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ABSTRACT

The Algerian government pursues liberalisation and economic reforms to boost growth
and diversify the economy from dependence on oil. It solicits foreign investment in
infrastructure in sectors including telecommunications, roads, power aed sugply.
Still, the oil sector remains the main driver of GDP growth, leaving the ridge

economy exposed to fluctuations in the world oil market.

This research assesses the attempt to develop one of these sectors, telecommunicatior
by encouraging foreign diregtvestment. This is a technologically advanced sector with
the potential to increase productivity across the economy On the basis of arnvextens
literature review, | develop model to assess the effects of FDI on the telecom sector.
This model starts wh the classical position thabgernment policy is a key determinant

of the extent and nature of FDI inflows, principally through incentives, specific
regulations, specific benefits and subsidies, or general policies such as liberaltsat

also throupp seconeround effects on the competitive structure of the market. The model
differs from classical accounts of FDI in the attention it gives to remdsent capture,
which | argue strongly mediate the effects of FDI, particularly in developiogoacies
where markets tend to be inefficient, and in sectors such as telecommunicasiogs ar

from the natural monopolies present.

| apply this model to data collected from official sources and from mellgate studies

from the Algerian telecomomications setor, involving 90field interviews The results
suggest that the country has strongly benefited from the increfageDl in the
telecommunications sector, where this has been accompanied by new technology
finance, knowhow and resources. Key reasonstfis are gvernment intervention on

the markethrough liberalisation, specific regulation aruesific benefits increasing the
competitive rivalry and the rent capture via lobbyingeTspillovers from FDI are also
influenced by the mode of entry and management style, which is associated with country
risk analysis. These benefits may be avdélafor other sectors where theame

conditions can be put in place.
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Chapter ISectionl: FDI presentation and Research motivation

Chapter | Section:FDI presentatiomnd Research motivation

I.1 Introduction:

Foreign Direct Investmenhas been one of the most important drivifagces for
centuriesin the exploration of natural resources athe@ improvement of economic
conditions in both developed and developing countries. Recently, the scope lwas-DI
not only widerd rapidly, buthasalso covered a wide spectrum of industries around the
world. The role of foreign investmerst increasingly sigificant in the world’s economy
as FDI could spur economic growth and creatsetter standard ofliving in the host
countries. From an economperspectivefFDI mutually benefits both sides of theme
and host economiggyet, there is still ot an intermtional FDIregime or thorough
international agreement that fairly addresses both sides. Althagty empirical
studies confirm the positive impact &breign investmentsn improving economic
conditionsin host countries as yields capital, advanced ¢énology and knowledge
many developing countridear that by opening up theiconomiedo foreign investors
without any restriction, they will be forfeiting economic guiding power it lose
control of strategic industries.

Among FDI, telecommunications is one of the most strategic industries ohalatio
economic control. Even thoud¥DI in the teleconmunicationsector is assumed to be a
major source for the transfer of advanced technology, knowladdeapital as well as
market competition and Wibenrefit national telecommunicatiorggowth

However, telecomunication has a substantial and important influence on national
security. Many developing economies’ governrsegither restrict or control foreign
investment in telecommunications for national economic sovereignty purposes and to

correspond to their economic and developmental strategies.

The deregulation of thdelecommunicatiorsectos in developing economieshould
produce significant benefits not only within tbeurtry's telecommunication sectdsut
also for other industrigsuch asnformation technology and computinggucation, e

business and tourism.
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The development of these industries haen constrained in many countries because of
the lack of an adequatielecommunication infrastructurand high service charges.
Inadequate telecommunications would alsegsreasefficiency throughout the economy,
reduce the effectiveness of investments and development progeamcause a
comparative disadvantage in attragt foreign investment, and lower the quality of
living standard as well as personal access to communicatwmich could isolate

countries from the globalised world.

Knowing the important role of FDI in boosting their economic transformation, many
devebping countries seek such investment to accelerate theglogenent efforts.
Consequently,developing countries are competing to attract foreign capital by
deregulating and liberalng their restrictive investment lawanproving their business
environmentand upgrading their economic infrastructudnfortunately,many African
countries continue to make unrealistic investment polidi#siough there are numerous
factors that determine why Africa receives the least FDildwode, the threemain
issues facing FDpromotionon the continent stem from restrictive foreign investment
policies the high degree of government involvement in political ldad the
misconception that excessive incentives would be most attractiferémn direct
investors.For instancejn Algeria, the country’olitical and legal systems limit the
country’s attractiveness to foreign investors. Privatisation of state assetsnsistent;

the banking sector suffers from weak infrastructure, poor management and baa loans t

lossimaking state firms, leaving limited credit for private investment.

Recently, he Algerian government has embarked on ambitious economic reforms to
improve growth and diversify from dependence on oil, seeking foreigntmees in
infrastructure, especially in telecommunications, roads, power and waterveipule
lucrative hydrocarbon sector remains the backbone of the economy, accountingefor mo
than 90% of the country’s exports, leaving the Algerian economy vulnetable
fluctuations inthe world oil marketIiMF, 2011J).
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I.1.2 Aims and objectiveef the research

The objective of tis research is to investigate the contributions of FDI to the
performance of the telecommunication sector of the Algerian economy, biaim
theoretical and empirical perspectives. FDI has customarily been treatede in t
macroeconomics framework as one form of international capital flow and ttails
account for firmspecific assets thabomprisea critical part of FDI. Aggregate figures
have,therefore generally been employed for conventional empirical investigations of
FDI. But since FDI represents both the flow of monetary assets (ie: capital inla simp
sense) and technological/managerial assets possessed by individual firms rie: “fir

specific”), conventional investigations into FDI remain limited.

The aim of this research is to identify the contributions of EDIthe Algerian
telecommunication sectoMy research draws on Dunning’'s (1977980) “eclectic
framework” as a useful categorisation of FDI determinants, according to the source of
competitive advantages contributing to the choice of. IMRire specifically, ownership
specific advantages, location advantages and internalisation advantages awreubnsid
pertinent to a firm’'s FDI decisionThe objective of the research is to investigate and
analysecritically the participation of FDWithin the Algerian econog with reference

to the telecomunicationsector by examiningthe literatureon FDI effects, constrais

and reviewing evidence from the sectdn light of this | formulate my research
guestion:FDI in the Algerian telecommunication sector. An analysis of motivations,
constraints and effects

In order to answer my research questidrave formulated théllowing research sub
guestions:

What are the potential FDI effects on emerging economies? &véyleveloping
countries lagging behind in attracting foreign capital¢Rat is the possible relation
between the mode of entry and effects by indusares market? What is he potential
contribution of FDI inthe transfer of technology, knowledge, capital and productivity
spillovers in the Algerian telecamunicationmarket?How couldrent capture, political
risk and institutional stabilitypconomic deerminantsand the cultural distance effect or
constraints FDI inflow to the Algeria in generahd the telecomunicationsector in

particulaf?
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I.1.3 Research outline

The dissertation is dividednto five chapters;the first chaptens divided into two
sections. The firstectionis a brief introduction taheresearch, explaining the ratioeal
the statement of the problem and thesearch questionggsenting my research topic
and its significanceln the next sectignl will examne the major trend in th&lgerian
economyand the effect of the new investment policy in driving or restraining Wi

particular attentiomaidto the telecommunicationsector

Chapter twas divided into twosectionsjn the first | present a comgrensive review of
the literaturesurroundingforeign direct investmeranalysing the theoreticalrguments
on the economic determinants of foreign direstestment,iie choice of mode of entries
in FDI, the potential FDI effects on emerging econoraesl its determinantsin the
second sectignl analysethe effectof constraints factorseconomic, political, legal and
cultural environments of the host country as important factors in the location choice
decision of foreign investors$n this chapterl introducemy hypothesis according to my
research question and sgbestions.Basedon theliterature review | will create my
research modellThe third chaptedescribeghe research methodscluding how cases
areselected, the forms of data collectidow data are analysetie researctphilosophy
and process, potential ethical issues andréisearch limitations and future scofide
fourth dhapterfocuses on thempirical study and isdivided into two sectionsin the
first, | present my case stiegd, and in the seconddxaminecritically the results of the
caseby-case analysis. In thisection each case idescribed in great detail along with

the main findings.

In the fifth chapter, Idiscuss my findings anthake comparisons with my research
model, hypothesis and literature revidwighlighting the strengthand limitatiors of my
research as well aghe future direction for my researchl conclude with
recommendationsl@ng with the references used in all the chaptarshis dissertation.
There arealso severalappendies that includemy interview Participant Information
Sheet interview consent form, questionnaires in both English and Freamuth the

guestionnaireesponse sheet.
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.1.4.FDI trends in the world

As a result of globalisain, emerging markets have become among the major FDI
recipients over the last decade Multinationals expend their businesses aiming to
maximise their profit in less saturated markets, driven by the emergungries market
sizes, fast growth, access to cheap resources (raw materials and cheap labour compare

with the developed world).

United Nations Conference on Trade and Developr(@08) reports suggest that the
global FDI flow grew strongly from thet990sup to 2008at rates well above those of
global economic growth or tradén fact, the table (1.1) indicates thtite total FDI has
grown from US$481.91 million in 1997 to almost US$ 958u@fon in 2005 After
more than 4 years of strong growtieaching $1.9 trillionin 2007, FDI flow starts its
decline from 2008-16%). The decline was more pronounced in 2¢€B7%) due to the
global economic crisismultinationalshad to review their investment plan due to the
recession in major economies, the statirket crash, which led ttighter credit

conditions, the decrease of asset value and the fall in corporate (W@ TAD, 2011).

In 2009, the total inflows had declinstiarplyin all groups: developed, developing and
transition economiesF{gure 1.1). This is duemainly to the climate of uncertainty
following the world financial and economic crisioreover,in 2010,the global (FDI)
flow rose slightly to reach $1.24 ftrillion, but remains 15% below theepmomic

downturn averageHgure 1.1).
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Table 1.1 FDI global flow in the world between 1997-2010 (Millions of dollars)

vear | world developed countries developlng share of developing countrig
countries by %
1997 | 481.91 269.65 193.22 40.09
1999 | 1079.08 824.64 222.29 21.25
2001 | 823.83 589.38 209.43 25.42
2003 | 632.59 442.16 166.34 26.29
2005 | 958.69 611.28 316.44 33.07
2007 | 1970.94 1306.818 573.032 33.69
2008 | 1744.101 965.113 658.002 37.72
2009 | 1185.030 602.835 510.578 43.08
2010 | 1243.671 601.906 573.568 46.12
Source UNCTAD, 2011

2500

2000 /\

1500

\/ e WO
//\ - developed countries
1000 /\ . .
\/ \ developing countries
500 N

0

1997 1999 2001 2003 2005 2007 2008 2009 2010

Source UNCTAD, 2011

Figure 1.1 the FDI growth in the world from 1997-2010 (Millions of dollars)

Furthermore FDI in developed countries sk by 40% in 2009while developing

countries demonstrateshore resistance to the economic downturn with a decline of
22%. UNCTAD (2010) suggests that “the falling profits resulted in lower reinvested
earning and intr@ompany loans weighting on FDI flows to developed countries. At the

same time a drop in leverage buyout transactions continued to dampen cross borde

M&As” UNCTAD (2010: 03).
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According to theglobal investment reports (2009) and (2010), the shift of global FDI
flow towards developing and transition economies will accelerate from 2011 onwards
This change was already apnt from 20072009 fFigure 11), due mainlyto political

and economic reforms engaged by these countries to attract foreign capitals.

Likewise, total FDI flow will continue to increase in 2012ndis expectd topeak in
2013. This corroborateshe UNCTAD survey (20142012), which predicted a modest
recovery of 3% in 201&and 2012and predic reacling $1.9 trillion in 2013 with 60%

of the total inflow estimated to go toddoping countriegFigure 1.2.

This positive prediction does consider other global economic shocks arising from risk
factors still in play such as the financial crisis in tl®rozone that could jeopasdi the

future FDIin the EU and could benefit more the Asian and other emerging economies.

However, The UNCTAD survey (2068011) suggestthat MNEs have expressed high
concern regarding the consequesxkthe economic downturn, further economic shock
and its reprcussios in both the short and longerm. In addition to the raise of state
protectionism and nationalisation in many developed and emerging tmankey
companies that took part in the survey stated that they have already shifted their FDI
investment gategy from Greenfield and merger and acquisition to-exunty mods,

such as franchising, licensing or outsourcing.

2 500

2 000
/\ Baseline
1 500
/ Pessimistic scenario
1 000 \/

500 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Source UNCTAD, 2011

Figure 1.2 the global FDI inflows and outflows between 2002 and 2010 and projection
for 2011-2013 (Billions of dollars)
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1.1.4.1FDI trends byregion

When examining the FDI outflows in 2010, the global outflow is recovering from a high
fall in 2009 (43%), rising to about 10% in the first quarter of 2010. With a large
contribution of the developed countries, where outflows mainly surpass the inflows,
outflows have risen in the first quarter of 2010 by 25%, compared with a drop of 23% in
2009. The main reasons are the new wave of developiongtrees’ investment, the
increase of the number and sizes of MNEs from developing and transition economies,
increasing competition in their local market along with other regional riacto
(UNCTAD, 2010). In 2010, three emerging countries are listed in the top 20 FDI
investors (China, Hong Kong and the Russian Federation, with India and Brazil very
close to the top 20). Nevertheless, the gap between the FDI inflows and outflows i
developing economies is quite high, as they are recipients rather than @ovider
(UNCTAD, 2011).

In terms of FDI recipients, the UNCTAD survey (202012) and reports (2011) suggest
that Asia, European Union and North America will remain the most attracwagidons

for investment. Moreover, three of the developing and transitonanies are ranked
among the 10 most popular FDI destinations, with the BRIC region forecasted to
continue its remarkable growth due to the abundance of natural resources as well as th

liberalisation of the economy and the natural resources.

The Asian rgion is predicted to sustain its FDI growth, with seven countries among the
top 20. In contrast, Africa languishes at the bottom of the league, with only South Africa
present in the top 20, wheas some of the poorest regions continue to experience a large
fall in FDI flows. In fact, flows to Africa, South Asia and other leaksveloped
countries all declinedvith the distribution of FDI flow among the LDQsss developed
countriesremainsuneven, asnore than 80% of this flogoesto resourceich countries

in Africa, mainly in form of geenfield investment (Figure 1.3
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Figure 1.3global FDI irflows by developing and transition economies by region,
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Many African governments have implemedtambitious frameworks to attract more
foreign investmentNevertheless, most foreign investment in Africa goes to natural
resources in a relatively restrained group of countriesdbaiot necessarily generate a
positive impacton the local economy. Wl attracting investment into diversified and
higher valueadded sectors remam challenge for Africaconstraints on investment
such as weak infrastructure and fragmented markts adversely affect FDI flows to

Africa.

Prior to the financial crisis, FDI to Africa had been rising strongly, drilvg the high
demand in price for raw materials, particularly, @ibm emerging countries like China,
India and Brail, which produced a boom in commodiglated investment. Thglobal
turmoil led to a considerable slowdoywandthe data for 2009 shows thatestment fell
by around 20% (UNCTAD, 2010)According to the UNCTAD(2010) report, the
decline m FDI inflow to African countries is due to the decrea$global demand and
prices of African export commoditiedlthoughthe decline was relatively low, it had a
major impact for a region where FDI flows account for almme{ifth of gross capital
formation and is a vital source of job creation and technology disseminatiole WiZhi
flow to North Africa also declinealespite the fact that tleibregion’s more diversified
sectors received FDI and sustained privatisation programmes. Southiean sAddo saw
its inflows decrease dramatically, even though it remained thestamg@pient sub

region (Figure 1.8
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Looking at the major African FDI recipiesit Angola continued to be the largest,
followed by Egypt and Nigeria. In terms of investment, South Africa was the targes

investor from the regiom 2009 afterrecording negative outflows in 2008 (Table)1.4

In 2009, Algeria ranked among the top 10 FDI in Africa. This is due probably to the
authorities’ efforts to foster more FDI by offering investment incentivestructuring

local companies and increasing Algeria’s productive capacities, technology and
knowledge transferAs a result FDI has raised dramatically in Algeritom $671
million in 1999 to $2.64®illion in 2008, of which $200 million was in non-hydrocarbon
industries, mainly the telecommunication sector (UNCTAD FDI /TNC database
November 2008

According to UNCTAD (2010), FDI inflow declined after 2008, falling by more than
60% to $1.2billion in 2009, due to the deep recession in most of the Maghreb countries
(-20% for the region) and the likeldeterrent effects of new protectionist policies

imposed by the Algerian governmént

100%

80% m Southern Africa

60% B West Africa
Central Africa

40% )
M East Africa

20% B North Africa

0%

2001 2002 2005 2007 2008 2009

Source UNCTAD, 2010

Figure 1.4 the evolution of AbDnflow in Africa 20032009 (by percentage)

IChapter one section two analyses the Algerian economy and examines theoiitipaniew FDI policy in
constraining FDI).

10



Chapter ISectionl: FDI presentation and Research motivation

Table 1.2 Distribution of FDI flow among African economies by range 2009

Range Inflows Outflows
Above $3.0
billion Angola, Egypt , Nigeria, South Africa and Sudar
$2.0 to $2.9
billion Algeria, Libya and Congo
$1.0t0 1.9 South Africa and
billion Tunisia, Ghana, Equatorial Guinea and Moroccq Libya

Zambia, Democratic Republic of The Congo,
$0.5 to $0.9 Mozambique, Uganda, Niger, Tanzania,

billion Madagascar and Namibia Egypt

$0.2t0 0.4 Chad, Cote D'ivoire, Liberia, Cameroon, Morocco, Liberia

billion Mauritius, Seychelles, Botswana and Senegal | and Algeria
Nigeria, Gabon,

below $0.1 Tunisia Kenya and

billion the rest of the continent Sudan

Source UNCTAD, 2010

In order to attract more FDIsome countries introduced new investment policy;
lowering corporate taxes and providing more incentives (Gambia and Mor&tbe)s
embarked o drastic economic reforms to improve their countri@ssiness environment
(Rwanda and Libyan Arab Jamahiriya). In divergence, some coytikeg\lgeria and
Nigeria, wantiedto control MNE operations by tightening the regulatory frameveor#t
adding local content requirements (Nigeria) by introducing new foreign ownership

limitations (Algeria)

Besides, African countries are developing economic zones to attract FDI. Foreign
capitals, notablffrom China, are promoting the creation of such zones, which provide
employment,technology and knowledgspillovers to domestic economies and allow
firms to benefit from better infrastructure and easier regulations. Basiimg in Africa,
emerging countries also benefit from the preferential trade agreementsricAnAf

countries withEurope and the United States.

Although many African countries have embarked on major economic reforms, Africa is
still lagging behind in terms of attracting foreign investmé&mhpirical evidence does
show clearly that the ratd ceturn on investment in developing countrig$igher tran

some of the developed countries. Why then are developing econumhiagracting FDI
commensurate to this economic fundamental? There are a couple of studatethpt

to answer this questiq NCTAD, 2008)

11



Chapter ISectionl: FDI presentation and Research motivation

The first set of explanatioreldressethe risk of investment ideveloping countries; for
instancethe perception of Africa as a corgint riddled with diseasejvil unrest, war,

poverty, disease and mounting problems.

Rogoff and Reinhart's (2003) studslaims that war and civil unrest oceumore
frequently in Africa than other regions. These evenisld have adverse effects on the
investment climate because they often bring along devastating effects like fragbnn
and higher levels of other distortignsuch as capital controls andedal currency
marketsthatthrive and deter investments. Among the reasongh®tow inflow of FDI

to Africa is that the structural adjustmentmany of the African countries has not been

efficient compared witlother globakegions (Asiedu, 2004).

Anocther factor is the FDI environment in developing economies which is still inadequate
to attract high quality, efficiency seeking, “globalising” FDI. According to UNCTA
(2011), the general policy framework of FDI in the developing world has improved
greaty in recent years, a trend that is continuing in many countries. However, the
incentive framework continues to suffer from a number of deficiencies, suble agh
barriers to entry; moreover, in some countries, some primaryrse® still reserved fo

local firms only. AImost everywhere, registration requirements forigarenvestors are

burdensome, thus raising transaction costs.

The inefficiency of the domestic business environment is present in many developing
countries, with a high degree of gamment intervention within the market as well as
the rigidity of government policies towasdrade liberalisation; th&ack of privatisation
programmes and the outdating investment codes, thedaption of internationafDI
agreementsnd thelack of efective regional tradéntegration effortanake developing

economies lose out in terms of FDI.

The deficient incentives for investment are also an important factovel@mng

countries governments are making considerable efforts to streamline incentives and
harmonise them through the ratification of regional agreements or Common Investment
Charters. However, many developing economies retain generous investment incentives
and the authorities maintain considerable discretionary powers on the allocation of

incentives.

12
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Developing nations are also lagging behind in the development of their competitive
factors of production. Economic, rather than policy factors are likely to beeibigg

constraints to FDI in many developing regions (UNCTAD, 2011).

During the last 10 years, education, health and infrastructure indicators haveasdarse
many developing economies. Improving the competitiveness of developing economies’
investment clima is a major challenge in light of deteriorating education and health
systems (at least in some countries), poor physical infrastructure and |aciopudrt

services for enterprises.
Thanks to the G8 debt relief deal in June 2005, many developing iesuctuld focus
more on raising social indicators and physical infrastructure, and on rebuilding

institutional capacity (UNCTAD, 2011).

1.1.4.2FDI trends by mode of entry

According to the UNCTAD survey (2012012), greenfield investment was the major
trend in FDI inflow to developing and transition economiasile merger and
acquisition and other neaquity mods of entry were more significant in developed
countries. Moreoverthe interest to invest in developed economies has declined over the
last fewyears and it seems to be continuing over the next few.yBagsmain argument

for MNEs is the consequence of the global economic crisis as well as the saturation of
developed marketshe value of crosbordermerger and acquisitiongeals increased

by 36 per cent in 2010 to $339 billioralthough it was still far from the2007 peak
Meanwhile ,the number of greenfield projectdlfimarginallyin 2010 (Figure 1.6

The world investment report (201D) suggest that “Developing and transition
economies tend to host greenfield investment rather than- drosger M&As. More

than twothirds of the total value of greenfield investment is directed to these economies,
while only 25 per cent of crodsorder M&As are undertan there. At the same time,
investors from these economies are becoming increasingly important play@ssn

border M&A markets, which previously were dominated by developed country players

13
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Tablel.3theglobal netcross border M&A (by deals) vs timet Greenfield projects

net cross border M&A greenfield investments
2005| 2007 | 2008| 2009| 2010| 2005| 2007| 2008| 2009| 2010

world 5004 | 7018| 6425| 4239| 5405| 10560| 12245| 16422| 14192| 14142
developed
countries | 3805| 5187| 4603 | 2920| 3638| 5145| 6355| 7526| 6618| 6766
developing
countries | 1062| 1552| 1501| 975| 1290| 4509| 5110| 7728| 6731]| 6470

Source UNCTAD, 2011

8000 35000
7000 30000 —
6000 /N 25000
5000 / S~ \ e world 20000 __# developing
4000 ,/ \ \ 15000 //-.... countries
3000 \_/ developed | 10000 developed
countries 5000 countries
2000
1000 developing 0 ol ol o world
countries 8/8/8/8|8
0 NN NSNS
2005‘2007‘2008‘2009‘2010 greenfield
net cross border M&A investments

Source UNCTAD, 2011
Figure 1.5 the evolution d@dreenfield, M&As Pojects between 2005 and 2010

For the prospect of FDI by mode of entry, market analysts suggest that the economic
recovery would allow more capital abundance (that could be in favour of M&ASs)
Moreover the rise of developing and tratieh economies aa preferred destination for
foreign investment would balance the choice between Greenfield and M&ifes
growth of developing economiesompanies would increase the chance of M&As, while

the increase of the rent capture within the market could increase Greenfiatname

The data collected from 2010 shows more dynamic growth for M&As than Greenfield
This tendency is estimated to be more significant in the next few yeals expected

to remain for the short to middierm due tothe high uncertainty in the world
investmentlimate (UNCTAD survey, 2011-2013).
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1.1.4.3FDI trends by sector

After a strongperiod of growth between 200%and 2008 FDI inflows and outflows
slumped in all three sectors (primary, manufacturing and csyin 2009The global
economic and financial turmoil continued to dampen FDI flows not only in sectors
sensitive to business cyclesich as chemicals and the automobile indusuy also in
those that were relativelyealthy in 2008, such as pharmaieal and food and beverage

industries.

However the total value of FDI projects in manufacturing increased by 23% in, 2010
comparedwith 2009, reaching $554 billion. The economic downturn had a negative
impact ona range of manufacturing industrigéigure 1.9, but the shock could
eventually demonstrateheé benefit to the sector, as many MNEs were forced to
restructure into more productive and profitable activities with attend&ttefon FDI
(UNCTAD, 2011).

FDI in the primary sector decreased in 2010 in spite of rising demamdviomaterials

and energy resources, and high commodity prices (particutary BRIC countries).

FDI projects (including crosBorder M&A and greenfield investments) amounted to
$254 billion in 2010, increasing the share of the primary sector to 28fwincrease of

14% compared with the piaisis period. Large natural resousbased MNEs, mainly

from emerging economies, made some important acquisitions in the primary sector
instance Repsol (Brazil) was taa over by China’s Sinopec Group for $7 billion, and

the purchase of the Carabobo block in the Bolivarian Republic of Venezuela by a group
of investors from India for $4.8 billion (UNCTAD, 2011).

In 2010, the service sectoontinued to decline sharplin relationto both 2009 and the
pre<risis level of activity. MajoiServiceindustries(business services, finance, transport
and telecommunications and utilities) fedlpeit at different speeds. Business services
declinedby 8% comparedwith the precrisis level, as MNEs are increasingly seeking
reduce their production costs by outsourcangajor share of their neoore businesses

to external providers.
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FDI in the financial industry was at theeart of the current economic crissndthe
sector is experiencing a severe decline. According to the UNCTAD survey-22QB),

there is no obvious sign of sector recovery in the medarm. Over the past decade, its
expansion was instrumental in edomy emerging economies into the global financial
system by providing emerging economiggh a stable and efficient financial system.
Corversely it also produced a bubble of unsustainable lending, which had to burst.

When eruptingthis had amajoreffect on the current financial crisis.
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Source: UNCTAD 2011
Figure 1.6 sctorialdistribution of FDI projectBillion dollars and percentage)

Looking atforeign investment by secton Africa, manufacturing was under severe
strain FDI inflows to the primary sector weed a low level due to the fall in commodity
prices and the lack of international financial resources; several mining eigtoand
exploitation activities werepostponed or cancelledhe services sector, led by the
telecommunication industry, became the dominant FDI recipadtnacing the largest
share of crosborder M&As in Africa. While the distribution of FDI by industry shows

a corcentration in the mining industry in terms of value, the manufacturing sector
accounted for more than 40 % of the total number of greleniinvestment projects in
2009 (UNCTAD,2011).
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1.1.4.4FDI in the telecommunicatiosector

Foreign investment is increasingly playing a more important role in dlleefomestic

or international telecommunication market. By increasing the amount of ikDI
telecommunication sectors, foreign capisadaised either through a share offerimigthe
sale of a minority share of the stategdned operators to foreign partners. Under the
process of deregulation atide privatisation of telecommunication industries, there are
increasing numbers of opportunities for foreign investors to establiskigifor

subsidiaries or to combine with others in joint ventures.

On the other hand, because telecommunications has tight links with major éonom
sectorssuch asnanufacturing, service and financial sectitrbas a dual role as both a

traded product and service, and as a facilitator of trade in other products anesservic

Knowing the FDI positive effect, developing countrigsgan privatimg their public
telecommunication market from the 1990s. By deregulating domestic
telecommunication regimes, gawviments aim to make the telecommunication markets
more efficient and attractivi®o foreign investorsThis could increase competitioand
promote innovation, lowering prices for most businesses and consumers, providing wide
choice services, improving the standard of living by the increase of technology and the
stimulation of other sectors such as education, health etc. These positive wtialtt
promote the capacity of telecommunication in developing countries and benefit the
formation of a “world village.”

Another reason is the willingness to be an integrated part of the global economy, by
having access to higépeed data networks, cellular radio, mobile satellite services and
expending Internet usage to households and schools.

As an exaiple the figure below (1. demonstrates the impact of privatisation on
mobile sector in some developing countriedn the three countrieselected,the
deregulation of the telecamunicationsector has led to a significant increase of the

penetration rate.
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Fgure 1.7the impact of privatisation on mobile in some developing countries

As a result of liberasation, the telecommunication sector in developing economies,
once comprised ofmonopolistic domestic providers, has become a multiplayer global

sector.

According to theWorld Telecommunications éport (2009),since the 1990smany
developingeconomiedveganderegulating the sector either by opening the sector to local
and foreign investors dhrough joint venture with local operasar by selling assetsf
state companies to foreign investassa way to expand networkigvelop new services,
and generate revenue through licenfees. FDI also brought stronger, longer
commitments thamther types of foreign investment, as wellcapital, technological
boost, new skilland management approaches. For instabpewyeen1990and 2008,
around 125 of 154 developing countries received foreigmvestment in
telecommunicationsThe regulatory improvementgquiredto achievethe dereguléon
goal often include opening markets to nelayers rebalancingetail tariffs, establishing
an effective cosbased interconnectiomegime andsecuring reasonable access to

existing infrastructures.

Consequently, nternational telephone traffic anévenue grew rapidly since the late
1990s. This growth, along with the explosion of molplegonesand internet usage,

encouraged large telecommunication corporations to expaoch their highly
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competitive home markets, which were charasteriby relativef slow growth, into
emerging markets with increasing growth and prospects. The figatew (1.8)
highlights the evolution of the mobile subscribers in both developing and developed
countries, while the growth of mobile subscribers in developed countries gaatsia

Due to the increase of FDI investmerthe number of subscribers in developing
countrieshas raketedin recentyears.

This tendency is predicted to remain in the midélen as analys suggest thathe
teleconmunication sector is not sufferingas a result offrom the economic crisis
Consumers are still attracted by mobile technology; 3G, sptahes and improved
infrastructurs have only fuelled the continuing uptake of mobility around the world.
The number of Internet subscribers continues to increase as the penetratitim fofed
and mobile broadband becomes more accessible around tlee amge MNEs like
Deutsche Telecom, Vodafone and France Tele€Cwange continue their expansion
plans, especially in emerging marketsFurthermore, the growth of large
telecommunication groups from the BRIC group (Bra2ilina and Russia) for instance:
VimpelCom (Russia), Zte an”Huawei (China) are investing in both developing and
developed counis. For example,VimpelCom has taén over Orascomwhile Zte and
Huawei are both investing in developing the network in Africa and Europe. The
prediction for the coming years looks brighter for the telaboimicationsector with
investment more likely in M&As than greenfield operations (UNCTAD survey 2010
2012).
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Figure 1.8the evolution of mobile subscribers in both developing and ldesd

countries

Strong telecommunicationforeign direct investments, especially when accompanied by
market reforms that introduce competition, have been shown to drive theohuitd
nationalnetworks, enhance their quality and drive down thest€ These developments
are subject to sound and reliable legal, political eegllatory frameworg economic

stability and a generally healthy business environment.

1.1.4.41 the Impact of FDI in mobile sector and economic growth in developing

countries

Over the last five year$;DI in mobile sector has seen a sustainable growthhasda

major impacton both the economy and society, particularly in the developing world.
Apart from the anecdotal evidence about how mobile phones have created busines:
opportunities particularly indeveloping economies,there is an emerging literature
examining the link between the use of mobile phones and economic growth in

developing countries.

In fact mobiles have spawned new content and equipment industries to serve the
booming mobile sector and its users. Since in developing countries mobiles are
substitutes for fixed lines while in developed countries they are usually complements

the latter grougxperiences a much higher growth dividend.
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The world Teecom/ICT report(2010) suggestthat the impact of mobilesectoron
economic growth coulte twice as high in developing countries compared to developed
countries since mobiles are not just a differer additional way of communication but
have opened up entirelyew communication means. The repataphasis the role of
mobiles in developing and lemcome economies, as can do for underserved areas
what fixed telephone lines did in many other regions and countries years ago: widen
markets, create better information flow, lower transaction costs, and subgiitebstly

physical transport.

Besides, the spread of telecommunications should improve growth and consumer well
being inemerging countrieHardy (1980) found that the impact of telecoms investment
was highestin the least developed economies and lower in advanced ecorauri¢s

the wide availability of fixedline telephony and other complementary technologies in
the developed economies. UNCTAD (2008) suggéséd wireless technologies are
much lower cost to roll out over large areas than fixed line systechstate thahternal

rate of return generated IRDI investments in developing countries telecoms of around
20% as a resylmobile can hypothetically play a vital role in economic development of

these economies.

FDI in mobile telecommunications in Africa and the developing world is a remarkable
story. There have been large infrastructure investments, which have enabled millions of
people to communicate better. Whilgany researches tend to focus low absolute

rates of mobile penetration, this underestimates the real impacFiHais having
through the innovative and entrepreneurial ways in which the technology, knowledge
and knowhow have beeextended beyond the model of individual ownersMplions

of jobs have been created and some very successful joint veompaniesand local
SMEshave emerged. Sonexamples of success stories of the impadtFf in mobile

secto come from: Bangladesh, South Afriddigeriaand Algeria.

One of the most popularly cited mobile business success stories is that of
GrameenPhone, taking place in Bangladesh. Based on the concept that ‘good
development is good business’, the mobile afmer which first launched its services in

Bangladesh in 1997, has done a fair job at combining social and economic development.
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Through its low pricing strategyAccording to the World Telecommunication/ICT
report (2006:51) “the company was able to increase competition, quickly bring down
prices in the telecommunication sector and help increase mobile piemefram 0.3
percent in 1997 to over six percent by the end of 2005. Besides connecting previously
remote and unconnected areas, the company’sgéilRhone (VP) Program has allowed
mainly low-income women in rural areas to borrow enough money to buy a handset, a
subscription and cover incidental expenses so as to start their own pay phone
service.....telecom services and enhancing the social statuenoén, GrameenPhone

has had a major macroeconomic impact and created new employment opportunities. Ir
addition to employing over 1’000 people, the company has created more than 100°000
jobs, including for dealers, agents, contractors, suppliers, and Village Phone operators.
GrameenPhone is also one of Bangladesh’s largest private sector investord, as wel

one of largest taxpayers in the country”.

In South Africa, Vodafone’s subsidiary Vodacom, supplies community phones in phone
shops run by local businesses under franchise. “Vodacom offers business training anc
support to franchisees to help them make their business a success. Around 5'00C
community phone shops have been established, either housed in customised shippin
containers or, for example, as part of spaza shops (small grocery stores in the country)
Apart from providing access to telecommunications for people who cannot affard thei
own phone, phone shops are also bringing additional benefits. More than 20’000 jobs
have been created and the shbpdp attract many other businesses, boosting local
economies. In addition, the franchise system adopted by Vodacom is helping to
empower women, with around 40 percent of franchises held by wonWoild

Telecommunication/ICT report, 2006:51).

In Nigeria, since the deregulation of the telecommunications industry, the number of
telephone lines has grown from about 400,000 to approximately 30 million users.
addition to increasing the teledensity ratio in the country, telecom industry reatedc
employnent and spurred growth in ancillary industry. The telecommunication regulator
(NCC) estimated that in March 2004 alone, the telecom sector created 5’000 new jobs
directty and primarily due to the growth in the mobile sect@/Norld
Telecommunication/ICT regpt, 2006).
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In Algeria, The Algeria Telecommunications and Postal Reform Loan (a TA and
investment loan), for instance, helped the Government to create an iddepesgulator

and to introduce competition in the mobile and data sector. Two new mobile $icense
were awarded to private operators in 2001 and 2004 through a transparent and
competitive bidding process for a total cost $737millionand $421 million
regectively Algeria, previously a laggard in telecommunications reform, has jumped to
the forefront in the region. The number of mobile subscribers increased from about
100,000 in 2001 to about 33 million by the end of 2011, improving the penetration from
5.6 percent to 65 percent. The country attracted a total of $7 billion foreign direct
investment in the telecommunications sector over the life of the projectZé@i to
20012 and is effectively contributing to reduce the high unemployment rate of the

country (Oxford Business Group, 2011).

1.1.5 Conclusion

During the last few decades, FBas increasedapidly worldwide, and hasmproved
economic growth in both developed and developing cowntiierepresents a major
source of capital, technological anthnagerial capabilitiesndustrial upgrading labour
force, as well aghe introduction of modern management and accounting methods.

By bridging the gap between domestic savings and investment and by improving
knowledge spillover, FDI could play a vitadle in economic growth in the developing
countries. Although, most of the developing countries governments have been taking
drastic reforms to attract FDI by restructuring their economy, libergligteir policy
strategy and offering various incentive ckages; such as tax concessions, trade
liberalization, creation of special economic zones and access of credit lines fon foreig
investors only a few of them, mostly Asian countries with large domestic makket ar

successful in attracting FDI.

The elecommunication sector plays a dual role in economic activities, not onlyretdist
circle in economic systerbut also a supplying mean for other important sectors.ifDI
telecommunication would allow technology transfer, more abundant capital and

increased market competition, which would benefit the entire host country economy.
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Chapter ISection 2 Algeria and thel elecommunicationdustry

1.2.1 The Algerian economic background

In an effort to increase the competitiveness of the economy, the authautesiéd in 2004

a US$200 billion public investment programa (PIP) to enhance or build new
infrastructurs. Moreover, a set of rules (such as trade libsatibn, public sector emgrise
restructuring and privagation, support to private investment or financial sector reforms)
were adopted since the late 1990s to help promote the diversification of the economy base
on a vibrant domestic private investment sector. So far, theiadagtthese measuréss

yielded mixed results and has failed to baaghificantly domestic private investment.

Rigorous economic managemepilus significant revenues from the hydrocarbons exports
have allowed the country to enjoy a fiscal surplus and improve its external positicent re
years. The Algerian government has accumulated its savings in an oil stabilisetd
(Fonds de Régulation des Recettes, FRR) that ihapart financed a sizeable public
infrastructure programme. Thanks to the increase of government expenditure, GDP
continued to grow even during the global economic downturn. In fact, the non-hydrocarbons
GDP grew by more than 9%, regardless of a considerable fall in hydrocadbaiesl GDP,
andoverall GDP increased by 2.4% in 2009 (IMF, 2011). However, resulting from a decline
in government revenues and an increase in expenditures, public finances suifiiénegd
2009, when the economy has seen its first fiscal deficit in a decade. AccordieglkdRh

in 2008 the fiscal surplus amounted to 8% of GDP, while the loss was around 7% in 2009
(IMF, 2011).

In 2010, as oil prices recovered, the deficit declined to 4% of GDP. This constaht fisca
shortfall is at leaspartly due to the costs linketd the 201014 governmento improvethe
country’s economic infrastructures and human capital (Public Programme for Ecaraim
Social Development). The authorities have injected around €#E@n in the local
economyto upgradethe country’s infrastructure; including the completion of major public

works including infrastructure for public works, transport, and improving social
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development such as health and education, the construction of 2 million affordable house:
by the end of 2014 (IMF, 2011).

Thanks to the growth of hydrocarbon revenue and the govertsmsrdtegy to reduce
imports, the country has been able to maintain a positive current accouneb&lanever,
when oil prices dropped in 2009, Algeria’s current account went from a surpheady

20% of GDP in 2008 to less than 1% in 2009. The country’s balance of payment aehieved
surplus of 8.5% of GDP for 2010 and projected a positive balance of 9.3% in 2011 (IMF,
2011). The country has also been able to amagssfisant foreign currency reserves,
estimatedat approximately €117billion athe end of 2010. Algeria has also been able to

reduce dramatically its external debt.

Regarding thedebt repayment, the country has paid out more than $lia8b of which
$85kllion wasin debt reimbursement and more than 36m was paid out as interest.
The aim of the Algerian government is hlecomedebtfree byobtainingsovereign rating
with international agenciesuch as Standard & Poor’s Fitch ratings. The challéagag
authorities is to allow the benchmark of sovereign thatstelpnaintain a healthy finance.
This is a direct result of the governmerd attempt toachieve a dehbiree country.
Consequetty, the externatliebt as a percesjeof GDP averagd 34.1% between 2000 and
2005, but had fallen to 2.8% by the end of 2010 (IMF, 2011).

Apart from a high level of public spending and substantial oil revenues, Algeria’s central
bank has been effectively retainilayv core inflation. However, in 2009, die increasing

food prices, consumer inflatioreacheds.7%. In response, the government imposed price
limits and subsidised prices for basic product consumption. In 2010, consumer inflation fell
again to 5.5%, but continued price increases have affected the'si@imohasing power

and caused a social unrest, prompting the government to temporarily eliminate taxes or
certain consumer items in early 2011. The IMF predicts that price increakesmithue to

ease in 2012, projecting inflation around 5%.
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Another key determinant of the economy is the unemployment rate. According to the IMF
unemployment remains the biggest challenge facing the Algerian authoritiegelofgbe
government’s determination to diversify the economy, the hydrocarbon sstilior
dominates the economy, limiting job creation, especially in labdansive agribusiness

and manufacturing. The unemployment rate has undeniably improved in recent years
stabilising at 10% during 2010. However, youth unemployment remains high¥at the

end of 2010, recovering from an average of 50% only a decade ago.

The visit ofanIMF delegation at the end of May 20&0Giminated ina positive report about
the progression of the couniryighlighting the governmeist efforts to reshape the
economy. Howeverthe commission waged that the country stillrelies heavily on the
hydrocarbon sectogndcalled forAlgeria to encourage internal and external investments in
other sectors of the economiy fact, according to th®linister of Energy andvines, both

the government and the IMF agreed that Algeria will inject $ili®b over10 years to
build and upgrade its economic infrastructure, promote FDI and local investmeistsvill
support the development of the losahall and mediuntcompanies asvell as the private
sector in the country (IMR2010).

“Doing Business 2012", published by the World Baakalyses the business environment
and the degree of openness of the economy in 183 courAseEigure 1.9 indicates,
Algeria is rankel 148™ down by 5 placesrom 2011 (14%), and ranked13® which
indicates clearlythat the business climate in the country is regressing. Cewhpeaith the
Middle East and North Afrigacountries, it placed 15th out of 18 countries. The report
blamesthe poor rankingon recurrent problems with taxes and cussoproceduresand

other obstacles linked to the Algerian regulatory environment.
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Figure:1.9 Algeria’s business environment ranking

Despite the country’s low rankings, the World Bank has praisedlterian government
for its efforts to improve tle country’s business and legal environment. The government
agreed a new building code aratlucedhe costs involved in registering property. A tax on
propertylinked capital gains was also removed. In terms of judicial reforms, the gdasr
modernised its infrastructure by computerising its courts and intreglaew code of civil
procedure. IMF experts criticise Algerfar having a“stop and gb relationship withthe
liberalisation of its economy. Political decisions are often conditioned byhbeterm
outlook for oil revenugthus,providing that the cash inflows are high, policies are allowed
to shift towards liberalisation. When the outlook becomes more sensitive, pnoi=cti
becomes a bigger priority. Recently, the coum@gintroduced two new meassthataim

to improve the business climate, adding to remaining uncertainty over the legal tnkmew
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|.2.2 Theimpact ofthe new investmenggislation on FDHow to Algeria

The 2009 additional budget law and the 2GL@plemento the money and credit law
introduceda new FDI policy, which could have importanéconomic implicationsfor
Algeria. Although thestatedgoal isto promote domestiprivate investmenlby supporting
local SMEs this new strategy couldavenegative repercussiormsdmay hamper efforts to

diversify the country’s econongut ofthe hydrocarbon sector.

The new investmendecree was approved May 2009, imposing all trading companies
registered with local authorities to open 30% of their capital to domestic Farifies
measure was followed lire complementaryinance act (LFCR009 published on July 26,
2009. According to this law, all foign direct investment (FDI) projects are required to
have an ownership structure of-82%, in which the domestic partners own the majority
stake, removingtherefore ownership by foreign investors. Furthermore, a new was
introduced by the governmenh 01 January 2009This consists of 15% tax transfers on
capital abroad from MNEs operating in the country. This tax was not only applied to the
energy sectorbut also in other sectgrsuch ashe pharmaceutical industry wheegefew
international firmswere granted four years of free taxatiamerebylaboratories could
import without restrictionsHowever,after this grace perigdhe government obliged them
either to invest inthe production of drugs oito leawe the country (The Economist
Intelligence Unit 2010).

The Algerian governmentustified this measure by arguing that MNEs tend to be profit
based and they tend to transfer their entire profit to their hometrezsimather than
reinvesting it in the local economit could also bringa pool of domestic investors into key
projects. Despite their minority stakes, MNEs can still control the nesmewgt but are

expected to transfer the knowledge and skills to their local partners.

Although the main objective was to improweonomic growth the new FDI rules

introduced taxconcessios for local entrepreneursand new tax rules for the import of
goods and services, a series of actions to encouragmiibutionof domestic financial
institutions in the economy, and a more restrictive Fgime.The FDI rules also included

somemeasures$o reduce thémports bill, which had growrconsiderablyn recent years and
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was considered a potential risk Bconomicstability. Theserestrictionmeasures included
more severecontrols o external trade operations and a barconsumer credit (excluding

mortgages).

The governmerdg new investment legislations were criged by foreign investorswho
accused the governmeat creatingbarriers to investment, intervening in the market and
acting in favar of a few firms, and warn that this new shift towaréthvestment would
jeopardie the presence of multinationals in the country. The European Uadhby the
French, British, Italian and Spanish ambassadors in Algesiee urged the government to
withdraw the new law regarding foreign investors, removing all bamieentry to the local
market as well as respecting the bilateral agreement betAigenia and the European

Union (The Economistintelligence Unit 2010).

According to the ministry of investment figures,2010 nearly200foreign firms withdew

from the Algerian market (mainly in the energy sector) dagentiallyto the new energy

law allowing the national companies Sonatrach &uwhalgaz to be associatedth all
foreign investment in thecountry’s hydrocarbon sectorWhile the econona analysis
suggests that the introduction of new investment policies shows a growing confidence by
the Algerian government to manage its own business without a foreign hand, aiming to
encourage local investment and continue to stimulate the foreign investment aedspat

(The Economistintelligence Unit 2010).

Furthermore, the state also retains-eneptive rights in the sale of assets and requires that
the Nationd Coundl of Investments approve all new projects. For all external trade
operations, MNEs are now required to file a letter of credit (crédit dociaine;
CREDOC). Tax identification numbers are also required for all extern@ tradsactions.

A tax cu for leasing purchaseknown ascredit bail, waspresentedas proof that the
authorities wanted to encourage private domestic investment. The government hed inject
€1.470llion in capital over to the National Investment Fund and transferred AD48m

(€471,000)to a public investment fund that gives assistance to small and madieoh
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enterprises (SMEs). Finally, the cap on government guarantees fos ISMES was raised
to AD250m (€2.45m), up from AD50m (€491,000) (IMF, 2011).

Unlike other middlencome econoies Algeria hasfailed toattract large amounts of FDI.
Figure 2.3.2 showthe evolution of FDI flows to Algeria in comparisaith countriesfrom

the Middle East and North Africa (MENA) region, middieome countries, the BRICs
(Brazil, Russia, Idia, and China) and a group of diversified commodity exporters from
1980 to 20009.
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Figure 1.10FDI flows to Algeria in comparison to (MENA) region, middiecome
countries, the BRICs and a group of diversified commodity exporters from 1980 to 2009

The figure shows thaklgeria is notanattractive country for investment daseceivediittle
FDI. Most foreign investmen{36 percent of total)s focused orthe hydrocarbon sector,
which iswell below MENA and income level averag®4oreover the group of diversified
commodity exporters and the BRICs received large amounts of FDI flows, well #imve
middledincome category
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Another concern is the country’s attractiveness to FDI lowerfurther after the
enforcemenof the FDI rules. Figurd.11 highlightsthe evolution of FDI to Algeria from

2003 to the first semester of 2010 (excluding the hydrocarbon and financial sectors). The
figure indicatesa significant fall of FDI in 2009 with no significamécoveryin 2010,

whereas otheemerging economies have experienceisdle FDIrecovery.
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Figure 1.11FDI net inflowto Algeriaby sector, USD billion, 2003 -2010

In contrast the lack of FDIflow could havea negativeimpact on the country’sgrowth

prospectsasboth theoretical and empirical framewsrkuggest positive impact of FDI on
economic growth (Dunning, 1980988;Borezstein, de Gregorio and Lee, 1986d Ram
and Zhang, 2002).

Moreover, in aglobaleconomy where control of knowledge and technolagykey factors

for multinational enterprises successvnership limits such as thosdescribedn Algeria’s

new investment policiegoulddiscourage MNESFor multinational prospects, sole venture
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investmentsare indispensablefor operating overseasn order to protect the firfa
competitive advantage asdfeguardts internal knowledge (Kogut and Zander, 1993)

An additional consequence BDI restriction policy is the possiblegativeeffecton export
and economic diversification. Banga (2006) and Buckley et al (2&@ejethat FDIcan
help stimulateexport diversification and performancéhese results suggest the case of
Algeria, that thefall in FDI couldhamper the government’s efforts to diversify the economy

and make it more dependenttbie energy sector.

In terms ofthe possible impact of th&orld financial crisis and the crash of oil pricéise
Algerian Prime MinsterMr Ahmed Ouyahiadeclaredin October 2010 that Algeria is
supposed to be safe and not likely to be hit by any financial shock as the Algerian stock

market is pretty new and not fully integrated ie thorld financial stock markets.

This opinion wassupprted completelyby the IMF commission experts who insisted that
Algeria will not suffer from the financial crisisThe IMF expertwarnedthat due to he
inflexibility of the Algerian economy rad the lack of openness the world market, the
country’s heavy dependency drydrocarbon revenue could weaken the financial
position, epecially inthe eventof anoil price drop.The IMF commission highlighted that
with a tradition of high savings, abundantsiills workers, diversity of natural resources,
and an advantageous geographic location, the country has a huge potential for swift anc
sustainable growth in all economic sectors. A more favourable business eresntorsm
needed to support the development of the emerging private sector, as the watabfpill
sustainable growth and employment generation strategyvell as reduog the countris
dependence atie oil sector (IMF2011).

2012 is announced to be very promising with the accomplishment of major new investments
in the country and the upgraaé the existing infrastructurewvhich will probably expose
Algeria to new economic arsaFurthermore joining the Arab Fredradeon 01 January

2009, and the new deal to join the world trade organisation by261i@, wouldcreatenew
prospectdor the country while encouraging FDI flow and strengthgrits position as one
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of the major players in the Mediterranean regiaraddition the country’s wealthy reserves
could help protect Algeria from the global financial crisis as the debt is ket tdad®600m
and foreign exchange reserves reatB1500bllion in October 2010, making Algeria the
first African and Arabiccountry and the fourteenth in the world in tesnof foreign
exchange reservéiMF, 2011).

After examiningthe Algerian economyand in order to improve the economy and make it
more attractive destination for FDIsuggest the following based on the World Bank (2009)
report:

First, infrastructure development and macroeconomic stability are essentiakgort e
divergfication. Algeria should continue upgrading its economic infrastructungsroving

its business climate. In this respect, the countnfagging behind its North African
neighbours due to inefficient structural reform measures. Reforms in key settonsas
banking and finance as well as exploiting the country’s potential in the serviceryndnst
essentiato promote the economic diversification and increase the country’s attractiveness

to foreign capitals.

Second, the policy towasd-DI is also wal for the development of a private seeled
export industry FDI to Algeria has been traditionally scarce and has fie&mg mostlyto
the hydrocarbon sectorhird, the new FDI law is likely to discourage MNEs by putting
restrictions on control owarship and tax profits. The government should review its FDI

strategy to attract more foreign capital by creating a moreff@idly regime.
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1.2.3 Overviewof the Algerian telecomunicationsector

Investment in telecommunications is essential for biwegbd economic development. The
dual role of telecommunications as both a traded service and a vehicladerirr other
service sectors means that prieductions, improvements in the level of investment and the
development of infrastructure and services through litsat@dn would provide the

necessary platform for the growth of the other econ@aators

In late 1999the Algerian government decided to deregulate the telecommunicaiitor.
Poor services provided by the sole player in the sedtue stateowned company (Algerie
Teleoom) led to shortages of supply, obsolete technoldggited and poor quality of
services, unbalanced tariff structure, very high tasifbr long-distance communicatioand
abnormally low rates for local communicatjoimonthly subscription chargesand
inappropriate regulatiorforld Bank, 2003).

The government wanted to improve the sector's internfitieficy and strengthen its
competitiveness through market libesation which allows the creation of a mudfperator
market structure to mob#e private sector participatioriThe establishment of a sound
regulatory framework, promotion of private investments by stimulating thecipation of

the local SMEs in the markegnsure a sound access to telecommunication services and
information networks by the rural population and other disadvantaged groups. The
governmentnticipatedhe impact that rural connectivity will have on achieving a balanced
eonomic development, as well as its significant contribution in curbing the ctuntry
insecurity.By doing this the Algerian authoritiebope to builda reliable national network
connected to the Internet andnsider that telecommunication reform vilas keydriver to
modernisingthe countns economic infrastructureand attractiveness to local foreign
investment.

Since the deregulation of telecomanication the sector has continued to grow gradually,
from a turnover of AD51.6hHion (€506.6m) in 2002 to B361.2hllio n (€3.55bn) in 2008.
Although its contribution to GDP declined from 6.3% in 2002 to 4.05% in 2008, this is due

largelyto an increae in international oil prices.
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As a percentage of GDHelecommunication has actually improved from a low 66%6 in
2007, a trend ntine with the fall in oil prices. With 800 people working in the mobile
segment alone as of 200&8nd an estimated X0 people by mi®012, the sector

represents significantsource of employment (ARPT, 2011).

From the MNE peapective, since the libergdition and deregulation of the country’s
teleconmunicationmarket the sector has become a huge potential for invesioording

to theregulatory authority for telecommunications report (2010), the motivation for MNEs
to invest in the Algerian sector was driving the country’s market size wgthfisant
consumer base adlmost 36 million people and its hydrocarbon wealth. The Algerian
market was underexploited as it wasnopolisd by the stat®wned Algerie Telecom
(AT), which controlled both the fixelihe and mobile teleph@wservices Deregulating the
teleconmunicationsector, the Algerian government decided to offer private licetses
investors from around the world. Tiggvanment incentives and the overall stability of the
tax regime,a relatively stable political environment after a decade of civil war and the
political effort to improve the country’s imagendopenness to international trade through

different agreementsepresenimportant determinant®r investment decisian

But, according tahe Oxford Business Group report (2011)ere is another key dimension
for multinationals to choose Algeria adocation for investmentThis is the opportunity to
capture monopoly rents that could be earned by taking advantage of governmentdegislati
and policies for example, after negotiating with ite Algerian governmentOrascom
Telecom Algerie the first MNE to invest in telecomunication,agreed to invest and
upgrack the outdaidinfrastructure Converselythe government agreed to allow the firm to
be the sole MNE in the sector for four yedBgcause othe lack of competition in the
market and thenefficiency of the statewned conpany, the firmcould set a price that is
significantly higher than the anginalcost of producing the servicsq in this casewe

revertto a monopolistic market.
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For a general overview of the Algerian telecommunication se¢h@ mobile market
exceeded all expectations in 2005 when it continued to grow by around 200% for the fourth
consecutiveyear and soared past the 50% market penetration mark. Mobile subscriber
numbers soared from just 86,000 in 200@tw@r 30 nillion in December 2010the latter
represerd a 91.68% penetration rate (ARPT, 2011). The dynamic growth of the mobile
sector has come at the expense of the fliedmarket, which slowed as mobile subscriber
numbers accelerated. The fixkde penetration stoodt &.22% in 2009, down from 8.97%

in 2008, and fixedine provision remains the preserve of statened Algérie Télécom
(AT), after private operator Lacom withelw in November 2008. Although the volume of
land{ine subscribers is not insignificarwith Algeria ranking second in North Africa and
fourth in the Arab world after Egypt, Saudi Arabia and Syria, it has hardlyndepabeyond

3 million subscribers since 2006. There should be potential for growth in -fired

subscriptions as there is a huge appetite and the availability of ADSL increases.

According to the ARPT figurednternet usage grew gradually from 2004, with penetration
rates increasing in 2008 and 2009. From just 50,000 users in 2000, the sector adoounted
more than4.1m users in 2009, fupm 3.5m in 2008, representing a penetration rate of 12%
(ARPT, 2011).Although the sector regulatory body ARFKAutorité de Régulation de la
Poste et des Teélécommunicatipnseated in 2000 the ARPT is responsible for setting the
regulatory framework othe sector, as well as for awarding licences and authorisations to
operators and settling disputes the market is heading toward saturatefigehaed more
than 80Internet service providers (ISPs) since the sector opened up inAIB®&mMains the
main dominant with a market share of 95%. Although ARPT continued to licence many
firms, the hegemony of ATremains a considerable obstacle facing local or foreign
investments. Tablg.3.1shows the evolution dhternetsubscribers and thgenetration rate

before and after the liberalisation of the market.
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Tablel1.4 The evolution of Internet subscribers in Mlgerian Telecomunicationsector

Year Subscribers Population Penetration
rate

2000 50,000 31,795,500 0.2

2005 | 1,920,000 33,033,546 5.8

2007 2,460,000 33,506,567 7.3

2008 3,500,000 33,769,669 10.4

2009 | 4,100,000 34,178,188 12

SousBPT, 2010

Despite the governmeéat continuedefforts to modernisat, the Internetsector remains
underdeveloped and lagehind the neighbourhood North African countries, particularly in
terms of service provision. The growing population, large local market and strong state
commitment all suggest that expansion lies ahead. If the regulatory envirosnogenied

up, especially for ISPs, and investments in the necessary infrastroochineue apace, the
potential for growth is high (Oxford Business Group, 2014gcording to the ARPT
telecommunicatiomlevelopment remains promising after a flattening of penetrationatates
around 80% in 2007 and 2008ubscriber numbers rose by a further 21% from-28@8 to
end-2009, and overall sector growth stood at 13% in 2008.

Furthermorethe government is engaging in a very ambitious and challenging plan creating
an electronic government. The projectlled “eAlgérie 2013”is a wideranging and
ambitious five-year plan to regenerate the ICT environmieptdeveloping a higiyuality

and highspeed telecomunication infrastructure As well as boosting thiternet
penetration and the extension loternet use in homes, schools and the public sector, the
government is using financial and tax incentitesattract more MNE IT companies
(Oxford Business Group, 2011).
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1.2.4 Analysis of the mbile sectar

The mobile sector is considered as the backbone of the Algerian telecommumuaatiet
Liberalised in 2002, Algeria's mobile market is experiencing a big boom by achieving more
than 26 million subscribers in June 2009, and espiecteach 33 million by Bcember
2011(ARPT, 2011). With a penetration rate close to 63.¢d¥paed with0.26% in 2000

to 91.68% in 2009,t represerd remarkable growth over a niry@ar period. Total
subscriber numbers reached 32.73m in 2009, up from 27.03m in 2008, and a& maspiv
from 72,000 in 1999The Algerian telecormunication market is becomingne of the
fastest growing in the Middle East and Africa regi¢@xford Business Group, 2011). The
sector is now served by three operatorg:;, Lrascom Telecom Algeria and Wataniya

Telecom Algeria.

The market had a relatively slow start until it was first stimulated by the enthg afecond
mobile operator, Orascom Telecom Algeria, who paid US$737 million for its madgleske

in February 2002The sector growth accelerated considerably in 2003 after theostatal
company,AT, created a new mobile subsidiary and rebranded its mobile activities as
Mobilis. In addition, Wataniya Télécom Algérie0% owned by Qatar’s Qtel, entered the
market inAugust 2004 under the trademark Nedjma, aggressively marketing and promotion
offers; the first operator to offer multimediaternet and social network services. Since the
entry of the third operatpthe mobile segment has grown exponentially sincedilsztion.

In terms of figuresjn August 2010the Algerian market accountédr around 33 million
subscribersDjezzy led the sector with 14.6m subscribers and a market share of 44.66%
Mobilis rankedsecondwith 9.4m subscitbers and a market share of980while Nedjma
accountedor 8.2m subscribers and a%@7share Analystssuggest thaby Novembe011,

the Algerianmarket will reach 35 million with a penetration rate of nearly 95%ble2.3.2
analyssthe evolution of the mobile subscribers and the penetration rate before arideafter
liberalisation of the market (ARPR011).
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Table 1.5Mobile indicators, 1998010

Year Subscribers | Penetration rate
1998 18,000 0.06
1999 72,000 0.24
2000 86,000 0.28
2001 100,000 0.32
2002 450,244 15
2003 1,446,927 4.67
2004 4,882,414 15.26
2005 13,661,355 |41.52
2006 20,997,954 | 63.6
2007 27,562,721 |81.5
2008 27,031,472 | 79.04
2009 32,730,000 |91.68
ggt]i:rlnated 35,228,893 | 95.00

Souré®&kPT, 2011

Growth across the mobiksectorreachedts highest poinin 2008 as a result of the ARPT
introducing an obligatory SIM registration schemeThe schemeaimed to tackle the
country’s security issigeand control illicit practie in the sectorAs a result, the number of
subscribersdil to 27.03m in 2008, from 27.56m in 200aut pickedup in 2009 2010 and
2011, due mainly to the pricgvar andan aggressive marketing strategggaged by the
three players (Oxford Business Group, 2011).

According to marketing consulting firm “TeleGeography”, expansion in Algeria’s mobile
sector has matched growth across Africa, reaching 31.3% in 2009, and @os@do the

2007 continental average of 31.8%. Among countries in the Arab world, Algeria has a high
mobile penetration rate but is still far behind major markets such as thed Ukisdo
Emirates where the penetration raexceed 190% ands expected d hit 250%, with
Emirates Telecommunications Corporation (Etisalat) and Emirates grameel
Telecommunications Company (Du) aiming to launch 4G services by20did (Oxford

Business Group, 2011).
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Although ARPT was aiming toalinch the 3G ¥ winter 2006 an international call for
tenders for 3G licensinguggested that customers may not be prepared for this cutting edge
technology. Consequty, the ARPT decided to postpone tlharch of the 3G licensing till

the first quarter of 2011. Bubecause of the Bgzy crisis and the government’s negotiation

to purchase the firm from its new Russian owner (Vimpelgone) bid for the 3G licenced

has beenlelayed again toid-2012 (Oxford Business Group, 2011).

Conclusion

The implementation o# liberalised telecommunication sector in Algeria has significant
benefits not only within the sectobut also for the national economy as a whole. The
opening of Algerian telecommunication markets has facilitated the entry of tioraed
foreign private capitalandtechnological skills that haya turn, accelerated network budd

out, the provision of new services and improvements in the quality of service. Market
liberalisation also has a profourgffect on promoting development in other seci@sch as
information technology and computing, which depend heavily on good, reliable anrd low

cost telecommunication

The telecommunication sector is expected to enter a new era as mobile operators turn awa
from the chase for subscriber numbers in an increasingly saturated raadké&tok to offer
valueadded services and improved customer service, network coverage and mtnesc
product and servicesin paticular, the provision of data services likely to ensure
increased consumer spending which could increasingly boost the average revenue per ust
(ARPU).

Furthermore, the important roles played by information and communications technology
networks as a major determinant thfe country’s degree of development pushed the
Algerian government to introduce 3G to stimulate not only telesomications,but all
industries.The 3G technology could play a key rale achieving the governmest E-
economy goal by increasing the efficiency and effectiversdsthe education system,

business and government.
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Chapter Conclusion

Overthe past few decades, foreign investmentihaseasedsignificantly among countries

and has enhanced global economic growth. Empirical evidence shows that there ise positi
a correlation between economic development and foreign direct investment iRcfioghe
emerging countriesfor which FDI is an important source dechnology, finance and
knowledge, a major challenge is how to improve the country’s business environment in
order to enhancetheir attractiveness for MNEsFurthermore, Additional FDI in
telecommunications would ease technology tranafedt additional caital, and increase
market competition, which should benefit national telecommunicatemelopment.
Increasing foreign investment and deregulating telecommunication markets inpileyel
economieswould result in substantial progress in meeting develogiogntries’ basic
telecommunication requirements. Of equal importance, telecommunicatemshave a
substantial and important influence in sustaining national security, sociaitgta&aibnomic

growth and many industrial sectors.

Knowing the importance of FDI, Algeria welcome foreign investment as the country
requires additional cash and access to credit to ensure sustained economic growth
Authorities will evaluate any foreign investment proposal for its {wmgh potential
contribution to increase Algeria’s productive capacity, -hgdrocarbon exports, and
technology transfer. As a result, the Algerian government is continuously seeking to
improve the business environment by improving its investment policies, giving more
guaranties to MNE’s as well asncouraging local entrepreneuts contribute more
effectively to the economic growth. However, the new investment code restricting full
ownership of investment for MNE’s is hardly criticized by foreign investsrthay accuse

the Algerian government gbuting barriers to investment which could jeopardize future

of FDI to the country.

In the next chaptef beginby analysing the motivation for FDIboking at both theoretical

and empirical studiesThe second section examiéhe four main determinants to FDI
effect to constraints: rent capture, political risk and institutional Igtgbieconomic
determinantsand the cultural distance between the home and host copamudy| will
formulate my research hypothesis throughout.
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Chapter |l: Literatur@eview

Sectionl FDI Motivationsand Effects

Introduction

Nowadays,the issue of foreign direct investmefiDI) is being paid more attention,
both at national and international level. There are many theoretical papeesdhahe

FDI issues, ananuch research on the motivations underlying FDI importance as key

element okeconomic development in all countries, especially the developing ones.

The boom of FDI flows to developingountries since the early 199@$fiow that
multinationals have ncreasingly considered these host countries to be profitable
investment locations. At the sartiee, researches like Kokko (20@) arguethat the
determinants of and motivations for FDI in developougintries have changed in the
process of globadation. As a consequence, it would notgo®d enough for developing
economies governments to offer promising markets in order to induce FDI inflows.
Policymakers would ratherface complex challenges in striving for location
attractiveness to FDI

Given the potential role played WyDIl sustaining growth and improving econom
transformation in developing countries by allowing the transfer of providing capital
foreign exchange, technology and by enhancing competition and accésseigm
markets (Dunning, 198@JNCTAD 2006; Crespo and Fontura 2007; Romer, 1993). As
a result there is an increase in competition between developing coyniviesre
investment demand is higher compareith their domestic savings rate to attract FDI
This is doneby embarkingon drastic economic reforms, investing in the country
business infrasticture, liberalising their policy regimes and offering variousnsl
packagessuch as tax royalties, trade libegation, establishment of special economic

zones and incentive packages to the foreign investors (UNCTAD, 2011).

United Nations Conference on Trade and Development (1998: 111) sutpgestDI
are increasingly pursuingcomplex integration strategies as multinationals are
increasingly seekindpcations where they can combine their own mobile assets most

efficiently with the immobile resowes they need to produce goods and services for the
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markets they wanb servé. Therefore, the question ariseBwhat determines thEDI

flow to developing countries?

The relative importance of FDI location determinartias changed. Even though
traditionaldeterminants and the types of FDI associated with them have not disappeared
with globalisation,their importance is said to be on the decline. More specifically, "one
of the most importantraditional FDI determinants, the size of national mexkéas
decreased in importance. At tlsame time, cost differences between locations, the
quality of infrastructure, the ease of doibhgsiness and the availability of skills have
become more important” (UNCTAD, 1996: 97).

Dunning (1990) argues that teeare multidimensional factors influencing the FDI
inflow; this is due to the different types of motives work behind the decision of
investment in foreign countries by tiMNEs. For instance, some MNEs seek large
domestic market (marketeeking FDI) whileotherslook for the supply of natural
resources (resouregeeking FDI)or simply just to relocate their production facilities to
reduce their production cost in order to be more competitive in their home tmarke
(efficiency seeking FDI).Later, the scholar demonstrates thaEDI in developing
countries has shifted from marksteking and resourgeeking FDI to more (vertical)
efficiency-seeking FDI(Dunning, 1999 able 2.1summarises the determinants of FDI

in developing countries.
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Table 2.1 Host country determinants of FDI

Host countries determinants

Type of FDI
classified by motivesd
of firms

Principal economic determinants
5 host countries

Policy framework for FDI

e Economic, political, ang
social stability

¢ Rules regarding entry an
operations

e Standards of treatment
foreign affiliates

¢ Policies on functioning an
structure of market
(especially competition an
policies governing merger
and acquisitions)

e International agreemen
on FDI

e Privatisation policy

e Trade policy (tariffs ang
nontariff  barriers) anc
coherence of FDI and trag
policies

o Tax policy.

Economic determinants(see
table on the right

Business facilitation
e Investment promotior
(including imagebuilding

and investmengenerating
activities and investment
o facilitation services)
¢ Investment incentives
e Hassle costs (related
corruption and
administrative efficiency)
eSocial amenities  (fo

example, bilingual school$

quality of life)

Market -seeking

d
Resource/asset

gseeking
S

Efficiency seeking
e

Py

e After-investment services

o Market size and per capita
income

e Market growth

e Access to regional and globa
markets

e Countryspecific consumer
preferences

e Structure of markets

e Raw materials

e Low-cost unskilled labour

e Skilled labour

e Technological, innovative,
and other created assets
(for example, brand
names), including as
embodied in individuals,
firms, and clusters

e Physical infrastructure (port
roads, power,
Telecommunications)

e Cost of resources and asset
listed above, adpted for
labour productivity

e Other input costs, such as
transport and communicatior
costs to/from and within host
economy and other
intermediate product

e Membership of a regional
integration agreement
conducive to the
establishment of regional
corporde networks

1°2)

Source:.Compiled from different issues of UNCTAD, World Bank
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Lucas (1993), andJun and Singk (1996) research focason the effectof business
environment indicators on motivating the flow of FDI. Thigentified three main
determinants: macreconomic stabilityand economic and political riskFor instance
the degree of marketpenness, growth, inflation, exchangge risk, institutional
stability - such as policies towards FDI, tax regimes, the transparency of legal
regulations, the scale of corruption, and political stability, ranging from indicators of

political freedom to masures of surveillance and revolutions.

Other empirical studies suggest thiadre isanextensive range of indicators on what we
refer toasthe business environment. These indicators could be classified into four main
groups: a) macroeconomistabilisdion; b) quality of governance including the
performance of law and contract enforcement institutions; c) regulatiorradé,t
industry, and factor markets; and d) quality of physical infrastructure, includiwgrmp
supply, postal ancetecommunication, ahtransport UNCTAD, 2008).

In the present research | will focusainly on the Dunning (19771980, 1988) OLI
framework to explain thdeterminant of FDI.

1.1 Theoretical arguments on the economic determinant®bf F

From a macroeconomic point of view, FDI takée form of capital flows across
borders, from countries of origin to host countries, which are found in the balance of
payments. The varialdeof intere$ one is: capital flows and stockseturns obtained

from investments.

The microeonomic perspectivetends to determine and analyse the motivations for
investment acrosBordersfrom the point of view of the investor. It algovestigats the
consequences to MNEs and home and host countries, afp#rations of theVINEs

rather han investment flows and stodlipsey, 2001)

After the SecondVorld War, international production waonsidered amall part of
international affairs, while the attention was directed towards tbosgonents which
had an important share (e.g. international trade). Since the 196(shéhemenon of

transnational corporations and FDI has begun to gain importance.

45



Chapter Il: Literature review Sectionl: FDI Motivations and Effects

Although, theterm “FDI” is relatively new, the concept itself can be trabadk to
Ricardo’s theory of comparativadvantage, which was consideredtas first attempt to
explain TradeHowever, FDI canot be explained by the comparative advantage theory
as this theory i®asedsolely on two countries, two products and a perfect mhigbof
factors at local levebndfailsto explaintherising share of FDI.Otherframeworls were
alsousedto explain FDJ such as portfolio investmenthich assumeghat under perfect
market wherethere is no risk or barriers associdtevith free capital maement, the
capital will go fromcountries with low interest rates to countries with high interest rates.
But theseclaimshave no basis in reality, and assumption that the capital can move freely

in any directiorerodes theeliability of the theory.

Hymer (1960)was the firstto explainthat there is a difference between FDI and
portfolio investment, which is defined as an iat®untry flow of capital acting in
response to differential rates of return on capital; interest (B@sning and Rugman,
1985).He focused mainly on why MNEs finance their foreign assets in their domestic
currencies and explains the choice of FDI in terms, “monopolistic advantagash wh
means the ability of MNEs from countries with strong currencies to raise captgiah

in foreign markets compared with competitors from countries with weaker ciggen

He attributes the firm’s motivation of FDI to structural failure, or market nfegéons,

of international financial markets, allowing MNEs in aosg financial position to
acquire of foreign assets.

Hymer illustrateghat,when the interest differential theory was applied to FDI, a number
of inconsistenciesarise For instance; firms that chose direct investment were also
borrowing abroad. As Hymer observed, if FDI is encouraged by higher intereshrates
foreign country the practice of borrowingonsiderablyabroad is seen abizarre.
Another paradoxpointed out by Hymer was that investment flow has a constant
industrial distribution and this distribution is identical in all countries @wheDI in

undertaken.

So, it is not apparent that capital movements encouraged by inteestifferentials
should have such an industrial distribution. On the cont@gervations ofDI flow

over timehave shown that foreign investment is limited between number of countries;
mainly developed countries such as: USA, EUROPE and JAPAN. Heddstifies a
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correlationbetween market failure and FDI aMNEs. Hymer also suggestédat the
significant theoretal limitation of the interest differential theory was that it did not

clearly explain the notion of “investment control”.

Under Hymer's theory, FDI is considered an international operatiguityeor non
equity ownership, licensing, franchising, stratealliances, formal cartels or implicit
collusions,in which firms of a home country can control the decision making of another
(in the host country). Movements of capital associated with FDI were, aherefot
driven by higher interest rates in hosiuatries but took place in order to finance
international operationdn other words, Hymer recognised that FDI is a flavel

strategy decision rather than a capitadrket financial decision.

Hymer (1960) develagd the concept of firrspecific advatages He also demonstrated
thatFDI only takes place whethe benefits of exploiting firm specific advantagesoss
borders allow overcoming the additionabsts of doing business abroade was
concerned specifically with the internatiorgderations of national firms arfdcused
mainly on why MNEs undertake FDI rather than explaining their growth. He
distinguished the costs of international operations were of two sets: the fixstiand
non+ecurring, language and cultural clashes, lack of fantyiawith the customs,
politics and economies of host countries; the seconfieguentcosts that involve
political risk discrimination by national governments, the business climate, corssume
and suppliers, andgxchangeaate risks (which, according to Hymer, represent the most
important factor). In other words, Hymer recognised that FDI is al&xmal strategy

decision rather than a capitalarket financial decision.

Furthermore, Hymer (1968) offers a contemporary view of the determinants of FDI,
pointing out that FDI involves the transfer of a set of resources ofsiiecific assets,
including managerial and technological skills, and not just the financial flavamfal.
Moreover, he stated that, for fisnio own and control foreign production facilities, they
must possess “monopolistic” and unique advantages in thekspeuific assets, which

is sufficient enough to offset the disadvantage they face in operating théfirefadn
foreign jurisdictions. Kindleberger (1969) distinguished between four types of
advantages possessed by monopolistic firms: 1) production differentiation, mgrketi

skills, pricing policy; 2) patented or secret technology, and easier access &b; &pit
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Economy of scale; 4) Government policies regarding imports and custom unions. This
“monopolisticcompetition approach” or so called “Hyrr€mdleberger theory” (1969),
originally formulated by Hymer (1960) and expounded by Kindleberger (1969), states
that consideration for firsspecific assets is essential in explaining economic

determinants of FDI.

The HymerKindleberger theory was deeply expounded by Kindleberger (1973).
According to Kindleberger, oligopolistic firms pay great attention hattheir rivals are
doing and theefore, they feel that their export markets are severely threateaeuvl
establishes a plant there. This motivation of FDI could be understood as dtreate
locational advantage and with this “dynamic” revision, the Hyrandleberger theory

is consdered even more valid.

Although, as pointed out by Buckley and Casson (1976), while the Hgmdleberger
theory does not explain how the advantages are generated, it provides useful insight intc
economic determinants of FDI, stating that MNEs interaaleir production activities
abroad in order to exploit their finspecific advantages. Such advantages are regarded
as intrafirm public goods, in the sense they require relatively low additional cost to

exploit internationally through establishing foreign production facilities.

Also, they arise partly from economies of scale with respect of intangible assets such as
skilled managerial capacity (Buckley and Casson, 1976). However, they state that MNEs
should be included in the analysis as they are-@ssiciated with the acquisition of
foreign assets. If, after taking account these cost, it is still “worthivloiiemore
economical for MNEs to undertake FDI.

However, while Hymer included in his concept the problem of information costs facing
foreign firms’ vis-a-vis host country competitors, discriminatory treatment by their home
host countries governments, and foreign exchange risks, the responsibility of foreign
concepts is more narrowly focused on institutional differences among nations.

The resultig hazards of unfamiliarity and discrimination, as well as relational hazards,
could force MNEs to face additional adaptation costs when operating abroad (Eden anc
Miller, 2004).
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Other modelslike Vernors (1966) poduction cycle theoryattempt to explain certain
featuresof FDI made byAmerican manufacturingcompanies in Western Europe after
the Second World WawNernon (1966) suggests a framework basedoom stages of
production cycle: innovation, growtmaturity and decline. According to Vernon, in the
first stage MNEs create new innovative products for domestic consumption and export
the surplus in order to the foreign markets. According to this theooglucershave an
advantage bypossessing new technologies, as the product develops also the technology
becomesknown. Manufacturers willstandardisethe productcross border through
exports. Bit due to the technology leakage other companies will start imitate the actual
product so the original manufacturers lose their competitive advantageorVEr966)

took the example of the US firms exporting to Western Europe and how European firms
starting mitating their products. As a consequence, US firms were pushed to open
subsidies on Western Europe in ordemaintain their market shares.

This theorysucceededn explainng some aspects dkmerican firms investmentsn
WesternEurope made betwed®50 and 197@But it fails to explain th@areas wher&S
companieshave notpossessed the technological advantage Fdibidwas made during

that period.

One of the most important explanationg=@fl is internalisatiortheory.This theory tries
to exphin thegrowth of MNEs and their motivationgor achievingFDI, explaining
which parameters would stimulate firms to expand across borders, and on entry mode

choice.

Developedby Buckley and Casson (197&hd then by Hennam 1982 and Casson in
1983,the theory was launched by Coase in 1937 in a national contekiyatgmer in
1976 in an international contexthe internalsation theory demonstrat¢hat the MNE
organise their internal activities so as to develop specific advantabges, then to be
exploited as a formof firm-specific advantages (FSASs) in knowledge and other types of
intermediaryproducts. The exclusive ownership of the firm specific advansayess to

overcome the externality of knowledge being a public good.
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Given the presare of market failure, performing activities inside the Mblitld actas
a governance mechanism to develop and exploit firm specific advant&gescholars
suggest that any type of market imperfection across both products and factotsmarke

could force tie MNE to internalise.

In a related paper, Dunning (1977) also popularised the Hymer approach and contraste
this with the international economics factmrst explanation of international trade.
Dunning (1980 later combined this thinking into his eclectic paradigm, in which
location advantages capture differences among countries and regions, while
internalisation and ownership advantages reflect-fevel strategy decisions and the

outcomes thereof.

Dunning (1977, 1980, 19881993) explains the micrlevel that a business firm will
engage in FDI in three closely associated “advantage” conditions areesatitie
ownershipspecific advantages, the location specific advantages and internalisation
advantages.He, therefore, suggested a theoretical paradigm knownthas OLI
framework. It is also referred to as the “eclectic paradigm” due to itef@bmpassing”

orientation.

According to Dunning (1977), the extent to which a firm possess firm-specific
assets (eadvantages)vis-a-vis firms of other nationalities in a particular market
functions as a determinants of FDI. Thesad@antages largely take the form of the
privileged possession of intangible ass#isseare, in some waygxclusive possessn

of the company and may be transferred within MNEs at low costs, leading either to

higher incomes or reduced costs.

In addition, there ar¢hose thatarise as a result of the common governance of €ross
border value adding activitiesassuming thatthe above conditionsare satisfied
(Dunning, 1977).But MNESs operating crosdorders couldface additional costsTo
effectively enter an international market, M8l&hould possess certain advantages that
could allowthemto triumph over operating cosisternationally These advantages are

the property competences or the spedenefits of the MNEThe firm has a monopoly

over its own specific advantages and using them abroad generating a higher margina
profitability or lower marginal cost thats competitos (Dunning, 1977, 1980, 1988).
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Furthermore Dunning (1977 1980, 1988 identified three maintypes of specific
advantagesfirst, is the monopoly advantges that couldake form of privileged access
to markets througlownership of natural limitedesourcs, patents and trademarks. The
second concerns possible technolokyowledge broadly defined so as to contain all
forms of research and development, enterprise mmdvation activities. The last one
would take advantage ddrge economiessuch aghoseof scale andcope learning or

even better access to financial capital.

Assuming the first condition is satisfied, the extent to which the global itgetthe
firm are served by creating or utilising itsd@dvantages in a foreign location functiass
the second determinant of FDI. These resources and capabilitiesadvaBtageare
assumed to be uneven. Therefore, locasipecific, L-advantage, is critical in
determining the geography in which to utilise thedvantagelLocation advatages of
different countries could be an important factordgtermining who willbecome host

countries for theVINE operation.

Dunning (1977 1980, 1988 clusters e specific advantages of each coumity three
categories: The economic benefitsnvolving the production factors market size,
transportcosts infrastructure availabilitytelecommunicationandthe country business
environment. The second category is linked to the potential gain from the political
advantages,common and specific governmemegulatiors, incentives offered to
foreigners as well as government intervention and other factors that coutt Flifie
flows. The final categorys related to the eventual social advantages includiis¢tance

between the home and home countredtural diversiy, attitude toward$oreignersetc.

Assuming the abovthreeconditions are satisfiedt would be lucrative for the firm to
use o these advantages, in association with other factors othsideomecountry
(Dunning 1977, 1980, 1988).

Another component of FDI determination is the extent to which the firm perceitces i
be in its best advantages to add value to iml@antages rather than to sell them, or the
right to use them to foreign firms. These advantages are nammddahtagesisce

market mechanism are internalised byammgational regulation systemand couldbe
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linked to Coase’§1937)transaction cost argument adapted to specific context of FDI
determinants.

The, I-advantagesffers a framework for understanding and assgsdifferent ways in
which the company will exploit its powers from the sale of prodacis$ services to
various arrangementhat might be signed betweehe firms The higher thecross
border marketnternalisation bendfithe more the firm would be rtivated toto engage

in foreign production rather than going for other vempuity mods like: licensing or
franchising (Dunning 1977, 1980, 1988).

The electic paradigm OLI shows thaiis factors are different fromfirm to another
depending on differentariables such aghe economicontext and theolitical, social
characteristics of the host country. Therefdhe motivation of the MNE to invest is
subject to the firm’s global strategy, the challengggortunitiesand incentive®ffered

by thehost countries.

One criticism of the OLI paradigm is that is eclectic in nature, with a littiginad
insight into determinants of FDI in that derives from a variety of theoreticabagipes
(international trade theory, the theory of the firm, insimioél theory and location
theory). At the cost of being eclectic, though, it is comprehensive enough to incorporate
the widely differing attributes d¥INEs.

Another criticism came from Casson (1986, 1987), wdtatesthat these OLI
components are not mutlly exclusive. As a matter of fact, “@lvantages” could be
viewed as a special type of-advantages”. Ris critique suppost the view that
economic determinants of FDI can be divided into two sorts of advantages thosalexte

to the firms (L-advantaggsand internal to them (@nd/ or I-advantages).

Buckley and Casson (1992) studied the internal advantages of FDI deciBiay
suggest that internalisation of the production of intermediate goods can be advantageous
due to the technological “insephitity” of production process, or market failure in
technology market which is relatatirectly to the economic determination of FDI by
MNEs. This could be linked to the more general transaction costs theory of Coase
(1937) and Williamson (1975), explang why it is more advantageous to engage in

certain production activities within the firm, rather than choosing maresactions to
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achieve the same objectivda this sense, Buckley and Casson’s argument constitutes
one of Dunning’s OLI components (ther internalsation advantages).

Accordingly, the HymerKindleberger theoryand it is emphasis on the economics of
internalisation argued by Dunningonstitutes part of Dunning’'s OLI framework
specificaly, the“O-component or ownershigpecific advatage, due to its consideration
for firm’s monopolistic or ownershigpecific advantage This theory could be
appropriate to the *tomponent” or internalisation advantage of Dunning’s framework,
since it considers firm’s internal aspects as a personifioa of the monopolistic
advantages.nl this light, the OLI framework is somewhat “redundant”. The OLI
framework assumes market imperfection through the explicit introduction bf“@ot
advantages”, just as the “revised” international trade theories dttengn with the
general equilibrium approacllthough less strict than the revised international trade
theory the OLI framework, it merits an empirical application.

Another point is that Dunnirig OLI paradigm argues that the act of intersation is

vital to dynamic innovation processes, a point already made by Buckley and Casson
(1976). By removinghe distinction between O and |, tbencernarises thatesearches

would only focuson internalgsation to protect existing firrspecific advanages
However, the decision ofinternalsation should take into consideration not only the
MNE'’s level of firmspecific advantage, but more importantly the possiblgribution

of internalsation to future firmdevelopment, whether in the form of conventional, asset
based FSAs or transactiorsgecificadvantagesThe latter would involve the potential

gain resultingfrom the firm’s internalization such athe ability toeffectively manage

new subsidiarie®or the aptitude to reconfigure operatioms fundion of externalor

internalcircumstancegRugman, 1985).

Recognising the need to reshape the OLI paradigm, Dunh8884 analysed the new
trends in international tradend suggestthat MNEs should now be seen“asganisers
and coordinators of clusts of crosorder producing and transacting activities; to
which a latitudinal dimension, which embraces a series of cooperative inter fir
relationships is addéd Dunning 1988a:345). He concludes that there are three key
drivers of the new style of nftinationals the increasing importance of information
technologies; the role of nemarket forces especially government policies for FDI; and

the rise of international alliances.
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In 1995, the scholar added the notion of “alliance capitalism” to his frankewie
argues thatMNEs “revert back to a Hymetype situation of creating alliances to
protect and develop ownership advantages, rather than for market powsaghtights
that hierarchical capitalism tesdo replace the external market with the internal
hierarchy whereas alliance capitalism was similar td'vaice” strategy since firms

adopt cooperative solutions within the market (Dunning, 1995).

Dunning (1999) dealt with the resourbased view in th context of globalisation of
economic activity during the 1990s. He explains that the world was shifting from
hierarchical to alliance capitalism, where factors such as knowledge, regionabbald g
activities and intraand interinstitutional alliancesvere getting increasingly important.
The scholar argues that the resotlesed view and evolutionary theories of the firm
were highly correlated to the O in the OLI paradigiowever, the strategic
management theories took as their focus the creationggradding of these advantages,

whereas the eclectic paradigm focused on their utilisation.

Recognising that strategy is missing from the eclectic paradigm, Dunning’©eoMé#s

to add it on at the end as‘dynamic adebn’; thus,creating OLB. He recgnises that
OLI could induce strategy, but that strategy could also affect OLI. He argued that firm
with different OLI configurations would adopt different S (where S includes 10 ateme
such as technology, sourcing, HRM, marketing). As a resuttebdedthat S should be

added to OLI as a fourth component.

Other scholarssuch ad.oree and Guisinger (1995gvised the OLI paradigm to OLMA

by looking into the micro level of the firmndreplacing the * I’ with “M” (mode of
entry) and adding a new fiac “A” (adaptation of businesses processes to the
environment) to the end, where A is basically S (strategy formulation and
implementation). Furthermore, Dunning adopted the same approach as Porter'sdidiamon
of competitive advantage, where he incorporated international dimensions (defined a

multinational business activity) into each of the diamond factors (Dunning, 1992).
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In contrast, Devinney, Midgley and Venaik (2000, 2005) provide an explandtimwo
strategy and the OLI paradigm can be integrated. They argue that the eclectic paradign
pays insufficient attention tactivity inside the firm; that is, the role played by managers
and the dynamic evolution of the MNE.

Looking at the interaction b&ten the different OLIS factors they recognised that O, L
and | affect S and that S also affects O, L and I, they develop a theory where OLI is both
exogenous and endogenous. The initial environment (O, L and I) determines the set of
all possible strategiorientations for the firm. The MNE’s existing structure acts as
restraint, determining the technologically feasible set of strategictatiems open to the

multinational corporation.

Another development of the post OLI theory is the Dunning (1993, 1999) framework;
where he identified four types of foreign direct investment motivations: naesalirce
seekers (that could be linked to natural resource depletion ahaapture), market
seekers, efficiency seekers and strategic asset or capability seekers and later adde
relational assets within the O variable, in which he splits-fipacific advantages into
tangible and intangible assets; intangible assets into intellectual andhadlassets; and
relational assets into private and social assets. “Relational’” assets were defined

facilitating assets that had to be used jointly with the relational assetetbEaactor.

After reconsidering the implications for the OLI paradigm, Dunning concluded that O
needed to be modified to includée creéion, coordination and sustenance of relational
assets; L, the presence/absence of networks of related activities; and |, fobettem
cooperative norequity economic connection (especially networks). Finally, the scholar
suggests that incorporatior assetaugmenting FDI into the eclectic paradigm requires
reconfiguring the traditional OLI variables, but leaves the overathgigm intact
(Dunning, 2002).
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11.1.2 The choice of mode of entrieshiDl

The choice of entry mode is an important pafria firm's foreign investment strategy.
Firms are not only concerned about what foreign markets to enter atdutlvities to
perform in those markets, but how to enter. whether by greenfield investment,
acquisition or joint venture. Choosing one or another entry mode can have enormous
strategic consequences for the firm. Not surprisingly, there has been considerable

research into the patterns and determinants of foreign entry modes.

Greenfield investment is the most costly in terms of time and resaliommations as
MNESs have to build an entire new subsidiary transferring management, technology and
know-how crosscountries, allowing the new affiliate to be integratedthe investing
company as an independent entity with its own production facilé@es force and

market share.

According to the BICTAD (2009, greenfield investment is becoming a dominant
feature of the increase of FDI in emerging markets; a Greenfielg@gprgives the
investor a unique opportunity to build a new organisation 8pdcito its own
requirementsAs an example, the total ofgenfield investment accounted for more than
95% of the total investment in 2G68Algeria ($5,582 million in the energy sector and
$4,950 million in theteleconmunication sector) However, the newinvestment law
adopted from the beginning of 2009 al®®&DI to only perform under “partnership” in

which local partners would represent more than 51% of the share capital.

The figure belowexamines the evolution of foreign irgmment by entry modes (Fige

2.1). From 2008, and due to the uncertainty which characterised the investmeng climat
due to the global economic turmoil, a shift in MNE mode strategy was obsereeger

and acquisition as well as the requity modes: exporting, licensing, outsangctend

to be more dominant due to the loisk associated comparing toegnfield investment

this trend is predicted to be more pronounceth@shortterm (UNCTAD survey2009-
2011).
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Figure 2.1 the different modes used by MNEs

The second mode of investmesitmerger anécquisition, which use primarily assets of

a local business and combine them with the investors. Furthermore, the aim from an
acquisition is to reduce costs, to benefit from the facilities and knowlefldecal
business and to get immediate access to local networks and business licaveeer

in certain casg especially in emerging markets, acquisiidend to transform to
greenfield investment as the required compagyd may needa deep restructuring
process to overcome the gap between compaféesrding to Meyer and Estrin (2001),

the choice betweenrgenfield and acquisition is foremost a decision over the origin of
the resources for the new ventures which means that auptamvestment utilise the
resource of a local firm and combine them withestors assets and capitals.

Furthermorethere are other determinants of the choice of etitgy strategic objectives

of the projectthe resources that are foyrmbmpetition policy taxation systemprofit
repartition rulesthe degree of government intervention in the mankeitection of the
property rights andthe strategic intent to peneieathe market.n this casgwe have to
distinguish between the marksteking and resoureseking notions According to
Dunning (1993), markedeeking FDI could look into the local partner to provide market
intelligence, or distribution networks (the use of brand name, the market.slmare)
contrastresources seeking might aim to utilise the local human capital to strengthen the
globalresearch and development of the invediseviousresearch (Peng 2000; Meyer

2001; Dunning 1993) conclude that lessdeveloped local institutions are associated
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with more JoirdVentures, while weak local firms would lead investors in favour of a

startup entry.

Furthermore, literature omergers and acquisitions, including Ethier avdrkusen,
(1996); Markusen (2001); Saggi (1996, 1999); and Yu and Tang (1993)ssliseveral
potential motivations for international acquisition of firms. These includedit®ning:

cost reduction, risk sharing and competition reduction. Other research ob#wates
when firms are symmetricheywill always prefer direct entry to gaisition when there

is more than one target firm in the market (Salant et al., 1983; Kamien and 286y, 1
Scholars likeHead and Ries (1997) study incentives for national and swgtianal
merger regulations to authorise mergers in the presence of intealatiade while

Horn and Levinsohn (2001) focus on the substitutability between trade policy and

competition policy.

The third major etry mode is JoinVenture,which is defined as an investment with
local partner providing an access to selecesturces contributed by the partner without
the responsibilities that arise from taking an existing organisationasinghthe control
that multinationals prefer to avoi@he negative aspect dbint-Venture is the shared
control aspect of the investmtethat can lead to conflict between the partners, especially
if their objectives are not compatiblalso, language and culture barriers could increase
the conflict.

Anderson and Catignon (1986) suggest thaint-Ventureis only used if specific
conditions apply The investment depends on resource contributiormiore than two
partners the nonfeasibility to internalise the whole operation with one partner taking
over the othersMoreover the transaction costs are high and could not be handled by a

single investor.

Another fact is thatin emerging marketsbint-Venture could be seen as the only way
of penetration due to legal requiremerfter instance Saudi Aabia, India till the late
1990s, Algeria since 2009 and otheuliGstates have placed thgper limit on the
maximum share of equity that foreigners were allowed to hold (I will go into morg deta
in the next section).
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Recent literature suggesthat new hybrid forms of investment emergaich as
“Brownfield” and partial acquisition. Kyer aad Estrin (2001) defined Brownfield as a
foreign acquisition undertaken as a part of the establishment of local oper&tioms.

the outsetits resources and capabilities are provided primarily by the investor, mggplaci
most resources and capabilitied the acquired firms. Moreover, the initial
organisational arrangement may be temporary, and from the beginning the investing
company may arrange to setup resources, developing a Browwiidldly take over a

Joint-Venture or partial acquisition.

Schdars like Gronroos (1999) distinguish a new mode of enthich is the Electronic
mode Thisillustratesthe impact on thénternet in boosting compwrsales by offering
world wild services as well collecting customer data, consumption habits and
prefererwes for a better quality servicas well as arranging payment astdpment. For
example eretailes could be dependerdn other firms like (delivery and shipment
services)which, in the case oé delivery problemwill alter the eretailer brand imge

not the shipment company. Another isssedentity fraud Hackers on the web could
usurp other peopleidentitesand bank accounts and ukemfor their own benefit.

11.1.2.1 Factors influencing mode of entry

Previous research in the area of inteioral busines$hasidentified some key factors
influencing the mode of entry in target markets. For instaBesning (1977,1980,
1988) in his OLI framework examines the effect of the ownership advantage, location
advantage and internalisation advantagésntegration transaction within the firm.
Inspired by the Dunningaradigm,scholars suclas Caves (1982), Davidson and Mc
Fetridge (1984,1985), and Hemart (1982,1991) focused on explaining the choice
between sole and joint venturesd the ownership and control issues involved by the
different mode of entriedMeanwhile, Cespede41988), Stopford and Well{1972)
research findings suggest that the choice of mode of entry could be also factor to

resource availability.

Others studtd the possible effect of cultural distance, country risk, and level of
economic development on the mode of entry (Kogut &imgh, 1988; Anderson and
Gatigon, 1986Cho and Radmanabhan, 1995). Root (1994) assumes that the choice of
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investment depends one managetsvay of decidingasMNEs have a choice either the
follow a unplanned way, naive mode which is more spontaneous, risky and therefore the
firm take it just to save timoking for another entry moda to opt for a more realistic
mode taking into consideration internal and external factors, or just follosotheany

strategic objectives amublicies when investing abroad.

Luo (2001) examingthe MNE’s choice of investment imerging countries (the case

of China) and proposed a model of fowacfors that determisethe binary choice
between the joint venture and wholly owned (country, industry, firm and projeet)et

al, (1997) examined how host and home counémd industryspecific factors and
transaction costs could affect foreign firmlsoices among the conceptual or investing
modeof entry, and Root (1994) suggested a model of six critical factors influencing the
entry mode and classified theamtwo major categories involvingarget country market
factors target country environmeritdéactors target country production factgreome
country factors and internal including (company product factors, company

resources/commitment factorgoth groupsare summariseth Figure 2.2

Target country Target country Target country
Market factors Environmental Production factors
Factors

Home country

factors
External factors
Internal factors / \
Company product Company _
factors resource/commitment factors

Source: Root (1994, p.9)

Figure 2.2 the factors influencing entry decision
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The external factorgould berecognised ashose factors that commonly canndite
influenced by the magers decision as it is external to the firm and rely more on the
market features, production factors and the business environment in both home and hos
economies. In generathe literature suggests three main external factors that could
influence the enyr decision: host country market factptarget country production
factors host and countries business environment fad®ars and Tse (2000) looked at

the choice between equity andn-equity modes as the first level of hieraydequity-

based ormwhole avnership and joint venture and while requitybbased modes are
contractual) These modes could bring more understanding to the MNE’s choice of

investment and could help the firm between the equity or non-equity modes.

Anderson and Gatignon (198&ndChen and Hu (2002) examine the locatspecific
factors and suggest that they could be examined at differens.sédadbe national level,
emerging economies are characteriggherally by extensie state agreements and
exports, Igh government intrusion in business decisions, shortage of reliable business
information angdmore significantly, lack of effective institutional arrangements to inflict
contracts These locatiespecific features could result from the host country lack of
expeience in economic reforms, liberalisation and openness to the rest of the world
(Khanna and Palepu,997). Another point is the institutional regirge weaknesses
Supporting business operations makes transactions in emerging market lesst efficien
which, according to Isobe et a(2000), ould generate significant uncertainty from an
investor’'s erspective Tse et al(1997) suggest that all the reforms made by emerging
countries to attract MNEs may assike adoption of more equithased entry modes
versus export aicensing. By gaining experience in working with foreign firms, the host
market becomeskilled in creating an attractive and stable business environ@ean

1993), which could result in the imease the level of confidence and the decrease the

level of uncertainty according to the MNE’s point of view .

Despite the importance of the external factors on the choice of the entry hmadeare
other internal variables that plan important rolein decision makingThe iterature
identifies two main internal determinants: product factors, firm resoacgbjectives

variables
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In this paperl will focus on the OLI framework to explain the choice of raaaf entry.
The figure below (8), developd from the Dunning (19771980, 1988), paradigm

explains and summaris¢he factors influencing the entry modes.

Ownership advantages —_—

Firm size .
Choice of entry mode

Multinational experience

The ability to develop different :
No involvement

products
* Exports
Location advantages Jointventure
Market potential Sole venture
Investment risk Licencing

Internalisation advantages

Contractual risk

Source: Dunning, 1977

Figure 2.3 &ctors influencing the entry modes

According to Dunning (19771980, 1988),the relation between the ownership
advantage and the choice of entry mode is very strong, he argues that the firm mus:
possess highssets and skills to earn high economic rents to cover high cost of operating
abroad and associate high control mode with high level of product differentiation. Other
researchrs,like Buckley and Casson (197&uggest that the absorption of the costs of
operating abroad require high level resourdhsrefore the size of the market would
reflect the ability of absorption dhese cost€On the other hand, Dunning (1977, 1980,
1988) explains that the firs international experience coultbe another factor
influencing the entry mode as firms without international involvement would liieeky
managerial issues when operatimgss national boundaries.

He also suggests thathen a firm has a competitive advantage developing differentiated
product,there is a potential risk of losing revenue if it shares knowledge or technology
with local firms, as the latter could acquire nmehnology and then decide to operate as

a separate entity
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Linking the second component of the OLI paradigm to the choice of entry modes,
literature suggests two determinants in the localisation advantages ohatiet
potential(market size and markgrowth) and the investment risEmpirical evidence
found by Sang, Tschoeghd Yu (1986) suggest than high market potentials, equity
entry modes are expected to generate high retcompaed withthe nonequity ones

This is due to the opportunity to lower cogirough achieving economy of scale and
scope. Other studies suggest that the shorterm, the scale of economies is not
significant as MNESs could opt for equity modes of investment since they procure the
possibility to establish lonterm presence in the host market.

Another important factor is the investment risk, which is linked to the host country
economic factor, political conditions, the degree of government intervention and policies

towards FDI and add be criticalof the MNE profitability in the host country.

Relatingto the concept ofnternalisation advantages and the choice of entry modes,
Williamson (1985) suggesthat low control modes would be more beneficial as it allow
the MNE to benefit from the market opportunit@sone hangdand to avoid any form of
discrimination such as bureaucracy, favouritism to local fiomghe other. However,

the low control modes could have a higher costs compared to assimilating therabsets a
skills within the company if managers are not capable to predict future eventualities
This was demonstrated by Williamson (1985) under the problem of bounded rationality
versus external uncertainty and if the local market could not provide competing
alternative; the sclolar explains that transactioosts of collaborationmay vary
according to the degree that opportunism and bounded rationality impact tramsfers a
they vary based on inherent inefficiencies in the transfer of knowledge. In other words,
certain typesof knowledge are more difficult to transfer and are more subject to the
negative effects of boundedtionality and/or opportunism than others and, therefore,
involve higher transaction costs if transferred to outside partners.slicdse thenost
appropriaé entry modes would be either exports or wholly venture as they allow better

control due to a retaining of the skills and assets within the MNE.
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11.1.2.2 Entry mode andffects

FDI has become an important source of private external finance for developing
countries, as it represents investment in production facilitiéts significance for
developing countriess much greater. Not only can FDI add to investible resources and
capital formation, it also allows the transfer of production technology, skills, innovative
capacity and organisational and managerial practices between locations, as well as o
accessing international marketing networks. The first to benefit are enterpasesd

part of transnational systems (consisting of parent firms and affiliatésabare linked
directly through norequity investment, but these assets can also be transferred to
domestic firms and the wider economies of host countries if the emaminis
conducive. The greater the supply and distribution links between foreign affiliates and
domestic firms, and the stronger the capabilities of domestic firmaptmire spillovers

(that is, indirect effects) from the presence of and competition fromgfof@ims, the

more likely it is that the attributes of FDI that enhance productivitycamdpetitiveness

will spread. The extent to which a host country can secure these benefits of FDyis likel
to depend upon the mode of entry of foreign firms. @&he of this section is to shed

light on the relationships between mode of entry and the degree of technology, capital
and knowledge transfer.

According to UNCTAD (2006)the degree of technology transfer and the intensity of
market competition depend upon the mode of entry chosen by the foreign firm. The
competition improving effect of FDI is higher under greenfield investment. However,
one mode does not unambiguously dominate the other in terms of the extent of
technology transfer. On the one hand, thatretly larger market share that could the
foreign firm benefit under acquisition increases its incentive for tramsfecostly
technology (scale effect). Whilen the otherstrategic incentives to transfer technology

in order to gain market share awéiym domestic rivals can be greater in more

competitive environments (strategic effect).

The report also suggests that divergence between the foreign firm’'s choicéeand t
welfare interest of the host country would create a basis for policy intervehare.
specifically, it show that for high costs of technology transfer, domestic welfare is
generally higher under merger and acquisition relative to greenfield, whereasdiga f

firm chooses greenfield investment. Thus, restricting direct entry in order toeinduc
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acquisition can improve welfare, even in highly concentrated markets. However, if the
cost of technology transfer is low then domestic welfare is higher under gtdenfie
relative to acquisitionwhereas the MNE prefers acquisition to diredtyerAs a result, a
constraint on the acquisition of a domestic firm could help enhancing host ycountr
welfare by encouraging direct entry by MNEs. Finally, for intermediate costs of
technology transfer, both the government and the foreign firm prefeiséauto direct

entry.

Additionally, Lee and Shy (1992) demonstrate that restrictions on foreign ownership
could negatively affect the quality of technology transferred by the foreign Wirhile
Mutinelli and Piscitello (1998) argue that foreign firmsutd prefer to opt for joint
ventures rather than full ownership under certain business environment conditions and

provide evidence for Italian MNEs investing abroad.

As a result, restrictions on FDI in developing economies would not be toriihoivs o

FDI, but rather to encourage foreign firms to adopt the socially preferred modeyof ent

in the host country. More specifically, it is shown that restrictions on the degree of
foreign ownership, even when applied symmetrically to both modes of entrgdmer
and acquisition and greenfield), could push MNEs to adopt the host country’s preferred
mode of entry.MNE could earn rents from the different mode of entry; licensing,
franchising, turnkey contracts or by creating a subsidiary or engaging in a jotatese

in a foreign country through the ownership advantages that can take the form of a higher
technology, knowledge and expertise or efficient managerial and marketing skills
Assessing the value of intangible assets is difficult as it is associatethfeittmation

asymmetry.

The investor may not receive adequate payment since he may not be able disclose th
full potential of future profits generated by a given technology to at the host yountr
without giving away private information on the technology itself (Dunning, 1988). Thus,
MNEs with advanced technology could face uncertainty in pricing and may select

wholly-owned projects to joint venture or arm’s length transactions.

Furthermore, the choice of the form of investment is often associated with theftype
industry, for instance a greenfield investment might be preferred to sharedsbipna
order to guard against leakage of sensitive information, which is often happening in high

technology industry, aviation industry, and other industries that requires high technology
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and heavy investment in R&D. MNE could also be concerned about the fail of venture
or a dissolution, the local partner will remain in possession of the technologyeatquir
from the MNE and could become a fierce competitor in third etark-requently, the
joint venture contract do not offer a full protection against this possibitige it may be
difficult to specify all possibilities in the contradforeover, the local partner may use
copyrighted information obtained from the MNE its own wholly owned operations,
harming the partnership (Gom€asseres, 1989). The MNE could also fear that if the
host country partner controls the employment policy. As a redgulf nonefficient
retention strategythe employees could leave and diffuse their knowledge or reveal

important information to competitors.

MNEs investing heavily in advertising also have reasons to opt for a greenfield
investment. The local partner might have a strong incentive to free ride on thdioeputa

of a foreign partner by debasing the quality of the product carrying the foreign
trademark. In that case, the domestic partner acquires the full benefits of debagement

insignificant costs (Caves, 1982; Horstmann and Markusen, 1987).

Meyer (1998) analysed charactexstiof British and German companies engaged in
minority and majority of greenfield and strategic alliances projects in therregior

each of these clusters, he estimated a model with the dependent variable equal to one
the particular entry mode was chosen and zero otherwise. His results suggest a positiv
correlation between a firm's R&D intensity and the probability ofesegfield subsidiary

and a negative relationship with the likelihood of a joint venture. The latter result

occurred in the case ofinority, majority or all types of joined venture combined.

GomesCasseres (1990) investigatbe choice between wholly and shared ownership in
the framework of bargaining theory. Among other variables, his model involved
industrylevel R&D spending as wekbs its interaction with a dummy variable for
countries controlling the extent of foreign ownership. A positive correlation betthee
interaction term and the probability of a greenfield subsidiary would indicate that
investors in more R&BIntensive setors can more easily negotiate full ownership. In

fact, neither of the two varialdéurned out to be statistically significant.

To conclude, the literature suggests that firms with greater intangssietsashould
prefer full ownership to joint ventures other strategic alliances. The preferences of a

host country government regarding the extent of foreign ownership may differ from
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those of a MNE. Consequently, the entry mode used could be a result of a bargaining
procedure between the two partneBomes-Casseres(1990) sudy of the bargaining
approach predistthat MNEs in R&D-intensive industries enjoy a greater bargaining
power in negotiations witlthe host country’s government (Gome€asseres, 1990,
UNCTAD, 2008).

In light of this literaturel formulate the following hypothesis:

H1: Entry mode has an important impact on FDI spilloversin the Algerian

telecommunication sector.

11.1.3 The potential FDI effects on emerging economies

Emerging economies are increasingly looking at FDI as a source of growth and
development. Countries have liberalised their FDI regimes and pursued other policies

attract investment.

They have addressed the issue of how best to pursue domestic policies to maximise th
benefits of FDI in the host economin general, te study of the FDI impact on
developing economies focus on the overall effects of FDI on macroeconomic growth and
other welfare increasingrocessesand also on the channels through which these
benefits take effect. Depending on the domestic country psliand a basic level of
development, a majority of studies shows that FDI triggers technology spillovers,
supports human capital formation, encourage international trade integration, lealigs cr

a more competitive business environment and enhances es#geapd innovation

All of these could contribute to enhamng the economic growth, which is the most
effective tool for alleviating poverty in developing countries. Furthermore, beyond the
strictly economic benefits, FDI may help bettering environmental and sacidltions

in the host economies by, for example, transferring “more efficient and cleaner”

technologies and leading to more socially responsible corporate policies.
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11.1.3.1 Technology, knowledge, céaliand productivity spillovers

In recent decades, Fias plagd an important role in achieving economic growth and
developmentespecially for developing countries. FDI brawapital and introducenew
technology. Moreover, the new technology can also spill over to the local firthe in
host country. For this reason, FBIloften considered as the most significant channel for

technology knowledge and capabilities transfer.

In fact, FDI could not only bring in capital but also introduce advanced technology that
can enhance the techoglcal capability of the domestic firms. More significantly, the
technological benefit is not restricted to MNEs subsidiaries but could also generat
technological spillovers to the domestic firms and SMEs. Furthermore, thasacoé

FDI flow may boost competition in the host country economy. The competitive messur
may force domestic companies to operate more efficiently and introduce newlogghno

to cope with the changes in the local market. Actually, literature sugpestexternal
effect or spilbvers from FDI is the most important channel for the dissemination of
developed technology, rather than formal technology transfer arrangement (Romer
1993; Blomstrom1989). Additionally, the increasing competition could improve local
firm’s productivity as it pushes them to use their existing resources more efficiently,
spending more on R&D or to be more creative and search for new technologies
(Blomstrom and Kokko, 1998).

UNCTAD (2008) suggests that aiming to gain from technology spillovers, many
emerdgng countries offer different incentive packages to attract FDI. Consequently, the
past two decades have observed a considerable growth in the f FDI flow to emerging
markets; significantly faster than trade flows among the most developed esuyatrd

became the largest source of external finance for developing countries (UNCT&D,20

Furthermore FDI could have a direct or indirect effect on the host country economies.
FDI could directly affect an economy by increasing employment, capital and
technologcal transfer. Due to the high technological capabilities of MNESs, it is assumed
thatthey show higher levels of productivity than local firms (Lipsey, 2002). As a result,
the presence of foreign firms would enhance host country productivity. IndireBtly, F
can improve host economy productivity through a variety of technological spillovers to

local firms. This could possiblge explained as the technology accompanied with MNEs
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has some public good qualities which cannot be fully intesehlthus the lo@lisation

of the foreign firm could possibly create positive externality in terms of techmalogi
benefit to the domestic firm. These benefits could appear in the form of vanpmssdf
externalities. A variety of externalities from FDI, so caltsgillovers’, is considered as
the most significant benefit from FDI. Blomstrom and Kokko (1998) used the term
“technological spillovers” to characteei the externalities. Technology spillovers
involved product, process and distribution technology, as wellkaswledge,

management and marketing skills.

Blomstrém and Kokko (1998) categorised the spillovers based on their effémtal
firms’ performance. They classify them into two main types: productasity market
access. mductivity spillovers are linked to the positive effects of MNEs on the
productivity and/or efficiency of the host country’s local fisnvghile marketaccess
spilloversoccurwhenever domestic firms have access to international nsadketto the
presence foreign investments; migithrough norequity mode of investment such as
exportoriented MNEs. Technology spillovers might also take place within {intra
industry) as well as across (iri@dustry) industries. Blomstrom (1991) iderdggthree
possible channels of intiadustry spillovers: demonstration, competition and labour
mobility. While the intefindustry spillovers come from the vertical linkages of MNEs
with domestic firms who become their suppliers and customers. Consequently r¢here a
four potential channels of spillevs: demonstration effegté&abour turnover vertical

linkages;and competitive effects.

The demonstratioeffect argument states that the exposure to the higher technology of
MNEs could push domestic firms to update their own production proceduregltthrou

imitation or reverse engineering (Das, 1987; Wang and Blomstrom, 1992). By adopting
new production methods, managerial practices, local organisations could impriove the

level of technology, and therefore increase their productivity and efficiency.

Das(1987) presents a model to analyse the transfer of technology from the mother firm
to its subsidiary in the domestic country. The model suggests that domessidefnm
from the MNEs and become more efficient. However, the increase in the praguctivi

among in the local firm is assumed to be exogenous, and therefore costless to them.
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The model also acknowledges that the MNE affiliates are aware of the teghnolog

leakage and determine their technology transfer behaviour based on this recognit

Wangand Blomstrom (1992) developed a model in which they assumesttetaiogy
spillovers result from the strategic interaction between foreign subssliafiMNESs and

the local market firms. The model explicitly analy$iee cost of transferring technology
within MNEs and learning cost of the domestic companies, and treats technology
transfes in a theoretic context where domestic firms and legal policigsvell as the

host country business environmgtiitectly affect their behaviowandplay an important

role in the technology transfer process. Another interesting point highlighted by Wang
and Blomstrém model is that technology transfer through FDI is positively delatbe

level of domestic firm’s learning capacity. Moreover, their model recogtiise®MNES
respond to domestic competition by introducing newer technologies faster. Labour
turnover; adoption to new technology might could arise through labour turnover.
Commonly, MNEs seek highly skilled labour in host economy. Consequently, the local
affiliate will be investing in developing human capitals by developing training
progranmes. In that casespillovers arise when the staff trained by MNEs shift or
collaborate with domestic firms or even set up their own companies, tramgfesith

them thetechnological, technical and managerial knowledge that they have learned.
While this channel is probably the most significant channel for spiboveis hard to
establish importance of labour turnover because it necessitate tracking/eespioho
haveworked for MNEs and then determining their impact on the productivity of the

domestic workers.

Fosfuri, Motta, and Ronde (2001) presented a framework where spillovers are ggnerat
by labour mobility. Technological spillovers form when the trained persdrired by

the domestic firm. They found that technology spillovers did not take place if the joint
profit of the MNE and domestic firm is higher than when MNE can use the technology
as a monopgl The implication is that one should expect higher labour mobility and
more spillovers when domestic firm could manufacture complimentary MNE’s droduc
Another observation is that spillovers could occur in the case of a general jobgtraini

rather than specific, and when the absorptive capacity of the domestis high.
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Another possible channel for a technology, capital and knowledge spill®/¢he
backward and forward linkages generated through market transactions. The transfer
could take form of licensing or partnership agreement for particular tedynolo
knowledge, management or marketing (Navaretti and Venables, 2004). RodCiguez
(1996) presented an explicit model of linkages in which he demorssthate MNES
improve welfare only if they produce linkages over and beyond those generated by the
domestic firms they displace. Accordingly, the scholar pointed out the signifiag#nce

vertical linkages as a channel for technology, capital and capabilities transfeFDI.

According to Rugman (1981) and Dunning (1994NEs exist because they possess
some firm specific advantages or ownership advantages outside their hongespunt
usually these advantages are knowlebdgsed Blomstrom and Kokko (2002)
Markusen (1998)Hymer (1976) and Caves (1974) developed the “knowledge capital
model” as a basifor the analysis of the impact of FDI in technology and knowledge
transfer linkage.This mode] developed by Rugman (1981) and Dunning (1993)
suggests tha¥INEs arise because they possess technological advandussare seen

as firmintensive in the use of knowledge capital aheérefore, are estimated to exploit
this knowledge via their affiliates throughout the world. Consequently, MNEs are
expected to be a major source of technology transfer between firms and from developec
to developing countriednder this theoryspillover from affiliates into the wider host
economyis assumed to follow from that centraltlriven technological advantage.

The knowledge and skills transfeare seen as the foundation for competitiveness in the
host countries g®cially in the emerging markets that seek to create “technological
capabilities” that are “skills, technical, managerial and institutiofiz!l, 1996). More
often managers in developing countries are not well prepared to face the economic
environment bangesdue mainly to their unfamiliarity to the competitive market
economy.Child (1993) recognises three levels of knowledge that help managers to
develop their managerial and organisational capabilities:
e At the technical level, specific and advancehteques have to be obtained such
as methods for quality measurement, scientific and engineering techniques and
market research. At the systemic level, new practices have to be implemented,

which could involve integrative leaing emphasizing cordination and
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relationships. Forinstance, managing integrated production systems or
production control and budgeting systems.

e At the systemiclevel, new systems and procedures have to be adopted, which
requires integrative learning emphsisg coordination and relationships.
Examplesinclude co-ordination of integrated production systems, or production
control and budgeting systems.

e At the strategic level, senior managers have to develop cognitive frameworks fo
conducting the tasks ofrategic management, including reassessment of criteria
of business success and factors contributing to that success. This requires
understanding of technological and managerial processes in such depth that
managers can engage in innovation, select andt agapnology and take

strategic decisions.

Further FDI could be seen as a good source at both technical and systemic levels by
allowing the transfer and generation of skills and kitmw to host countries, thus the
generation of embedded knowledge motivate the development of indigenous and locally-
adapte capabilities. In fact, the prime objective of emerging market governnveinés
encouraging the flow of foreign investmens to develop new capabilities when
interacting withMNEs. However,the main strategies are to generate more profit from
their investments andtherefore they are not willing to transfer their knowledge
capabilities without obtaining a suitable return for it which does not fit antradict

the positive spillovers definition; benefit obtained by others without payintutiherice
(Meyer and Estrin, 2003).

Another important point is thain major casesMNESs do not generate knowledge and
skills at the high managerial level as they transmit the needed techaolddgyowledge

for specific operations or productignsut not the deeper knowledge required for the
independent technological innovations in host countries. Meyer and Estrin (2003) state
that the knowledge spillovers start with the knowledge transfer withintingeSINE,

as this would lead to an increase in the proditgtiof the subsidiaries in the host
market This could have a positive impact on the balance of payment, tax revenue,
national incomeand employment, and possibly create positive spillovers to the host

economy.
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However recent literatures(UNCTAD, 2006, 2008) suggest tha¥INEs transfer
knowledge that exclusively serves the subsidiaries to achieve their obgedihis
depends on the affiliate role and the host economy competitive environment. Kokko and
Blomstrom (2002) suggest that a subsidiary engag&®in or in application of latest
technology in the production process would naturally receive more knowledge from the
parent than subsidiary manufacturing products at later stages of the prodwct cycl
Furthermore, subsidiaries facing competition from texdtbgically advanced local firms

may meet that challenge by upgrading technology with additional support from the
parent MNE. Consequently, the technology transfer within an MNE can be expected to

increase with the technological sophistication of the local environment.

Converselyscholars such as Yourgjal. (1989) and Dunning (2003) suggest that there
are other forms of international trade (licensing, franchising, statd@nce etc) that
could boost the knowledge and capabilities diffusion. Howefrens prefer direct
investment to avoid undesired knowledge diffusion specially products that involve high
technology or product that the firm has a technological advantage over its rivals. In these
cases FDI could be seen as good mode internalisation as it might prevent undesired

know-how diffusion.

From the host country’s perspective, the diffusion would represent a desirable positive
externality. However, governments must acknowledge that, unless they offer tya forei
transfer protection of his iallectual property, they may ngain access to the know

how at all. This leaves a mutual bargaining situation.

In addition, Kokko and Blomstrom (2002) argue that competitive advantages of firms
are based on often organisationally embedded knowledge (tacit knowledge), which
cannot be learned rather than adopted from blueprints but can only be texhsferr
through personal interaction. Its transfer requires a complex ledoyhegperience
process that cannot be orgsed via markets. The transfer of takitowledge isin fact,

fairly expensive due mainly to the changing nature of technology that necessitates
different acquisition strategies as more complex and tacit knowledge becomes, the les:
feasible is licensingThus FDI becomes the most suitable mode for importing implicit

managerial knowhow.
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However Kokko and Blomstrom (2002) study the link between entry modes and FDI
spillovers and suggest a strong link between technology and knowledge spillovers and
the MNEsmode of investment. The UNCTAD (2008, 2010 and 2011) reports argue that
not only doesgreenfield investment have positive technological spillgvieus so does
Joint-Venture.The UNCTAD (20092011) global survey found thatore than half of

the 41 respondents to the question on the mode of entry to foreign markets (33) hac
some form of joint ventures abroad. For almost a quarter of respondents, joint ¥enture
accounted for more than 40% of their foreign affiliates. A relatively Bludre (30%) of

joint vertures isfocused orprimary activities.

Given their limited experience, developioguntry MNEs are more likely to involve a
local partner who is familiar with hosbuntry bureaucracy and the business
environment in general. The advantage of formirdpiat-Venture from the perspective

of technology diffusion within the host economy is that the local partners and the
affiliate, which would be vested with a certain amount of technological and matager
expertise transferred from the parent firm, are lNikéo have close contacts and
exchanges of personnel. Forming@nt-Venture is therefore most evident, less risky

and potentially the most effective means by which local firms can acquire knowledge
from MNEs(UNCTAD, 2008).

In contrast recent studieuusing panel data have found mostly +sgnificant or
negative technological spillovers when the host regiandsgstrializing.Blomstrom and
Sjoholm (1999) Atiken and Harrison(1999) and Lipsey (2002) proposedthe
hypahesis that the absence of technology spillovers isndai@ly to the local firms
inability to absorb the major technological kntvw capabilities that FDI brirsgto
their affiliates Other studiessuch as Koningé1999) Kinoshita(2000) Murali (2002)
and Haskel, Pereira and Slaughtgt002), confirm this hypothesis but no empirical
evidence has been found relatedthe importance of absorptive capabilities. Also,
different researches used different measures of “absorptive capabilisiesh as
productivity levels or R&D expendituresHowever, the results differ according the

methodology and the specific country characteristics.
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The notion of*absorptive capacitywas developed by Cohen ahévinthal (1990).

They define the concept as the firm capability to recognise and assimilate valuable
knowledge effectively Boostingits resources and skilland widening its knowledge
capacitiescould effectively lead to innovation. The scholars sugtiegiat MNE level,
divisions with a high level of absorptive capacity could benefit from other units
knowledge and technology transfer that is generally subject to the firm poteatidhg
capacities, technological abilities and the investment degree in R&D; that represents a
vital factor in generating irovation. Consequently, host countries domestic firms can
benefit from technology and knowledge when interacting with foreign corporations on
condition that domestic organisations has the adequate level of human capitabte be

to gain from the knowhow transfer They also needo organise and develop their own
R&D and training programs to promotenore innovation within the organisations
(Kathuria, 2001).

Scholarssuch asLiu, Wang and Wei (2000) found that FDI has a positive impact in
increasing domestilabor efficiency and effectivenes3hey also suggest that the degree
of local firms benefit from FDI spillovers depends heavily on their own techraabgi
capabilities; as an important element of tladsorptive capacity Mowery, Oxley and
Silverman (1996) explain that absorptive capacity is subject to two main detetmina
regular knowledge gathering @rthe continual investment in technologi=sed
capacities. Other scholasuch asCohen and.evinthal (1990) and Tsai (20Q15uggest

that the notion of absorptive capacity goes beyond the external knowledge inéonporat
as it engages the capacity to apply the gained knowledge in business purpose for profi
maximisation They have also viewed it as an effective tool to reduce technical and
managerial risks due to the engaged interaction within units in organis&tuber
(1991) described knowledge as a social creation that implies multifaceteal soci

procedures, wherein different organisation elements interrelate together.

Zahra and George (2002:191) found that absorptive capacity has four facets; acquisition
assimilation, transformation and exploitation. They conclude that the fiostdaw lead
to a possible absorptive capacity, while transformation and exploitation ehavere
comprehensive impact on the absorptive capacity. The scholars'fstiate can acquire
and assimilate knowledge but might not have the capability to transform and exploit the

knowledge for profit generation”.
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The researchers conclude that moresideration should be paid to the firm’s ability to
control the knowledge that has been previously absorbed. In the samd.apécet al.
(2001) state that firm’s absorptive capacity imipdyability to identify, comprehend and
incorporate external knoetige before applying it. The first three stepsdentify,
understand and assimilatare interdependent and separate from the fourth (applying).
Lyles and Salk (1996) have analysed the role of international joint venturesirlJV)
knowledge acquisition from an external partngnrey conclude that the ability to learn

mainly creativity and flexibility are gauging the knowledge transfer.

Other scholarslike Kokkds (1994) research in the case of Mexicorroborate the
importance of domestic absorptivepedilities for technological spillovers. In the same
line, Koning (1999) for Polish and Bulgarian firms but working with R&D expenditures
(as a measure of domestic absorptive capabilities) found that only domestic firms
engaged in R&D experience positivilovers. However, other studiesuch as
Kinoshita (2000) using the case of the Czech Reputtilicnot reach the same finding

He found that domestic firms R&D and FDI are substituting instead of leomeptary

in explaining productivity growth of domestic firms.

Haskel et al(2002) found the relationship between total factor productivity and foreign
investment in developed country (the case of the UK) to be stronger for domestic plants
that are smétr, less technologically advanced, and less- skiensive. Accordingly

they conclude positive spillovers from FDI accrue predominantly to lagging domestic
plants, not leading oneBorensztein (1995) and UNCTAD (2004, 2006) sugtestthe

host country may not benefit from knowledge spillovers when the technology gap
between foreignand domestic firmsretoo wide Thisis generally the case in poorer
countries. The literature also found the effect of FDI on grawthea factor in the
presence of sks that facilitate absorption of new knowledge due to relatively lowl¢eve

of skill accumulation, lowincome countries are not able to experience more favourable
effects of FDI. Furthermore, some papers have observed an insignificant or adverse
effect d FDI on lowincome countries and a more favourable effect on mintileme
countries (Blomstrom et al1994; De Mello, 1999; Xu, 2000).
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Therefore, not onlynward FDI is concentrated in relatively richer countries, but also
these countries are able @égperience favourable spillovers than poor countries. Further
researchsuch as that biiu et al. (2000) analyse the ncehinear relationships between

the technological gap and productivity spillovers received by local firms. Biomstind
Sjoholm (1999)Ydemonstrate that the potential of knbvaw spillovers increase with the
technology available in the FDI firm, which increases with the gap. However, spllove
decline as firms fall too far behind to be able to absorb the technology, whiatedec
with the gap. Such nelnearity between strategic targets and prior knowledge has also
been shown in firm level studies in transition economies as a result of, among other

causes of cognitive gaps of managers (Newmann, 2000).

Another study by Markusen (20029residers the potential for intra industry FDI flows
to be a very important criterion in matching any model to the data, not just as a clever
mechanism to generate two way flows. The research looked also at the qudstion
countries with very low wages do not attract investment even for productions that

require only unskilled labour.

He developed the knowledge capital model based on three assumptions relating tc
knowledgebased assets. First, the services of these assets used in foreign productior
facilities. Second, the production of knowledpesed assets is a factor in the skiled
labour intensity. The last one, knowledigéensive assetscould reach their full
productivity in multiple locationssimultaneously While the first two assumptions
support vetical firms, the third favour$iorizontal multiplant firms.

This model allavs for vertical fragmentation of production within a single firm across
two countries by assuming that production using unskilled labour requires some fixed
input of technical and managerial kndwww from skilled labourHe demonstrates that
countries withskilled labour scarcity will attract almost no FDI. The scholar views the
vertical feature of the micktevel literature’s knowledge capital model as essential to
generate relationship between trade and investment that have drivgmowtie of intra

firm trade. He also considers thefNEs are more engaged in industriéisat are
intensive in R&D and skilled labour to be of central importance in his models. He
discard the idea of FDI flows being factor to endowments of physical capital as being
unsupported by the data, focusing instead on skilled and unskilled labour.
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Moreover, the knowledgeapital model suggesthat foreign affiliate production and
trade should be linked to the difference of sizes between firms, skilled and eohskill
labour endowmentsnd trade and investment (including bilateral relationship) cost
barriers for two countries. Bergstrand and Egger (2007) added an extension involving
physical capital as a third factor and a third country. Other factors including ctiompeti
among host countries for inward investment along with integrating factors such as
internalisation/outsourcing into the ownership/location models would be aorati

the knowledgecapital model making knowledge easy to transfer and easy to absorb

through agent opportunism.

11.1.3.2 Competitive effects

The early research, for instance Kindleberger (196fgtes that FDI results from
oligopolistic competition in home countries, and could not exist in a world of perfect
competition pattern. Other scholars (HyntE970; Vernon1970;and Newfarmerl979)
developed this theory and suggested that FDI was a device for restréging
competition. Knickerbocker (1973) argued that oligopoly propels outgoing FDI and that
inward FDI recreates the oligopolistic industr&tucture in the host countries, as the

same firms competitively invest abroad and compete in similar ways.

Consequently, theesearch agenda shifted towards exploring the impact of FDI on
competition in host countries rather than explaining the motinatif outward FDI.
Buckley, Casson1992) Frischtak and Newfarme1994) and Nelson and Silvia
(1985) explained the emergence MNEs as an effort to internalise imperfect factor
markets and then by Dunning who propbskee eclectic theory of FDI (theclectic
paradigm)which providesa real explanationf the impact of FDI in the host countries.

Besides, most empirical studies have shown a positive correlation between d=DI an
competition, indicating that FDI entry bosstompetitiveness in the hosbuntry.
Scholars (Goreski 1976; Frischtak and Newfarmefl994) suggested thatn the
presence of entry barriers; tariffs, quota, economies of scale, technbdily entry

could actually lower concentration and increase competition.
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In addition, the impet of FDI in competition could be factor of the MNEs modes of
entry. UNCTAD (2008) reports explain that greenfield investment would increase
competition andtherefore benefit consumers through lower prices or higher quality.
For tradable goods, opennesk the international trade regime may be sufficient to
generate competition. Also, greenfield entry would add one more firm to the yndustr

which reduces the market power of incumbent.

When acquisition entry does not increase the number of competitors on the market, it
may change the pattern of interaction between the competitors. Caves (1971) arguec
that, in any market situation, “entry by a foreign subsidiary is likely to produces mor
active rivalries behavior and improvement in market performancevtbald a domestic

entry at the same initial scale”. Wang and Blomst@®92; Glass and Sag@l998)
developed Cavésesearch and suggestdek entry of foreign firms in the host country
market may increase competition and force inefficient local firmsiggrade their
technology more efficientlywhile the least efficient firms may be driven out of the
market. The remaining domestic firms would understand, toatompete with FDI

firms, they have to invest in advanced technology to increase their pgraguct

Conversely a positive contribution of an FDI project to a firm’s competitivenes®tis n
the only condition for the investment to be of net benefthhost economyverall.
Due to the possible divergence of private and public interdtssMNE interests and
objectives are usually not at the same level as the government expectdtisastd3to
the possibility of market or government failureBDI could have an effect on the host
economy through its direeffect on that country’s ecamic activity, as well as indirect
effects through various ways by whidMNEs might transfer to the host economy and

hence improved the market competitiveness.

The FDI impact on competitiveness could alsbe subjectto effect on the
competitiveness of glustries; in terms of efficiency and productivity and the consequent
upgrading and restructuring of industries in the home economy industrial
competitiveness. Kaplinsky and Morris (2001) suggest that the enhancement of
industrial competitiveness in an eoony involves four interrelated types of upgrading

of industries in general: process upgrading, product upgrading, functional upgrading
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(expanding activities in the value chain) and chain upgrading (moving to a new value

chain). Outward FDI can help promatempetitiveness of all these types.

According to UNCTAD (2006) repartFDI is playing a key role in strengthening
competitiveness of particular industriespecially the highech industry For instance,

IT services and software in India, teleaommicaion equipment manufacturing in
China, PC peripherals and semiconductorth@iTaiwan Province of China and biotech
in Singapore, and other rarggef manufacturing and service industries in Hong Kong,
China. The report, also suggests FDI could help developingctimpetitiveness of
emergingmarkets. To thescopethat MNESs are significant part of particular industries,

those industries are directly affected.

More significantly,this enhancement can be transed to other economic players in
home countries within the industries concerned as well as outside through various
channels, resulting in a wider influence on the performance of various industries. The
channels includdinkages with local firms, spillcers to local firms, competitive effects

on localbusinesses, R&D and the technology innovation. Yeung j208ains that the
impact of developingountry MNEs on industrial competitiveness in their home
economiesvhen interactingvith otherfirms depends heavilgn theinternationalisation

path that thdéirm follows.

Another major factor, is the gap in the in developing countries industries which possibly
would result in an uneveiternationalisatiorof firms from an economy, led by the
more advanced estors/industries.This might have serious repercussienfor the
development and competitiveness of dadsanced industriesThis depends on the
degree,nature and scope afonnectionthat exist between thaternationalisedand
primarily domesticindusties and between firms in the more and the dadganced

clusters of industries.

Zander (1999); ande Propris and Driffield (2006) argue that those spillovers from the
MNEs to other domestic firms are subject to the existence of industry clustdrs
home economy. These clusters represent the effective spillovers from firms engaged i
outward FDI in terms of competition effects. HowevArtken and Harrison (1999)

demonstrate that FDI could have a negative competition spillakech may results
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from the “market stealing effett that is foreign investment reduces plant productivity

in the short run by forcing domestic firms to cut production.

If local firms are forced to exit (or are taken ovet)can lead to oligopolistic market
structures that may hinder endogenous technological development, reverse the
downward pressure on prices, and even trigger adverse political economy. éffexts
worstcase scenario, the foreign investor may attain monopolistic market power and thus
extract rents in imperfectly competitive markets that are transferredf dkié @ountry.

This, however,would only occur in very specific casesotably if competition is

constrained by high barriers to entry.

Likewise, FO leads to efficiency enhancing or anbmpeitive behaviours on the part

of MNEs. The question of which of the two effects dominates depends on the structure
of the domestic market (to what degree domestic firms are competitind) on a
possible policy intervention by competition authorities.dms of relatiorto R&D and
innovation, this depersdargely on the extent of clustering of private and public agents
of technological progress located in the home territory, including partnering between
MNEs and other firms, and betweBtNEs and universies, public research institutions

and other public entitif@JNCTAD, 2006).

Conversely Chen and Lin (2005) have considered the FDI impact on changing the
structure of the home economy. They studied the “hollowing out” of the domestic
production in a sample of Asian countries. Manufacturing hollowaog in a wide sense
implies a state of manufacturing decline demonstrated by the turn down in the domestic
market caused by increased imports. Another way of describing this phenomenon is
“changes in business structure” according to changes in the market structure.
Manufacturing hollowingput in the narrow sense involve lowering employment level in

domestic industries caused by direct foreign investment.

Chen et al.(2005) also observed a substaalti shift of labouintensive industrial
operations, during the 1980shich effectively changed the nature of the home economy
in numerous Asian countries (especially Ching)ey examinedhe data of the Hong
Kong Labour Departmentrom 1987 to 1992, almost 400,000 manufacturing jobs were

lost in the territory, whereas 450,000 jobs in service sectors were created. The main
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issue was to help retrain the manufacturing workers in more vocational skilts, w
special emphasis on midedged workers. Retraininproved to be crucial as parent
firms located in Hong Kong moved quickly towards highlue added activities, such as
design, marketing, management and constonented production. Theh&i experience
in managing hollowingout has been completely different to its neighbours,
demonstrating the differences in the structure and size of the home ecamiihy
specialised more in electronics production, and its upgrading resulted in-habher

added manufacturing more than services (Schive and Chen, 2004).

To sumup, ompetitive effects could be another important source for technology capital
and knowledge spillovers. In the recent years, literature has focused on the competitive
effects as another significant mechanism of spillover (Wang and Blomsti@®2, 1
Glass and Saggi, 1998). Therefore, the increase of FDI thodeveloping economies
would improve competition in domestic markets. This could push domestic firms to
either upgrade their technology or use existing technology more efficiently, ngeldi
productivity gains. Additionally, the increase in competition in the local mardeld
increase the speed of adoption of new technology or the speed with which it is imitated.

However, some scholars, for example Aitken and Harrison (1997), argue that the
presence of MNEs could decrease productivity of domestic firms, especially shaht
term. If imperfectly competitive firms have to face fixed costs of pcodo, a
multinational with lower marginal costs will be more motivated to raise its ptimotu
relative to its local competitors. In this case, MNE produced in the locdemeaan
attract demand from domestic firms, so the productivity of local firm wdeldline. If
the productivity decrease from this demand effect is high enough, net domestic
productivity can decrease even if the MNE transfer technology, technology or

knowledge to local firm.

Table 2.2 summarises some empirical evidence on the effe¢t®lobn growth and
productivity, examining mainly three types of evidence from both developed and
developing countriedrirst, there are countrstudies that examine the effectskidl on

the averagéevel of productivity in a sector (e.g. Caves, 1974; Globerman. 1979) or on
productivity in the localndustry (e.g. Blomstrom and Persson, 1983)ese researches

test whether there are intnadustryspillovers from FDI.
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Table 2.2 Somempirical studies on spillovers fronDIF

Study

Country / Level of
analysis

Effects of FDI on growth and
productivity

Sectoral studies

Caves (1974) Australia, sectoral Positive correlation FDI presence a
level, productivity in sector
manufacturing, 1966

Globerman (1979) Canada, sectoral levg Positive correlation FDI presence a

1972

productivity in sector

Pain and Huber United Kingdom,| Inter and intraindustry spillovers from

(2000) sectoral FDI on technical progress of domestic
level. firms

Blomstrom and Mexico, Intra-industry spillovers from FDI on

Persson manufacturing, 1970 | labour productivity progress of domestic

(1983) firms

Macro studies

Balasubramanyam ¢
al. (1996)

46 developing
countries, cross sectig
over 19701995

Beneficial effect of FDI on real GDP is
ngreater in export promotion (EP)
countries than in import substitution (IS)
countries

Barrell and Pain UK and West Positive effect of FDI on overall technica
(2997) Germany, 1972995 | progress

Borensztein et al 69 countries, nationg Weak positive correlation between FDI
(1998) level and per capita GDP growth

De Mello (1999)

Panel of 16 develope
and 17 develping
countries over
19701990

FDI has positive effect on real GDP
growth, but on productivity growth only
in developed countries.

Xu (2000)

40 countries, nationg
level

Positive technology transfer in develope(

countries, but not in developing countries

and depends on minimum level of huma
capital

D

—

Firm or plant level studies

Blomstrom (1986) Mexico, 70s Positive correlation FDI presence and
productivity in sector, but firms with
large technology gaps do not learn.
Aitken, Harrison and Mexico, Venezuelg Positive spillovers on wages in United
Lipsey (1996) and Unites Sateq States, but not in Mexico and Venezuela\.
manufacturing firms
Blomstrom and Indonesia, Positive effect on productivity of
Sjoholm manufacturing domestic firms, bu only for
(1999) firms, 1991 ‘nonexporters’.
Haddad and Harrison | Morocco, Positive spillovers on level of

(1993)

manufacturing
firms, 19851989

productivity in domestic firms in lowtech
sectors, but negative spillover effects
on growth of productivity in domesti

firms.

Source adapted from UNCTAD, 2000
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In light of this literaturel formulate the following hypothesis:
H2: FDI has contributed positively to the transfer of. technology, knowledge,

capital and productivity spillovers into the Algerian telecommunication market.

11.1.4 Conclusion

The literature on FDI began in 1960s and 1970s with Hymer (1960), Kindleberger
(1969), and Caves (1971). Hymer (1960) expthat activities oMNEs do not involve

only capital mobility whileCaves (1971) considered that tala production costs,
technology, trade and barriers as an important motivator for FDI. Other scholars looked
at the economic factors, such as, market size, its growth rate, labour @iogts, skills
andper capita income as important factors explairtogeign Direct Investment.

Dunning (1981) with the eclectic theory of FDI, suggested that internalizatiod coul
explain the movements of MNEs. The author introduced the eclectic paradigm in 1992.
The OLI paradigm(ownership, Localisation and internalisation advantageglainsthe

motivations for investing abroad.

Regarding the FDI effectg is widely recogrsed thatFDI has a positive impact on the
host county’s economy by providing capital, foreign exchange, technology, enhancing
competition and transferring knowledge and managerial skills (World Bank, 2011,
Crespo and Fontura2007; Romer, 1993). Hencealeveloping countries, where
investment demand is estimated to be higher compared to their domestic satengs
could be able to invest in their primary sectors and achieve faster econamvit dpy
importing capital from abroad in the form of FDHowever, spilloversffects are not
automaticand the presence of FDI is not sufficient to capture benefits for the local
economy. Spillovers are also not free and depend on palimh as the presence of
policy-created local capabilitiedn the next sectign will look at the four mainFDI
determinantgconstraints: rent capturpolitical risk and institutional stabilityeconomic

determinantsand the culturadlistance between the home and host country.
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Chapter Il Section ZDI determinants and constraints

Introduction

FDI is an entry modalityused by foreign companies to maxsitheir profit by investing
money, knowledge and technological capital. Firms invest in countries withurédole
economic and political conditionsvhich allow them to mininge their transaction and
production costs, and maxireisheir profit.

Determinants of FDI are the factors in the host country’s investment envirorhagnt
attract or constrain FDI inflows. Referring to Dunning’'s OLI paradigm, enega) the
factorsthatdetermine FDI inflows are the characteristics of the host country thatprthe
investor with ownership, locahtion and international advantage. Dunning (1988)
argues that “MNEs are companies which undertake productive, i.e. value addwigeacti
outside the country in which are incorporated. They are, by definition, also companies
which are internationally involved. The extent to which they engage in foreign production
will depend on their comparative advantage-aAss host country firms andhe

comparative endowments of home and foreign countries”.
In the presenpart of theresearchl haveidentified four main of FDI determinantsand
constraints: rent capture, political risk and institutional stab#itgnomic determinantnd

the cultural distance between the home and host country.

11.2.1. Ren seeking behaviour and effects

Rent capture also known as rent “seekingtefers to the processf obtairng and
maintainng wealth transfers. Whilghe use of this term is quite new, the behaviour
described by this terminology "has been with us always" (Buchanan, 1980:3). In economics
rent captureoccurswhen an individual, firm or institution seeks ¢enerateincome by
capturing economic rent through taking advantages of the economic environment; in other
words, usingooth legal andllegal ways of rent seeking, rather than earning income through
production activity. Most research on rent captfimeuses onthe attempt to capture

particular monopoly privileges (taking advantage of government regulations of market
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control); it also refers to an increase of added welfare by gaining owpmersicontrol of
assets without necessarily being productive.

Rent capturdas been influencddrgelyby the business environment changes (especially in
emerging countries) the role of globalisation, the increase of MNE power and the
institutional changes, which have created opportunities that did not exist whenniger
geneal agreement that the state should play a more limited role. Many scholars used the
term “Monopoly Privilege Rent Seeking” when one firm setkcapture rent using local
pressure groups, tariff protection, tax and royalty exemptions, government sulggtties,
states loans or credit lines. The terminology of rent capture was associated tmtpoin

for the first time by Tullock (1967); however, the terffient capturerent seeking was
expressed later by Krueger (1974) as the behaviour of seeking exlue via the
manipulation of the business environment rather than the usual meaning of “sent” a
payment of a lease. Robbi{$981), Bhagwati(1982) pointed out that there is some
misunderstanding between the concept of beneficial profit capture etnchehtal rent
capture.

Frequently,a further clarification is drawn between “rent” neadegally through lobby
pressure, government privilege, incentive or royalteasl the profits generated common
law crimes such as bribgrfraud, embezzlement, thaft any other illicit practise. This
perspective sees "profit" as acquired, through a mutagjtgeable operation between two
parties (buyer and seller), and the income of comtaancrime nonconsensually, using
power, force or fraud imposed on one pdrtyanother. “Rent”, by contrast to “Profit”, is
acquired when a third party exproprigtene partys transaction opportunities,aging

absolute control and advantage of a monopolistic market.

Rent capture is assumed to occur often in the fofilobby generated by the Government
economic regulationssuch as tariffs, taxes, quotas or other entry barriers. Regulatory
capture is a notion linked to collusion between companies and the government regulatory
bodies. Thats perceived as enabling extensive reapture behaviour, particularly when
they must rely on the firm’s information about the markdbreover many researches
associate the concept of rent capturéh corruption and bribery.
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Chowdhury (2006) explains that bribery isfa@m of rentseekingby the government
institutions. He definesthe concept as a bureaucratic behaviour, which encardoge

government organisations to use their power to actbewefit githerlegaly or illegdly).

Likewise, with the increase of globalisation FDI flow, rent capture bebhawhas become

more significant as institutional changes have created opportunities that dixishatleen
government intervention and control owke economy was limited. Olson (1982) argues
that the pressure grolg involvement in the state economy is a key factor in the
deteriorating the economic growtlide also states that the increase of MNE activities
(especially inthe emerging market) has led tan increasein the “the rentcapture
phenomenon”. He also observed that this phenomenon was generated by organised grouj
who have local political influence for their own benefiither than that of the state

economy or local consumers

Posner (1975) andullock (1967) analyse and measure the rent capture behaviour,
discovering that the problem of identdation is comparable to that of determining
monopoly waste and other market inefficiencies. They added that the “rent capture” wast
can only be recognised by substituting tdiesever's own paradigm of value. Similarly, if

the state executes a legitimate activity, the action exercised by the pressuretagroup
maintain this activity it is not necessarily wasteful. Subsetiyiethe government role in
regulating economic activitiegjentifying a particular activity as wastefshould be based

on normghatfall outside economic theory.

Theoreticdl, rent capture could be seen as "buying" a favourable regulatory business
environment that would probably be less costly than investing&D or improving the
production facilities. h that case, the firm will have two optiorigstly, to gather income
from its own production using its own resources, while spending money on research and
development, employee training, technology accadditional capital goodsThe second
option is unrelate@ntirelyto any contributiorto total wealth or welbeing.This method is

based on money spent on lobbying, to get easy access and some advantage in the marl

87



Chapter If Literature reviewSection 2FDI Determinants an@onstrairs

without necessarily improving the ffir competitivenessThe term“rent capturéis often

associateavith government corruption, or the excessive influence of special interests.

Chowdhury (2006) suggestthat the rent capture could be initiated by government
representatives (mainly in emerging countries) such as political leadetslobby
representative seeking bribes or other favours from individuals or firms that stageito
from having special ecmmic privilegesThis opens up the possibility of exploitation of the
consumer. EisenhaamdHartmut’s (1996) workillustrates that rent capture by bureaucracy
could increase thproductioncost of public goods, as well as resgteking by tax officials
which might engender a loss in revenue to the public exchequer. A significanttisti
can be made between resgeking activities aimeat secure favourable legislation to create
rent,and other activities devoted to allocatimghare of such rent ondtehas been created.
There are also important differences between rents that enfesgn government
restrictions on market output and government redistributive activity emergcilgifrom

the taxtransfer process.

11.2.1.2 Rent capture and the telecommunicasiector

In an open economy associated with deregulation or long transition periods towards free
market competition (unregulated market competitioaht seeking is generated by firms
pressure and reward) politicians and bureaucrats to purdagourable strategieim order

to achieve higher market returns; higher than expected without the rent seekireforieher

the main question to ask isow do firms develop particular political strategies to success in

rent capture?

In the case of rentegking, we can refer to the telecommunication sector as one of the
fastest growing induses in the world (UNCTAD 2010). | usethe example below to
explain how rent capture would occur in emerging countiietherefore proposethe
following contingenaes (A) all available rents are dissipated through rent seekBigno

rent dissipation and local government capture the yré@sno rent dissipationMNEs

would capture the rent.
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Barzel (1974) suggesthe telecomunicationsector barriers to entry takide form of
licenses to operate. Given that the license to operate has value, competition between MNE
to bid for the licence will result in real resources being usedobbying costs, queuing
costs and inefficiencies in the cost of the delivery that dissipate the evesttsal When
MNESs buy the country’s capital and labours in order to acquire the licensesntiogal of

the barriers would eliminate threfrom obtaining the license and remove the wasteful use of
resourceon rentseeking behaviour. Consequently, there are real resource gains from the
removal of barriers to MNE®henthe country’s labour and capital dedicated to acquisition

of the license becomes available. No rent dissipaicmursif there is no influencen the
decision of delivering the license. In this case, we need to look at who could dyentua
capture the rents. The government may capture the rents as payments from MIx&mg, or f
eventual taxegmposed orMNEs. In either of thesecenariosthe rentsare not lost to the

host economy. On the other hand, when an MNE obtains the license to import, it receives &
windfall profit equal to thead valoremequivalent of the quotahis tax is imposetypically

at the time of a transactipbut it could also benposed on an annual bad@r, itcould take

the form of a stamp dutywhich is imposed as aad valoremtax in some countries
(includingAlgeria). This discussion led to the following hypothesis:

H3: there is a strong correlation between rent seeking and FDI flow.

11.2.2 Political stability:

The analysis of the rent capture effects drive us to look at the political doneasione of

the important determinasof the FDI inflow.

The concept of political stability hastensiveindicators ranging from political freedom to

the probability of revolutions and violent upris;id he stabilityof political regimes could

refer to the longevity othe ruling authority in a country either assingle party in a one

party governorshipa military regime or a multparty political system. But the most
important aspect of political stability is the durability of the regime withemy major
political disruption or turmoil. In economics, the notion ahe “stability of political
regimes is perceived differently than in political scienteis defined ashe probability of
disruption of the operations of MNEs by political forces or events in both home and host
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countries. In host countries, political risk is determineabtly by the risk and uncertainty

the actions of political institutions and minority groups, such as sepsardtist
fundamentalist movements. In home countries, political risk could stem fromicaloli
actions aimedlirectly at investment destinations, such as sanctiongrom policies that
restrict outward investmenErom the foreign investors’guspective political risk is more
specifically defined aa breach of contract by governments, restrictions on currency transfer
and convertibility, expropriation, nemonouing of government guarantees, adverse
regulatory changes and restrictions on FDI outflows in home countries. Polittaioe is

also a significant determinant as civil war; disturbance and terrorism coditerehe
profitability of investing in the host countrpecause domestic sales and exponigorts are

inefficient, production splits and the facility is damaged or destroyed.

Political risk in the host country is alstewed as &ey factor for investment locations and
deciding the invesent amount. Political instability is regarded by economists as a serious
malaise to economic performancand is likely to reduce policymakers’ horizons, thus
leading to suboptimal shertrm macroeconomic policies. It may also lead to a more
frequent swich of policies, creating volatility andtherefore, negatively affecting

macroeconomic performance.

Empirical evidence suggests a strong link between FDI flow and the host ¢epotiical
stability. For instance, Schneider and Frey (1985) found pbétical instability had a
negativeeffect on FDI flows. Barro (1999) found that political instability negatively affects
economic growth and investmerdand argued that property rights are not enforced in
politically unstable environments. He establshieat measures of political instability, such
as coups, revolutions and assassinations, are inversely correlated with the gfré»@P
and investment share. He determined that political instability, through its adviexsteoaf
property rights, reducegrowth and investment in host economies.

Alesina & Perotti (1996) conclude that political instability had a negativectefbn
investment in a sample of 70 countries from 1960 to 1988thermore Woodward and
Rolfe's (1993) crosssectional analysis of [ flows to 36 countries for 1977 and 1982
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found a high correlation between political stability and economic growth in the host
economies.Younis et al. (2008found thatpolitical stability plays an important role in
determining economic growth in Asiatountries. They conclude that that there is keth
direct and indirect relationship between political stability and economic gravtloldical
stability influence economic growth not only indirectly by sources of capital accumulation
but also directlyon growthratherthan labour, human capital and economic freedom in Asia.

1.2.2.1 The relation between governance institutions and forgiget thvestment

Institutions are the formal and informal rules and values of a country thatirageoor
constran inward FDI by either increasing or decreasing the costs of doing business for the
investors. Ali, Fiessand McDonald (2008:6) state that the institutional framework of a
country “consists of all kinds of humanly devised constraints that shape the human
interactions, including economic exchange. Institutions can be formal (e.g. castituti
laws, etc.), or informal (e.g. conventions and customs)”. Dumludag, Saridogan and Kurt
(2009) identify the three aspects of the institutional framework of a codotryal rules,

informal rules and enforcement.

Formal rules are the written rutgsr examplethe different laws and legislations governing
society. Informal rules are the unwritten rules that regulate sociatHgg relatemainly to
moral, culture and traditional valsiecodesof conduct and behawvio, etc. The role of the
institutions is to regulate human interactions and establish norms and ruldsriticoease
the uncertainty associated with these interactions. Therefotiéutioss “provide societies
with predictable framework for interaction” (Ali, Fiess & McDonald 2008: 6).

The third aspect of the institutional framework is enforcemevttich evaluatesthe
efficiency of the rules governing society. Quality or good instins, including efficient
enforcementcould reduce the costs of doing business and may improve profitability from
the economic activity (Ali, Fiess & McDonald 2008). Related to the impact of institution
economic activities, institutions could affefdreign investors through transaction and
production costs. Transaction costs are the afstegotiating and enforcing an economic
exchange in order toonductbusiness in the host country. For instgmpa®r property rights

protection and unreliable enforcement of contracts could increase transaciibn a
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production costswhich may discourage foreign investofgdoreover, a weak business
environment and inefficient institutions may delay setting up bussessterms of

bureaucracy or even bribery.

Rodik and Subramanian (2002) argue that the quality of the governing and political
institutions is the factathatcould explain theross countrylifferences in attracting FDI. In
fact, the quality of institutions and the country investment climate areriamariteria for
MNEs to decide about the locsgtion for investment. Wernick, Haar and Singh (2009) also
supported the argumerf political stability and good governance institutions reqgc
economic and political uncertainties, impiy the country business environment by
enhancing bureaucratic performances and predictgbdityl encouragg efficiency as
governing institutions provide the necessary legal framework for economiahgivd

sociceconomic development.

According to the World Bank report (2008here is strong evidence that efficient ruling
institutions playanimportant role in attracting FDIThe quality of government institutisn
would affect the level of economic, political and social stability, sh&eedegree of
government intervention on and openness of the economy, effect the rent capture, reduc
bureaucracy and corruption, allow reliable and transparent regulatory frameasmegking

FDI policies and taxation system, effective property rights protection, camf@nt of
contracts, efficiency of justice and the lack of and the type of psatain process. “Sound
regulation corrects market failures that inhibit productive stvent and reconciles the
interests of firms with the interests of society. Strong tax systemseaded to finance
public services that are needed to invest in a strong investment climate andwglfaire
...Although taxation and regulation are necessary, burdensome regulation and high taxes a
inhibit growth, encourage informality and corruption, discourage investment and harm
productivity. Inefficient administrative procedures at the central andicipal levels cost

businesses time and money, redgg@roductivity and investment”(World Bank 2008: 119).

92



Chapter If Literature reviewSection 2FDI Determinants an@onstrairs

Therefore, plitical stability and efficient governing institutions would decrease theigadlit
risk for investors by providing predictability and transparency which could increase FDI

flow to the coutry.

FDI faces variability of basic macroeconomic variables (inflation, budgetitidéalance of
payments, etc.) across countries. Volatility of macroeconomic policy crieatieproblems
and opportunities for international firms, requiring them to manage the risk inherent i
volatile countries, but also presenting the opportunity of moving production to-tmser
facilities. A particular kind of macroeconomic instability is that of exchamagge volatility.

If exchangerate changes merely offset prioeovements so that real purchasing power
parity is maintained, the exchangate movements would have little real effects.
Nevertheless, there is empirical evidence to indicate that purchasing powerdpas not
hold for all time periods andhus, exchangeate changes can affect the competitiveness of
plants in different countries.

Therefore, | propose the following hypothesis:

H4: political stability is an important determinant to FDI inflow .

11.2.3 The overall country’s economic stability

According to Trevino et al(2002),the country’s overall economic stability could help
strengtha the fundamentals of the economy. There exists a vast literature that exdneine
possible effed of economic policies on FDI inflow. Drawing on these researdhkave
focused on selected factors that could either improve or constrain inward Fordikg to
UNCTC (1992) and UNCTAD (2010), factors like the quality of human capital,
macroeconomictability, financial health and infrastructure availability in the econoney a
expected to have a positive impaahile cost variales (labour cost, energy cost,...) are
predicted to be relatemkgativelyto FDI inflows.

Table 23 summarises the different economic variables and their estimated effect on FDI

inflow.
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Table 2.3different economic variables and their estimated effect on FDI inflow

Determinant Variable used in the literature Empirical Studies Impact
Current Market Log GDP Root and Ahmed
Size and Potential | Per Capita Income 1979,
Market Ske GDP Growth Rate Bhattacharya et al Positive
Per Capita Growth rate 1996, Chen and
Khan 1997
Cost of Labour Real Wage Rate Woodward and Negative
Rolfe 1993
Availability of Literacy Rates Schneider and
Skilled Labour Secondary Enrolment rate Frey 1985
Positive
Cost of Capital Local credit ratio Bende Nende, et
Log annual average al 2000 Positive
lending rates
Availability of Ratio of Commerce, transport and BendeNabende, Positive
Infrastructure communication to GDP et al 2000
Energyproduction (equivalent tong
of coal per 1000 population)
Real exchange rat¢ Real exchange rate Goldberg and Klein Negative
1998,
Trevino, et al 2002
Exchange Rate Percentage Change in Annual Froot and Stein Negative
Stability averageExchange Rate between | 1991
Local Currency and US $
Exchange Rate Volatility using
Monthly Data
Rate of Inflation Percentage Change in Consumer| Schneider and Negative
prices Frey 1985
Financial Health | Current Account Deficit Schneider and Negative
Ratioof External Debts to Exports| Frey 1985
Overall Economic | Credit Ratings Trevino, et al Negative
Stability that Budget Deficit/tGDP 2002
includes Political
Stability

Source adapted from different theetical and empirical frameworks
In this study | focus mainly on the influence of market size, cost factors, macroeconomic

stability, real exchange rates and excharage volatility, and national and international
FDI policies on either driving or restraining FDI flow.
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11.2.3.1 Marketsize

One of the most significant economic factors recognised by the literiattine market
related variables that could affect markeeking FDI. These variables are the current
market size and the potential market size. Bhattachagla(@©96), Chen and Khan (1997)
and Mbekeani (1997) used log and growth rate of GDP to capture the impact of this
variable on FDI and foundhat ithada positive impact on FDI inflow. The scholars argue
that a large market size could help achieve ¢ékenomy ofscale;a growing market
improves the prospects of market potential,ahéreby,could have a positive impact on
inward FDI.

11.2.3.2.Cost factors

In economicscost factors are defined as the factors that cause investment cost differentials
and may influenceconsiderablythe choice of an investment location for the rescurce

seeking and efficienegeeking FDI. These include labour, capital and infrastructure costs.

BendeNabende et a[2000) found that higher lending rates may have a positive impact on
FDI inflows. They suggest thahe higher the cost of capital in the host econpthg more
capital is brought in by MNEs firms. In contrast, it can be arguedthiegtost country’s
cost of capitabffectsdirectly domestic consumption. Conseqtly, the lower the interest
rates, the higher the domestic consumptishich could attract more FDI to the host
economy. In relation to infrastructure costs, Bendéabende et al(2000) examined
different variablesincluding land and property rents, fuel costs, index of infrastructure,
transport costs and share of transport and communication to Qi .found apositive
correlation betweethe higher availability of infrastructure and FDI inflowndsuggest that
high infrastructure availability would generatéow® infrastructure which could enhance the
countrys attraction to FDI.
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11.2.3.3 Macroeconomic stability

FDI inflow could be subjedb many macroeconomic variables in host economies (inflation,
budget deficit, Blance of payments, etcJThe \olatility of macroeconomic policy could

create both threats and opportunities for MNES, requiring them to manage the rigkinhe
in volatile countries, but could also generate some opportunities of shifting prodtection

lowercost facilities.

11.2.3.3.1 Real exchangates and exchangate volatility

There is mixed evidence on the possible impact of depreciation of real exchangdlrate in
host country on FDI inflow. Trevino et.dR002) explain thatoreign investors could either

gain or lose from a devalued exchange rate. MNEs may gain due to larger buying power in
host countries. Alsothey couldbenefit from the economy of scale so they can produce
more cheaply andherefore export more easilyThis could specifically attract resource
seeking and efficienegeeking FDI. However, MNEs may not enter if they believe that
depreciation may continue after they enter a host country (this would suggegbdusttoo

high to justify their investments). Trevino et @002) suggestthat, in generala devalued
exchange rate would encourage FDI inflowthe host economies, as this would possibly
reduce the cost of investment to the MNEs.

Conversely Froot and Stein (1991) studied the impact of exchaatge volatility and
suggest thait may affectnegativelyFDI inflows. They explained that high exchargge
volatility of the host countrg currency might discourage foreign investment as it could
increase uncertainty regarding the future economic and business prospects of the hos

economy.

11.2.3.3.2 Inflation rate

Schneider and Frey (1985) argue that inflation rate is a key deternahére country’s
economic stability. They suggest tlzehigh rate of inflation indicates either the inability or

capability of the government to balance its budget, tedailure of the central bank to
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apply the adequate monetary policy. They conclude that the increase of theinéiedioh
has a negative impact on attracting foreign investment.

11.2.4 Nationaland international FDI policies
11.2.4.1 National FDI policies

There is an increasl interest towards the study of the effect of host countpesicies to
attract FDI. However, empirically it is difficult to quantitatively examine the ichjpé FDI
specfic-policies,such asncentives offered and removal of restrictions on the operations of
foreign firms, since they are hard to isolate from other factors (Globerman apddSha
1999).

The Iterature recogmies two main categories of FDI incentives dofférby developing
countries. First are the fiscal incentiyesich are defined as the policies designed to reduce
the tax burden of a firm. They include tax concessions in the form refluction of the
standard corporate incortax rate tax holidays acelerated depreciation allowances on
capital taxes; exemption or concession from import duties and duty drawbacks ots expor
(Markusen, 1995). The second category of incentives is the financial incentivesyghey a
defined as the governménsupport of thdirm in the form of grants, subsidised loans and

loan guarantees, and government insurance at discounted rates (Markusen, 1995).

The role of incentives in attracting FDI has been questioned on theoretical as well as
empirical grounds. Kumar (2002), ahdree and Guisinger (1995) have empirically tested
the impact particular policies over time and suggest that FDI may flow inboirgtrg not

only because a particular country provides certain investment incertiivealso because
these incentivesvhen conparedwith thoseprovided by other competing host countries
seem to be more attractive. They adsaminedhe impact of both individual incentives and

the overall FDI policies and suggest thathen considered independentlgifferent
incentives offeredby a host country may hawesignificant influence on FDI. However,
when considered as a package or under a country general FDI policy these incentives ma
lose their significance.
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In contrast with the decline in trade barriers and increase in the importance of networks,
foreign investors find barriers to entry atebscompetitive environments less appealing.
Charkrabarti (2001) found that MNEse discouraged by trade restrictigreich as igh

tariffs or nontariff barriers on imported input@andare attracted to more open economies.

In reviewing crossountry regressions on the contributing factors of FDI, the scholar
suggest that,after market size, economic openness to trade has been the most reliable

indicator of the attractiveness of a location for FDI.

In additionto the trade barriers, there are other government policies that might Mffde
decisiongrelating toinvestment. These policies are related to admission and establishmen

ownership and control, and other operational measures.

Admission and establishment restrictions include the government decisiorséoceldain
industries to FDI or imposing high entry requirements or requiring authorisation and
registration of invetsnent and minimum capital. Ownership and control could take form of
animposing joint venture as a sole mode of entryldwying a fixed percentage of foreign
owned assets (the case of Algeria, Saudi Arabia, Brazil, Mg»xac mandatory transfer of
ownerdip to local private firms after a certaperiod of operation. Restriction on foreign
labour MNEs couldcurbthe amount of expatriate wagks,or even the number of foreign

senior managers in the company.

Empirical studies corroborate the argument tlehaval of restrictions has a significant
positive impact on FDI inflows into developing countries. Djankov, Hart and Nenova
(2002) studyhighlightsthat stricter regulation of entry is associated with more corruption
and a larger informal economy gntheefore restrictions on entry could have a negative

impact on attracting FDI.
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11.2.4.2 International FDI policies

The international FDI policies takbke form of bilateral, multilateral or regional agreements
such asthe world trade organisation (WTO), EU, NAFTA, ASEAN, MERSUR the
Arab free trade zonetc. The role of the agreements is to reduce, and ultimately remove,
tariff and nontariff barriers to the free flow of goods, services and factors of production

between countries.

UNCTAD (1999) suggest that international agreements contain provisions for the
settlement of disputes betwebaththe treaty partners and between investors and the host
state. They also cover a number of other areas, specifically in relatmmthscrimination

in the treatment, and in some cases the entry of fomgtrolled enterprises and other
related fieldsA major aspect of international trade agreements is a considerable uniformity
in the broad principles underlying the agreements coupled with other variatigdhg in
specific formulations employed. International agreements recognise tlo¢ @fffeational

law on FDI and accept the right of governments to regulate the FDI entry. By providing
protection to both host countries and MNEs, international agreements could improve the

investment environment to make it more conducive tdréeflow of FDI.

Empirical studies conducted by Binh and Haughton (2002) suggest althbugh
international agreements based on-d@triminatory treatment of FDI play an important
role in attracting FDI inflows into developing countriehe impacts of international
agreemerd are stronger and more significant between developed countries than between

developed and developing countries.
This discussion drives us to the following hypothesis:

H5: the country’s economicstability and a soundbusiness environment are important

determinantsto FDI inflow .
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11.2.5 Cultural determinants

Recently a plethora of studies has investigated the reasons why certain countries are more
attractive to foreign investard'heyrecognise that not only the economic, political, legal
and culturalenvironments of the host country are importanit also cultural variables

could be a significant factor in the location choice of foreign investors.

According to Dunnings (1977, 1980) eclectic paradigm, MNvest where they perceive
the most advantages in terms of ownership, location, and intatiati. Moreovergultural

determinants could be linked strongly to the location advantages.

The cultural difference between two countries is often analysed as a source of thcrease
transactioncosts ertrepreneurs prefer to invest in countries with cultures similarities to
their homenations Scholars suggest théty doing so, firms could reduce uncertainties and
transaction cost(Davidson, 1980Anderson and Gatignorl98; Benito and Gripsrud,
1992;Buckley and Cassori998; Tihanyi et al., 2005; Kogut and Sing®988;Bevan et al.,

2004; Mudambi and Navarra, 200Bmpirically, the notion of cultural distance has been
found to have a positive, negative or no effect on FDI location (Tihanyi et al., 2005). For
instance Grosse and Trevino (1996) wka gravity model to explain the determinants of
FDI in the United States between 1980 and 1992. They found that the MNESs originating in
a countrythat isdifferent culturallyfrom the US are less likely toebinvolved in foreign
investment.However, Rauch (2001) analyses social networking between counties
suggestghat the presence of the social networks between two countries can reduce the
barriers of capital exchange between them and encourage xcudmge.

Berlo (1960) recognised five cultural variables affecting FDI inflow: mamication skills,
(language), knowledge, cultyrattitude and social system He suggests that these factors
could enhance informatieflow not only between individualgout also in terms of FDI
location choicgbecause good communication may help reduce uncertainties and transaction
cost. Daniels et al(2007), Luo and Shenkar (2006nd Tushman, (1978) confirm this

argument and suggest tr@mmunication is more effient when a shared language exists
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or when the actors have a strong similar backgrouadguage is key ingredietitat can
shape information exchange, competitive activities and global coordination.

Hofstede (1980), whoonducted a large scale researatdgtin IBM subsidiaries across the
world, argued that culture is collective programming thets a great impact on
organisational behaviouHe (1980, 1994)identified four dimensions of culture (power

distance, uncertainty avoidance, individualism/ céiésm and masculinity/ femininidy

The Hofstede Model of Cultural Dimensions can be of great use when it comesysrnal

a country’s cultureHowever, the criticism of this model are quite abundant, the nr&s o
are:

First, the aveages of a country do not reflect on all individuals of that country. Even though
this model has proven to be quite ofsaturatevhen applied to the general populatioot

all individuals or even regions with subcultures fit into piagtern Also, the sholaruses an
educated and skilful pandBM employees. Therefore, their attitude and behaviour could

differ from the ones far below the hierarchy or the soqiBtgSweeney, 2002).

Second, the data accuracy is another issuBhe scholar collected data through
questionnaires, which have their own limitatioAdditionally, in some cultures the context
of the question asked is as important as its content. Especially in-gmeuaped cultures,
individuals might tend to answer questions as if they wereeaddd to the group he/she
belongs to. While on the other hand in the United States, which is an individualistire,
the answers will most likely be answered and perceived through the eyes of thduaddi

Finally, is this framework up to date? With the world increasingly globalismg much

does the culture of a country change over tiember by internal or external fact@rs

So, Hofstede model could be used as a guide to understamdgsgcultural differencesot
as law set in stondn the present research will focus on hierarchial distance, social
collectivism anduncertainty avoidancas the main determinants constraintsof FDI

inflow.
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According to Hofstede (1991, 1994), hierarchical distance or power distance explain the
perception of the degree of inequality of power between the governor and the governed.
Shane (1992, 1994) argues that power distance reflects the degree thiatrdsracterises

an organisation. He suggests that strong hierarchic distance is associated with weal
interpersonal trust. Empiricallythe effect of interpersonal trust on FDI was examined by
several researchefor instance Rousseau and .a(1998).Bottazziand Hellmann (2008)
acknowledge that the trust among nations has a significant impact on the liketihood
whether entrepreneurs are willing to take risks in investing in anothetry. Specifically,
individual partners’ experience and education could affect FDI inflow. Gueggmeza and
Zingales’(2009) workis based on a sample of European countuas confirmghat a weak

level of trust between two nations could lower level of exchange of goods and capitals.

Siegel and Schwartz (2009) argue that high power distance could lead to strong
informational asymmetrywhich maximizes the costs of transaction. They discourage lateral
investments, particularly the operations of merger and acquisitions (Siedjdlaason

2008). Liu et dk., (2007) empiricaktudyof China during the period 198394 confirns

this argument.

Moreover, Sagiv and Schwartz (2007) argue that a large power distance iaifigetstly
the FDI in terms of managerial behavipas managers can take advantage of their power

order to make concessions during negotiations with their partners.

In regards to the potential impactf ¢lofstedés (1980) dimension of alectivism
/individualism on FDI inflow according to Triandis (1988), the determination of
individualism and collectivism cultures are based on four general assumpticsts.irFir
collectivist cultures, an individual is interdependent on others whiléendividualistic
nations, an individual is independent of groups (Markus and Kitayama, 1991). Second, in
collectivig cultures, there is strong emphasis on achieving group goals rather than
individual goalsbut in individualistic cultures, personal achievement is more significant
than group goals (Schwartz, 1992, 1994; Wagner and Moch, 1986). Third, in collectivist

cultures, social behaviour is based on duties and obligatmsdepends on sociocultural
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factors traditions, religions etddowever, in individualistic nations, people®alue their
personavalues, contracts, and perceived rights (Bontempo and Rivero, W8, 1994).
Fourth, collectivist nations encourage relationships and social interaetien if they do

not reap any benefits In individualistic societies, people seek more rationality in
networking,which means considering the costs and benefits of relationships (Kim et al.,
1994).

Furthermore,Doney et al. (1998) and Hewett and Bearden (2001) state ithahore
collectivist nations, trust plays a significant role in motivating suppotishaviows. While
Knack and Keefer (1997) noticed that countries with ethnically homogeneous populations
are charactesed by a higher incomeavhich could encourage FDIwardscollectivist host

countries, rather than individualist nations.

On the other hand, Bdelj's (2002) research found that the social relations aret&&pl

inflow and suggested incremeérg the social and behavioural theories. Furthermore, in a
culture of fairness that valaeollectivism, the policy of social redistribution favours the
wed, the unemployed and the elderly. Such a policy allows better social protection for
workers and improves the standard of living of society. In the economic aspects,
egalitarianism could limit the scale of corruption, a better transparency ifindoecial
market and with more efficient afregulation of monopoly and execution (Siegel, Licht,
and Schwartz 2009).

Analysing the possible impact of Hofstede’s uncertainty avoidance dimension priskDI
perception determines risk preference. In facnductingbusiness abroad always erdail
uncertainty and risk, whichmight rise when the potential partners are from different

cultures.

Therefore, individuals from high uncertainty avoidance cultures may avoid business
negotiations and contracts with foreigaerConversely people from low uncertainty
avoidancedue to the positive attitude towardnknown, uncertain and risky situations
could be more willing to interact with foreign potential partners (Bhardwal.e 2007,
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Weber and Milliman, 1997). Empiat evidence confirmethe differences among cultures
in the perception of the riskesulting in threatso an uncertain future (Kleinhesselink and
Rosa 1994; Solvic et al., 1991). For instance, Bontempo et al. (1998) fouthkiGainese

aremore willing to take risks than Americans and other Westerners.

Along with the findings on the traditional determinants (political, economic and),legal
cultural variables are a significant determinant for attractidgy Fh particular, high levels

of individualism,hierarchical distance and uncertainty avoidance represent an unfavourable
environment for foreign investors. Therefore, developing economies should improve their

social relationships to foster the FDI.

In light of this analysisl propose the following hypothesis

H6: cultural distance between countries could either encourage or restraints FDI.

11.2.6 Conclusion

The last two decades hawdtnessed an extensive growth in FDI flows to developing
countries. This has been accompanied by an increase in competition amongstltpEndeve
countries to attract FDI, resulting in higher investment incentives offered bydse
governments to foreiginvestors.

Along with the traditional findings on the traditional determinants of the FpDlitical,
economicJegaland cultural variables) this study take into consideratiompttential effect

of rent captures an important determinant in either attracting or restricting FDI fleemt R
capture could have a positive effect as it could increase competition, as well ran $ffier t

of: technology, know-how anghanagerial skills

While the rent capture (via lobbying and pressure group ) could be seen as potential
negative FDI spillovers aBINEs often use theirboth rent and economimfluence to
pressure government policies in directions unfavouralie development. The local
government (especially in developing countries) often grants economicpalitctal
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concessions in the form of excessipeotection, lower tax, subsidised inputs, cheap
provision of factory sites. As a result, the private profits of MNE&y exceed saal
benefits and could generates rent waist in forms of encouraging bribery, bureaucracy anc
illicit practises as well as the potential negative impact onurat resources: natural
resources depletion as well as the deterioration of environment ( pollution angaist ion

fauna and flora).

11.3 Chapter conclusion

FDI has beame an important source of private external finance for developing countries as
it represents investment in production facilifigs significance for developing countries

much greater. Not only can FDI add to investible resources and capital formaadso
enableghe transfer of production technology, skills, innovative capacity, organisational and
managerial practices between locations, as well as accessing international marketing

networks.

In this chapterl beganthe first section by examimg the motivation for BI: resource
seeking motivations (targeting natural resources, energy and agricultural goaokegt
seeking motivations (aiming to get access to new markets); asset seeking nmstivatioe
case of acquisitions targeting in tfest place technology and knowledge, brands and skills
incorporated in a foreign comparnyhave alsexaminedhe major literature explaininte
economic BI effects the different modeof entry in emerging markets and tpetential
effects on emergmeconomies: Technology, knowledge, capital, productivity spillovers and
competitiveness In the second sectipnl analysed theman FDI determinantsand
constraintsrent capture, political risk and institutional stabil&gzonomid=DI determinants

and the cultural distance between the home and host country.

In the next chapterl will explain my research methodologglarifying my research

guestions, research design, ethics, research limitations and future scopstofiyn
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Derived from an extensiviterature review | developed my research model stagtwith

the classical posan that government policy is a key determinant of the extent and nature of
FDI impact, principally through incentives, specific regulations, benefits and segysodi
geneal policies such as liberalisation, but also through secoudd effectson the
competitive structure of the market.

Generally, specific government interventions can enhance specific spillovesgivg
externalities) from FDI, while liberalisation amtreased competitiveness can be expected
to enhance spillovers. The FDI effects are also influectassticallyby the mode of entry

and management style, which is associated with country risk analysis.

The model differs from classical accounts of kRDterms ofthe attention ippaysto rents

and rent capture, which | argurongly, mediats the effects of FDI, particularly in
developing economies where markets tend to be inefficient, and in sectors such as
telecommunications arising from the naturanopolies present. Not only does rent seeking
and rent capture influence the extent and types of effects and constraints faom FDI, it

also adds a secondary dynamic, providing incentives for FDI to be channelled towards

influencing government polies and the market structure.

Rent capture via lobbying (pressure groups) could have a strong influence on governmen
intervention n the market (by the incentive given or specific benefits and regulations).
Furthermore, the rent captured could genepateential negative or positive spillovers of
technology, knowhow, managerial skillsefficiency and effectivenessand generate
negative spilloverssuch as resource waste and depletion. Liberalisation also has an indirect
effect on the competitive reactpattern by impaatg on the competitive structure (changes
occurred on the competitive rivalry and the market structure), wihchthe one hand
makes FDI easier but also increases rivalry and reduces the availabitiionopoly rents

As a consequencehe increased competitive rivalry would reduce the opportunities for
rents as it is a move away from a monopolistic or oligopolistic situatioditiddally, the
existence of rents is likely to encourage new entrants #ng, increase competitive
rivalries in the marketwhich could have strong repercussan the FDI performance in

the telecomunicationsector.
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Chapter ll: ResearchMethodoloqgy

Introduction

Methodology is frequently perceived #se placewhere epistemology, method and
theory congregatef-or instance, methodology enlightens how and why we deoide
investigate in a specific area aodr choice of methodology isonveyed into method.
The selection of methodology also helps to shthperesearch processidenhance the

knowledge expansion.

The main objective of th chapér is to present the way in whicthe research was
conducted, andow it was undertaken and evaluatéd.is also considered agshe
framework of mystudy as it givea general vision of the work. This é@mparablevith
the buildingof a house, if the frame iaconsistent odefective;the house may not stand

for long.

The objective of myesearch igo analysethe potential contributions of foreign direct
investment [EDI) to the performance of the telecommunication @eof the Algerian
economy critically examine and analyse theotivations,constraintsand effectsof FDI
in the Algerian economy, with reference to the telecmmicationsectorusing both

literature and experimental approaches

In order toanswe my research questiph usetwo different reasoning approaes the

first is deductionwhich is a form ofassumptiorthat supposed tde conclusive, as the
conclusion must necessarily follow from the reasons given. This form of arguailsnt ¢

for a stronger link between reasons and conclusions than is found irtiemddte
second approacks the induction argumentvhich is completely different from the
deductiontype ast does not have the same strength of relationship between reasons and
conclusion. To induce something is to draw a conclusion from one or more particular
facts or valid premises. As in the inductidhereasoning approach is the conclusion that
explains the facts and the facts support the conclusion.
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I1l.1 Research desigand instrument

In the present research use descriptive researchDescriptive research does not fit
neatly into the definition of either quantitative or qualitative research methgids| but
instead it can utilis elements of both, often within the same stdhe tem “descriptive
research refers to the tge of research question, designd data analysis that will be
applied to a given topic. Descriptive statistics tell wihas, while inferential statistics
try to determine causes and effects. Descriptive studiesd to find out "what is"so
observational and survey methods are used frequientigllect descriptive data (Borg &
Gall, 1989).

The main purpose of descriptive reseaisto describe, explain and validate findings.
Description emerges following creative exploration, and serves to eegtma findings

in order to fit them with explanations, and then test or validate those explanations
(Krathwohl, 1993).

Many researchesnid toexaminespecific phenomena by analysing their form, structure,

activity, changes over time and theelation to other phenomena.

Descriptive research involves collecting data that describe patterns emartarse,
tabulate, depict and analysesttlata collection (GlassndHopkins, 1984). It often uses
visual aidssuch as graphs and charts to help the reader understand the data distribution
When indepth, narrative descriptions of multiple cases are involved, the research uses
description as @ool to orgarse data into patterns that emerge during analysis. Those

patterns help to understand the study and its implications.

In my research, | usa mix between primary angecondary data, analysiiad) typesof
documentssuch asexternal sourcegublished governmerstatistics World Bankand
IMF repors; published ase studies and literatureviews published text books
theoretical workacademic journa)geriodicalsand archivesandsecondary analyses by
any academic or experts argports media: documentaries for example, asoarce of
information (newspapetsonline newspapers)nternal sources: firm reports (investor
reports, financial reports), memos, different sus/eyd studiesconductedby the
organisationsas well as collecting pmary datafrom the in-depth interviewsbefore
carrying out my own fieldwork collecting data and comparing théth the secondary

data already gathered.
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The advantage of the secondary data is the fact that it represents excellemuyatkgr
information Also, data from secondary sources help to decide whatsrteeble done
and can be a rich source of hypa® as well as a good basis for a primary data.
Secondary data avoithnecessargosts,asthe collection of secondary data is faster than
primary sairces but the disadvantage is that iarcbe sometimes misleading or
irrelevant to the studyMoreover in terns of specificity, it providesa generabverview,

but not indepth analysisFurthermore, some internal sourcesich as organisational

surveys, were not valid as the analysis might be biased.

Another common problem with secondary sources is dftn, they do not contaime
information required, or the information is available but not stored in one sdénrogy
research | found that manymultinationals provide information about their activities
within different countries but without providinga clea picture about the business
environment in theountry. Inthe case of Orascom Telecom Holding (OTH), accgrdin
the company reportghe Pakistan éleconmunicationmarket isthe highest in tersiof
penetration ratebutit does notyield any information about the structure of the market,

competitionwithin the markebr even the external environment.

To overcome this problem | have opted three major actions: the first onetesmerge
multiple secondary data sourcdke second is to adjushe research problem to the
available dataand thethird is to identify which research problem could be investigated

usingthe available data.

Another qualitativemethodusedin my resarchis the case study. The case study stands
out from the need to understand and explain multifaceted phenomena. & sdloolars

to retain a more holistic perspective than can be easily achieved through other
approachesCase studies were used to “follow up and to put flesh on the bones” (Bell,
1999, p.11) of the initial survey and study“participants’ perceptions and judgemeénts
(Simons, 1996, p.229).

Yin (1994) arguethat the casstudy approach could be usedetglain complex causal
links in reallife interventionsdescribe the redife context in which the intervention has
occurred describe the intervention itseind explorethose situations in which the

intervention being evaluated has no clear set of outcomes.
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Additionally, case studiegprovide a meaningful way of exploring different facets of
research variablesn the presentesearchl am using multiplecase studies in which |
examinefive casesn orderto understand the similarities and differences betweem th

by applying my research model ahgpothesisYin (200347) describes how multiple

case studies can be used to either, “(a) predicts simildtg€a literal replication) or (b)
predicts contrasting results but for predictable reasons (a thebreftiaation)”. This

type of a design has its advantages and disadvantages. Overall, the evidence create

from this type of study is considered robaad reliable.

However the case study approach has some limitatidms most importanbeing the
massive data for easy analysi¥ie case study data could ltiene-consuming to collect,
and even more timeonsuming to analyse. It could be also very expensive if conducted

on a large scale.

When case studies are often effective in revealing some of the complexities of the
pattern studies, there is often a problef representation.t lis often problematic to
present accessible and realistic pictures of that complexity in wrAmmgther weakness

of this approach is thaih a large scale study with multiple variables, this approach fail

to answer a large numbef relevant and appropriate research questiBesides, some
aspects of case study work can be fairly easily presented in numerical form, dhut mu
cannot.Although case study research has had its critics in the past, it is “now widely

accepted as a forof research” (Simons, 1996, p.225) and fits my research objectives.

Regarding myiieldwork, I am usingdifferent types of interviewtechniquestaceto-face
interview, mail questionnaire artélephone interviewingFace to face interview: that

my prime mehod for gathering data as it allows a freedom of speech and could generate
an important flow of information, also, you have the opportunity to explain more in
depth your study and the role of the interviewee in your research as well as explaining
ambiguos questions and even debating about the topic which generates more
information. However, personal interviewing could be timmnsumingand cost
intensive adding to thdace to face interview may also introduce bias, from either the
interviewer or the intervieweénother drawback is that respondents might feel uneasy

about the anonymity of their responses when thigyract face to face.
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Mail questionnaire:is the best way toeach busy people or people who would noegiv
personal interviews or whosesponses might be biased or distorted by the interviewers
The inconveniene with mail interview is the insufficient quantity data gathered; also

misunderstanding of questioosuld mislead the interviewee.

Telephone interviewing: It represents the best methods for gathering infommat
quickly, the interviewer is also able tlarify any misunderstanding and the good aspect
of this method is that the response rate is highar the mail questionnaire but the main

drawback is that the interviewer has to be short, straightforward and not toogders

Forthe sampling methqd usea quota method in which tlsampling population for this
study conprised people vith knowledge ofthe topic as well being available for the
interview. My selection criteria alsmvolve amixture of high, middle and low managers
split equablyinto two main groups L(ocals Vs Expatriates) making a total of 90
intervieweeg20 in each firm except Worktel 100\so, using my family’s and friends
network (as they workn the telecormunication sectoj helped megain access to

companies andllow me to effectively organise my interview schedule.

Piloting intervieweesis an important step as it allows avoiding angonsstencies
resulting from misunderstanding questions. Based on comments and soggesti
provided by interviewees (duringjloting the interviews)some adjustmestvere made
in which some questions were rephrased for better understardlisg, the pilot
interviews made me aware of potential technical problems that could éacunstance,

difficulties in organising my interviewchedule.

Regardingthe interview procedure, a schedule was drawn up andigy@ants were
interviewed at their convenient time. The majority of interviews tookepk either the
interviewee’s officeor somewhere els®&eforehand] sent asummary of my research
aims and objectivésaswell as a consent foriA Frenchversion of the questionnaire
was made available to interviewees who are not confident about their Englishdim
the interviews were conducted in English)also askdthe participargif they required
further clarification when necessadm interview guide was created for the purposes of
this researchijt also helped me to stayithin the scope of my questionsiodel when

gathering information The interviews progressed from simple or geneiato more
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direct descriptive and complex questions. This strategy enathlednterviewees to
becomecomfortable before taking the opportunity to be critical, to provide details on
their own experiences and opinions within scope of the questions. At the end of the
interviews, | summarigskthe answergor the participants tersure that the information
collected refleted the overall cotent of the interview before theyerethanked and the
interview brought to a close. Also, all the data collected were transcrilztbdogies

were delivered to the interviews®or approval before starting the analysi®ie length

of the intervievs varied from 30-45 minuteswith an average of 40 minutes (depending

on the availability of the interviewe®)

After gathering the data, the next stepoignaly® the datal am using fivemajor stages
for the data analysisThe first stageds to becomefamiliar with the data collectedn
many ways datacollection mears having good quality dataSometimes we ted to
collect insignificant datatherefore,the beststrategy to adopt it go through thelata
several times and select those thig more significant and appropriatetbe research,

according to the variables of my research model.

The ®cond step is the emphasis myanalysis In this stepl look back at myresearch
guestions and hypothesto find outwhat | need to answein my research The bes
approach would be tarite down questionsaind hypothess. This is very helpful, as it
providesa general framew&ron how to start analysintpe data. Moreoveiin light of
the progression on my researdtcan either modify some questioms,reject or adjust
the hypothesis in my findings.

Zparticipation information sheet (appendix 01).

3interview consent form (appendix 02).

4 questionnaire in English and French (appendix03 and 04).
5 answer sheet (appendix 05).

8 summary of the main interview process is represented by the Gantfapendix 06)
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The next step is tolassifytheinformation Some research opto categorise information
by coding or indexing data in numerical form, in which selected variaesabelled
with specific codes or values (quantitative data). Whilequalitative datgthe case of
my research), brganise information by themes or mqdel which we regroup ides
notions, participarstbehaviour, interactiormndword or phrases used. Thdrput them

into more logical categories or subcategories.

The fourth step igo identify models witin and between categorie$his approach
allows the classification of data by quesis, case, theme, time peri@hd starto find

the link between thee categoriesAlso, stressinghe variation that may occur could be
very important to the research fitings. There are several ways to spot patterns and to
link them either within or between categoriéi®e first is to summarise the information
specific to one topic, or find the differences and similarities in @pants response

within a group.

In order to do thisl needto answerthe following questions. Wat are the main ideas
uttered in one class? What are the similarities and differences in participarmdrsthsw
The second way is to look at the data gathered and see which categorg appear
often, how many times a specific theme is mentioned by the sample interviwed
method is not suitable for statistical analybist it could expose common patterns in the

data gathered.

The final technique is to look at the patterns ampd the pssibility that two pattera
occurredconstantly togethemlnalysing the relationship betwepatterns to explain the

constant connection.

The last step of the analysis is the interpretation of. ddtthe beginningl setup a list

of key elements or significant findings resulting from regroupingamahging data. At

this sage,| need toreflect onwhat | have learned in mgesearb by answering the
following questionsWhat are the major lessons learned during thestiyation? What

are main outcomes? What we could improve in our research analysis? Are the
hypothese formulated at the bewming of the research suitable? Are there any new
variables to take into considgion?How could Iinclude graphs and charts to iroge

the communication of findings?
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Another points to list all thefindings without combining them or investigating their real
values Draw an outline for presenting results to the audience, pilot the project, test the
hypothesis and get the feedbackngmated from the audiencéccording to the
comments received, | can reshape magearch modelf | find that some aresaare still

not covered properly orneleat | could suggest further investigatiort® emphasise
these points.

In contrastto develop my research capacitéasl test my fidings | hawe presented my
research results different research meetings at the university. As aglparticipating

in conferences inside andutside the uersity, | have also participatedn an
intemational conference about the potential of investment in Algeria during Segtem
2010 (in Algiers) | also got in touch with University of Algiers to lplish some papers

related taFDlI in the country.

This study is structured sequentially frardeepliterature review identifyingheories

and leading to a research model. To corroborate my assumptions, | am analysing anc
applying my research modelvariables to the main players in the Algerian
telecommunication sector Therefore,| have conducted five casstudies: Djezzy,
Algerie Telecom (AT), Nedjma and the two SMEs (Ericsson Algeria and Warktel)
Regarding to the choice of case studies | have chosen the three main mobile operators i
the country and the choice of SME’s is mainly due to the availabilityfofmation and

their expertise about the local market.

After carrying out the case studiesyill compae the resul obtained in different firms
| will draw up a table tadentify the main differences between different players in the
Algerian telecormunicationsector | will also raise anyliscrepancie®bserved during
theinterviewees try to link my hypothesis to my findings and will finish by outlining a
general conclusion about the impact of FDI on tbector, andmake some

recomnendations on how to improvethe elecom sector in the coumt

Finally, 1 link my research model to my findings, recognising major similaraies
differences, analysing each component-daepth and make partial conclusisnand
recommendatios on each faar. Ultimately, | will reach a general conclusion and

recommendation, wherewill highlight my findings, comparing my resultgith my
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assumptions (my research modelyill examineFDI in the telecommunicationsector
in Algeria and then generalise it to other sectors, suggestingthcould improve the

country’s economic conditions and benefit more from foreign investment.

I1l. 2 Researclethics

The consideration of ethics imy researchis very important, as research should exhibit
ethical behaviour. Ethics should guide researcher to address the qudskiow @o
conduct research in a moral and respdesitlay. Thus, ethics not only address the
guestion of how tasethe methodology in a proper way, but also address the question of
how the available methodology might be used in a right v@onductingresearch,
either quantative or qualitative oftemequires theresearcher to compromism what
methodology theories recommend and whaeasible fom the practical point of view
(Burges, 1989).

Likewise, there is no single approach évhics;there are two dominarghilosophcal
standpointsdeontology and teleology. In the deontological view, the endernestify

the use of the mearthat are questionable on ethical grounds. For instance, even we
inform participants about the purpose and procedures of a stisllikély to afect thar
behaviour in such a way that the information obtained is barely usable to answer the
research qué®n. Any deception of the respondents would imethis @ase unethical
(Burges, 1989).

In my researchl will considerfirst how to protect the participant’s right&/hether the
data is gathereth an experiment, interview, observation or survey, tlpaoadent has
many rightsto be safeguardedn generall amtaking preventive measures in order to
protect the interviewee from any harphysical, mental, embarrassment, pe@blems
generating any conflict within the organisation or a loss of privaihg main actios |
am taking are to explain thebenefit of the study, the participant’s riglt andtheir

protection.In order todo so, Iwill take 11step$:

"my research was approved by the research degree committee at thesiyndfeBreenwich in March 2009.
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The first step is to clearly explathe research aim andobjectives. Theoverarching
objective of the present research is to make a fresh enquiry into théabtatrs ofFDI
to the performance of thelecommunication sector of the Algerian economy, from both

theoretical and empirical perspectve

The second step is to identify the main research queskdn; in the Algerian
telecommunication sectorhis will involve an analysis of motivations, linations and

effects.

The third step is the data collection procedurgse structured questionnasrén which |
will draw a table with foucolumns with different research variables in the first column
and a question related to each variables in the second column. The thifduehd

columns are dedicated to the possible answer

The fourth step is related to the choice of the sampling methadl; ¢hoosea quota
sample in whicH interview a prescribed number of peopl20j( except Worktel 1})
from different scale of the hierarchy (from worker to michanagement, senior

managers and executives)

The fifth step isto get in touch with the participants; mainly using emgslephone

networking, family and friends.

The sixth stage isoncerned withnforming the participantsl sentemaik with a brief
summary of my research outlining my research aim and object\mxe(dix1) as well

as the questionnaires (AppendixaBd4). | also guarantee the confideity of the
interviews as | amnot presentinghe participarg names and answefsnor outlining the
benefitsof my researcho the person (or firm)asthe resuk could e used by their
research and eVvelopment department for multiple purposes (company furthe
investments, ameliorating theivork conditiors and solving any issues or conflict at

work by understanding the local culture, business environment).

8please refer to appendix 02 interview consent form.
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Similarly, | haveclarified my researchaims and objectives, as my studypnceris the
foreign direct investmenimpact on the Algerian economy atite eleconmunication
sectorin particular.Therefore there is no involvement iafirm’s internal politics and
under theData Protection Act; no data will be published withouhé consentof the

participants.

The seventh phase is obtaining permission to carry out the $todgtacted companies
to obtain permissionl also sentletters with a summary of my research to target
companies. | alsanade contact wititheir public relations department to make

appointment with executives to explain the purpose andings of my research.

The nextstep isto brief the participants about the topic pritwthe interview | have sent
emaik to participants wita summary of my research airmasd objectives, as well as a
copy of the questionnaire to see if they could answer my questions.bafsce tarting

the interviews, | orally explain to the participant my research model as well as my

research aims and objectives.

The ninth stage iso shae the research results with the participaritgprovide the
participantsas well as theicompanieswith informationabout myresearch findingas

reward for their collaboration.

The tenth step itb assess the potential harms which may arise as a resh#work. |
tailored my questions accordingtteeresearch aims and objectives and enadre not to
harm any person involved in my projebtoreover,the results of my investigation will
be given to the companies if they request it, and there is no direct involvemant in

company’s internal politics orrsttegies.

Furthermore we agreedhat | will show all notestakenduring the interview to the
participant and take them through all the answers one by one to avoid any
misunderstandingr incomprehension. Also,dearly explainfrom the beginning that no
names will be shown in my researdio avoid any harm to the persdfurthermoremy
researchdoes not harmthe university as it does not relate gy sensitive subject

(politics, illnesseto).
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Moreover,| have adjusted my questionnaire to avoid any damage or conflict with any
one (myelf as researemn participants, comparse the Algerian government and the

University of Greenwicl.

The final stepfocuses orthe eventual constraintssing during my interviewssuch as
the languagdarrier. As | am fluent in Bglish, French and Araty | will translatemy
guestionnaire and a summasf my project n Frenchto allow the participants hetter

understandingf my research

Chapter Conclusion

A research methodology coulte thought of as providing the overall direction of the
researchillustrating the process by which the research would ¢@enducted. When
deciding on methodologyesearctshauld take into consideration the nature of the study
(theoretical or empirical Besides the empiricdélheoretical divide, there are many other
ways of describing research approaches and methods. But within each of these, the
detaled research strategy will determine the approaett@sh would be used to collect

and analyse data.

In this chapterl presenta detailed description of nmgsearch design pcusingon the
theoretical purpose and justification dfet methodology chosen. | hapeesented and
analysed mycasestudies’ ethical ©nsiderations, informal and formal data gaitg

techniques and provided an explanation of the data analysis strategy used.
In the next chapterd presentmy empirical work, startingvith questionnaire analysis,

discussing the data obtained ainterpretng the findings in relation tothe researb

mode| research questions and hypothesis and literature review

118



Chapter IV: The empirical FraeworkSection 1 Case studies analysis

Section 1Case studies analysis

IV.1.1 Case study: Djezzy Telecom

IV.1.1.1 Presentabn of Orascom Telecom holding

The leading market player is the Djezzy, a branch of the Egyptian giant Orastecorn
Holding S.A.E. (Orascom Telecom or OTHyhich is one of the most important
internaional telecommunication compias operating in more than ten emerging markets in
the Middle East, Africa and South Adiaadquartered in Cairo, Egyjiistablished in 1998
and employs about 17,213 employees. OTH started off with 200,000 subscribgts by
December 200 the holding accountedmore than78 million subscribersand a total
population uder license of approximately17 million with an average mobile telephony
penetration of approximately %8 (according to OTH website figureSprascom Telecom
operates GSM networks in Algeria (Djezzy), Pakistan (Mobilink), Egypt (MdRiNunisia
(Tunisiana), Irag (Iragnapnd Bangidesh (Banglalink). OTH has an indirect equity
ownership in Globalive Wirelessvhich has beemranteda license in Canada. Orascom
Telecom Holding has been awarded the management contract of one of the two Lebanes
mobile telecommunication operators (Alffrom the government of the Republic of

Lebanon through its branchelecel Globe (Orascon201)).

According to the company mission statement, GT¥sion is to always look for new
opportunities to expal its activities not regionallyout around the globe become one of the
world’s leading telecomunicationoperators; therefore the company mission statement is to
satisfy all communication needs in different mark&tsApril 2011, Wind Telecom, OTH's
parents company and VimpelCom Ltd. Announced the venture between the two groups,

thereby creating the world’s sixth largest telecommunications company.
Table 4.1 presestOrascom holding at glance, Figure 4.1 highlight the financial health of

the group whiledble 4.2 summarisdte key coonepts of Orascom strategy atable 4.3

highlights the company key indicators.
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Table 4.10rascomTelecom Holdinaat Glance

Future Population covered approximately 517 million with an
market average penetration d77% (31 December 2010)
growth
opportunity
Leading Leaders all over the world (number one in Algeria, Egypt,
position in | Iraq, Pakistan, Tunisia) and strengthening position in
global Bangladesh (number 2).
markets
High Overwhelmingly organic growth in revenue, EBITDA and
Historical | total subscribers.
Organic
Growth
Industry EBITDA margin of 41.4% and net income of US$ 345mm for
leading Q3 2010
profitability
Investing in | In December of 2005, OTH had succeeded to takoverl
Leadership | market share of leading global provider of telecommunication
services (Hutchison Telecommunications Internatig
Limited) that operates in nine emerging markets April
2011, VimpelCom Ltd. closedhe transaction with Wing
Telecom S.p.A. to combine the two groups. As a result of the
Transaction, VimpelCom owns, through Wind Telecq
51.7% of Orascom Telecom Holding S.A.E. (“Orasc
Telecom”) and 100% of WIND Telecomunicazioni S.p
(“Wind Italy™.
Management| Prudent and experienced management team with a successful
track record of acquiring and operating GSM licenses.
Low On December 2011 Orascom had a Net Debt/EBITDA rat|o
Leverage | (LTM) of 1.8

Source Orascom2011
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The EVOI:E:z:riELI:Lumber of The Evolution of The Growth of EBITDA
80,000,000 Revenue by US $(000) BY EIS $ (000)
1,650,000
ig‘;g’ggg 1,600,000
75,000,000 620,
3,600,000 1,550,000
3,580,000 1,500,000
70,000,000 3,560,000 1,450,000
3,540,000
3,520,000 1,400,000
65,000,000 31 31

Dec.10 Dec.11

Dec.10 Dec.11

31 Dec.10 31 Dec.11

Figure 4.1 Orascom Holding financial highlights (December 2011)

Table4.2 The key concepts of the Orascom Strateg

_ e Sole or joint control of GSM operation.
Exercise e Focussed portfolio of assets over which day to day control
management is exercised.

¢ Centralised network infrastructure procurement througfh

Deliver value frame agreements.
through Holding  Financial discipline and reporting at our subsidiaries.
Company e Groupwide strategic initiatives, best practices and

management expertise
¢ Enhancethe subsidiaries’ access to various forms of

capital
e Capitalise on superior network coverage, brand awarer
Maintain market and on net traffic to create substantial barriers to entry.
Leadership e Invest in Network capacity to manage market gloimt

order to optimise competitive positioning.

e Strive to be a local brand in the markets in which we
Localised Branding operate.

and tariff strategies e Localised marketing strategies.

¢ Consolidateawnership through minority acquisitions in
existing GSM operations at sensible valuations.

Selgctively explore e Opportunistically explore acquisitions of existing or
investments Greenfield investment.
Acquisitions e Reputation for successful development of GSM business

opens opportunities.

Source Orascom2011
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Table4.3: Orascom Key indicators

Country

Key indicators

Type of
investment

Algeria

Population: 33 Million

GDP growth: 3.4%

GDP/Capita ($): 3,861

Population under 15 years: 26%

Sovereign Risk: NR

Mobile Penetration: 83

Network subscribers: 1&illion (march, 3%, 20129
Market share: 5% Number ofsubscribers: 3@illion
(march, 3%, 2012

Complete
ownership
(Djezzy)

Tunisia

Population: 10 Million

GDP growth: 4.7%

GDP/Capita ($): 3,798

Population under 15 years: 23%

Sovereign Risk: BBB

Mobile Penetration: 82%

Number of subscribers: 5 million (march,*32009)
Market share: 51.6% (march,*32009)

Present with
joint venture
(Tunisiana)

Bangladesh

Population: 140 Million

GDP growth: 6.2%

GDP/Capita ($): 427

Population under 15 years: 23%

Sovereign Risk: NR

Mobile Penetration: 23%

Number of subscribers: 11million (march,S‘SJZOOQ)
Market shag: 23.9% (march, 3% 2009)

Complete
ownership

Pakistan

Population: 160 Millions

GDP growth: 6.0

GDP/Capita ($):890

Population under 15 years: 40%

Sovereign Risk: CCC

Mobile Penetration: 56%

Number of subscribers: 28 million (march,*32009)
Market share: 31% (march, 312009)

Complete
ownership

North Korea

Population: 23 Million

GDP growth: 1%

GDP/Capita ($):1,800
Population under 15 years: 23%
Sovereign Risk: NR

Mobile Penetration: >1%

3G licence
Joint venture
OTH 75%
North Korea
post (KPTC)
25%

Zimbabwe

Population: 13,3 Million

GDP growth: 6.0%
GDP/Capita ($): 340
Population under 15 years: N/A
Sovereign Risk: NR

Mobile Penetration: 2%

Complete
ownership

Egypt

Population: 74 Million
GDP growth: 6.0%
GDP/Capita ($):1.719

Present with
joint venture
(Mobinil)
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Population under 15 years: 32%

Sovereign Risk: BB+

Mobile Penetration: 54%

Number of subscribers: 21 million (march,532009)
Market share: 45.6% (march,32009)

Central Population: 4.5Million Operation

African GDP growth: 4.2 acquired/own

Republic | GDP/Capita ($):N/A ed by Telecel
Population under 15 years: 41% Globe

Sovereign Risk: NR
Mobile Penetration: 6%

Burundi Population: 9Million Operation
GDP growth: 3.6% acquired/own
GDP/Capita ($):N/A ed by Telecel
Population under 15 years: 46% Globe

Sovereign Risk: NR
Mobile Penetration: 4%

Source Orascom 2011

1V.1.1.2 Presentation of Orascom Telecom Algerie

On 11 July 2001, Orascom Telecom Algeria acquired the cosnsgcond GSM bid for
nearly $737 million and launched its service in February 2002 under the brand name
“Djezzy”. It managed to command 70% of the magder less than 10 months of operation
(Orascom201)).

In August2010, the company accounted for more than 15 million mest® represenhg
more than 4% of the market share in the countwhile the stateowned companyMobilis
had 30% and Nedjma 27%igure 4.3 (ONS,2011). Accounting in 2009 for nearly 50% of
the company’sarnings before interest, tagtepreciation and amortisation, the firm ranked
the third largest operator in North Africa and Middle Eastdis regardedas the most
profitable subsidiary among th®rascom holding.The Cairo-based investment bank
Beltone Financialvalues the unit at $6.7bn, representing 51% dbis operator valuation
(Oxford Business Group, 2011).

Due to the success of thengees the company has launched new services aiming to
provide a set of products and services to suit all segmfamtinstance in February 25
2006the companycollaboratedwith Egypt teleconto createthe “Consortium Algerian de
Telecommunications’'whichhas been awarded the second fiked licensing.
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Another new investment is thauinch in 2006, of phondox service Djezzy in eight of the
biggest cities (OTH website)According to OrascomHolding, investor presentation,
September 20Q9%the company investment exceed$28 billion from 2001 to the last
guarter of 2008employing more than,300 employees and 14 million subscriberMarch
2009,and reached 15.087 million in December 2049 well as working aa support and

solution provider for GSM and internet operations.

Djezzy Algeria is highly perceived as the favourdgerator in the countrydespite the
arrival of a new competitor (Nedjma) and the restruetof the state companyAlgerie
Telecom This is a&cording to Djezzy da, based oran independent survey on customer
saisfaction conducted in 200®rasconHolding, September (2009)).

Furthermore Djezzys declining pethead revenue and market shawéich fell from
roughly 80% in late 2004 to 60% in March 2007, shows lsowpetitive the Algerian
teleconmunicationmarketis (Figure 4.3). Djezzy can no longeely on itshegemay over
the market, especially with the pricetting strategy adopted by the two other competitors
as AlgerieTelecom dropped chargesit® in two years from $0.16 in June 2003 to $ 0.14
in April 2004 and $0.12 in 2006This has pushed all operagio engage in aaggressive
marketing war byoffering extra credit with any topip (up to double credit for the third
operator Nedjma, free calls from 7h00pm to 7h0O0Oam in the same network or landlines for
the Algerie telecom, or freeze the clock talk 60 minutes and pay for just 3 mirfebes
Djezzy, additional promotions are currently runningarticularly during special occasign
(Eid, summer holidas; Ramadan) in order to attract more subscrib@@sascomHolding,
September 2009).

® The secret of Djezzy success (appendix 07).
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Algerian telecom market share December 2006

Mobilis

=

Djezzy

Algerian telecom market share August 2010

Mobilis
Djezzy

27%

Nedjma

Source’ ARPT, 2011
Figure 4.2 and 4.3 the Algerian telecom market share August 2006 and 2010.

1V.1.1.3 The Firm’'smotivation to invesin the Algerian Telecom market

The first motivation for the firm to enter the lucrative Algerian market th@sguarantee
given bythe Algerian governmena fouryear freetaxationoffer, as well as access to credit
lines by the state banks, access to land, helpireg MNE multinational importing

technological equipment and facilitag the work permit for its expatriates.

Furthermore according taan emerging Algeria report (200,7/)he firm negotiated its entry
more than a year and half before deciding to bid for the second GSM licence infA601.

firm put certain pressure on the Algerian government to allow Djezzy to imposeapoip
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on the Algerianmarket, by first postponing the third GSM bid which was originally
scheduled for 2003Another important point is that Djezzy has sealedls with big firms
and local institutions to provida business networkherebyobstructing the doors to the

national firm Algerie Teleom (Oxford Business, 2007).

According toNajeeb Swarigex-chief executive of Djazzyand the interviews conducted

on the firm's mode of entry, the firm had no optiatherthan greenfield, as the Egyptian

firm was the first multinational to invest in theountry after the deregulation of the
telecommunication market and the government intention to modernise the obsolete
infrastructure. Inaddition to weak economic stability and state security ravaged by more
than twelve years of terrorisnthe countris credit rating was relatively low during the
beginnng of the last decade (according to the Cofface credit ratifigg government has
encouraged the firm to invest by granting some priviegigch as: access to land, tax

royalties and access to credit dadns from state banK®xford Business, 2007).

In relationto the location of investmentceording to Najeeb Swariss, the MNE has always
opted to invest in relative high risk countridike Algeria Pakistan, Bangladesh, Sudan,
North Korea and Zimbabwé&nowing that risk could generate high profit due to the lack of
competition and taking advantagémarket inefficiency, rent and monopoly seeking.as
result the three most profitable subsidiaries among the holding are high risk countries. He
also described the MNE reseeking strateggs “normal’; especially in emerging marleet
characterisd by high market imperfection ,asent capture would likely encourage new
entrants decrease bureaucracy, speed up the company, setaidncreag competitive
rivalry in the marketwhich could have strong repercussson the FDI performancé.his
could benefit consumeras theincrease of market competitiomould lower prices and
improve technologyR & D and marketnnovation. Itcould also creat@bs and mighthelp
develop employees’ skillwia the different training programes offered to be more
competitive in a fast growing markednd ease the transfer of knowledge, management,
know-howand absorptive capabilities the local market. Therefor®jezzy contibuted in
funding different government projestincluding education and training, sports and

community support (Oxford Business, 2007).
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One of the reasos that encouraged Djezzp Algeriais the bilateral agreement between
Algeria and Egyptgiving Egyptian investors a premiuposition and the cultural proximity

as both countries share the same language and religion which would facilitate
communication and interaction between the home and host cotihtsywas beneficial at

the bginning, bu since the deterioration of relat®between Algeria and Egypt and the
football match incidentthe image of the company was heavily affectddraised anti-

Egyptian interest and Egyptians were no longer welcomed in Alferia.

According theOxford Business Group (2007), Djezzy has used lobbies to put préssure
Algerian government to privilege the Egyptidimm in detriment of the national one, as
many of government institutions switched from MobitisDjezzy. In late December 2003

a newspaper (EKhaber) published an article about Djeszyent seeking, or how the
company managed to win the GSM second bid beforehand or how Orascom made a dee
with the government before the bid describedhe bid as a theatre play as the winner was
awarded more #m a year before The newspaper continued explaining how the $780
million (the bid) was given to OTH by Algerian banks under government consent
(Mahmoud, 2003).

This revelation generated a big debate about how open is the Algerian economy and hov
lobbying groups are acting against the state firm inteMany journalists denounce this
fiasco and excuse the government bitl practises. El Khaber asked a pertihguestion

on its editorial whatthe government is gaining from giving up the telecom market to the

Egyptians?? What is beyond the Egyptiangy to the Algerian markéMahmoud, 2003).

Reviewing the article, the questions addressed are:delwe call the Djezzy’s success a
miracle?l How did Djezzy reach about a million in less tlaagearof activity? How would

it be possible?? How did the Algerian authorities contribute to this success?

OAnalysis on the conflidbetween Djezzy and The Algerian Government (appendix 08).
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In his article Mahmoud (2003) argues that Djezzy took advantage of the bilateral agreement
signed by the Algerian and Egyptian governments to promote investment between the twc
countries,giving the Egyptian firm a premium status in the Algeria (confirmed by the
interviews) Another fact is that the privatisation ofthe Algerian Post and
Teleconmunication @mpany was postponed as it was meant todnepletedoy the end of

1999 (delayed till 2003)This createa tension and anarchy within the firropening the

doors to Djezzy to have a virgin market without solid competitikdso, it condemned the

government and the regulatory b&slfARPT) position towards Djezzy hegemony.

According tothe Oxford Business group report (2007), Djezzgdohed the RPT rules in
terms of competition more than 25 times between 20005, but noaction has ever been
taken despite complais beingreceived from Mobilis and later Nedjmandeed, only

verbal warnigs were issued to Djezzy to ask thm to stick to the policies.

After the successful set up of Orascom Telecom Algerie, the multinabegahto expmand
its servicesand develop its business in Algeria by bringing its subsidianet only in
teleconmunication, butlsoin other high potential sectors, suchbasiding technology and
equipment: Ring mobile retailer, Orascom Building, Orascom tecbgy] Orascom

equipment and Orascom cem¢€@kford Business group, 2008

The Algerian government welcasthis initiative as it will lower the increasirexport bill,
and promised Orascom to provide all necessary resowcadotv a quick set up such as
free tax royalties forfive years and financial loandHowever on 11 December 2007,
Orascom sealed a aewith the French firm Lafargene of the biggest construction graup
in the world for more than€8.8 million ($9.5 million) for a takeover, which was highly
criticised by the Algerian government is clearly mentioned in the agreement that any
changein the ownership should be subject to the government consent (OxfordeBsisin
2008.
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IV.1.1.4 Conalsion of the Djezzy case study

According to Hassan Kabba(Djezzy chief executivein an interviewwith the Algerian
newspaperkchrouk) the secret of Orascom Telecansuccessful performance in Algeria

is the trust facto (customer loyalty) with its 14million customers.The company has
contributed largely to the transfer of technology, knowledge and capital to the
teleconmunicationmarket. “Djezzy is now a trademark in every Algerian home on the basis
on constant commitment to keep all promises in transparency and seriousness, \Wbigh ma
Orascom Telecom Algerie, considers itself as the pride of telecommionica Algeria.
Djezzy is tle first in terms of importance compared to the rest of the group’s branches i
Asia, Africa and EuropeHe added'In the current year, the investment cead 2 billion

and 900 dollars....this amount reflects the reality of the branch extension whichsrecord
around 14 million subscribergYahia 2009 5-6).

On 4 October 2010, after secret negotiationVimpelCom the giant Russian
Telecommunication firmtook control of Orascom Telecom as part of a $6.6 billion
international acquisition. The Algerian governmelrtplayedfirm opposition tothe deal

anddeclaredts intentions to buy theompany™.

1 The VimpelCom potential Takeover of Djezgppendix 09
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IV.1.2 Case study of &ljmaTelecom

1V.1.2.1 Presentation of Nedjma

Wataniya Telecom was launched in 1999 as the first privatglyed operator in Kuwait. Its

entry led to a sharp increase iretmobile market penetration in Kuwait (over 80%). The
company had enjoyed a rapid growth over the last ten years, especially through it
acquisition and expansion strategy in MENA & ASIA (including Kuwait, MaldivesdSa
Arabia, Tunisia, Algeria and from 2007 in Palestine). In March 2007, Qatar Tel€eh (
acquired 51% of Wataniya Telecom sha®@#l is now active in more than 16 countries,
including Qatar, Oman, Iraq, Singapore and Indonesia. In November 2006, Qtel acquired &
strategic 38% equity stakeith AT&T in NavLink, a leading provider of Managed Data

Services to businesses in the Middle E¥gataniya telecom, 20)1

The takeover of Wataniya by Qtel represents a major step for Qatar Telecom over the
hegemony of the Middi&astern telecommunidgah market. Furthermore Wataniya
Telecom launched the first multimedia operator in Algeria via it local sialbgjdVataniya
Telecom Algerie (Nedjmapn 2 December 2003 after the second GSM licence bid by the
ARPT, for a total value of $421 milliorW{ataniya Telecom, 20)1

The firm launched commercially its services on the 25 August 2004. The aim of the new
operator is to provide new way of communication, new products adapted to all segments of
the market using new and innovating technology (GPRS) and very high standards of
services. According to the company mission statemBetjma is a customedriven
company that aims to provide product and service excellértus is leading to a real
customer value in order to compete against the two otherestlblshed operatorDjezzy

that held a market shane 2004 of over 85% while the historic opeaator Algerie Telecom

had 15% \\VataniyaTelecom, 201)}L
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IV.1.2.2 Nedjmamarketanalysis

Source:ARPT,2010

b < 1% historic operator:

Lowest
communication rates

da. . .
ENESjmA

1% private operator:
High coverage,
innovation and
performance

1% Multimedia
operator,

Cutting edge
technology

High quality services

Figure 4.4Nedjma markeanalysis

Before 2008, the telecamunicationactors were trying to attract customer attention by
focusing ona marketing and media campaign offering more services and tailored package
Since the increase of the competition in the market, the main players turaetet® price
war targeting the mass market segment, low and middle income (reprgsaote than
95% of the Algerian population)lade 4.4 below provides a sample of the price and

packages introdwx from 2008 (Nedjma marketing report, 2009).
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Table 4.4: different promotions /providers

Operator Period Offers

Mobilis card: get up tq
DZA500 every time you top up
+ free calls to Mobilis

Gratissimo: free calls to Djezz
From 2008 from 00h to 18h00

Nedjma Nedjma plus: top up DZA100
and you will get free calls t
Nedjma.

Top up DZA 500 and get extra
DZA 500
Top up DZA 2000 and you get
an extra DZA 4000 worth o
credit to all networks

Source Wataniya Telecom Algerie, Marketing report 2009.

The two foreign operator®jezzy and Nedjmaare adopting avery aggressive positioning
strategy. When analysirfgigures4.5 and 4.6we can notice thafrom 2006, the number of
Nedjma subscrilie almost doubled every year to re&@B45 million subscribers by the end
of 201Q This net evolution is due to the introduction of the multimedia servidédayma
an aggressive marketing campaign targeting mainly youngsters and stiidisradso due
to a new phenomenon in the Algerian market,ribeof a new segment or what we calketh

“multi SIM cards possessorgNedjma marketing report, 2009).

According totheNedjma marketingaport (2009), this new group speratound DZA1000
eachtrimesteron thefunction of the validity of the SIM card. According to our interviews,

the interviewees define this wesegment as a low spender group (mainly students and
youngsters) that do not care about keeping the same number and swap between operatc

whenever there is a promotion.
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Figures 4.5and 46 comparison between thevolutionsand growth of the number of

subscribers for Djezzy/Nedjma

We can observe from the graph above that the growth of Djezzy’s customers has declinec
steadilyfrom 2006 to 2007, thefell sharply from 2008 to 2010 (reache30%). h terns of
revenue,Orascom Telecom Algerie has seenptofit fall from $2000 million in 2008 to
$1867million in 2009.0n the other handNedjmds growth declined dramatically from
200622008 andhas beemecovering ever sincéAnalystsjustify this by the appointment of
Joseph Jade athe new CEO in September 200His arrival has changed the strategic
orientation of the company, being more competitive with the development of the network
Nedjma reached 99% of territory in December 2008, upgrading it systems, introdusing ne
services and tailored it offers to fit all the segments (ARMIual report, 2009
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The involvement of Nedjma in sponsoring events and sports (mainly football clulzd$bas
helped thefirm reinforce its brand imageand the recent conflict between Bgg and the
Algerian governmenf played in important role in driving Djezzy customers towasd

Nedjma and Mobilis.

In fact, according to thARPT annual report (2011), Nedjmiaenefitedfrom more than 1.2
million extra subscribers from November 2009 to the end of 20¥Kile, in terms of
revenue the Kuwakibased firm has seers profit growth decliningthat was explained by
the Nedjma analyst as the low customer expenditioeording to the interviewegshe
average customer expendituréell from DZA1500/month in October 2009 to
DZA1000/month inMarch 2010 Some of them described this as Nedjma taking over
ineffective Dpzzy customersWataniya Telecom Algerie201]). In terms of profitability,
Djezzy’s profit was above $15000 million fohe last four years while Nedjma barely
reached the cap of $500 millioRigure 4.7shows the evolution of the revenue between

Nedjma and Djezzy.

Evolution of the revenue of Nedjma/Djezzy

3000

2500 -

2000

—e— Nedjma
1500

—m— Djezzy

1000 .

500 f .
0 ‘ : : : :

2004 2005 2006 2007 2008 2009

Source: Wataniya Telecom Algerie, 2010
Figure 4.7 evolutiorf the revenue of Nedjma/Djezzy

12 Analysis on the conflict between Djezzy and The Algerian Government (appendix07and 08)
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IV.1.2.3Nedjma irernal and external diagnostics

The internal and external analyses are based on different sources: the firm anos| rep

articles, news storiesannouncements, conference proceedings, corporate web pages,

consultants and expert’s repoaisd empirical data collected.

1V.1.2.3.1 Internal analyses

Strengths:

Continuous upgrade of its network.

Constantaunch of offers tailored to all segments.

Low call rates, including free minutes and texts

Adopting an aggressive marketing strategy in order to be very competitive.

Quick readbn to the competitotsoffers py keeping updatk and adng in

response).

Investing internally by opening four training centres nationwleviding staff

with the essential training to cope with the latest technology in the market

Investing in developing human resources by setting up its proper training centres
and collaboating with diverse universities and schools to train their .staff

According to interviewees, Nedjma offers short courses and different training
adapted to all scale of hierarchy as well as offering MBA courses through its

schools partners.

Very participative way of management involving all the stockholders in the
decision making according to interviewees the company intercultural aspect allow
the interaction between different styles of management and -koawwhich
contribute to its develapent.

Strong communication and marketing team, to enhance the brand image of the

company.
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e Selective and rational recruitment politic (recruiting when needed to avad be
over staffed).

Weaknesses

e Profit in slow progression.

¢ Overspending on sponsoring (without necessarily being effective).

e The complication of the offerand promotions. According to Nedjma internal
reports, call centre receive massive amount of calls from people who can’t
understand the nature of the offers and how it works. According to marketing
manager, the company has identified the problém ldnguage used, as well as too
many information in a short message) and they are working hard to simplify the
offers as much as they could (this problem was also pointed out by the ARPT, as
they received many complaints from unhappy customers (Nedjma markeiond, r
2009).

e Lobbying that caused internal conflicts, ARPT report (200@)ms that all the
senior positions are occupied by Lebanese and states that more than 95% of the
senior managers are Lebanese and also the CEO is Lebaledbke senior
managers are recruited from Lebanon, which does not gamecehto locals to get
promoted; ARPT has reported this issue to the mother company Qtel and to the

Algeriangovernment but nothing has been done so far.

e The degradation of the network, since theeZzy conflict with the Algerian
government. The migration of Djezzy’s customers towards Nedjma, the later did not
expend its network which generates a network a#itur this problem was not
resolved since December 2009.

When askingsenior managersbout this problem they states that since the takeover
by Qtel in 2008, the mother firm, allocate a yearly budget to Nedjma. Since the

gualification of Algeria to the Witd Cup, the company has spent much more than
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expected specially in sponsoring which led to a shortage o&f(inat shows why
Nedjma could not address this problem) but they assured that they are working with
Algerie Telecom to use their network to absorb the increased number of new

subscribers (adapted from the interviews)

IV.1.2.3.2 External Analysis

e The continual conflict with the regulatory body regarding the promotions launched.

e The gain from the conflict between Djezzy and the Algerian gouent with the
migration of custorars from Djezzy to the otheperators (some Djezzy’s senior
managers criticised Nedjma for poisoning the situation by using media suppérts suc
as blogs, newspapers article and TV and audio ads to show their totalt $agper
Algerian government and Algerian people emphasising Nleajma is an Algerian

Entity unlike Djezzy(adapted from the interviews)

e Qtels ambitious expansion plan in Algeria was reviewed due to the new investment
law (according to the interviexes the government gave Nedjma some warranties
related to tax exemptionshdding to thatthe Djezzy conflict is making any further

expansion hard to concretise.

e The new orientation of the company being more involved on the political scene, via
sponsoring government projects, sponsoring lobbies forsegiting purposes and

also to avoid any eventual conflict with the Algerian government.

e Corporate social responsibility awareness, Nedjma is working on multiple groject
like organising youth camps (for children in need), donating books and computers to
schools. &cording to the interviewshe company is intending to take over Djezzy’s

position by being more involved in social and cultural scenes.

¢ In terns of improving the brand image, the firm is sponsoring the Algerian football
team and thé-ootball LeagueAssociation. Nedjma has not skiathon expenses
signing with $19.4m; “an unheard of sum” in Algerian football, according to

Mourad Ait Aoudia chief of the McCann Algérie agengyhich produces Nedjma’s
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publicity campaignsTo that can be added the 80m dinars for the national league and
about 20m dinars for each of the six clubs it soos. Adding to that transporting
hundreds of fans for the match against Egypt (held in Khartoum), providing free
Peugeot 307 cars specially customised to football team members after thégdqual
for the 2010 South African Worl@€up. Moreover, the interewees described the

Djezzy’s conflict as a big turn in Nedjma'’s positioning in the Algerian eiark

e In terms of competition, the new strategic orientation of the company based on
marketing and media has led to a net increase of the market Hhaee compare
Nedjma’s market sharefrom 2006 to August 2010 (as described in the graphs
below) we can see the net development is due to the strategic reorientation of the
company. While Nedjma and Mobilis were focusing morenanketing Djezzy was
just looking at its rivals without actindn fact, since the mutation of its CEO Hassan
Kabbani b Egyptian subsidy Mobinilthe politic change drastically, cutting on the
marketing, media and sponsor budget and focusing more on retaining existing
customers even with the controversial Egyptian Algerian football mdtod firm
did not address it propetlywhile Mobilis and Nedjma took advantage of the
situation and doubled the effort to support the Algerian foofaakk According to
Mourad Ait Aoudiathings would have been done differently with Hassan Kabbani,
who placedmuch more emphasis on marketing and was nkomvledgeable of
football issues in Algeria than the new CEO Tamer Al MaNddjma knew how to
seiz the opportunities which latdto win themarketing battle so faiFaiza Ghozali
2010.

e Strong corporation with local firmgarticularlyfor maintenanceandupgrading the
network and caltentres According to Nedjma’s interviewees, the company is
working closely with many local SMEs in different parts of the coyrahpwing
better performance and prompt intervention in the case of probAdet; the firm is

committed to support its partners by providing financial and technical support.
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1V.1.2.4The impact of rent capture on Nedjimatrateqy

When analysing the company’s strategy in Algeria, we céicentwo different strategies:

From 20052008 it is characterised by focusing on developing its network and brand image
- developing i marketing as market follower while Djezzy was the market lead&rom
20082010, the arrival of the new CEO Joseph @kdnged the orientation of the firm
being more involved in the country politics via sponsoring major evémsball clubs,
lobbying, and other government projectsuch aswater desalination, s@ projects

(funding schools) (Nedjma marketing report, 2009).

By being involved in the political life of the countidedjma has benefited from some tax
exemptions, access to land, ban&ns(with discounted interest) anchost importatly, a
good relationship with the Algerian government (avoiding Djezzy’s fortuhe)fact,
Nedjma sized the opportunity of the deterioration of relations between the Egyptian firm
and the Algerian government (previously explained in the Djezzy section), to change its
politic from market follower to market leader, trying to attract both pulalnd state
contentment by aggressive market campaign and spons(@@xifprd Busiress group,
2008.

According to Nedjma senior managetbe importance of the rent capture in increasing
company capadlities and competitiveness has pushed the MNE to reconssdsetrategy in

the country by consideng the influence and the degree of the government involveorent
the Algerian business environment.

The firm is now focusingn maintaining aclose relationship to develop its market share in
the marketDjezzy’s case had made the Qatased firm thinkaboutreshaping its strategy

to get more involved in both thmolitical and social life of the country.

The intervieve with the company’s executives explained the choice of the Algerian market
as strategicas the liberalisation, and the Algerian governriseefforts to develop the
sectors have helped attrdoreign direct investmentDI) to the country Moreover,the

MNE justified the choice of investment lbiye rise of antiArab and Muslimfeelingin the

world following the 9/11attacks Many Arab investors deciddo transfer their capital from
western toArab cowntries thinking it would saferas they shar the same language and
culture After trying an eventual takeover of the state owned firm, the company has opted to
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bid for the third GSM licence, the company used greenfield mode of investniehadso
other choices available an eventual merger with Djégtrategic alliances between the two
firms in Tunisia) was not discarded by Oras¢as Djezzy was the cash cow of the

Egyptian telecommunication group.

According to the Nedjma investment repofR009) the firm has switched from market
follower to market leader strategyhe firm was observing the market amaone occasion

it seized the opportunities offere@he firm has investeteavilyin media and sponsoring to
create a strong brand image and improve its competitivefleeompany is also investing

continuously in its own human capital by developing skills and knowledge of its employees.

According to Nedjma CEQJoseph Ged, after geriod of adaptation to the local market,
Nedjma has learned a lot from both its competitors and the host country. The increase
competition has led the company to increase its technological capacities as well as
efficiency. He added ‘te liberalisationof Algerian telecoms habeen one of the most
successful openings of a sectorthe region. As an international company, are very
happy with our investment and motivatedout the future, which we see as being rather
bullish. On the technology side, weave tried to focusn becoming a multimedia operator.
Web media idecoming a major means of communication aralkey area to capitalise on.
As for the network, a bigart of our investment is being put toward increasiagacity, as
well as upgradingnd enhancinghe existing infrastructure. The network is now Bfady

and we are looking forward to the issuingtbé 3G licences as we believe there is a big

market for mobile broadband in the country” (Oxford Business group, 201): 157

Also, regardiig the new investment law and the tax on profit applied to all MNEs, Nedjma
has been granted free tax on profinifl further notice) According to our case studihe
company has negotiatdive years taxfree with the Algerian government, after being
refused the ta royalties asthe government aims tatimulate this industry with fiscal
incentives in thehope of gaining expase and creating employmef®xford Busiress
group, 201}
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Furthermore the favouritism of the Algerian government and the ARPT towards Djezzy
seems to disappeafhe recencomplairts made by Nedjm#o the regulatory body ARPT
concerning illegal competition practsavere reassessed and accepted, while Djezzy’'s
complaint regardig the inappropriate exploitation i parent (Egypt) by Nedjma in order
to improve its brand image and deteriorate Djezzy’s one, was rejected by Bie Wk a

non-fundameral notion.

In relation tothe role of the ARPT regulating the markédsephGed declard, “I hope that

we will see moves by the Post and Telecommunications Regukatitingrity (Autorité de
Régulation de la Poste et des Télecommunications, ARMErdsbalancing thenarket, as

the revenue shares are still very skewHde ARPT cald introduce measures that would
makeit easier for smaller players to be aggressivegaid a better position. We believe the
strategic objectivesf all operators should be aligned towardsAlhgerian objectives where
everyone can work withiran environment ofconstructive, fair competition’(Oxford
Busiress group, 2011: 1%7Despite being considered the youngest operator in the sector,
Nedjma has rapidly built up a strong market share. The firm was quick to adopt an
innovative positioning when it laehed in August 2004, prioritisingnternet and
multimedia services and using aggressive marketing campaigns to help win custdmaers. T
firm has helped brought a new dimension to the sector by focusingtemet and data

connection and building strongstomer service.
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1V .3 Presentation of Algerie Telecom

Algerie Telecom group is the historic stade&ned companylt consiss of three main
subsidiaries: Algerie Telecom (landline serviddpbilis (the mobile serviceland Algerie
Telecom satellite ATS (satellite operator).The mission statement of the congptmye
very competitive in a constantly evolvingarket, with the necessity to implement

mechanisms of adaptations to technolaljicompetitive and knowledge itations.

In fact, from 20042008 Algerie Telecom embarkeoh a very ambitious programe
investing more than $2.5 billion dollars in upgrading andardmg its network by June
2010. The company accountddr more than 5 million landline subscribers4® million

mobile subscriberandl.5 million broadband internsubscribergAlgerie Telecom Annual
report, 2009).

Algerie Telecoms main objectives are to invest relentlessly to reach more than 10 million
mobile subscriberand 2 million internet usetsy the end of 2011 (Algerie Telecom Annual
report, 2009). The second development program taking place between20a®11
earmarked a total &§1.5 billion This will be divided between all subsidiaries of the group
(Satellite telecommunication, Internetel@communication logistics, Information Systems

and Management).

Looking at the company positioning in the Algerian market, interviewestate that
Djezzy’s tale over ofthe hegemony of Algerie Telecom since its entry in the maskdie

to several fators, such asoutdated network, bad coverage, narrow range of services, low
standard of customers service, high prices and the absence of clear marketing strateg)
pressure group and lobbying rola.contrast they admit that the presence of rent capiure

the market has increased competition despite some illegal practises and briberylexerted
some competitorsThe fast development of the telecmomicationsector in Algeria has
driven the company to undertake deep reforms internally and exterivalgsting in
upgrading its facilities, collaborating with local and foreign partners to deve®firm’s
technology skills and knowow. According to the chief executivehe new investment
programme is expected to produce convincing results thanks to the new technology
implemented based on the wireless syst&hs could allow an increase on the landline
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teledensity especially in rural areas within the first year of the programThe teledensity
has increased from 5.80% in 2000 to 10.2% at the end of 2008 andsagrpeeich 12% by
the end 2011Algerie Telecom repoy2010).

Regarding the upgrade of the existing networlgefie Telecom has increased its capacities

by upgrading its communication backbone from 2.5 and 10 Gbps to 80 Gbps in addition to
10 Gbps toward Spain and 60 Gbps toward Marseille since Novemberl2G@fslition the
ground cables link Algeria to Morocco, Tunisia, Libya and soon Nigeria (Algerie Telecom
Annual report, 2009).

According to theex-chief executive Moussa Benhamadi, the deep transformation that the
firm encountered allowed Algerie Telecom to efficiently transform Ifitdeom an
administrative unit to a group of joint entities. He also highlighted that in order toexpe
capabilities to integrate into the dynamics of the market economy, the firm hdSaptiee
introduction of new technologies such as WIFI, WIMAX, VSAT, WAP, GPRS and §M
(Algerie Telecom Annual report, 2009).

Moreover, through its Mobilis branchAT launched additional projext such as the
multiservice (IP/MPLS) allowing the increase of the data and voice paaksfer, network
resources designed for individual costumers or small businesses. Another step forward by
the stag-owned firm is the setup of two more subsides: Djawelriternet and ATS for
satellite telecommunication through high performance VSAT and GMPCS serthees

broadcasting of service and sound.

Yet, the real challenge for Algerie Telecom is how to cope with growth of thevexoby
contributing effectively to the other secter namely byelectronic telecommunicatiore-
business, anking, €elearning, ehealthcare, 4ourism. The group aim to use the
information, communication technology and knowledgepromote the local culture and
family values AT has launched new service targetintamilies“Ousratic” allowing middle
or low-income families to acquire computers and getesso the hternet at a low cost
partly subsidised byAT and the Algerian gvernment(Algerie Telecom Annual report,
2009).
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The main objective of this ambitious project is to provide all Algerian housetvitll one
computer by 2012. This project wasvide success anth the forum of the development of
Africa (Nepad, 2009), AlgrianPresident Bouteflika gave a talk about the importance of the
project and its positive repercussion in the Algerian society and also offeregdad the
Algerian experience to other developing economies in Africa (Algerie Telecomahnnu
report, 2009).Seeking to be ahead in the development @ffibrenation technology sector
telecommunication in the country has generated interest from privdt@t@rnational firms

to propose its service to the historical operator. The opening of the firmlaauitthe bond
issue by the public offer has beaten all forecasts; in the second operation therameety
exceeded the $350 million dollars more than the $100 million dollars raised Heoffirst

operation (Algerie Telecom Annual report, 2009).

The opemg of AT on the financial market shows the strong desire to raise signifiasht
flow to support its various expansion plans making the group in a strong position in a very
competitive local market. The partnership and alliances agreed with fonewgstors

(Ericsson, Huawei, ZTE, Alcatel).

The mobile unit, Mobilis has finished its fibre optic expansion covering more than
25000km and P00 km submarine. Adding to another $30 Million cable from Algeria to
Marseille contracted to the French operaftlecom. The B0O0 Km cable that connects
Marseilles to both Algiers and the eastern cost city Annaba (neawuthsidn border)this
project was designed for the Egyptian operator Orascom Telecom. Another ambitious
investment is the new 2W0kn undersea cable from Marseille to Singapore, with stops in
14 countries including Middle Eastern countries, India, Pakistan, Thailand and Malaysia

(Algerie Telecom Annual report, 2009).

The current investment projects are partly financed by the grougsheames from loans
and revenue from operations. China’s export credit agency Sinosure lent Aklecent
$40m to pay for optical network equipment from the chine’s manufacifét, including
transition gear, power supply and softwateiawej the tetinology leader in the Chinese

market is currently building the countiy/first 3G network.
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The Chinese companies remadire preferred partners of ATrhe interest of the Chinese
firms to the lucrativeNorth-African market has rapidly graw This interest had seen the
domination of the Swedish firm Ergm and the German Siemens diluted. Huawei employs
more than D00 people iNorth Africa, in which half of them are localdMeanwhile, ZTE

is working on the wireless expansion projects, and opened gté&rth-African training
institute a French language school to provide teleowmicationtraining for the Maghreb

countries.

Believing in the power of good human resource management, Alestablishedh very
motivated strategy to upgrade the knowledge of its employHes group has already
established four regional schools in Algiers, Constantine, Tlemcen and Ocawgling the
countries. In addition to the trainings partners in to become more effective and efficient

in the development of information and communication technology with the ability of the
group to improve is knowow and managerial performance (Algerie Telecmport,
2010).

IV.3.1 The effect of the entry of new players on Algerie Telecom

The increasén competition has led the national operator to engage in drastic restructuration
reforms adding to the investment of $2.5 billion dollars in upgrading and expending it
network from 2004 to 2008. Mobilis hap& achieve 20% growth in 2011. In 2009, AT
reportedly recorded turnover ofD¥7bn (€461.4m), an increase of 2% of 20@&ford
Busiress group, 2091

Mobilis’ chief executiveAzouaou Mehmeldeclarel, “This is a market that is characterised
by extremely fierce competition, with a level of technologieablution that makes our
sector very complexWe must integrate these elements into etrategy in order to
guarantee a favourable econorperformance. This is particularly important fivtobilis,

since we are a public entity, and therefeubject to thebligations of public service, which

can make our quest for profitability an even greatallenge. This is why we are investing

in developingthe quality of the network, as well as the knowhafwpeople in the sector.
Looking forward, thekey factor forsuccess in this sector will be to enstgeponsiveness
and proximity to customerdn Algeria there is a blank slate, which gives us a special
opportunity to move in whatever direction wdecide, using the examples of other
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companies inforeign countriesto decide what the best solutiomsll be for Algeria”
(Oxford Business group, 2011: 157

He also explained that the penetration rate reaches saturation rate. There is daudeal to
potential other services outside voice calls. Lookingvalue-addd services like the

mobile data servicesould provideAlgerian consumersvith fast and reliable access. The
3G network could give the telecomunicationmarket a new breath by releasing the full
potential of the Algerian market and creating a mobilepteday environment that goes far

beyond voice services.

In conclusion, the liberalisation of the teleconomication market has influenced new
entrants in the Algerian markgiushing the state firm to reshape its strategy, uggtad
facilities, collaborag¢ with leading MNEs as well as local SMEsThe company aims to

return to its leading position (especially after the Djezzy conflict) by imeiging an

ambitious positioning strategy, using the image of the national network and transfdsming i
weaknesss into strengthsAccording toAlgerie Telecom the firm budget for marketing,
sponsoring and communication has more than doubled in 2009 to cope with the increase

expenditure by its competitofAlgerie Teleconreport, 2010).

146



Chapter IV: The empirical FraeworkSection 1 Case studies analysis

IV.4. Presentation of Ericsson

Ericsson was established as a representative office in a@id4shortly aftethis datethe

first switching equipmentand installation services contract was signed (crossbar
technology) with PTTEricsson worked with an extensiwansfer of competence also in
co-operation with the Institute for Telecommunication in Algia@nsiOran.

Ericsson took parin the transition to the new digital switching technology. The first AXE
contract was signed with PTT 1987.1988 Ericsson signéaird Venture(JV) agreement

with Algerian partners with 35 % ownership for Ericsson. This was the Yirst &s kind in
Algeria. AXE equipment was manufactured during more than 12 years. This allowed
Ericsson to be present in the ikeiralso during the troublesome years 12980 (Ericsson

Algeria, Annual report, 2007).

The first GSM contract (100K) was delivered to PTT and installed by Ericsson 1998 As t
political situation in Algeria improved, Ericsson strengtents presencein the
representative office from 2000 and worked inogperation with the JV to serve the
Algerian market. A company, Ericsson Algerie SARL, was established in 2004l for a
Ericsson activities in the country with today more than 200 employees with high
competence. The good knowledge of the market and our ambition to serve the Algerian
telecom market in the best possible way has built the confidence betwessokrand our

business partnefgricsson Algeria, Annual report, 2007).

In September 2002, Alger Telecom selected Ericsson to install its second GSM network.
The $162.3 million contract aimed to establish 700,000 lines, providing services to 12 of
Algeria's 48 departments. The deal has a target date of completion set for AD@Bist 2
Ericsson has encountered a high competition from Siemens, Huawei Technologies,

Zhongxing Technologies, Alcatel and Motorola (Ericsson Algeria, Annual report, 2007).

The Algerie Telecom’s fixed network hasurrently 2,900 AXE subscribersToday,
Ericsson has a close-operation with AT for the evolution and modernisation of the fixed
network. A major extension contract for the GSM network was awarded to Ericsson Dec
2003 by Algerie Telecom Mobile (ATM). That included core and radio network,cesrvi
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for implementation and support as well as the operation & maintenance. Ericsson has
supplied GPRS/MMS and other applications and services. The extension of the network ha:
continued 2005 and 2006 in partnership with ATM.

Furthermore Ericsson was awded a contract for radio network included services for the
third mobile operatgrWataniya Algerigin April 2004, and extensiongvere made during

2005 and 2006 including applications for the service layer, and since 2008, extending
Nedjma’s network (Ericson Algeria, Annual report,2009). Finally, Ericsson is supplying
other governmental entities since many years. The firm is also engaged in difi@jent

through distributors and reellers, active withimnenterprise market (SMES)

1V.4.1 Analysing Ericsson strategy in the Algerian market

Ericsson is considered as the pioneer in the Algerian telecomsation market, well
established since 1974, but the main client was the Algeriancstaied companyPTT
(newly Algerie Telecom)Snce the openness of the Algerian market, the firm has expended
it list to cover the three major telecom players (Djezzy, Nedjma , Algerie Telecoimpgadd

to other small and medium companies and subcontracting with other multinationals;

Siemens, Motorola, Alact€Ericsson Ageria, Annual report2009).

But, according toEricsson Algerizgs annual report 2009, the company is facingierce
competition from the Chinese constructors Huawei, ZTE. The new government
collaboration with the Chinese firms has stopped the expansion of the Swedisih fias
also pushed the company to focus on the realisation of project in the neighbourhood

countries: Morocco and Tunisia.

The lack of clarity on the government decision adding to the degree of involvement of the
state in the market create an instable investment climate in the county, tiads
transparency of call for tender is a big issmeéAlgeria as in many occasion is not best bid
that wins but the company who has more power, or that exert more pressure via influent
lobbies that has the final word. Ericsson has been in the Algerian market over 35ngears a

was very close collaborating thithe state project but the sudden shift in the government
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policy and strategic orientations has badly affected the'dimosition in the Algerian

market Ericsson Algeria, Annual report, 2009

According to the interviewsEricsson is suffering fron€hinese rent seekinglenouncing

the illicit competition by the Chinese MNEgiving example of many projects that were
agreed between Algerie Telecom or the government and Ericsson and were finally give
without prior notice to Chinese constructoilso, according to the interviews, both
expatriates and local Ericsson employees adhe¢ the boom of the sector did not
significantly improve Ericssds turnover as the company is mainly working novsmaller

projects or with other multinatiofslosing its position as the government preferred partner.

In conclusion, according to Ericsson interviewett®e Algerian market has benefited
strongly from FDI, by increasing competitiveness, better services, developing employee’s
expertise and increasing innovatioks the company has been present over the last thirty
years, they confirm that the company business has flourished since the deregulation of th
market, allowing the company to focus on the Algerian market by investing more in both
infrastructures and human resourdestelation torent capture, the participatbelieve that

it would help improe the market but it could also generate illegal practises, and could harm
the business environment in the country, urging the government to play a role of market
regulator rather than interfering in the market by offering special benefits to some
competitors. Alspthe lack of coordination between Multinationals and local firms and
strategy adopted by the major players (preferring to collaborate withactoegpfromthe

same country) which could affect the improvement of local SMEs.
The company aisi1 o introduce3G and the governmést‘e-government” plan will offer

more opportunities for MNEs and could help strengthenr th@de in developing the

Algerian economy
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IV.5 Presentation of Worktel

Worktel is small local company with around 200 permanent staff and 100 fixed contracted
staff, the SME was created in March 2003, to supply the growing demand on the booming
telecom and energy sectors. The company haditesh&om the credit lines designed from

the Algerian government to help local entrepreneurs “ENSEJ". After moreséheamyears

of activities, the telecomunicationoperations represents more than 80% of the company
turn over and only 20% on the oilcder (due to high competitively of this sector specially
from overseas MNEs)The main objective of the company is to extend it services on the
hydrocarbon sector to reach around 40% of its total turnover (Worktel annual report, 2009).

The company provide different services in booth sectors: in the sector:-ceaitre
operations, maintenance of the telecamicationequipment, the set up and the integration

of BTS equipment, civil engineering studies related to the telecom operations,
subcontracting serees fromthe major players: Djezzy, Nedjma, Algerie Telecom, Huawei,
Ericsson, Alcatel and Siemens, consulting and advising foreign or local investors about the

opportunity of investment in the telecom sector.

In the oil sector: the company offers a coet@nsive range of services like: the study and
setup of electric connection medium and high, realisation of the underground or over ground
electric supply network distribution MT or BT, design and installation ofuedeeding
system, analysing the reaaicomposition system, study of energy saving management
(Worktel annual report, 2009).

Examples of different realisations:

e Ericsson account: radio, survey and transmissions, the preparation of installation
documents, BTS midink installation (with algnment) for BTS sites, Antenna
feeders and installation measurement, contracting for the account of Aijeden
an installation and integration of BTS and HUB sites.

e Huawei account: a month contract including an installation of 06 BTS, GSM radio
channels, feeders and Antenna, Radio measurement andipstaContract for
INSYS for the account of Huawei including the setup of 30 BTS, 06 BSC WLL
CDA in the east of the country.
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e Djezzy Account: including the civil engineering study for GSM sites (10
sites/month), also the setup for BTS and HUB for more than 300 sites, as wedl as, t
contract of connection in electric power of GSM sites more than 400 sites acquire

¢ Nedjmaaccount: subcontracting diver BTS and Hub installation in diverse sites in

the east part of the country, contracting call centres services.

IV.5.1Worktel turnover evolution

Worktel turnover ( Million dza)

600

500

400

300 @ Worktel turnover ( Million dza)‘

200

100

2003 2005 2007 2009

Source Worktel, 2009
Figure 4.8 evolutionvgbrktel in the Algerian Market

When analysing thgraph above(4.8), we can notice the steady growsh the company
turnover is mainly due to the expansion of the compasiys activities were mainly located

on the east part of the counti§ince 2006, Worktel has exteadlits activities to the centre

of the country including the capital and it suburbsy be closer to the major telecom
players, allowing the company to be more present in a high competitive market (Workte
annual report, 2009).

During this periodthe firm has investeteavilyon upgrading its technology and benefited
from training from itcontactors: training and certification of Worktel engineer by Huawei
technology, training with Cisco system, Ericsson offered full staff training on gbroje
management as well as, interest free loans to help the firm improve its finan@tbsitu

According to the interviews (both senior managers and engineers questioned), the firm has
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largely benefited from the flow of foreign direct investment in the countryrm & the

transfer of technology and knowledge as well as the potential financial suppoetioffe

Converselythe increase of MNEs has led to an increase in the flow of SMEs from home to
host countriesfor instance from 2002 to 2008 there is more than 1000 Egyptian SMEs
operating in the telecom sectentered the Algerian market (ARPT, 2)1In mostcases,
MNEs prefer to deal with their home countries partners due either to atdomg
relationship, the lack of expertise of the local companies or strategiacabiaBo, there is a
threat coming from foreign SMEs as they increasingly im@reheir market share in

detriment of the local ones.

Another point is the lack of subvention and protection of the government that does not act
necessarily to help local firms (according to Worktel interviews). They addeththaew
state strategy in favour of national companies seems inefficient, due to the eoeessted
by foreign firm that privilege rent seeking in order to get easy access tatketpavoiding
government protection policies and taking advantage of the government monopoly
privilege. This does notnecessarilyhelp local firms that have less resowa@nd less

competiton than the foreign ones.

In sunmary, according to Worktel senior managers, the company was created to satisfy
growing need of the Algeriatelecormunicationsecta. They pointed out that the increase

of multinationals has regenerated the market boosting competition and developing
absorptive capacities, the existence of rent would help the market to some exteatdout
generates waist like the raise of bureaagrdribery and other illicit practise. The lack of
government protection and support for local small and medium firms would have damaging

consequences, as local SMEs could not survive with the increasing entry of fordign SM

152



Chapter IV: The Empirical Framework Section 2: Questionnaire Analysis
Chapter IV The Empirical Framework

Section 2 Questionnaire Analysis

Introduction:

In order to corroboratey literaturefindings | havedrawn aquestionnaire imelation tomy
research modeand hypothesisThe first £t analyssthe husiness environment of Algeria
particularly the impactof liberalisation of the telecormunication and government
investment policie®n theforeign direct investma (FDI) flow. The second set foces on
the analysis of the rent capture influence on the idact The third set explorethe
relationship betweeRDI, mode entry, technology, capital spillovensd competitiveness

and the fourth set looks at thelttiral distance and FDI inflow.

1V.2.1 key statistics

Table4.5 The breakdown of interviewees by category

Locals | Expatriates

Nedjma 9 11
Djezzy 10 10
Ericsson 8 12
Worktel 10 00

Source:adapted from my case studies

153



Chapter IV: The Empirical Framework Section 2: Questionnaire Analysis

The Repartition of Interviewees by category
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Source adapted from my case studies

Figure 4.9 the repartition of interviewees by category

Table4.6: Therepartition of interviewees by managerial position

Low Management Middle Management | High Management
Locals | Expatriates | Locals | Expatriates Locals | Expatriates
Nedjma |4 0 5 1 0 10
Djezzy 2 0 7 3 1 7
Ericsson | 0 0 8 5 0 7
Worktel 2 0 6 0 2 0

154

Source: adapted from my case studies



Chapter IV: The Empirical Framework Section 2: Questionnaire Analysis

The Repartition of interviewees by Managerial position
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Sourceadapted from my case studies

Figure 4.10 the repartition of interviewees bgmagerial position

1V.2.2 Analysing the first set of questions

The first set of questions looks at the business environment in Afgefiact on FDI
inflow by analysingthe country risk analysis (mainly the political and economic risks), the

degree of openness of the market and the liberalisation of the tehesocationsector.

Broady, the interviewees agreed that the liberalisation of the economy in genéréiean
telecom sector in particular has a positive effect on the flow of FDI in the coUimey
point out that due to the black decade of violence andigatlinstability, the Algerian
economy has suffered a lot in terms of assets, the flow of capitals and foreggitorsv

outside the country and technology.

For gnall and medium firm¢SMES) all interviewees agreed that since the liberalisadion
the tlecom, this segment hflsurished as new opportunities emerged, in the other hand
this segment used to be monopolidgedhandful hands. According to Work&imanaing
director, the number of SMEsperating in the sector acceded the 10@th morethan 60%
beingforeign (mainly Egyptian and_ebanesg While the local ones operate generally in

call-centres and network installation.
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From the expatriate point of view, the nature of political regime before the 1990s

(socialist) has largely contribuddo the reticence of the Algerian market toward foreign
investors Also, the switch on the economy from Agricultural based on the begging of the
1960s to a mono product (hydrocarbon based) played an important role isolating the countn
from the stream of capitalSome expatriates magers declare that “After the black decade
and even with the effort to restructure the economy, many MNE’s still seeridlgs
dangerous destination, also many country warn its investors to go to Algeria due td the ba

image due maly to the security situation” (adapted from the interviews).

Besides the rigidity of the markahe hegemony of the statevned firms on the market as

well as the lack of competitioin the economy in general atelecom in particular did not

push the state own company into innovation or promdatieg products and services. As an
example given by one of the interviewees, before the entry of Djezzy, the hegemony of
Mobilis (previouslyPTT) in the Algerian markehas led to a low penetration in the market,
bad services, high charges, lack of promotion, discounts opaomgotionaldeals, stating

that before the entrance of the Djezzy in the Algerian market, Mobilis a@tbiantless

than 40000 subscribers in 2001, but even with #mwry of Djezzy Mobilis Reached

million subscribers in 2003 which means competition had an encouraging outcome on the
state owned firm, as Mobilis was obliged to eapth the new competitivenvironment,
restricturing it facilities and adopting a moaggressive strategy to battle against the new
entrants. Djezzy senior marketing manager stated “the entry of Djezzy has improved the
Algerian telecom market in terms of quality as the netvoarkerage has improvedaching

the entire country by December 20@4ile competition has significantigropped pricesn

favour of customers({adapted from the interviesy.

In relation to the decision for investment in the cognthe intervieweegenerally agreg

that, the ountry hasunexploited resources and as the proof of the good decision for
investment is the rank of Djey in Algeria wih more than 15nillion subscibers and an
EBITDA exceeding 6%, or Nedma with an EBITDA exceeding 60% (Djezzy’s figure)
Also, the ertry of new players has driven othdoreign firms mainly SMS to operate in

different areas of the sector offering complimentary services.
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In addition the interviewees confirmed the decision for investment was not taken like tha

but it was after yearsf studying anctarefully observation and analysing teolution the
Algerian market and forecasy the potential return that could be gained from the
investment some executives from Nedjma stated have looked at the evolution of the
Algerian telecom market, business and political environment before deciding b, ials®
the success of Djezzy’s investment has motivated the Kuwaiti firm to infaektpted from

the intervieve).

For the potensl impactof barriersof entryin attracting foreign capitals, the majority of
answers collected suggesitst despite all the effort to deregulate tharket, investors still
suffer from many difficulties that push many of them to exit the market inclgdin
bureaucracy, the di€ulty to buy a suitable landspecially that the Algerian law does not
allow ownership of for foreignerst is anobsolete banking systems it takes more tha40
days to transfemoney.Also, the banking system is not linked to the glaiakket, which
meandack of loans or small credits or evénancial guidance as well as thgidity of the
investment regulationgather than having one stop shigp all administrdion paperwork

you have to go through several stages top open your business.

Some expatriate executives frovedjma,Djezzy and Ericssostate thgt‘doing business in
Algeria is much harder than the other noftflican neighboursasit takesmore than two
months to be a registered compangomparing to twdouss in neighbour Tunisia and half
day in Morocctd. One of the interviewees added thaeven the high poteial of the
Algerian market MNEsstill prefer to flee thecountry to setup in Tunisia or Morocco for
instance Renault the car manufacturer after encodngeproblems to establish a plant

the country decided to opt for Tangier in Moroc€atiapted from the interviesy.

The new investmenaw could harminvestors and could create an instable business climate
in the country, according to the intervieweEsrthermore, the entry of the nemvestment

law doesnot allowfull ownership of MNEs in the Algerian market as well asrib& 15%

tax transfers on gqatal abroad from foreign capitals operating in the countrgsw

controversial and could slow down the flow of investment into the country.
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Somesenior managers questioned affirmed ,thtte Algerian government gave guarantees

to Djezzy, NedjmaandEricssonthat theywill not be concerned with the new legislatias
they invested in the country before the new’ladding that “the changes in governments
and the relative fragility of the Algerian political systas every new government bring its

own rules which could negatively affect FDI flow to Algeri@adapted from the interviesy.

Most interviewees did not denigrate the government efforts to improve the business
environment in the country. Still, the country low macroeconomic stability anctkef
business infrastructure would alter its attractiveness ta BDth locals and expatriates
intervieweedeclarel, “the country dependence on the energy sector is a bad strategy as the
economy relies on the hydrocarbon revenue, as the oil price is very volatile this would harm
the economy, the government needs to diversify the revenue by deregulating other sector

and nake them more attractive for investme(datiapted from the interviews).

In relationto the government biaswardsany competitor, some of the interviewsesiggest

that the Algerian government or the regulation body (ARPT) act sometinfi@gomof the
historic provider Mobilis, asit is still in control of manystructures of the telecom, like the
international connection, interchange and VolP and impose the charge an arbitrary charge
The interviewees also urged the authority to take off the tights imposed by the ARPT,
providing a better market conditions to allow a fair play between competitors. Ghe of
interviews state that“in order to have a liberalized telecommunications sector the
government should privatize the state company so all the players would have equal
opportunities this would allow high technology, knowledge and capital spillovers and would

benefit the telecom but the Algerian economy a whole” (adapted from intejviews
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Table4.7 Summary of the first set of quest®n

Set (L: analysis the business environment of Algeria; the impact of liberakdion on the FDI
inflow.

Djezzy AT Nedjma Ericsson Worktel
The liberalisation of | The liberalisation| The deregulation The The
the economy in of the economy | of the telecom deregulation of| liberalisation of
general and the has pushed the | sector has the telecom | the market has
telecom sector in company to positively effect | market has led| benefited not
particular has a upgrade its the Algerian to an increase| only foreign
positive effect on the network and economy. of foreign investors but
FDI inflow. improve its investment and also SMEs.

services. Interviewees therefore,
The proof of totally agree that increased
successful AT is the historic| Algeria is a large| competition. | For the SME
investment is the operator country with point of view
company’s rank in | (this question diverse the telecom
Algeria with more doesnot apply) | unexploited When the market offers
than 15 million resources. company many
subscribers and an And the decision decided to | opportunities
EBITDA exceeding | According to for investment invest the for investment
60%, also the Algerie Telecom | came after deep | market was still
operations of the some barriers of | analysis of the virgin.
company has entry are justified telecom sector The new
extended to other by the fluctuations investment law
emerging sectors like¢ government most of the aims to give the
the constructionvith | intention to The new interviewees government
Orascom protect the investment law | think that the more control
construction Algerie | national firm could be Algerian over the market
and in future against MNEs. | refraining for government is | making MNEs
Tourism industry. But most of them foreign investors| tightening up | contributing to
recognised that | although the the investment | the

For the barriers of | bureaucracy, government gave procedures development of
entry, the majority of| obsolete bankingl some guarantees without the local
the people system and law | to Nedjma. necessarily economy as
guestioned states thatrigidity could Adding to that helping the well as allowing
despite all the efforty represent agal | the bureaucracy,| local economy, | fairer
to deregulate the problem for rent capture, adding to that | competition in
market investors still| investors. outdated banking the juridical favour of the
suffers from oodles system and the | system is home
difficulties that could inefficiencylegal | viewed as companies
push many of them system. obsolete and
to exit the market need to cope
including, with the new
bureaucracy and the changes.
land accessibility.

Source Adapted from my interview awers
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IV.2.3 Analysing the second set of questions

The second set of questmanalysd to what extent the rent capture influestie effects
arising from FDL How could ent capture via lobbying (pressure groups) have a strong
influence on government intervention on the market (by the incentive given or specific
benefits and regulationdDoes the rent capture generates potential negative or positive

effects of technology, knowew, managerial skills and efficiency and effectiveness

When askdabout the rent capture inBace many of the intervieweesere hesitat due to

the sensitivity of the topicThe local panel suggested that the rent capture is vital for any
investmentas it is a very common practise in Africa in gead and Algeria in particular,
although, the panedssociated the rent capture to the increase of brilberyrespectof
market competitionit also seen aa wayof maximising profit by getting “exclusiveax
royalties” aml, in some cases, not even paying bedits and loans which coukhgender
waste resources which means less cajpitasted in production, less innovatiamajsing
transaction costs and uncertainty. Adding to ,thiatould lead to inefficient economic
outcomes, barrier to a lortgrm foreign and domestic investment and misallocating talent

to unproductive activities.

Onthe other handsomeexpatriates argue that the rent capture ctelanore positive than
negative. Suggesting thabribery associated to rent seeking midtdave positive effects
through enhancing efficiency by avoiding all bureaucratic paperwork, redpoicgssig

time, allowingthe acquisition ofssets, credit loanss aribery might be theriginal cause

of slowing down processing tine the first placé (adapted from th&ricssoninterviews).

Related to how rent capture via lobbying (pressure groups) could have a strong influence or
governnent interventionin the market by the incentive given or specific benefits and
regulations, sme of the Agerie Telecom(AT) interviewees stated that the casdjezzy is

a good example suggesting thatinlike the other playerd)jezzy has lagely benefited

from incentives liketax royalties for fiveyears accesdo land andcredit lines from the
Algerian banks in fact according to the panel more than 50% of Djezzy investment comes
from Algerian banks credits, adding to that Egyptian flias negotiated it entry on the

market before hand as the firm via lobbying pressure and network to exert a pressure on thi
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Algerian government not postpone the bid for tender for th& SM licence by another two

years allowing the company to imposs lieganony over the Algerian Market’(adapted

from the interviews).

The link to pressure groups has led the firm to get asde the Algerian institutionas
government administrations switch their mobile contract from the national prpvider
Mobilis, to Djezz, which was described by AT executives ‘gsure conspiracy In
addition, the interviewees described how AiBs experiencedomeinternal conflicts that
led to a migrationof its skilled worker to Djezzy, as well as the decline of the network

efficiency and the loss of subscribers.

Vis-a-vis the rentcaptureseffecton technology, knovitow, managerial skills arefficiency

and effectivenesdl interviewees agreed that the existence of rents is likely to encourage
new entrants and thus increase competitive rivalry in the market which carlchtstrong
repercussion on the FDI perfnance. Rat would be positive when ibenefits the
consumer; undeperfect competitiorsuggesting that‘the increaseof market competition
would possibly boost technologicinnovation as an examplérms tend to provide extra
services like internet navigation, social network service (facebook, twitter, link to news
around the world as well as downloading games and apps for moldtethe incease of
market competitiorcould createjob opportunitiesand might help developing employees
skills via the different training programs offered to be more competiti\ae fesstgrowing
market (adapted from the interviesy Moreover,many expatriatesiew the rent capture
influence as more positive than negative sthrough rent capturdghe investment process
could be easiermaking thebusiness environment of the country more favourable for
investment adding to that the rent could increase the partigipafidhe firm in local
economy. Djezzy for instance has helped building desalination station in five citieewher
Nedjma developed helping school kids developing their sports talents and AT sponsored

major events in the countryadapted from the interviews)
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To sum up,the ntervieweesuggest thatent capture is&n important factor mediatingDI

impact asit has the potentialfor positive impact on the transfer and knowledge and
technology However, in contrasif generates waste of resougs for the government; tax

waste wasteof resources, the actual cost oétrent could be relatively highdding to the

extent of the involvement in the political livehich couldjeopardise the state legitimacy.

Table4.8 Summary of the analysis of the second set of questions

Set 02: Analysis of the rent capture influence on the FDI effect

Djezzy AT Nedjma Ericsson WorkTel
Through rent AT did not The existence of | The rent capture | The presence of
capture the benefit from rent| rents is likely to | could be more rent could
investment processscapture as much| encourage new | positive than stimulate the
could be easier as the other entrants and thus| negative in some| competitive
making business | competitors increase cases. rivalry which
environment of the especially competitive could have a
country more Djezzy. rivalry in the strong
favourable for market. repercussion on
investment. The link with The rent capture | the FDI

pressure groups| Therent capture | is an important | performance.
The existence of | has allowed through the profit | mediating factor
rents might certain generated could | in the FDI The rent capture

increase the
transfer of
technology,
innovation and
skills.

competitors to
get access to the
Algerian
institutions,
which led to a
serious loss for
Mobilis

Rent seeking
couldbe positive
in the case of the
shift of
technology and
knowledge and
negative in terms
of profit loss
generated by an
unfair
competition.

be beneficial for
all players,
company,
government, the
market and even
consumers.

spillovers as it
has potential
positive impact
on the transfer of
capital,
knowledge and
technology.

couldgenerate
more positive
than negative
slipovers
especially
through the
transfer of
technology,
knowledge,
know-how and
efficiency. In
the other hand
the waste
generated by
rent seeking
could have a
negative impact
on the economy.

Source Adapted from my interview answers
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IV.2.5 Analysing thehird set of questions

This section examirsghe relation between mode of entry and FDI spillovers, the potential
effect of FDI on technology, capital, knowledge and competitiveness spillovers and the

potential impact of culture in constraining FDI.

When questionedbout the choice of mode of entmpost participants decla that they
“had no choice rather than proper setup as the telecom sector in Algeria was very
underdevelopedarchaic infrastructusg, and monopolised byhe state owned company
which did notopen it capitalfor investor$ (adapted froninterviews) So, Djezzy, Nedjma
andEricsson werdan a way forced to go for the most expensive mode of égtgenfield,
the mostrisky but could generates higher retuBome participants statédhat because of
the hegemony of the historrovideras well as tb high potential of the market a®obile
penetration before 2001 was less than 3% in the coustnDjezzy kew that Algerie
Telecom Mobilis) could not compete against them, while Nedjma was first inestds
take over the national operator AT before the government dedaigiract their intention
to sell the operatoronstraining théVINEs to bid for the third GSM licen¢e(adapted from

interviews)

Another point is thabINEs conducted sommarketresearclprior to thar investmentsthey
observedthat the Algerian customers is eager for change and like trying something new
adding to the &d perception of the statewned company(describing it as old, bad
reception, bad service quality, very expensive andtigfi@etory customers servicedhese
reasos pushed Djezzy and Nedjma to opt fograenfield mode of entryunlike in Tunisia

wherethey opt for a joint ventur@ith the competitgrWataniya (Nedjma)n Algeria.

All interviewees agreed that the type of investment has a strong link with theef@dts
They a&sered that, ‘the geenfieldmodehas the highest retusnd could benefit more the
host country by creatg more jobs, technology knowledgeansferwhile strategialliances

does not necessarily wdrkadapted fromnterviews)
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In terms ofthe transfer of technologgnd capitalsthe intervieweegrom different firms

were unanimous thatthe telecom sector has seen a substantial revolution in all aspects
(qualitatively and quantitatively), the new players have helped to upgrade tmrtedector

via the transfer of capitals, technologpillovers as a proof the quality of service has deeply
improved, the prices have seen a plummet in favour of the Algerian consumer who now

enjoy high qualityproduct at a reasonable pri¢adapted froninterviews)

In relation to knowledgeand skills, the five firms have a very ambitious training and
formation strategy, offering continual training in all aspects technical, geaiaa or
marketing. Also, all firms are investing in human resources by providing English lessons to
their employeesas Algerias are maily Francophone. © the other hand,ni order to
measure the efficiency and effectiveness of the employee, AT, Nedjma, Ericssorgl\Workt
OTA work with objectives, set the objective beforehand to every department tledstart

of the year and there iscantinual review of the objectives every three to six months during
meeting where objective and performance indicators are analysed in function roblexte

and internal factors.

Analysing the competitiveness in theeleconmunication marke, all the interiewees
declarel that since the openness of the market and the entry of new plidngeerearket in
Algeria has seen a renaissance, and since 2004 (the entry of Nedjma Telecom) “the marke
is getting very comgtitive, as all the players implemeaggressivestrategies to increase
their shares of the market, even for the promotion there is some digsldor instance

when Djezzy launched its new promotion 100DA/day and you get free calls fram 12
6am Nedjma replied by introducing Nedjma free when you top up with 1000da/month you
still get your 1000DA plus you get free calls between 6am to 18h00pm and Mobilis launch
4h of free credit to two of your favourite number just to show how competitive is the

market(adapted from the interviews).

One of the executives added tH&br most of the cases, we get to know the offer just 30
minutes before the launch as we get a quick briefing to avoid any sort of [égkdaeted
from the interviews)As a reaction to the decrease of Djezzynarket share, theanel

statal that the decreasés a “normal consequence” as Djezzy stillstalarge hegemony
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with more than 60% of the total market share, stating that this increasebeoag$ociated

with the increase of Nedjmshare;as the firm is getting more expenced and also, the
efforts of the historic provider Mobilis to reduttee gap (Djezzy and Nedjma intervigws

For the SMEsperspectiveWorktel and Ericssosuggesthatsincethe deregulation of the
sector the telecomunicationmarket has seen a hufjew of SMEs around the world. This
has comemainly from the market, profit and efficiency seeking Chinese, Egyptian and
Lebanese firms as well as the local ones wityoto be more competitive and gain

technology, knowledge spillovers and absorptive caigsci

For the stimulation of the local market employment, some interviewees ed@lanw
Djezzy played an important role in regenerating the local mafe¢ senior manager
added, Djezzy is the biggest employer in Algerias the firm employ directly ore than

3,000 workers and 5.000 indirectly, while Nedjma employs more than 5.000 with 3.000
indirectly through third parties, Algerian Telecom employs around 21400 with more than
7.000 for its Mobilis subsidiary. Erickson has around 120 employees and Worktel around 70

employees” (adapted fromterviews).

One of the executivemdded that“the President Mr Bouteflika praiseldiring the Algerian
international Fair FIA in 200Medjma and Djezzy for beirgmorg theMNESs that recrii
locally criticising some MNEg$especiallythe ones operating in the soutb import foreign

work force.Adding that Algerian government has changed the labours right to work policy,
obliging foreign investors to use local human resource to fill the positions, which would be
more beneficial to Algeria as it allow to reduce the unemployment rateirapicbve

standard of living of the Algerian citizéfadapted froniNedjma and Djezzy interviews)

When questioad about the company policy in tesmof the workforce, all Nedjma
intervieweesdeclarel “that the company privilege th&l gerian competence as more than
90% of the employees are Algerian and the company aim to reach 100% by the end of 2011
while Djezzy accounts more than 80% of Algerian and ainedch 90% hy the end of 2010
andEricsson eport more than 70% of Algerian” (adapted from interviews).
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Somelocal interviewess criticised the fact thateven though the number of expatriates is in

decline, the Egyptian and Lebanese hold the most interesting and highest position in
detriments of local and accused the company to practise favouritism in advanthge of t

Egyptian lobby.

When askd about the linkbetween cultural distance amrestment decisigrmost of the
expatriateinterviewees agred that cultural proximity wasn important factor for Djezzy
and Nedjmainvestment. @e of the expatriates suggesthat “geographic and cultural
rapprochemeinsharing the saecultural and religious valuegasan important factor for
the FDI investment”ddapted fromnterviews) Intervieweesalso suggest that since the
presidentBouteflika reackd power, in 1999 hefavoured Arab investors While others
linked the decision of investment to th@/01 World Trade Gentre terroristattack, the raise

of anttMuslim sentimentand the fear for the Arab investorslase their capitals due tbe
increase of global insecuritysome addedthat the adhesion of Algeria to the Arab free
trade region taking effect from thé&' January 2009, would have a good repercussion in term
of generating more capitals to the country, driving more Arab investment and reducing the
entry barriers to the Algan market (adapted fronminterviews)

Nedjma interviewees added that another important investment deterrmaanto gain

some international experiencas the firm has little international experience by setting up
linkages with foreign firms and ingtiions to explore evaluate and utilise resources.
Ericsson expatriatesuggesthat the only motivation for the company to invest in Algeria

was the opportunities resulting from the liberalisation of the sector
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Table4.9 Summary of the thirdet of guestions

Set 03 This section looks at therelation between mode of entry andDI spillovers, the
potential effect of FDI on technology capital, knowledge and competitiveness spillovers an

the potential impact of culture in constraining FDI.

Djezzy

AT

Nedjma

Ericsson

Worktel

The choice of
greenfield mode
of entryis
assumedo have
higher return
comparing to
other mode in
terms of
technology
knowledge
transfers as well
as enhance
managerial skills

The market is
getting very
competitive, as
all players use
belligerent
strategies to
increase their
shares of the
market

Djezzy
recognised the
importance of
Foreign
investment in
transforming the
telecom sector by
boostingcapital,
Technology,
knowhow
transfer.

More than 80%
of the employees
are Algerias
suggest that they
are the biggest
employer in the
Algerian Market.

Thestate owned
company recently
opened & capital
to public

Since the entry of
foreign firms there
is a stiff
competition within
the telecom
market, this
competition is
regulated by the
ARPT who acts in
favour of fair
competition.

AT claims that the
foreign players
helped improving
the sector by
transferring
technology,
management style
knowledge and
capitals also the
increase of
competition in
favour of the local
customers

AT group has
already
established four
regional schools in
Algiers,
Constantine,
Tlemcen and
Ouargla covering
the countries.
Adding to the ones

> human capitalshe

offered by it

The choice of
greenfield mode of
entry is the most
convenient and
most profitable for
the host country

The increase of
competition has leg
to some unethical
practise, also,
some concern
raised about the
ARPT
interventiorsin the
market which do
not necessarily
serve the telecom
sector

Interviewees gave
some evidence to
show the
contribution of FDI
in the telecom
sectorfor instance
the sectogrowth
of 500% on
average between
20022009.

More than 90% of
the emploges are
Algeriars and the
firm is continuing
to improve the
employment
market.

Knowing the
importance of

firm opened its first

The choice of
greenfield mode
of entry,
interviewees
assumed that
they had no
other choices.

The increase of
foreign
investment has
increased
competition and
enhances
research and
developmenin
thesector as
firms tend to
innovate to be
more
competitive.

Ericsson does
believe that
MNEs
contribute to the
transfer of
technology,
knowhow and
efficiencyto the
local market.

More than 90%
of the
employees are
Algerians.

Worktel is a
local firm.

In the point of
view of SMEs
the increase of|
competition
could generate
more project
which could
develop the
SMEs
activities

Worktel
recognised the
positive FDI
spillovers in
term of
transfer of
knowledge and
technology.

The SME has
signed
partnership
with schools to
provide a
comprehensive
training to its
employees.
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all interviewees
suggest that ther
is no cultural
clash or the
management

(U

The firm strategy
is to focus on the
human resourceg
as a valuable
asset therefore
the firm has
opened a training
centre in Algiers
adding to the
onesin Egypt
and Dubaso
employees could
benefit from
different
trainings and
short courses
offered.

Djezzy
executives
declare that since
the president
Bouteflika came
to power he
privileged Arab
investors by
providing
incentive and
guaranties.

international
partnes.

training centre afte
just one year of
establishment, the
centre know delive
short course as we
managemen
classes, English
while other courses
are available with g
partnership
colleges

Thecultural cluster
was an important
determinant in the
firm investment
decision.
Expatriates
interviewedstate
that the
government new
strategy is in
favour of Arab
invedment as the
share the same
culture, principals
and interest. So
they could benefit
more the Algerian
economy.

Ericsson has its
own training
centre [ocated
in Tunisia for
Inorth Africa),
adding to the
central one
located in the
home country
Finland.

The firmhas
been a local
Algerian partner
for many years
and could not
face any cross
cultural issues.
Also the
investment
decision was no
linked to
cultural
distance. In the
other side, e

panel states that

minor
management
style issues
emergel at the
beginning but
both training
and briefing
were given to
avoid any major
clashes

The choice to
turn to Arab
investors is
justified and
could be bring
a good asset to
the local
economy, as
being a part of
the Arab union
zone this could
help the
Algerian
economy to
perform as
well asthe
leading Arab
countries

[

Source Adapted from my interview answers
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IV.2.4 Analysingthe fourthset of questions

The fourthset of questios examines the impact of FDI on local SVdrsl other sectors of
the economy, and explores how Algeria cdodahefitfurtherfrom FDI.

For the relation between the new investors and local companies, the ines=vipointed
out that“Nedjma and Djezzy are working hard to bualétrong relationship with the local
companies with more than 90% of the distributers are locals as well as morg0tea0

other retailers accdited” (adapted from Djezzy and Nedjma iniews).

AT and Worktel interviewees stat¢hat, ‘multinationals prefer to work with SMEs from
their home countries or neighbourhood countries, declaring that since the ariDjakzny

in the Algerian market channelled motlean 500 small foreign firnhave entered the
Algerian market (with most of them Egyptian and Lebanese) which is discrinynator
against local onegdapted fromWorktel interviews).However, ¢her interviewees (from
Nedjmaand Djezzy) justified the choice to workin home countries SMEs due ‘tthe lack

of expertise of the local ones in onanld, in the other is the long temeationship with the

home ones which facilitate operations” (adapted fiedjma and Djezzy interviews).

Another facor is the repercussion of the growth of teleecoamicationson the other sectors
of the economyfor instancethe marketing and communication sector is experiencing a
boom, the development in the media sector is mainly due to the amount of investment

allocated by MNEs to elaborate their marketing campaigns.

In fact, according to one d@he Worktel's executive‘'the improvement of the telecom has
helped developing other sectors such as the marketing and communication aricateedia

the increasing role oihternetand data access could hdtpvering transaction costs and
leading to more efficientcommunicationand ease businéssOne of the Djezzy’s
intervieweegyave the example of fishermen in south of Indtating that“communicating
through mobiles, &dines fishermen were able to sell their fish on the market where the
demand was high, as a result, less fish wastage, high benefits and lower prices for
consumers” (adapted from Djezzy intervigws
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When asked about how Algeria could benefit more ffei, the intervieweesuggested

thatforeign capital is essential for Algerian development prospects, but theuled may
have a deterrent effect on foreign investors who prefer to hold majority stakbsiiin t
Algerian subsidiariesAccording to MNEs the government should ease the policies to
attract more FDI the new investment rules could demotivate FDdcedly duringthe
global turmoilwhere the FDI trends are decreasing and developing countries are competing
to attract foreign capital©ne of theNedjma executives state“We do understand thdhe
government may be wary of the loss of control implied by a minority shareholding by local
companies, but this can be mitigated by the creation of institutions chargedipetirising

FDI and improving the country’s business climédte(adapted from the interviews)
Moreover AT interviewees explagd that although FDI is importangngaging MNEs with
local partners would be more beneficial to the Algerian economy.

All interviewees urgedhe government téberalise other sectors of the economy to benefit
fully from FDI and enhance the coungyelfare One of the interviews explaga, “After
the success of the liberalization of the telecom other sector needs to ftulowould help
the country gainin@ world class economy” (adapted from the interviews).
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Table:4.10 Summary of the fourth set of questions

Set 04: The fourth set of questions examines the impact of FDI on local SMEs and otl|

sectors of the economy and explores how Algeria could benefit more from Foreign Dire
Investment.

Djezzy AT Nedjma Ericsson WorkTel
The company AT via Mobilis | Nedjma Most of As a local SME
strategyprivilege | has strong tight | Interviewees insist| Ericsson Worktel
working with with home that the firm is partners are interviewees claim
local firms as companies and | proud to be locals. that they are
more than 90% of its politic is in considered as local underprivileged as
distributers are | favour of local | and it strategy is foreign firms tend
locals and tend to| firms. In the focused on the to work with their

work with foreign
firms when
expertise is not
available.

For the barrier of
entry, the
majority of the
people questione(
states that despit¢
all the effort to
dergyulate the
market, investors
still suffers from a
oodles difficulties
that push many ot
them to exit the
market including:
bureaucracy, the
obsolete banking
system and land
accessibility

other hand AT
denounce the
other
competitors
practise to bring
their home
collaborating
firms to work in
Algeria in

i detriment of the

2 local ones.

The Algerian
government
needs to review
its FDI policies
to attractmore
FDI.

development of
local SMEs and
upgrade them to
internationals
standards.

FDI is vital to
upgrade the
Algerian economy

Sound
economic
reforms are
needed to
foster more

but the government FDI.

need to protect the
country interest as
MNEs are profit
based they usually,
take more than
they give.

home based
associates.

The success of
FDI in the telecom
sector should be
generalised to
other sectors of th
economy.

D

Source Adapted from my interview answers
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IV.2.5Intervieweescomments about my reseanciodel

When commentingon my model, the first general observations made by all interviewees
(locales and expatriates) is thatvgrnment policy is an importadeterminant of the extent
and nature of FDI inflowsprincipally through incentives, specific regulations, specific
benefits and subsidies, or general policies such as liberalisation, the latestnmdggr role
increasing competitiveness that could enhance spillovers generally. Theesgilirom FDI
are also associatedith the mode of entryln the caseof Nedjma and Djezzy, the MNEs
were pushed to choosegeenfield investmeniThe latteris no longer available as the new
government policy requires MNEs to find local partndn contrastthe choice of the type
of entry could be related to country risk analy#isye take the example of Djezzy, the firm
choose greenfield invesamtin high risk country like (Pakistan, Iraq, Bangladesh, Algeria)
due mainly to the political instability, the degree of government interventioneomainket,
market inefficiency. In the case of Algeria, the teleommicationmarket was outdated and
underdevelopedjue mainly to the hegemony of the statened companyAT. The final

factor related to the FDI spillovers is the type of management.

In relationto the effect of rent capture on Fiflow, | noticed two distinct opinion<On

one handthe expaiatesbelievethat rent capture via lobbying (pressure groups) could have
a strong influence on government intervention on the market (by the incentive given or
specific benefits and regulationsThey also argued thatin some emerging country were
maiket tend to be inefficient, the presence of rent could play an important rolerigwiee
barriers of entry avoidingbureaucracy problems allowing better access to the market,
increasing rivalry and reduces the availability of monopoly rents, as a cemsequhe
increased competitive rivalry would probably reduce the opportunities for rentdsaa
move away from a monopolistic or oligopolistic situation. Additionally, the axisteof
rents is likely to encourage new entrants and thus increase ¢tvep@talry in the market
that could boost the FDI performance in the telecom sectors by raising tloeespilof
technology, knowhow, managerial skills and efficiency and effectiveness”(adapted from

interviews)
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[V.2.6 Interviews summaryand conclusion

Accordingto the interviews conducted and the information gathered fyncase studie$
reachthe following findings:

e Regarding the impact of the government subsidising local compaoigbe
detriment of the foreign investqrmost of the informatin gathered confirmed that
foreign firms were plenty of times penalised by the ARPT for illicitcpsas and
non+espect of the competition rulélso, Djezzyand Nedjmaclaim that Mobilis
(previouslyPTT) is still controlling foreign callsand imposg its own chargs on
other network. Therefore according to some interviewe€®jezzy has raised this
problem to the local authorities and they are still waiting for the governmshbte
a sign of good will. In the other hanDjezzy execuves assuredhat the relation
with the government are excellgolespite the deterioration of the relations between
Algeria and Egypt) aboth parties meet regularly to discuss any issues raised as
well as talking about the future investment planned by the conip@dapted from

interviews)

e For the business environment, some intereiesiexpressd concern about theon-
stability of the political andeconomic environmest despite government efforts to
restructure theeconomy;the banking sector and the land accessibility remain huge

barriers for foreign investors.

¢ Related to how the rent capture via lobbying (pressure groups) could have a strong
influence on government intervention on the market (by the incentive given or
specific benefits and regulations)terviewees agreed that the existence of rents is
likely to encourage new entrants arttlus, increase competitive rivalry in the
market which could have a strong repercussion on the FDI performahcecould
be positive in a way as it would benefit the consumer (unddegtemarket
competition pattery increase of market competition would possibly boost
technologic innovation as an example now firms tend to provide extra service

internet navigation, social networkrsee (FacebookTwitter, link to news around
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the world as well as downloading games and appmfibileg it also generates job

opportunities, and might help developing employees skills via the different training

programs offered to be more competitimea fast growing market.

e The rent capture influence might have more positive than negatipectas
as, through rent captureghe investment process could be easrmagking business
environment of the country more favourable for investment adding to that the rent
could increase the participation of the firm in local econobjgzzy, for instance
has helped building desalination station in five cjtigkile Nedjma hgbed school
children develop their spoing talents and AT sponsored major events in the

country.

e According to the intervieweeshe rent capture is an important meitigt factor
affecting the FDI impactas it has potential positive impact on the transfed
knowledge and technologBut, o the other handt generates waste of resougs
for the government (tax wastessourcesaste the actual cost of the rent could be
relatively high) adding to the extent of the involvement in the political, Wdich

could jeopardise the state legitimacy

e For the FDI effect on increasing competitivenessthia tlecom, when Djezzy
entered the Algerian market competitioh,was dominated by the Algerian firm
(Mobilis). After less thara year Djezzyachieved amazingesults,taking over more
than 706 of the market sharélowever,with the arrival of a new playeNedjma
and the restructe of the Algerian Telecom Company (Miis), the shares falls
unde 60 % August 2010 dccording to the ARPT fige). Respondentstatal that
the fall in Djezzy market share shows how competitthe Algerian marketis,
insisting that all players have to battle to get additional shai®ng aggressive
marketing and media campaigns, promotions, special discountsg giway
freebies, service quality and customer servibeey suggestedhat “the Algerian
GSM market will reach saturation between 2012 and 2015, which the necessity to
introduce the 3G that meant to be launched more than a year ago egulagory
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body ( ARPT) did not call for tenders, aiming that the 3G operation will dinee t

Algerian market a new bredtfadapted fromnterviews)

e According to the new investment law callifay foreign investors to look for a local
partnership in order to invest in the countijezzy, Nedjma and Ericsson
respondents confirad that this law is effetive as of01 January 2009. Moreover,
the MNEsenteredbefore 2009 for instance Djezzy joined the Algerian markein
late 2001.Also, for the future investment, OTA has obtained guasesfrom the
Algerian government to continue its ambitsoplan without any constrdinwhile
Nedjmaand Ericsson agreed to boost their investment in the country to avoid any

conflict with the Algerian government.

e According to the choice of investmeiplementedby the seleted panel the
participans stated that iggenfield was the only option available in Algeria at that
time, as the market was deregulated just before the fiRdE Mecision toinvest. A
that point, the Algerian market was risky, as it was monopolised by the state
company (PTT)Also, the capital of the PTT was not opened, which did not leave
many options to OTH. But after one year of exercise the Algerian satysdjezzy
was ranked the most profitable among the other OTH branches, while Nadjma
eventual takeoveof AT, taking advantage of the booming of the sector the firm
optedfor Greenfieldas the most profitable and suitable to its expansion strategy
Worktel and Ericssn believethat Greenfield investment is the magbpropriate to
the actual busess environment of the counts it could generates more capitals,
jobs and easy transfer of technology and know-how.

e Regarding the transfer of technology, knbew and managerial skills, the
interviewees were unanimous that the sector has seen a substantial revolution in al
aspects (qualitatively and quantitatively), as the service quality has diegpbved,
andthe prices have seen a plummet in favof the Algerian consumer who now
enjoy height quality product at a reasonable pNghile customer satisfaion is in
constant progressa¢cording to companies marketing surveysl interviewy the
improvement of telecomunicationis having a positiveffect on other sectorsuch

as marketingcommunication and medi&Vhile talking about the relation between
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MNEs and SMEsthe panel interviewesconfirmedthat the increase of competition

has led to an increase of the number of SMEs operating inafifferea of the
telecom sector such as setup, logistic, call centres, consulting. Worktel agsoBri
interviewea suggested that the number of local SMEs is in constant progression
which shows the good health of the sector also the collaboration bdwWi¢es and

SMEs is very important according to all players MNEs offer training andastpo

SMEs to ensure the good collaboration and long run relationship, Eagsson
expatriates explained the new relation between SMEs stating the examples of
Ericssonthat tend to subcontrasbme project with local SMEghis collaboration

was made possible thanks to the MNEs effort to improve local SMEs providing

them technical and managerial training).

e Regardingthe cultural distance effect on investment decistbie Ericsson panel
suggestd it was not related as they believe that the deregulation of the
telecommunication sector is the most importdeterminant while other MNEs
suggest that the governmeneéw strategyto promote Arab investmerdlso the
culturd proximity between home and host countries are key determina@hésy.
arguedthat Arab MNEs prefer to invest in Arab countmnainly due to the
international climateof uncertaintywith the rise of terrorism an@nti-Muslim

campaigns.

Finally, both expatriates and locals considére liberalisation of the telecom as a
success story and urge the government to spread out this success to other sectors th
show high potential but still suffer from the lack of productivifadapted from

interviews)
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V2.7 Chapter Conclusion

This chapter presesimy empirical work | beganby analysingthe case five case studies

looking at the companies in depth.

In the second sectiphanalysedheinterviews | designed a questionnaiire relation tomy
research model variables and categorised my questitmfoir main setsThe first set of
guestions loo&d at the impact of liberalisation on the FDI inflow. The seconeésaminel

to what extenthe rent capture influenceke types of effects argy from FDI. The third
section lookd at the effect of mode of entry on the FDI spillovers, the potential effect of
FDI on technology and capital, knowledge and competitiveness spillovers and the impact of
culture in constraining FDFinally, the fourth set of questions exandriee impact of FDI

on local SMEs and other sectors of the economy and explores how Algeria could benefit

more from FDI.
In the next chaptdrwill discuss how my casstudy results corroborate my research model,

hypothess and lierature review, suggesting future direction and development of my

researchas well as my research limitations
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ChapterV: Discussion and &flection

V.1 Researclobjectivesand research model

The objective of thisesearchs to investigateand analysehe contributions oforeign
direct investment KDI) to the performance of the telecommunication sector of the
Algerian economyby examiningthe literatureon FDI impactand reviewing evidence
from the Algerian telecommunications sectm light of this | formulate sixmain
hypothess:

1. Entry mode has an important impact on FDI spillovarsthe Algerian
teleconmunicationsector

2. FDI has contributegbositively tothe transfer of: technology, knowledge, capital
and productivity spillovers o the Algerian telecom market

3. There is a strong correlation between rent-seeking and FDI inflow.

4. Political stability is an important determinant to Fbflow.

5. The country’s economic stability and a sound business environment are
important determinants to FDiflow.

6. Culturaldistance between countries could either encourage or restrain FDI.

My researchmodel starts with the classical posititinat government policy is an
important factorinfluencing the FDI inflows, mainly through incentives, specific
regulations, specificdnefits and subsidies, or general policies such as liberalisation, but
also through seconebund effects on the competitive structure of the market. Géyer
government interventions coulthcreasespecific “positive externalitiesfrom FDI,
while liberdisation and increased competitiveness migimprove spillovers. The
spillovers from FDI are also influencedturally by other factorssuch asthe mode of

entryand management style, whichassociated with country risk analysis.

The model differs frm classical accounts of FDI tarms ofthe attention ipaysto rents

and rent capturd arguethat thisstrongly mediatethe effects of FDI, particularly in
developing economies where markets tend to be inefficient, and in sectors such as
telecommunicaons arising from the presence of natural monopolies. Not only does rent

seeking and rent capture influence the extent and typeffemftsarising from FDI, it
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also adds a secondary dynamic, providing incentives for FDI to be channelled towards

influencing government policies and the market structure.

Rent capture via lobbying or pressure groups could have a strong influence on
governnent interventionin the maket by the incentive given or sgific benefits and
regulations Furthermore, the rent captured could generate potential negative or positive
impactof technology, knowhow, managerial skills and efficiency and effectivenests a

generate some constraisteeh adribery, illicit practise andesource depletion.

Liberalisation also has an indirect effect on the competitive pattern by havingpad

on the competitive structure changes occurred on the competitive rivalry andrket m
structure On the one hand, thimakes FDI easierbut it also increases rivalry and
reduces the availability ofmonopoly rents Consequetty, the increased competitive
rivalry would reduce the opportunities for rents as it is a move away from a monigpolist

or oligopolisticsituation.
Additionally, the existence of rents is likely to encourage new entrants and thuasencre
competitive rivalry in the market which could have a strong repercussion orDithe F

performance in the telecanunicationsector.

V.2 Presentation ohe casestudesresuls

In terms ofthe business environment tiie country, some intervieses expressd their

concern about thewon-stability of the economic environmenDespite government
efforts to restructure the economyhe change in goverrent strategy towards
investmentand the high government intervention in the market addintpgcobsolete

banking sector and the land unavailabitiéynain huge barriett® foreign investors.

In relation tothe potential effect opolitical and economicisk analysis in Algeria in
driving investment, both multinationals questioned assume that Djezzy and Nedgna hav
negotiated their entry o the Algerian marketDjezzy’s executives explagal that one

of the company strategies is investing in “high riskidones” giving the example of
Bangladestand Pakistarwhere the company has done very well iquéte short term

Theystaedthat countries with high risk, have high potential too and could generate high
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profit due to market virginity, unlike countriesith “low risk” where the market is
highly saturated and the peneioat rate is relatively slow. Tdhe question why
choosing Algeria,executivesfrom both multinationalsexplained that the bilateral
agreement between home and host countries was a cagmifactor in the investment

decision.

In termsof the influence of rent capture via lobbying “pressure groups” on gowrhm
intervention n the market by the incentive given or specific benefits and reguation
Interviewees agreed thakistence of nats is likely to encourage new entrants and thus
increase competitive rivalry in the market which could have a strong repercossibe

FDI performance.

That could be positive in a way as would benefit consumeunder pefect market
competition patternwhile theincreaseof market competition effect the market structure
andwould improvetechnologic innovationMoreover, therent capturecould influence
the inwestment procesgby acceleratingthe investmentprocedures meing business
environment of the country more favourable for investnaamd,therefore encouraging
new entranfs Adding to that, the rent woulshcrease the participatn of the firm in the

social anctultural life through charity or sponsorship.

Moreower, the rent capture is an impontamediating factor in the FDI impaas it has
potential positive impact on the transfer and knowledge and technology but in the other
hand italsogenerates waste of resources for the governneentvaste, resources was
the actual cost of éhrent could be relatively highdding to the extent of théMNEs

involvement in the political lifewhich could jeopardise the state legitimacy

Analysing the possible effect of FDI in transferringchnology, knowhow and
managerl skills, the interviewees argdethat the sector has seen a sigaifit
revolution in all aspectgualitatively andquantitatively As thequality of services has
deeply improved, the prices have plumettn favour of the Algerian consungmwho
now enoy high-quality producs at a reasonable pricghile customersatisfation is in
constant progressag¢cording to companies marketing survessd the interviews
conducted)Also, the developmerdf the telecomunicationsectoris having a positive

effect on otherectors such as marketing, communication and media.
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Looking at the potential link between the mode of entry and &ff2lct, intervievees
concludedhatthe geenfield mode was the most suitable option available dtrtigeof
investment. A the sector was underdeveloped and needed capital, technology and
knowledge, recognising that greenfield mode would be profitable for both sides for the
country as it generates, technolog [R absorptivecapacities, job opportunés while

it is assumed to generdtegh return for the firm. Executives explaithat risktaking

was justified as thereenfield could be “very risky” when the market is saturated
However,in the case of Algeriathe market was unexploited before 20@dth less
10,000 mobile subscribers for &3llion people (adapted from the interviews).

Regarding the impact of the governmgmbtectionism policy orFFDI, my casestudy
resultsdemonstratehat foreign firmsurge the governmeno consider a comprehensive
review of FDI policies to attract more foreign capital by creating aenk@Hfriendly

regime.

On the other handinterviewees argued that theyere discriminated againstand
penalised by the regulatiomody (ARPT) for illicit practies andnonrespectof the
competition rulesDjezzy and Nedjmaalsoclaim that Mobilis previouslyPTT) “is dill
controlling foreign callsand imposs excessive charges to other networks, while
Algerian Telecom accuse lobbying groups to work against the national company by
helping multinéionals toacquire big telecorprojectsand denunciates the excessive use
of rent to"“sabotaging” the state firh{adapted from the interviewsJMEs likeWorktel

and Ericssondenounce the government polity allow MNEs to bring their home

countries partners and penalising the |larags

Looking at the influence of management style and cudtored=DI impact my findings
indicate thatin general MNEs did not face majorcultural or managerial clashes.
According to the intervieweesgxpatriates statethat they receive a full training before
coming to Algeria about culture, traditions, habits atite Algerian personalityto

facilitate adaptatiorto local culture.

Analysing therelaton betweerMNEs andSMES thecasestudy results suggeghat the
increase of competition has led to an increase of the number of SMEs operating in

different area of the telecom sector suchsasip, logistic, calleentres andonsulting.
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Finally, according to the interviesxconductedithe major challengéacing the Algerian
authoritiesis to diversify away fromthe energy sector and ensure sustained private
investment led growthVhether econonai diversification strategies depembre on the
public or the private sector, key policies must be adopted. Among these is a friendly and
open FDI regime. Foreign capital is essential for Algerian development proapdeid
provides private investmeistarce countries with theapital, know-how and technology
transfer required forreating and developing strong private domestic investment. This is
particularly true in today’s globaéconomy where the service industry and technology
transfer plays asignificant role in the international competitiveness of firms and

countries.

V.3 Discussion

My researchfindings suggest a strong linketweengovernment policieand the FDI
inflow through incentives, specific regulations, benefits and subsatidsy general
policies such as liberalisatiorould increase competitive rivalry in tmearket Also, a
robust political system added to a transparent economic environment atwatd more

foreign investment. This supports hypotheses four and five

Furthermore theliterature argueshat FDI is also hfluenced bythe mode of entry as it
would facilitatethe flow of technology, capitals and knowledgygd management style.
My empirical results suggest that greenfield investingenerate more benefit for the

host country which corroboradypothesis oneHowever,because all MNEs operating
in the sector have chosen greenfield as mode of ,drtould not compare the impact of

greenfield against strategatliances in terms of FDdpillovers.

Also according to my research findings, rent capture via lobbying has a strong influence
on government intervention on the markgtthe incentive given or sgific benefits and
regulationsAdditionally, my results showhat the rent capture generates positive impact
of technology, knowhow, managerial skills and efficiency and effectiveriaghe case

of the telecormunicationsector in Algeriaand could produce negatiggilloversin the

form of waste, such as resource deptat, bribery and illicit practies.
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Conversely the ingceased competitive rivalry reduséhe opportunities for rents as it
movesaway froma monopolistic situationFurthermore, the existence of rents is likely
to encourage new entrants and therefonerease competitive rivalry in the market
which generates a positive impact in the telecom segyoincreasing R&D and

innovation.Thiswould confirm hypothesis two.

Finally, my findings corroboratevell my modeland hypothesigzhen explaininghe link
between the importancef cultural approaches between home and host countries.
According tomy inteviewees, increasingly Aralapitals are moving from western
countries to the Ar ab world as a safe place duethe cultural similaritiesandthe

increase of Islamophobia in thest ofworld. This finding confirms hypadiesis six

V.4 Reflection of the empirical findings usitloe literature review

Both my literature andempiricalwork suggesthat FDI plays asignificantdeveloping

the Algerian telecomunication sector due to benefits related :tdhe transfer of
innovation, technology capitals increasingcompetitiveness, developing managerial
skills, creation of job opportunities, helping improving the overall economic conditions
by affecting other sectors and promote the growth of the private sect@\iBd This
supportsthe Iterature (Caves, 1974; Haddad and Harrison, 1993; Perez, 1997; and
Markusen and Venables, 1999).

In relation to the ownership advantag®unning, 1977, 1980),he case of Djezzy
illustrates that thefirm has a monopoly over igpeific advantages and can utilidfeem
abroad, resulting in a higher marginal return or lower margindltbas its competitors,
which would result in high profitAs the company was the first multinationalenter the
Algerian eleconmunicationmarket, he companyused its core competenciesnainly
technology and knowledgeo create a monopolistadvantagen theform of privileged

access to output and input markets through ownership of scarce natural resources (th:
right to access the land, use th&esowned company networkas well as patent rights,

and credit and loans from statedned banks.
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This has helped the Egyati firm to achieve the econonoy large size (advantages of
common governancegpuch as ecamies of learning, economgf scale and scope,
broader access tontncial capital throughout theuttinational enterprise orgarasion

and advantagescquiredfrom international diversification of assets and risks.

As in the case of Nedjma, the dominance of Djezzy has pushed the company to be more
innovative and focus on its core competencirainly technology and human knew

how, in order to be more competitive the market However, according to the case
studies, thee is little evidence of the existence of costs generated by failure of
knowledge about local market conditions, legal, institutional, cultural and language
diversities. However, there is significant evidence of the presence of high costs of
communicatingand operating in Algria, especially from 2008 asompaniesannual
reports figures showhat maketing and media expenditure anereasing This isdue to

the intensification of competition in the market and represenés of highest budget
allocation inboth Djezzy and Ngoha, compaed withthe stateebwn companywhichis

investing more in R&D and upgrading its netw@#tgerie Telecom case study)

From my case studiegent capture he@a strong linkwith both ownership advantage and
the location advantage as the firm must use some foreign factors in connetkiats wi
native firm specific advantages in order to earn full rents on these firm ispecif
advantages. Consequently, theseevidencethat thelocational advantaged different
countries are keglements irdetermining which countrwill become a host countfgr
multinational enterprisedor instance Orascom TeleconchoosesAlgeria for few
reasons, market size, low competition (as the seosa from monopoly), bilaterédade
agreemers betweenthe Algerian and Egyptian governments, the potential rent capture
that could be earned through lobbying specific benefit and privileges accordio
Egyptian investors, geographical and culturagbrapchesHowever,according to my
fieldwork, because of the poor structure of thkgerian sector and the lack of skilled
labour,Djezzy had to import skilled labour mainly from Egypt, France and Lebdnon
this casethe investment was affect@asitivdy by the market size but negatively by the
labour costwhich corrolrates my literature reviem(Dunning, 1977.1980Markusen

and Helpman, 1984; Helpman and Krugman, 1985).
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When assssingthe decision of investment of Watgai Telecom (Nedjma), the MNE
haschosen Algeria for multiple reasanshe main ones are to gain some international
experience by setting up linkages with foreign firms and institutionsxplore, evaluate
and utilise resources, skills and expertise awdd on a global scale, combined with
their own assets (adapted from the interviews). Also, to benefit from theaserof
competition in the market, the growth of the economy and potential knowledge and
absorptive capacities that could be gained frormtheket as result Wataniya teamed up
with its rival Orascom to invest in the neighbourhood country Tunisia in 2008 by
creating a Joint venture (Tunisiandhose confirm the literature as it suggests that
MNEs with relatively weak technology, human capital, suppliers and distributibtzew
willing to cluster “agglomeration effect” to gain technological and pecuniar

externalities in order to be more competitive in the market (Shaver ang Z)9).

Therefore, the markegntry decision and/INE investmen decision is quite distindb

the twoMNEs. Orascom was motivateshly by market size, political recovery, market
potential, rent capturewhich could be raised from the market imperfection),
geographical and culture proximity, specific benefits and government incentivesaand w
driven by the company experience in other countries with the same business
environment conditions. Wataniyameanwhile,entered the Algerian market for other
reasons; first the company had little international experience so augoi the
interviews the company aimed to gain technology, skills and knowledge benefiting from
the “agglomeration effect” as well as experiencing different business environment and
this has helped the company to invest in other countries like Tunisia @othesouth

Asian countries.

Furthermore in relation to the potential impact of political and economic stability in
attracting foreign capital the Algerian economy and telecom sector in partictiter
majority of answers collected suggest tluaispite all the government effotts improve
the business environment in the counthe countrys low macroeconomic stability and
the lack of business infrastructure would alter its attractiveness toNt@eover,the
new investment law in restrictingulf ownership control for MNEs could reduce the
flow of investment to the countryrhis corroborate boththe hypothese and literature
review (Schneider and Freyl985;Barro, 1995), and confirm&loberman and Shapiro

(1999) in relation to the significance of host countries policies incéitiggaFDI.
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Analysing the key factors influencing tieboice ofmode of entry,lie iteraturefocuses

on explaining the choice between sole and joint ventures and the ownership and contro
issues involvedn the different mode of entrie®(nning 1977,1980,1988,19%aves
(1982); Davidsonand Mc Fetridgd,984,1985;Henart ,1982,1991Kogut and singh,
1988; Anderson and Gatigon,1986 ;Cho and Radmanabhan, 1995).

My empirical findingscould not confirm the literaturgparticularly inthe cas of a
developingmarket wheremarkes tend to be imperfectDue to the lackof adequate
infrastructure or government legislatiddNEs would have no choice of mode of entry

In the case of the Algerian telecamnicationmarket MNEs werein away*“forced’ to

opt for greenfield mode of investment due to the poor state of the market, and the high
return that could be achieved throughregnfield compad with other modes
Mearwhile, Nedjma tried first to take over éhmational state firmAlgerie Telecom
before deciding to choose full ownership mode, justifying this by the high potential of

the Algerian market and driven by the successuatinationals

However, my case studiesrdom the first hypothesis regarding the potential impact of
mode of entryon FDI spillovers asthey state that greenfield investment plays an
important in developing and upgrading the courmstryélecoms sector as well as
improving the economy by creates more jobs and allowing be&ttdmology and
knowledgetransfer.This corroborateshe literatureand hypothesis one.

In relationto the impact of the rent capture on the Fd¥lect the casestudy results
showthat the rent capture via lobbying (pressure groups) could have a strong influence
on government intervention on the market by specific incentive aifgpbenefits and
regulations.Interviewees agreed that the existence of rents éylito encourage new
entrants and thus increase competitive rivalry in the market which couldahstveng
repercussin on the FDI performanc@hiscould be positive in a way as it would bahef
the consumerjncrease market competition, increase thendfer of knowledge and
know-how,as well as increasing technological innovatittralso improves employment
opportunities and might help develop employee skills via the different training
programmes offered to be more competitive in a fast growing markétis corroborate

the theories oPosner (1976 Tullock (1967 andOlson (1982)and confirns my third

hypothesis.
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Conversely my intervieweepanel suggestl that the rat capture via pressure groups
coud generate some s in form of the raise of bureaucracy, bribery, illicit practises,

loss of government taxes and the natural resources depletion.

Finally, when studying the linkage between the choice of investment and cultural
distancs, the literatue arguesthat larger national cultural differences on average would
result in larger differences in terms of organisational and management practi&esy m
postacquisition integration more difficult and less attractive dgulturally distant
countries (Kogut and Singh, 1988rimo, 2002).

My case studies support the literatuess both Djezzy’'s and Nedjma’snterviewees
explain that that the cultural proximity is an important factor as there isutoral
differences beteen the home and host caueg While the Ericsson panel stadethat
the choice of mode of entry fgenfield has helped redue cultural and managerial
clashes, most of the employees were loaatounting fomore thar80% of the MNEs
total employeesadding thatexpatriateshave received appropriate amagerial and
cultural training. Furthermorethe interviewees arguethat this “melting pot” has
achieved good results in term$ marketing, R&D and innovation (adapted from the
interviews). In addition, the company adopted a hybrid model of participative

managemenintegratingboth firmsand local management styles.

To summarise, my model developed well and my empirical findings resuftshborate
the literatureand my hypothesis formulated on the literature review sedtioa.der to
improve myresearch there is a need ittvestigateother important factors such as
potential rent waste generated, the possible impact of global investmmiateclin
attracting orconstrainingFDI, and the impact of “economic agglomeratiooi the

investment decision.
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Chapter VI Conclusion andRecommendations

VI.1 Conclusion

Many researchefave dealt with the issue of FDI and their potential benefits for
developing countriesni terms of technology, knowledge and capital transfers, job
creation opportunities, and growth and development. There have also been severa
studies on the determinants of FDI in both developed and developing countries.
However, there are veffgw studiesthat concentrate on foreign direct investmg@tidl)

in North Africa, and Algeria in particular.

To close this gap in existing literature, my aim was to analgiieally the contribution

to FDI to the Algerian economwith reference to the telecanunicationsector. My
research question is: FDI in the Algerian telecommunication se8toranalysis of
motivations, constraints and effects. In order to answer this qoelshiave presented a
model based on the following sub questions: What are thentalt FDI effects on
emerging economies? Wiayedeveloping countries lagging behind in attracting foreign
capital?What is he possible relation between the mode of entry and effects by industry
and market2What is he potential contribution of FDI ithe transfer of technology,
knowledge, capital and productivity spillovers in the Algerian telecom matiet?
could rent capture, political risk and institutional stabilitgconomic determinantnd
the cultural distance effect or constraints FDI inflow to the Algeria iregdrand the

teleconmunicationsector in particul&t

My research model starts with the classical position that governmeny polec key
determinant of the extent and natwt FDI impact, principally through incentives,
specific regulations, specific benefits and subsidies, or general policies such as
liberalisation, but also through seceralind effects on the competitive structure of the

market.

Generally, specific government interventions can enhance specific spilloversvéosit
externalities) from FDI, while liberalisation and increased competiggs can be
expected to enhance spillovers. The FDI effects are also influetassicallyby the

mode of entry and managent style, which is associated with country risk analysis.
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The model differs from classical accounts of FDI in the attentipayisto rents and rent
capture, which | argue strongly medmitbe effects of FDI, particularly in developing
economies wheremarkets tend to be inefficient, and in sectors such as
telecommunications arising from the natural monopolies present. Not only dudes re
seeking and rent capture influence the extent and types of effects and constrangfs arisi
from FDI, but it also addsa secondary dynamic, providing incentives for FDI to be

channelled towards influencing government policies and the market structure.

Rent capture via lobbying (pressure groups) could have a strong influence on
government intervention on the market (by the incentive given or specific benefits and
regulations). Furthermore, the rent captured could generate potential negaibsitioe
spillovers of technology, knowow, managerial skills and efficiency and effectiveness
and generate negative spillovesach as resource waste

After conducting a in-depth literature review | have formulated the following
hypotheses
1. Entry mode has an important impact on FDI spillovers in the Algerian
telecommunicationsector.
2. FDI has contributegbositively tothe transfer of: technology, knowledge, capital
and productivity spillovers to the Algerian telecomunicationmarket
3. There is a strong correlation between rent seeking and fAB\vin
4. Political stabilityis an important determinant to FDIfliow.
5. The country’s economic stability and a sound business environment are
important determinants to FDiflow.
6. Cultural distance between countries could either encourage or restrain FDI.

To test my research model and mypothess, | analysed five case studies and reached

the following conclusions:

Analysingthe potential contributioDI to the performance of thelecommunications
sector ofthe Algerian economy, my empirical findingsnfirm the literature regarding
the transfer of technologfabsorptive capacity)knowledge(know-how)and capitals.
According to my findingsthe telecommunicationsector in Algeria has benefitéargely

from the entry of foreign players mpgrading, gtendingthe services, developing new
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services and creatng a competitive market to the benefit of customers who can enjoy
wide range of services at lower pric8$e creaton of local job opportunities (direct or
non-direci also helpedupportiocal SMEs(with the case of Worktel).

As a repercussion of theincrease of foreign direct investment into the
teleconmunicationsector Algeria's mobile market is experiencing a big bodtrhas
achievedmore thar33 million subscribersn December 201,Gcompaed withfewerthan
10,000 subscriberm 2002 (according to theegulatory body (ARPTJigures). With a
penetration rate close to 99 compaed with0.26% in 2000and the market is expected

to maintain the pace with the introduction of th@ 8ervice (expcted by mie012)
(ARPT, 201).

Also, unlike thenon-equity mode of investment, adopting a greenfield investment
appear to help the growth of the telecouonicationsector (as the sector was outdiate
with apoor infrastructure), as it increaseompetition Thisenables detter service at a
lower price however, in many emerging markets (specifically Algeria), the profit
generated from the invesentdo not feedback into the host econorinystead MNES

tend to transfer the profit to their home country which the necessity of the government to

protect the local market.

Regarding the impact of rent seeking, my research findings suggestrihaapture i
significant determinant onhe effects of FDI, paicularly in developing economies
where markets tend to be inefficient, and in sectors such as telecommusicaisimg

from the natural monopolies present. Not only does rent seeking and rent capture
influence the extent and types of spillovers aridnagn FDI, it also adds a secondary
dynamic, providing incentives for FDI to be channelled towards influencing government
policies and the market structure. Rent capture via lobbying (pressure groigbs) m
have a strong influence on government interventonthe market (by the incentive
given or specific benefits and regulations). Furthermore, the rent captured coulatgener
potential negative or positive spillovers of technology, kimw, managerial skills and

efficiency and effectiveness and generagative spillovers, such as resource depletion.

Liberalisation also has an indirect effect on the competitive reactor pattéraving an
impact on the competitive structure (changes occurred on the competitive rivathyeand

market structure)On theone handthis makes FDI easiebutit also increases rivalry
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and reduces the availability of monopoly rerf@®nsequelty, the increased competitive
rivalry would reduce the opportunities for rents as it is a move away from a monigpolist
or oligopolistic situation. Additionally, the existence of rents is likely to encounage
entrants and thus increase competitive rivalry in the market which couldahstveng
repercussion on the FDI performance in the telenamicationsector.In addition FDI
effects coutl be constrained by the economic, political, legal and cultural environments

of the host country.

Finally, my research findings confirtiat the deregulation ofthe telecommunication
market associated with the increaséd foreign investment and privadtion allows
technology transfer, more abundacapital, and increased market competition, which
should benefit national telecommunication development. Of equal importance,
telecommunications also haven amportant influenceon national security, social
stability, economic development and many industrial secidms.new challengéacing

the governmenis the “eAlgerie” plan by 2013, whiclkaims to boostinvestmentin the

sector taking the countryto a new dimensionf world-classdigital communication.

VI.2 Recommendations

Another major challenge facing the government is to diversify the economy, more
specifically to stimulate exportfdt involveimproving the business climate, making it
more attractive to foreign and dal investors while dipping the government’s
involvement in the provision of goods and services. With a tradition of high savings,
abundane of skilled workers, diversity of natural resources and an advantageous
geographic location, the country has hugéptal for swift and sustainable growth in
the all economy sectorsloreover a more favourable business environment is needed to
support the development of the emerging private sectayaal pillar of a sustainable
growth and employment generatiotrasegy as well as redung the countrs high

dependence atie oil sector.

After reviewing the literature and conducting rfigldwork, and inorder toimprove the
Algerian economy, | woulguggesteforming boththe judicial and economic systems
by implementinga more flexible judidal system in order to regamarketconfidence.

This is a key factor in any investment by respecting international, bilateral agreem
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clauses and conventions theicourage an economic democracy, tpelieation of

international norms to guarantee the rights of tivestors as well as the country.

In contrast, thegovernment needs to revieWDI ownership limits on foreign subsidies

as this could constrain foreign capitdlew to the county. The iterature and my
empirical results sugge#tat fully-owned subsidiaries are essential ¢arrying out the
majority of overseas projects to safeguard the internal knowledge bfNike Another

major problemidentified by case studies facing the hureaucracyfacing foreign and

local investors.Therefore, | highly recommenthe suppression of all administrative
constraints and a replacement by a more flexible and adapted system to motivate

investment.

Furthermore it is essential for the countrio develop more transparent contractual
relationsand adhere to all the international structures in favour of free sade as
World Trade Organisatiqgrthe Maghreb UnionArab Trade Fre€one and the Eure
Mediterraneanwhose objective is the free dilation of people, goods, capitals and

services.

Another importanpointis the liberation of domestic and foreign tradecording to the
international orbilateral tradeconventions and agreementsy removing all judical

barriers and ending of all fems of monopoly This would reduce thedegree of
governnent interventionn the marketallowing the government to act agegulatory

body by controlling the regetof the rules and procedures.

Finally, this wouldenablelocal andforeign partnerso have a direct contact without any
intermediariesfacilitate the investment procedures égycouraging private investment
and encourage the small and medium compavoidsiild a longterm partnership with
foreign firms This would be achieved by the creationaafit entrepreneurshifm benefit
from the efficient transfer of technology, knowledge, managerial skilsl “absorptive
capacities’requiredto regenerate sectoisuch as industry, banking, téeam, agriculture

and transpdr

192



Chapter VIConclusiorand Recommendations

VI.3 Research Limitations and shortconsng

For the limitation of my studythe reliability of the data gathered is a key factothas
valueof any research findings depend critically on the accuracy of the data
collected. Data quality can be compromised via a number of potential routes, e.g.,
leading questions, unrepresentative samples, biased interviewersfieits to ensure

that data is accurate, samples are representatiyénterviewers are objective.

Due to the complexity of the topignd its political implicationstiwas hard to find
collaboration from the government institutions and regulatory body as a fesalied

more on secondary data to fill this gap. Consequently the main limitations otudy st
comes from the design and the scope of my survey as the study tend to examine MNES
state firm and SMEs perceptions of the effect of FDI on telecom sector but onukto lo

at the government, the regulatory body and consumers positions and view of the

contribution of FDI to the Algean telecom sector.

Hence, the government and the regulatory body positions as well as consumers
perceptions are important variables that were not taking into consideration in my
empirical. Another limitation is

The questionnaire design, the questions tend to be more general and descriptive with
little of critical analysis and do not reflect thresearchobjectives which are the
investigation and theritical analysis ofthe participation of FDwithin the Algerian

econony, with reference to the teleconumication sector.

Adding to that, due to the small sample size, the conducted analysis could not use
statistical techniques. For that reason, the research results do not provide grownds for f

generalisation of conclusions.

Another important limitatia is that the study is about perceptions as there are not real
attempts to estimate the spillovers: the degree of technological and knowikedgfert
and the level of competition bothuantitatively and qualitatively. As a result, my

research recommendatis are constrained by these limitations.
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Besidesthe effect of rent capture is vaguely determined as most and the empirical work
is based on perceptions and most of the analyses come from secondary data. Th
government and pressure groups roles ateclearly defined as a result there are little
evidences that rent capture has an effect on either motivating orasomgfr=DI inflow

to the Algerian telecom sector.

Other factors likehe lack of resources availabilitg English, as my work take pladn
Algeria, most of the documents available are in French in some cases in Arabic,
therefore, translatop information is atime consuming task, also, as the economic
environment is in constant change (as the government is embarking a deep economic
restrwcturing), it is very hard to find accurate or valid informati@udgetaryand time
constraintscould affect my research scopegehering and processing data cartifme

consuming and very expensive.

Additionally, analysing the rent capture as a keyalde of my research was hard due to
the lack of academigpublications as little researchegre conducted about the impact of
the rent capture in the telecom sector in general and the Algerian telecom sector in

particular.

To overcane all thesdimitations and add more credibility to my research, | propose to
redesign the survey questionnaires to cover all the research variables.ehd the
scope of the survey to cover a larger panel of all the telecom stockholders: government,

the regulatory body, MN& SMEs and consumers.

I will also look at other benchmarking tools to estimate the FDI performémce
instance FDI performanceindex which measure performance by standardising a
country’s inflows to the size of its economy, and measpotential by usig a set of
economic and policy variabled importance to foreign investors. Taken together, these
indices show how countries are performing relative to their poteRtiaihermore, | will

use an econometric estimation using the performance of factor inputs diapgmoach
proposed by Farel (1957) usingCabb-Douglas function formnvolving one output and
three inputs. The inputs are labour (L), domestic (K) and foreign (FPhatatocks.
Assumng that there is onay causality from FDI to output, the implied relationship is

that GDP is a function of labour, and domestic and foreign capital stocks.
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V1.4 Area of Further Research

For the future scope of the researthwill draw a comparative stly between the
teleconmunication and oil sectors (as the backbone of the Algerian economy),
illustrating how the country could benefinore from FDI and suggest hothe

government should act in order to improve the local economy.

| plan to follow the sam steps for the ibindustry as the telecommunication sector

will add the natural depletion theory as a key determinant on driving or restraining FDI
using the Patrick Bond (2006) concept dturd resource depletion theory, which
suggests that any &ssment of FDI, especially in oil and resource rich countries, must
henceforth take into account its contribution to the net negative impacttmmata
wealth, including the depletion and degradation of the resource Ibaglealso look at

the effect otthe surplus and resource extraction through &M the possible rent waste
generated, some of which include tax fraud, corrupéiod lobbying,as suggested by
Patrick Bondin his article “looting Africa’; as well as th&Vorld Bank repors (2007,
2008.

In addition, future researcmust demonstrate how the contribution of FDI in the oll
sector differs from telecomunicationsin terms of the impact of the rent capture on
government intervention on the market, the impact of rent capture on: resources
depletion,mode of entry, competition, technology, managerial and absorptive capacities;

knowledge acquisitiorgssimihtion, transformatioand exploitation capabilities.

Another important point is the evaluation of the influence of the government policy and
incentives on the FDI inflow by looking at the impact of the economic deregulation on
the oil market structure. Additionally, it looks at the impact of the new in\edtiaw
regarding the restriction ofull ownership for foreign investors on constraigifDI
flow to the both oil and telecommunication sectors. | will therefore extend the scope of
my survey to include all the major stockholders such as: MNEs; locas;fiBMES;

government; workforce and managers in related industries.

Finally, after condcting an empirical study, | would advise comparing the two sectors
in terms of the extended model variablasd draw a conclusion on the contribution of

FDI in both sectors of the Algerian economy.
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Appendix 01: Participant Information Sheet

Appendix 01
Participantnformation Sheet

You are being invited to take part instudentresearchstudy. Before you decide it is
imperative for you to understand why the research is being done and what it will involve.
Please take time to read the following information carefully and discusthibthers if you

wish. Please ask if there is anytpithat is not clear or if you would like more information.
Take time to decide whether or not you wish to take part.

The aim of this research is to identify the impact of Foreign Directstment on the Oil
and Telecom sectors of the Algerian econongmlexamining the evolution of the Algerian
economy from the 1980’s up to now, focusing on the major econoeiccms and
investment incentives offered to foreign corporations and identifying the changiniistruc
of competition in oil and telecom sectas foreign investment has grown in these sectors.
Through a comparison of six contrasting case studies, | will examiretarl the effects of
foreign investment on businesses in these sectors, particularly the effecta strdtegies,
technology andknow-how, differentiation and cost structure, management efficiency and
effectiveness. By locating the miclevel case research within the more broadly established
macrclevel trends, | aim to gain new insights into the specific dynamics of FDI in a
devebping country context that will have implications for managers negotiating such

investments in the future and for policy makers.

Your involvement in the study would be ¢completea questionnairexamining the impact
of foreign direct investment in the Oil and Telecom Sectors in Algeria. You acenmvelto
express freely your opinion on the topic, without any pressuk should take no more than

30 minutes to complete.

If you are willing, it would also be greatly valuable to have your participatiomnn
interview, at a time and location that suits you. This would take @ipzthours depending

on how much time you have available, and what you are willing to discuss.
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Appendix 01: Participant Information Sheet

I would record the interviewswith your permission. The recordingsould be written up
and you will be offered a copy of the transcript, encrypted and sent via email, to keep.
All data collected will be recorded and reported confidenti#lliy data collection,storage
and processing will comply with the principles of the Data Protection Act 1998 and the EU
Directive 95/46 on Data Protection. Under no circumstances will identifiabp@nsss be

provided to any other third parbutside these provisions.

It is up to you to decide whether or not to take marthis researchif you decide to take
part, you will be asked to sigthe attachedonsent formbutyou are still free to withdraw

from the study at any time and without a given reason.

Your participation is very important for this research, as it will prowddtiled insight into

the impact of foreign direct investment in Algeria that is not currently aviailby any other
means. It will allow me to assess the contribution of Fordigrect Investment to
technology and knovmow transfer, market competition and change in the Oil and Telecom
sectors and the impact on related local small and medium sized enterprises. The study wil
help improve managerial efficiency and effectivenessarking with foreign investors and

will have implications for government policy towards foreign investment to éimefii of

the country as a whole.
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Appendix02 INTERVIEW CONSENT FORM

Appendix02 INTERVIEW CONSENT FORM

University of Greenwich Business School

Project Title: What are the contributions of Foreign Direct Investment to the

performance of the oil and telecommunications sectorsin the Algerian economy?

INTERVIEW CONSENT FORM

Agree to take art in the aboveesearch| have had théetailsproject explained to mat

my satisfaction. | have read the Explanatory Statememd,| understand that this
research is undertaken solely as an Honours research project and that angddata a
information gathered by whatever means will not be used fpparpose other than this
research project and associated research publications.

| understand that agreeing to take part means that | am widliatjow:

e Dbe interviewed by the researcher

o allow the interviewerto use recording materials such asleatape/audiotape
e participate in a sole or group interview

e to complete qutionnaires

¢ make myself available for a further interview should that be required

| understand | have the right to:

e decline to participate;

o refuse to answer any particular questions;

e participate in this research anonymously;

e provide information on the understanding that my name or the name of my
organisation will not be publicised without my express approval;

e | will be given access t®@ summary of the findings of the study when it is
concluded but have no editorial control over any aspect of the study.

e | understand that | will be given a copy data concerning my intervietor my
approval prior the publicatiorthe research
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Appendix02 INTERVIEW CONSENT FORM

¢ | undestand that my participation is voluntary, that | can choose not to contribute in
part or all of the project, and that | can withdraw at any step of the progaiut

being penalised or disadvantaged in any way.

Agreements
| agree to participate in thistudy on the understandings outlined above.

| agree/do not agree to the interview being audio taped. In the event of my agreeing to
the interview being audio taped | understand that | have the right to ask for the audio

tape to be turned off at any tirdaring the interview.

| agree/do not agree to my name or the name of my organisation being identifi&igle to t

researcher in association with the information | provide.

| agree/do not agree to my name or the name of my organisation being publicly

identifiable in association with the information | provide.

Signed:

Name:
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Appendix03 Questionnaire

Appendix03
Questionnaire:

1. In which way do you think the liberalisation of the telecom sector in 2000 has
helped you tanvest in the Algerian market?

What do you think about the degree of openness of the market?

What are the advantage and disadvantage of this liberation on your investment?
Do you think that telecom sector needs further restructuration?

How could you contribute to this restructuration?

Did you look at theAlgeria country risk analysis prior your investment?

N o g~ wDd

Have you seek any professional service for financial and risk advisories? What

was the impact of these your investment decision? Does the analysis converge

or diverge with the reality? Are you continually monitoring the investment risk in

Algeria?

8. Have you studied the business environmemtlgeria?

9. What do you think about the clearness of legal and economic policies?

10.What do you think about the maeegonomic stability in the country? How does
it affect your company?

11.In your opinion, what is needed to be done to ameliorate the raaormmic
stability in the country?

12.What influence had market regulations and benefits on your investment?

13.In your opinion were the market regulations a motivating or restraining forces to
your investment?

14.Have you ever had a problem with the market regulations? If yes, how did dealt
with that?

15.According to you, what could the government do to improve the business
environment in the country?

16.How do you think could rent capture influence the extent and types of spillovers
arising from FDI?

17.How could the Rent capture via lobbying (pressure groups) have a strong
influence on government intervention on the market (by the incentive given or
specific benefits and regulations?

18.In your opinion does the rent captugenerate potential negative or positive

spillovers of technology, knovmow, managerial skills and efficiency and

effectiveness?
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19.Knowing that corruption and bribes are common money in emerging markets
Have you ever faced any corruption or bribes problems when deciding to invest
in the Algeriam market? If yes, could you describe it? How did it affect your
company? How could you describe the degree of corruptidigeria?

20.In your opinion how could the authorities combat this harmful phenomenon?

21.Did you get any grant, royalties or any kind of incentive to invest in Algeria? If
yes, was it the main reason for your company to set up in the country?

22.Do you think that more incentives could bring more investment flow in the
country?

23.Is the government subsidising any local firms in telecom market? If yes, how
could it affect your business and any future investment? In your opinion is
government subsidy driver ogstrainerof the FDI flow?

24.What do you think about the degree of competition in your market?

25.Did you analyse the market structure and competitive rivalry before entering the
market?

26.In your opinion, what do you need to do to be more competitive? Are you
planning to expend your investment in the country?

27.What's you type of investment?

28.Do you think that the type of investment is strongly related to the FDI spillovers?

29.In which way your investment calibenefit the Algerian economy in terms of
technology, capital and competitiveness?

30.In your opinion, which mode of entry could be the most profitable to the
Algerian economy and why?

31.Which kind of management is your firm operating? Is it compatible with the
Algerian style of management?

32.Have you ever faced any cultural clash or managerial issues? If yes how did you
copewith that?

33.Have you trained your managers before they conddgeria?

34.Did you train the Algerian staff to cepwith your way of management? If no,
how do they cope with the company style of management?

35.1n your opinion what you firm has brought to Algerian market in term of know

how and Managerial skills and efficiency & effectiveness?
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36.Do you collaborate with local SMEs? if yes, how could you describe this relation
? What do you think about the role®MEs in the Algerian market?

37.How could you see, the impact of your market entry on SMEs?

38.1In your opinion, does the increase of FDI flow have a positive or negative effect
on SMEs?

39.Do you employ more local or foreign work force? How could gescribe your
politic towards employment?

40.How is your company contributing in stimulating the local market employment?

41.1s your company’s home country an agreed partner with Algeria? If yes, could
you describe the advantages that you could benefit from the agreement?

42.In your opinion, is your investment due to the partnership between your home
country andAlgeria?

43.Do you think that the adhesion of Algeria to regional and global cartels could
help attrating FDI?
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Appendix 05

Answer sheet:

Impact of In which way do you think the | After the
liberalisation | liberalisaton of the telecom liberalisation of the
On FDI flow | sector has helped you to invest inmarket we decided
the Algerian market? What do | to enter the We are present
you think about the degree of | lucrative telecom | in the country
openness of the market? What amnmarket from 2001 | before 2001.
the advantageand disadvantagesbecause of all
of this liberation on your benefit we could
investment? Do you think that | get from a virgin
telecom sector needisrther market
restructuration? How could you
contribute to this restructuration’
Impact of Did you look at theAlgeria
Country Risk | country risk analysis prior your
Analysis on | investment? Have you seek any
the professional service for financial We planned our We did not take
investment and isk advisories? What was thanvestment strategy into
decision impact of these in your in alignment with | consideration
investment decision? Does the | the country risk this factor
analysis converge or diverge withanalysis.
the reality? Ae you continually
monitorings investment risk in
Algeria?
The relation | Have you studied the business
between FDI | environment inAlgeria?
and macre What do you think about the We looked at the | did not take into
economic clearness of legal and economig transparency of consideration
stability policies? What do you think aboutegal and economig this factor

the macreeconomic stability in
the country? How Does it affect
your company? In your opinion,
what isneeded to be done in ord
to improvethe macreeconomic
stability in the country?

policies before
entering the market

er

Impact of the
Algerian
business
environment
on FDI

What influence had market
regulations ad benefits on your
investment decisidhin your
opinion were the market
regulations a motivating or
restraining forces to your
investment? Have you ever had
problem with the mat

The regulations anc
benefits had great
influence on the
investment
decision.

a

These factors
were
insignificant
towards the
investment
decision.
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regulations? if yes, how did you
dealwith that? According to you,
what ould the government do to
amelioratehe business
environment in the country?

The impact of
corruption in
theFDI
spillovers

Knowing that corruption and
bribes are common money in
emerging markets Have you eve
faced any corruption or bribes
problems when deciding to inves
in the Algerian market? If yes,
could you describe it? How did i
affect your company? Could you
describe the degree of corruptio
in Algeria? In your opinion how
could the authorities combat this
harmful phenomenon?

rAs bribery is
common money to

siget access to
emerging market.

-

We did not face
this problem

The effect of
political
instability on
international
investment

When investing irAlgeria what
concerns did you have about the
political instability? Did you take
any particular safeguards to
secure your investment? Do you
still have tlese concerns today?
Does this affect your investment

We received full

> guarantees from thg
government to
protect our
investmentwe
have Alsotaken

?measures to protec
our assetri the
country.

bBecause of the

political
instability we
minimised our
investment to

t lower risks

FDI flows and
government
interventions

Have you ever heard about the
government interventions in the
market? If yes, how did it affect
your company? How do you
perceive government
interventions? could be harmful
for both multinationals and the
host economy?

We are operating ir
a very competitive
market in which
there is no
government
involvement.

We faced this
problem at
multiple
occasiongaswe
found that he
government
intervene in
favour oflocal
competitors

The effect of
the rent
capture on the
FDI spillovers

How do you think could ren
capture influence the extent a
types of spillovers arising fror
FDI?

How could ent capture vig
lobbying (pressure groups) hay
an influence on governmer
intervention on the market (by th
incentive given or specifi

The rent capture
could strongly
mediate the effects
of FDI, particularly
in developing
economies like
Algeria where
markets tend to be
inefficient.

e
Rent capture could

benefits and regulations?

provide incentives

The rent captureg
has no
mediating effect
on FDI
spillovers

The rent capture
via lobbying has
no influence on
government
intervention on
the market
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In your opinion does the rel
capture  generates  potent
negative or pasve spillovers of
technology,know-how,

managerial skills and efficienc
and effectiveness?Could you
please illustrate with examples.

for FDI to be
channelled towards
influencing
aovernment
policies and the
market structure

The rent capture
could generate
positivespillovers
of technology,
know-how,
managerial skills
and efficiency and
effectiveness

The rent capture
could generate
negative
spillovers of
technology,
know-how,
managerial
skills and
efficiency and
effectiveness

the relation | Did you get any grant, royalties ¢ the investment
between any kind of incentive to invest in| The advantages incentives are
investment Algeria? If yes, was it the main | granted to investors very low or
incentives and reason for your company to set upas pushed inconsequential
FDI flow in the country? do you think that| investment in the | to the
more incentives could bring morgAlgerian telecom | investment
investment flow in the country. | sector strategy
The effect of | Is the government subsidising al The government | By subsidising.
government | local firms in telecom market? If| subsidy could the authority is
subsidy in yes, how could it affect your benefit locals in trying to
FDI growth business and any future detriment of MNEs | stabilizethe
investment in the count?y In market “wir
your opinion is government win situation”.

subsidy FDI driver or restrainer?

The rapport

What do you think about the

between degree of competition in your Is the decision of | The investment
number of maket? Did you analyse the investment related | strategy does
competitors, | market structure and competitive to the market not take into
competitive | rivalry before entering the structure and consideration
rivalry and market? In your opinion, what do competitive rivalry | the market
market you need to do to be more structure
structure competitive? Are you planning to

expend your investment in the

country?
The What's you type of investment? Joint venture
connection Do you think that the type of Joint venture or any could have
between the | investment is strongly related to| partnership forms | more beneficial
mode of entry| the FDI spillovers? In which way| offer more benefits | impact
and FDI your investment could benefit thefor host countries. | specially in case
spillovers Algerian economy? In your of technological
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opinion, which mode of entry

gap between

could be the most profitable to the host and home
Algeriatelecom sectoand why? countries.
The link What did your company bring to| Depending of the | In general,

between the
mode of entry
and FDI
spillovers

the local market in termof the
shift of: Technology, know-how
managerial skillsfficiency &
effectiveness

What could you bring in the
future for the local market?

mode entry
emerging countries
like Algeriacould
benefit from the
transfer of
knowledge,
managerial skills
and productivity.

SMEs prefer to
keeptheir know
—how and
managerial
skills in order b
exercise a
certain
hegemony in
the market

The rapport
between
Multinationals
and change
management
in FDI
recipient
countries

Which kind of management is
your firm operating? Is it
compatible with the Algerian
style of management?

Have you ever faced any cultur:
clash or managerial issues? If ye
how did you copevith that?
Have you trained your managers
before they come talgeria? Did
youtrain theAlgerian staff to
cope with your way of
management? If no, how do they
cope with the company style of
management?

The interaction
albetween different
rgultures and styles

could generates a
5 positive spillovers.

Cultural clashes
might cause
crisis within
organisations.

FDI impact on
SMEs

Do you collaborate with local
SMEs? if yes, how could you
describe this relation ? What do
you think about the role of SMEs
in the Algerian market? How
could you see, the impact of you
market entry on SMEs? in your
opinion, does the increase of FD
flow have a positive or negative
effect on SMEs?

We do believe that
the increase of FDI
5 would probably
increase of local
rSMEs that could
benefit the Algerian
leconomy.

We do not have
direct links to
local SMEs
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Do you employ more local or

FDI effect on | foreign work force? How Could | Indeed, knowing | Our staff is
stimulating you describe your politic towards that mae than 60%| 100% foreign.
the employment? of thestaff are
employment | How is your company locally recruited
market contributing in stimulating the

local market employment?

Is your company’s home country

an agreed partner withlgeria? If | We are developing
The relation | yes, could you describe the our activities thanks There is no
between FDI | advantages that you could benefito the incentives | agreement
flows with from bilateral agreements offered by the between Algeria
Algeria between home and host country?mutual agreement | and our home
agreed between Algeria country.

partnership

Is your investment linked to the
partnership with Algeria?

Do you think that the adhesion qf

Algeria to regional and global
cartelscould help attractinghore
FDI to the country?

and our home
country.
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Appendix 06: Algeria Country Risk analysis

Appendix 06:The Gant chart

tools

purpose

2009

2010

January
February
march

May-
June

December

January

may

Sampling

To select the participant
who could effectively
contribute to the stud
(looking into their profiles
and selection criteria alreag
stated on the samplin
method)

Pilot
interview

Refine and evaluatin
guestions, overcoming a
potential problems that cou
arise during the interviev
process (miscommunicatiq
issues, misunderstanding...

Individual
interview

Prior the interview | have
send an email with all th
details about the my resear
aims and objective, sho
overview of my research
(provided on the append
07,08)

According to the length o
the questions the intervie
process took an average-3
40 minutes.

Review of
the
guestionnai
res

Data collection using
triangulation ~ summarisin
the mean findings (the fu
tables are provided on th
guestionnaires analys

chapter IV section 2).

Source:Adapted from my interview strategy
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Appendix07 The secret of Djezzy’s secret

Appendix 07:The secret of Djezzy success

According to Hassan Kabbani Djezzy chief executives tontarnview to the Algerian
newspaper (Echrouk) , the secret of Orascom Telecom successful performance in
Algeria is the trust factor ( customer loyalty) with its 14 million customers.” Qjézz
now a trademark in every Algerian home on the basis on coreiamhitment to keep
all promises in transparency and seriousness,” he said That makes Orascom Telecor
Algerie considers itself as the pride of telecommunication in Algeria.”aRitg the
relation between the company and its customers Hassan Kabbanmeohfinat it's
getting better. “That makes Orascom Telecom Algerie considers itself as the pride of

telecommunication in Algeria(Yahia, 200%-6).

Hassan Kabbani said Djezzy is the first in terms of importance compared to the rest of
the groups branches in Asia, Africa artelurope.“In the current year, the investment
reached 2 billion and 900 dollars.*This amount reflects the reality of the branch

extension which records around 14 million subscribers,” he add&hia, 200%-6).

Furthermore he emphasis the prominent role of Djezzy in the success of the Orascom
Telecom Holding stating“Najib Sawiris considers himself now as a part of Algeria
because of djezzy large investment in the country, which generate mutual Behnefits,
added .According to him, the success of Orascom’s branch in Algeria is owing s effo
especially in investmentThat pushed Najib Sawiris, chairman of the board of directors
of the Egyptian communications company to consider himself Algeri@rghia,
2009:5-6).

Regarding the company management Kabbani vHdaerole of Algerian knowhow
which representthe company’s backbone including technicians, engineers, marketing,
salesand administration staffThe 3,500 employees at the company are all Algeria
except 19 only” he also added “It is wrong to think that Djezzy is a foreign company or
belongs to a foreign investr’In this regard, he was sorry for the mentality which
valorises foreign competences and underestimates local ones. “Djezzy hastpatved
Algerians can do the best.” (Yahia, 2089)
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Appendix07 The secret of Djezzy’s secret

Since, entering the Algerian market in 2001, Mr Nadjib Sawiris affirnmedifferent
occasions that the Algerian Market is the backbone of Orascom Teleconmdsaldtih

an investment reaching 2 billion and 900 dollars.

According to the company report 2008, the total mobile subscriber in Algeria will
dramatically increase from 30.02 million in 2008 to 35.8 million in 2010.

This report also predicted that Djezzy will continue to receive a superieragereturn

per unit (ARPU) comparing tostcompetitors. In fact, in 2007 Djezzy ARPU was
estimated at $12.32 far from the new entrant Nedjma $7.58 and more than 3 times highe

than the national operator Mobilis $ 3.00.

Djezzy investor report also forecadtéhat the company ARPU will increase slightly
from 2008 to 2010 while predicted a sharp decrease on Nedjma ARP% ( mainly
explained by Nedjma politic of price reduction and promotional discounts offered to
customers), whereas Mobilis ARPU will rematable at $3.00 at the same period.
Regarding the Earning before taxation, Orascom Algerie will experidreenighest
EBITDA margin in Algeria with 61% from 2007 to 2010. Comparing to other OTH
branches, Djezzy is currently experier@ one of the highest Earning before taxation
(EBITDA) margins.

Appendix 07 Page 2



Appendix08 The conflictbetween Algeria and Egypt

Appendix 08

The conflict between Orascom group and the Algerian Government:

The conflict starts when Orascom decided to sell its construction subsitiAfgeria

(AAC) to Lafarge, the government was surprised by this decisiorhasabntributed to

this investment by granting credit, so in a way Orascom used the governmeyt toon
setup its business and after 5 years sold the business for approximately 1zhémes t
original investment, at the beginning Orascom did it react to the government
announcement but when polemic started, the CEO Najeeb Swaress expressed hi
understandig regarding the Algerian authority concern and explained that Orascom, did
not want to delude the government and acted in booth interest as Lafarge has more
resources and could serve better the growing demand of the local and international
market, also, he promised the Algerian government to reimburse the credit granted by
the government and emphasise on the excellent relations between the firm and the
Algerian people and the continuous commitment to provide the best service possible
insisting that the Algerian market is most important and promising markethéor
Orascom group.

This declaration did not calm the tensions between the two parties, in July 2009, the
French written magazine Jeune Africain revealed a secrete negotiation between the
Orascom group and the giant French telecommunication firm France Telecom, the actual
firm is already with joint venture with Orascom on Mobinil ( the Orascom’s pEagyy
subsidiary), since Orascom group was badly hit by the global economic down turn it
needed some sh flow to revitalisdts financial situation specially after the fall of its
market share in Cairo stock market by more than 15.8% between May to July (according
to Oxford business group article), this revelation sustained a large giadiébate in the
country since the Algerian and French political relations where under a string gension
following president Sarcozy declaration regarding the positive effect of catmmisand

the protest by the Algerian foreign minister and opposition by politicsgaléclaration
considered as an insult to Algerian people who scarified more than 1 million and half to
liberate the country. In August 2009 the Algerian authority formally invited Djézz

show it real intention ( either continue or withdrawn frdme market), in late august a
communication from the government expressed that in the case of the Djezzy intention

to withdrawn from the market, the government is ready to take over the investment. Als
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the minister of the investment Abdelhamid Tamar for the first time criticiBeiaify

Djezzy in September 2009 for illicit practise saying that the government g aaut

the firm practise in other countries such as Iraq and Pakistan while they teetu
investment by the help of local authorities for 3 or 5 years and resold there investment
for a much higher prices and precise that if this happened the Algerian authwiitie
strongly interfere to protect its economy.

This declaration was followed by massive indignation but both politics and other
competitors such as Mobilis and Nedjma who started a very aggressive Campaign to
show their total commitment to the Algerian market.

While Djezzy did not want to feed this polemic, the only reaction was made by Nadjeeb
Swaress who stressed on long term relationship and good intention of the firm towards

the host country.

A football game poisoned the relations between the Algeria and Egypt:

the decline of the relations reached the summit after the Algerian team bukagksc

by Egyptian fans in Cairo before the decisive match between the two nations off the 14
of November 2010 accounting for the world cup 2010 qualifiers, asqadlignsions
started between the two nations, and Orascom was one of the official sponsor of the
Egyptian football league, Algerian people start to boycott everything that was Egyptia
starting by mobile phones, the worst is that Djezzy kept the silemtdidmot want to
dissociate withits mother firm OTH so, this silence was interpretedaasonspiracy
against Algerian people who welcomed the Egyptian, the situation got worst while
Egypt denied the incident and claimed that the Algerian team playeaiaetiplay, and
refuse to make a public apology, so, the Algerian population start a biggymiian
campaign putting pressure on government to ban all Egyptian products and people where
demonstrating in the capital Algeria asking the government tolré&oal Algerian
Ambassador in Cairo, after few days while the media in both countries whenegpéayi
important role on persuading the public that the other side is the enemy, few incidents
occurred while some Algerian students and residents were attiaxcKedto, in the other

hand the Djezzy headquarter and few shops were subject to vandalism act overnight tha
was estimated (according to Djezzy report around 2 million $), also a media@ald so

networking starting building up amnfilgerian and anti-Egyptian groups in facebook,
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twitter, blogs, video on you tube, the situation went beyond control when Egypt decided
to recall its ambassador shortly after Algeria followed, the Arab league triedjanise

a reconciliation summit buboth parties refused,ni the meantime, while the situation
went impossible Djezzy and the Egyptian government send an open request to the
Algerian authority to protect the Egyptian workers and investment and also asking
recompense the damage cost, but the local authorities insisted that all damage cause
should be covered by the insurance.
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Appendix 09: he Vimpel@®m potential Takeover of Djezzy

In March 2010, the south AfricaTelecom firm MI'N was onnegotiation for an eventual
takeover of the Orascom’s telecom four <tdtharan assets, grouped under the Telecel
Globe firm. Therefore, MTN is most likely to end up paying around $8 billion for the
assets. with five billion dollars allocated jdet the purchase of "Djezzy" the Algerian
subsidiary, as the firm is subjecta disputed tax bill and tension between the Algerian
and Egyptian government but still attracting MNEs intention due to high prospect of the
Algerian telecom market, Djezzy $iaround 50% of a market sharé®@enetratio and
average EBITDA margin of 560 percent(Djezzy investor report available from the
company website). According to telecom Analysts (Reuters source), the valueAof OT
could be estimated between $6 billion$@ billion, but government pressure and the
Algerian economic environment could lower down the price

According to Reuters the negotiations by MTN and Orascom started after thetfagl of
negotiations between France Telecom and Orascom Telecom Holding,deadow by
Nadjib Sawris and South African company MTN, with the support of Italian and U.S.
governments, the discussions have resulted in the sale of shares of Djezzy for five 5
Billion dollars, which is considered as a big amount as Djezzy benéiiteagh its rent
seeking from great advantages and privileges for more than 8 years of investment in th
country .

In the 4 October 2010, after secret negotiation rounds, Vingmeltbe giant Russian
Telecommunication firm took control Orascom Teleca® part of a $6.6 billion
international acquisitionvimpelCom’s acquisition of Weather Investments the owner
of Orascom Telecom was considered as rniwst significant deal of the yeam the
telecom sectorcreating the world’s fiftHargest mobile opator group with a network
spreading all over the five continents. VimpelCom has annoutiadits preference
would be to take control of Djezzy, one of the most profitaddeets in the Orascom
portfolio. Howeverthe Algerian government responded to the deal by saying tte it
government will oppose to any deal without its consent, and confirm its intention to buy
Djezzy.VimpelCom declared that if the Algerian has the intention to nationaliszdje
they haveno objection to sell it so at a pricef US$7.8 billion, which was highly
criticised by the Algerian government being unrealistic price as Djezzy stdfard tax

bill of $230 million for 2008 and 2008dding to the already disputed tax bill US$597
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million tax to cover the tax years 2005, 2006 and 2007. The Algerian government is
offering between $2.5 to $3 billion.

To an interview to th&inancial TimesThe VimpelCom CEO Alexander Izosimaeld

the he could resort to legal action should Algiers offer an unfavourable priBgeizy.

He addedhat“If the government makes moves or extracts the asset nationalises and so

onwe will try and defend our rights,” (The Financial Times, 2010
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