to provide guidance on public disclosure, performance evaluation 
and governance of SWFs. 

Member countries of the Working Group are Australia, Azerbaijan, Bahrain, Botswana, Canada, 
Chile, China, Equatorial Guinea, Iran, Ireland, Korea, Kuwait, Libya, Mexico, New Zealand, 
Norway, Qatar, Russia, Singapore, Timor‐Leste, Trinidad & Tobago, the United Arab Emirates 
and the United States. 

Santiago Principles 
1. The legal framework for the SWF should be sound and support is effective operation and 

the achievement of its stated objective(s). 

2. The policy purpose of the SWF should be clearly defined and publicly disclosed. 

3. Where the SWFs activities have significant direct domestic macroeconomic implications, 
those activities should be closely coordinated with the domestic fiscal and monetary 
authorities, so as to ensure consistency with the overall macroeconomic policies. 

4. There should be clear and publicly disclosed policies, rules, procedures, or arrangements 
in relation to the SWF’s general approach to funding, withdrawal and spending 
operations. 

5. The relevant statistical data pertaining to the SWF should be reported on a timely basis 
to the owner, or as otherwise required, for inclusion where appropriate in 
macroeconomic data sets. 

6. The governance framework for the SWF should be sound and establish a clear and 
effective division of roles and responsibilities in order to facilitate accountability and 
operational independence in the management of the SWF to pursue its objectives. 

7. The owner should set the objectives of the SWF, appoint the members of its governing 
body(ies) in accordance with clearly defined procedures, and exercise oversight over the 
SWF’s operations. 

8. The governing body(ies) should act in the best interests of the SWF, and have a clear 
mandate and adequate authority and competency to carry out its functions. 

9. The operational management of the SWF should implement the SWF’s strategies in an 
independent manner and in accordance with clearly defined responsibilities. 

10. The accountability framework for the SWF’s operations should be clearly defined in the 
relevant legislation, charter, other constitutive documents, or management agreement. 

11. An annual report and accompanying financial statements on the SWF’s operations and 
performance should be prepared in a timely fashion and in accordance with recognized 
international or national accounting standards in a consistent manner. 

12. The SWF’s operations and financial statements should be audited annually in 
accordance with recognized international or national auditing standards in a consistent 
manner. 
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13. Professional and ethical standards should be clearly defined and made known to the 
members of the SWF’s governing body(ies), management, and staff. 

14. Dealing with third parties for the purpose of the SWF’s operational management should 
be based on economic and financial grounds, and follow clear rules and procedures. 

15. SWF operations and activities in host countries should be conducted in compliance with 
all applicable regulatory and disclosure requirements of the countries in which they 
operate. 

16. The governance framework and objectives, as well as the manner in which the SWF’s 
management is operationally independent from the owner, should be publicly disclosed. 

17. Relevant financial information regarding the SWF should be publicly disclosed to 
demonstrate its economic and financial orientation, so as to contribute to stability in 
international financial markets and enhance trust in recipient countries. 

18. The SWF’s investment policy should be clear and consistent with its defined objectives, 
risk tolerance, and investment strategy, as set by the owner or the governing body(ies), 
and be based on sound portfolio management principles. 

19. The SWF’s investment decisions should aim to maximize risk‐adjusted financial returns 
in a manner consistent with its investment policy, and based on economic and financial 
grounds. 

20. The SWF should not seek or take advantage of privileged information or inappropriate 
influence by the broader government in competing with private entities. 

21. SWFs view shareholder ownership rights as a fundamental element of their equity 
investments’ value. If an SWF chooses to exercise its ownership rights, it should do so in 
a manner that is consistent with its investment policy and protects the financial value of 
its investments. The SWF should publicly disclose its general approach to voting 
securities of listed entities, including the key factors guiding its exercise of ownership 
rights. 

22. The SWF should have a framework that identifies, assesses, and manages the risks of its 
operations. 

23. The assets and investment performance (absolute and relative to benchmarks, if any) of 
the SWF should be measured and reported to the owner according to clearly defined 
principles or standards. 

24. A process of regular review of the implementation of the GAPP should be engaged in by 
or on behalf of the SWF. 
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Appendix B: Macroeconomic modelling technical note 

AE‐RGEM is a large scale, dynamic, multi‐region, multi‐commodity computable general 
equilibrium model of the world economy.  The model allows policy analysis in a single, robust, 
integrated economic framework.  It projects changes in macroeconomic aggregates such as for 
GDP, employment, export volumes, investment and private consumption.  At a sectoral or 
industry level, detailed results such as output, trade flows and employment are also produced. 

The model is based on a set of key underlying relationships between different groups of agents 
in the economy: households, producers, investors and international agents.  Each of these 
groups is represented as a discrete component in the model.  The relationships between 
components are solved simultaneously and, as such, there is no logical start or end point to 
conceptualise the model’s operation. 

Figure B.1 shows the key components of the model for an individual region.  Regions can be 
specified for particular analyses and can be entire countries (or multi‐country regions like the 
Euro Zone or East Asia) or specific areas of a country like Australian states and territories. 

The model’s database and broad economic foundations are outlined below. 

Figure B.1: Key components of AE‐RGEM 

Representative 
household

Producers

International Investors

 

The database 

AE‐RGEM is underpinned by a detailed global database.  This is derived from the Global Trade 
Analysis Project (GTAP), which produces a global database for general equilibrium modelling 
that covers 87 countries and 57 industry sectors (the base year is 2001). 

The Australian component of the database is provided by the Productivity Commission and is 
based on Australian input‐output tables developed by the Australian Bureau of Statistics.  As 
noted, the model also splits Australian economic activity into states and territories, thus 
allowing regional analysis to be undertaken. 
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The base data quantifies the economic flows between sectors, including bilateral trade, and 
also accounts for greenhouse gas emissions from fossil fuel combustion.  The database is 
‘benchmarked’ or ‘calibrated’ so that an initial equilibrium solution exists that replicates actual 
sectoral production, consumption, trade and factor usage in the base year (2001). 

Economic foundations of the model 

Income, consumption and savings 

■ Each region contains a ‘representative household’ that receives all income from factor 
payments (labour, capital, land and natural resources), taxes and net foreign income 
from borrowing (lending). 

■ Under standard economic setting (otherwise known as the model’s closure), savings are 
a function of the rate of return on capital which reflects the return on savings.  
Government consumption moves in line with national income.  Household consumption, 
therefore, is determined as the residual of national income, savings and government 
consumption. 

■ At the detailed level, household consumption for composite goods is determined by 
minimising expenditure via a CDE (Constant Differences of Elasticities) expenditure 
function.  For most regions, households can source consumption goods only from 
domestic and imported sources.  In the Australian regions, households can also source 
goods from interstate.  In all cases, the choice of commodities by source is determined 
by a CRESH (Constant Ratios of Elasticities Substitution, Homothetic) utility function. 

■ Government consumption for composite goods, and goods from different sources 
(domestic, imported and interstate), is determined by maximising utility via a C‐D utility 
function. 

■ Producers supply goods by combining aggregate intermediate inputs and primary 
factors in fixed proportions (the Leontief assumption).  Composite intermediate inputs 
are also combined in fixed proportions, whereas individual primary factors are combined 
using a CES (constant elasticity of substitution) production function. 

■ Producers are cost minimisers, and in doing so choose between domestic, imported and 
interstate intermediate inputs via a CRESH production function.   

 The model contains a more detailed treatment of the electricity sector that is 
based on the ‘technology bundle’ approach for general equilibrium modelling 
developed by ABARE (1996).6 

■ The supply of labour is influenced by movements in the real wage rate and is governed 
by an elasticity of supply parameter.  This implies that changes in the demand for labour, 
positively or negatively, will impact both the level of employment and the wage rate. 

                                                            
6 Australian Bureau of Agricultural and Resource Economics (ABARE), 1996, MEGABARE: Interim Documentation, 
Canberra. 



Foreign investment in Australia 
 

61 

Investment 

■ Investment takes place in a global market and allows for regions to have different rates 
of return that reflect their individual risk profiles and policy impediments to investment.  
A global investor ranks countries as investment destinations based on two factors: the 
current level of global economic growth and comparative regional rates of return. 

■ Once aggregate investment is determined in each region, the regional investor 
constructs capital goods by combining composite investment goods in fixed proportions, 
and minimises costs by choosing between domestic, imported and interstate sources for 
these goods via a CRESH production function. 

Market clearing 

■ Prices are determined via competitive market‐clearing conditions that require sectoral 
output (supply) to equal the amount sold (demand) to final users (households and 
government), intermediate users (firms and investors), foreigners (international 
exports), and other Australian regions (interstate exports).   

■ Internationally traded goods (imports and exports) are differentiated by the country of 
origin and treated as imperfect substitutes (according to the so‐called Armington 
assumption).  But in relative terms, imported goods from different regions are treated as 
closer substitutes than domestically‐produced goods and imported composites.  Goods 
traded interstate within the Australian regions are assumed to be closer substitutes 
again. 

International 

■ Each of the components outlined above operate, simultaneously, in each region of the 
model.  That is, for any simulation the model forecasts changes to trade and investment 
flows within, and between, regions subject to optimising behaviour by producers, 
consumers and investors.  This implies some global conditions must be met such as 
balancing of global exports and imports and for global debt repayments and debt 
receipts to equalise each year. 

Greenhouse gas emissions 

■ The model has specific climate change analysis applications.  It accounts for greenhouse 
gas emissions from fossil fuel combustion.  Taxes can be applied to emissions, which are 
converted to good‐specific sales taxes that impact on demand.  Emission quotas can be 
set by region and these can be traded, at a value equal to the carbon tax avoided, where 
a region’s emissions fall below or exceed its quota. 

■ A production structure for electricity generation is used, based on a ‘technology bundle’ 
approach.  For the electricity sector, the model accounts for six generation technologies: 
brown coal, thermal coal, gas, oil, hydro, nuclear (not in Australia) and other 
renewables.  Electricity generators choose their pattern of technologies by minimising 
costs in response to changes in relative prices using a CES production function.  
However, each technology in the bundle uses inputs in fixed proportions to output.  
Trade in electricity across the National Electricity Market (NEM) is also allowed. 



Foreign investment in Australia 
 

62 

 

Some stylised dynamics in the model 

■ The representative household 

Moving clockwise around Figure B.1 from the top left quadrant, the representative household 
interacts with producers in two ways.  First, in allocating expenditure across household and 
government consumption, demand for production is sustained.  Second, the representative 
household owns and receives all income from factor payments (labour, capital, land and natural 
resources) as well as net taxes.  Factors of production are used by producers as inputs into 
production along with intermediate inputs.  The level of production, as well as supply of factors, 
determines the amount of income generated in each region. 

The representative household interacts with investors through the supply of investable funds 
(that is, savings).  Linkages with the international sector occur via trade in goods and capital.  
Importers compete with domestic producers in consumption markets, and regions lend or 
borrow money from each other. 

■ Producers 

Apart from selling goods and services to households and government, producers sell products to 
each other (intermediate usage) and to investors. 

Capital is an input into production.  Investors respond to the conditions facing producers in a 
region to determine the amount of investment.  Generally, increases in production are 
accompanied by increased investment.  For example, making machinery, constructing buildings 
and other similar activities — which form the basis of a region’s capital stock — are undertaken 
by producers.  In this way, investment demand adds to household and government expenditure 
from the representative household, to determine the demand for goods and services in a region. 

Producers also interact with international markets in two main ways.  First, they compete with 
producers in overseas regions for export markets, as well as in their own region.  Second, they 
use inputs from overseas in their production. 

■ Investors 

Investment takes place in a global market, with regions having different rates of return based 
largely on their risk profile.  Investors seek to optimise their investments by directing capital to 
countries according to prevailing levels of economic growth and the comparative attractiveness 
of countries as global investment destinations. 

■ International 

Each of the components outlined above operate, simultaneously, in each region of the model.  
That is, for any simulation the model forecasts changes to trade and investment flows within, and 
between, regions subject to optimising behaviour by producers, consumers and investors.  This 
implies some global conditions must be met such as balancing of global exports and imports and 
for global debt repayments and debt receipts to equalise each year. 

 



BUSINESS COUNCIL OF AUSTRALIA
42/120 COLLINS STREET MELBOURNE 3000 T 03 8664 2664 F 03 8664 2666  bca.com.au

© Copyright April 2010 ISBN 9780 909865 70 2 Business Council of Australia ABN 75 008 483 216

All rights reserved. No part of this publication may be reproduced or used in any way without acknowledgement to the 
Business Council of Australia.

The Business Council of Australia has taken reasonable care in publishing the information contained in this publication 
but does not guarantee that the information is complete, accurate or current. In particular, the BCA is not responsible for 
the accuracy of information that has been provided by other parties. The information in this publication is not intended  
to be used as the basis for making any investment decision and must not be relied upon as investment advice. To the 
maximum extent permitted by law, the BCA disclaims all liability (including liability in negligence) to any person arising 
out of use or reliance on the information contained in this publication including for loss or damage which you or anyone 
else might suffer as a result of that use or reliance.




	Binder1.pdf
	Access_Economics_Foreign_Investment_in_Australia_February_2010_FILE_FOR_PRINTER




