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______________________________________________________________________________ 
 
Abstract: Foreign investments in least developed countries (LDCs) are a becoming a 
prerequisite both for socio-economic development as well as to enhance their global outreach. 
The paper briefly traces the foreign investment regimes in some LDCs of the Asia and the Pacific 
including Afghanistan, Bangladesh, Bhutan, Nepal, Myanmar, Cambodia, Lao PDR and 
Solomon Islands. It also discusses the scenario of investments into these countries with focus on 
Indian investments in South Asian LDCs (Afghanistan, Bangladesh, Bhutan and Nepal) and 
ASEAN’s investments in Myanmar, Cambodia and Lao PDR. The paper also identifies some 
areas with potential for investments into these countries.  
______________________________________________________________________________ 
 
I. Introduction 
 
The role of foreign investments in least developed countries (LDCs) countries has been 
imperative to the development process. After the sub-prime crisis, the global financial system 
witnessed turmoil and consequently affected the flow of foreign investments. Owing to such 
turbulences, the LDCs suffered to a large extent.  
 
The least developed countries (LDCs), which constitutes around 12 per cent of the world 
population, has a dismal gross domestic product (GDP) share of less than 2 per cent in world 
GDP. These countries continues to face some of the most rudimentary development challenges 
like poverty, illiteracy, unemployment, gender inequality, poor child and maternal health, child 
labour, social exclusion, lack of infrastructural facilities to support basic amenities like 
education, health and sanitation, poor market access, and the like. While they account for less 
than 1 per cent of global trade in goods, they are also characterized by low levels of investment.1 
 
Though countries at all levels of development need to build their capacities, and to share their 
experiences of learning and best practice among themselves, the LDCs have such necessities of 
capacity building and technical assistance to a larger degree owing to their vulnerability. 
Moreover, there is an urgent need for such investments both as foreign direct investment (FDI) 
as well as those flowing through official development assistance (ODA) to enhance the 
participation of LDCs in the multilateral trading system. 
  

                                                            
1 Report of the Fourth United Nations Conference on the Least Developed Countries, Istanbul, Turkey, 9-13 May 
2011 



 

 

According to the United Nations, there are presently 48 LDCs spread across Latin America, 
Africa and in Asia and the Pacific with their numbers being 1, 33 and 14 respectively.2 The 
United Nations Economic and Social Council (ECOSOC) review this list every three years to 
ascertain their status and graduation from this list.3 
 
The FDI inflow in LDCs has seen a rapid growth from approximately US$5 billion in the year 
2000 to about US$33 billion in 2008. Though earlier most of the foreign investments into LDCs 
came from developed economies, the World Investment Report 2010 highlighted that 60 per cent 
of the FDI inflows in LDCs came from developing and transition countries, thereby reflecting 
the increasing role played by south-south cooperation initiatives. 
 
However, given the dismal share of global FDI going to LDCs, the issue remains critical. Some 
of the investment-related challenges still faced by the LDCs include: a) investment is not 
inclusive, that is, it is not evenly distributed across sectors and regions of the country, b) the 
business environment is not very conducive to attract investment, and, c) political/country risks 
have posed problems for foreign investment in some countries. Interestingly, the report on World 
Economic Situation and Prospects 2012 presents an optimistic scenario for the growth pattern of 
LDCs. The report argues that while world economic growth decelerated markedly in 2011, LDCs 
experienced only a mild slowdown from 5.6 per cent in 2010 to 4.9 per cent in 2011, and which 
is expected to be 5.9 per cent in 2012.4  
 
This paper discusses the investments related scenario in eight LDCs of the Asia and the Pacific 
which includes Afghanistan, Bangladesh, Bhutan, Nepal, Myanmar, Cambodia, Lao PDR and 
Solomon Islands. During recent years, the foreign investments inflows in these countries have 
been increasing except that in Afghanistan which has a much more fluctuating record (see Figure 
1). During the period 1990-2000, just after economic liberalization process in Bangladesh, FDI 
inflows in Bangladesh grew at an average annual growth rate of 69 per cent. The growth was 
also witnessed in Lao PDR and Solomon Islands where FDI grew by around 19 per cent and 3 
per cent respectively during the same decade.  
 

 
 

                                                            
2 The Least Developed Countries Report 2010, UNCTAD, New York and Geneva: United Nations 
3 According to UNCTAD, The Least Developed Countries Report 2010, following criteria are used: a) A “low-
income” criterion, based on a three-year average estimate of the gross national income (GNI) per capita, with a 
threshold of $905 for possible cases of addition to the list, and a threshold of $1,086 for graduation from LDC 
status; b) A “human assets weakness” criterion, involving a composite index (the Human Assets Index) based on 
indicators of (i) nutrition (percentage of the population that is undernourished); (ii) health (child mortality rate); (iii) 
school enrolment (gross secondary school enrolment rate); and (iv) literacy (adult literacy rate); and, c) An 
“economic vulnerability” criterion, involving a composite index (the Economic Vulnerability Index) based on 
indicators of (i) natural shocks (index of instability of agricultural production, share of the population made 
homeless by natural disasters); (ii) trade shocks (an index of instability of exports of goods and services); (iii) 
exposure to shocks (share of agriculture, forestry and fisheries in GDP; index of merchandise export concentration); 
(iv) economic smallness (population in logarithm); and (v) economic remoteness (index of remoteness) 
4 World Economic Situation and Prospects 2012, the Report further argues that ‘despite the high vulnerability of 
most LDCs to commodity price shocks, they tend to be less exposed to financial shocks, and mild growth in official 
development assistance (ODA) has provided them with a cushion against the global slowdown’. Available: 
http://www.un.org/en/development/desa/policy/wesp/wesp_current/2012wesp_prerel.pdf 



 

 

Figure 1: FDI inflows in the select LDCs of Asia and the Pacific 

 
Source: World Investment Report 2012, UNCTAD  
 

During the last decade (2000-10), the FDI inflow has been affected much by market economy 
due to the process of increasing global interdependence. Bangladesh performed very well with a 
CAGR of 63 per cent in its FDI inflows. Similarly, Myanmar and Cambodia also became 
important investment destinations with the CAGR of 47 per cent and 19 per cent respectively. 
The performances of Solomon Islands and Lao PDR were also remarkable with more than five-
fold and eighteen-fold increase in their respective FDI inflows during 2000-10. More recently, 
from 2010 to 2011, Afghanistan has seen a decrease from US$211 million to US$83 million, a 
61 per cent negative growth during 2010-11. FDI inflows have also decreased in Bhutan from 
US$16 million in 2010 to US$14 million in 2011 (a negative growth of 13 per cent). However, 
Bangladesh, Myanmar, Lao PDR and Cambodia remain important destinations for foreign 
investments with the growth of 24 per cent, 89 per cent, 35 per cent and 14 per cent respectively 
in 2010-11 (for a better historical trend assessment of FDI inflows on a comparative basis, 
please see figure 2). 
 

Figure 2: Trend of FDI inflow in Select LDCs of Asia and Pacific 

 
Source: World Investment Report 2012, UNCTAD  



 

 

Such an emerging trend is also supported by the increasing numbers of multinational companies 
in these LDCs. Table 1 gives a summary of the presence of Fortune 500 firms in these eight 
LDCs as a comparison between the years 2001 and 2010.   
 
Table 1: Presence of Fortune Global 500 firms in select LDCs of Asia and the Pacific 
Economy Year 2001 No. Year 2010 No. 
Afghanistan None 0 Wells Fargo, ABB, Royal Dutch 

Shell, Siemens 
4 

Bangladesh Akzo Nobel, BASF, 
GlaxoSmithKline, 
Nestlé, Nippon Express, 
Pfizer, Unilever 
Roche Group 

7 Unilever, Merck, GlaxoSmithKline, 
American Express, BASF, Siemens, 
Ricoh, Bank of Nova Scotia, 
Marubeni Corporation, Mitsubishi, 
Mitsui, Nippon Express, Novartis, 
State Bank of India 

14 

Cambodia Sumitomo, Toyota Tsusho 2 British American Tobacco, Suzuki 
Motors, Alcatel-Lucent, Mitsui, 
Deutsche Post, Toyota Tsusho 

6 

Kiribati None 0 Australia And New Zealand 
Banking Group Limited 

1 

Lao PDR None  0 Allianz, Deutsche Post, Hochtief, 
Royal Dutch Shell, Sodexo 

5 

Myanmar Sumitomo, Mitsui, Toyota 
Tsusho, Suzuki, 
Tomen 

5 Bayer, Lufthansa, Marubeni-Itochu, 
Mitsubishi, Posco, Siemens, 
Suzuki Motors, Toyota Tsusho, 
Wilmar 

9 

Nepal Aventis, Mitsui Fudosan 2 Sanofi-Aventis, Unilever, A.P. 
Moller-Marsk, American Express, 
Mitsui 

5 

Solomon 
Islands 

None 0 Westpac Banking Corporation, 
Royal Dutch Shell, Sumitomo 

3 

Source: UNCTAD 20115 
 
Also, these countries are heavily dependent on ODA for development of infrastructure and 
technical capacity building which enhances the preparedness of their domestic firms to partner 
with foreign investors.6 Table 2 provides details of WTO’s Aid-for-Trade related ODA 
disbursements per capita.  
 
Table 2: Aid for Trade-related ODA disbursements per capita 2006-10(US$ constant 2009) 
Country Amount Rank 
Afghanistan 210.8 28 
Bangladesh 12.9 132 
Bhutan 290.0 23 

                                                            
5 Foreign Direct Investment in LDCs: Lessons learned from the decade 2001-2010 and the way forward, A Report 
by UNCTAD Geneva, 2011 
6 However, ODA is not the subject matter of discussion and analysis in this paper 



 

 

Cambodia 52.7 86 
Lao PDR 101.7 51 
Myanmar 2.6 147 
Nepal 27.0 110 
Kiribati 429.9 17 
Solomon Islands 182.3 33 
Tuvalu 2,540.4 06 
Vanuatu 651.9 13 

Source: OECD CRS Database as cited in Basnett et al., 20127 
 
II. Investment Regimes: A very brief review 
 
This part of the part discusses briefly the evolution of investment regimes of the 8 countries. 
 
Afghanistan 
In 2002, Afghanistan passed the Law on Domestic and Foreign Private Investment ‘to promote 
economic development, expand the labor market, improve national prosperity, advance the 
people’s standard of living and assist the process of Afghanistan’s reconstruction’.8 In 2005, the 
Law on Private Investment was passed which prohibits discrimination against foreign investors. 
Also, this Law provides that ‘the State can expropriate an investment or assets only for the 
purposes of public interest and on a non-discriminatory basis’, and that that ‘the State shall 
provide prompt, adequate and effective compensation in conformity with the principles of 
international law, equivalent to the fair market value’.9 
 
It is interesting to note that in the 2008 World Investment Forum in Accra, the Afghanistan 
Investment Support Agency (AISA) received award, jointly instituted by UNCTAD and World 
Association of Investment Promotion Agencies (WAIPA), for outstanding performance in 
advocating policies which helped stimulate foreign investments into the country. 
 
Afghanistan is striving hard to develop an investor-friendly regime and AISA, which is an 
important institutional framework of the country, has helped in implementation of key initiatives 
like privatization and public-private dialogues to the establishment of industrial parks and the 
easing of access to credit.10 Despite being a conflict-ridden country, Afghanistan has an open and 
liberal investment regime, and its investment law allows 100 per cent foreign ownership and 
easy repatriation of profits. The Delhi Investment Summit on Afghanistan on 28 June 2012 in 
New Delhi reflected that as Afghanistan prepares for its Transformation Decade (2015-2024), 
foreign investments would be the key to country’s economic development. It also recommended 
that Afghanistan need to adopt more investor-friendly measures like providing tax holidays, and 

                                                            
7 See Basnett, Yurendra; Jakob Engel; Jane Kennan; Christian Kingombe; Isabella Massa and Dirk Willem te Velde 
(2012). “Increasing the effectiveness of Aid for Trade: the circumstances under which it works best”, Working 
Paper 353, August 2012, Overseas Development Institute (ODI), London 
8 http://www.afghan-web.com/economy/private_investment_law_afghanistan.pdf 
9 Excerpts from Report on 2012 Investment Climate Statement, Bureau of Economic and Business Affairs, June 
2012, U.S. Department of State, http://www.state.gov/e/eb/rls/othr/ics/2012/191093.htm 
10 Mauritius, Afghanistan, Latvia win prizes for investment promotion, UNCTAD Press Release, Accra, Ghana, 
http://archive.unctad.org/Templates/webflyer.asp?docid=10080&intItemID=4697&lang=1  



 

 

easy permit to foreign workers, among others, so that the inflow of investments increases. 
However, an issue of concern remains its ranking on the parameter of “Protecting Investors” 
where it stands at 183 out of 183 economies – the last rank.11 
 
Bangladesh 
The evolution of a policy framework for investment in Bangladesh traces back to 1980 when the 
country passed an act to facilitate the process of investment liberalization. The investment 
regime of Bangladesh is based on the Foreign Private Investment (Promotion and Protection) 
Act, 1980, which have provisions for non-discriminatory treatment between local and foreign 
investments, and also for protection of foreign investment.12  
 
Since then, the country has strived to make necessary improvements in its investment climate 
regulatory policies to encourage foreign investments.13 It announced several measures pertaining 
to liberalization of the industrial policy, abolition of performance requirements and allowance of 
full foreign-owned joint ventures, and opening up of new sectors for foreign investments like 
telecom, which it did in 1996.14  
 
Being a LDC, Bangladesh also gets preferential access for its exports by some of its major 
trading partners like the United States, Russia, European Union and Canada, among others. Such 
arrangements also become source of FDI inflow into the country. In the year 2005, the country 
initiated its Industrial Policy which is consistently helping to promote FDI inflows for technical 
capacity building in the industrial sector. 
 
The country offers several incentives to foreign investments including tax exemptions for power 
generation, import duty exemptions for export processing, an exemption of import duties for 
export-oriented industries, and tax holidays for different industries.15 Also the country has 
entered into Double taxation avoidance agreements with some countries on a bilateral basis, for 
instance, with Belgium, China, France, Germany, India, Japan, Republic of Korea, Singapore, 
Sri Lanka, Sweden, Thailand, among others. 
 
The investment regime also provides facilities for the full repatriation of invested capital, profit 
and dividend. For 100 percent export-oriented industries, no import duty is charged in the case of 
capital machinery and spares. Moreover, the preferential access granted to Bangladesh's exports 
in major markets is considered an excellent attraction for foreign investors in Bangladesh. Also, 

                                                            
11 Doing Business Report 2012, World Bank 
12 This Act also guarantees protection from expropriation by the State and ensures repatriation of profits and the 
proceeds from sales of shares 
13 As per the Investment Policy, the country encourages FDI in all industrial activities except those on the list of 
reserved industries such as production of arms and ammunitions; forest plantation and mechanized extraction within 
the bounds of a reserved forest, production of nuclear energy and printing and minting fresh currency notes. Such 
investments may be undertaken either independently or through joint ventures, either with the local, private or 
public sector 
14 Pravakar Sahoo (2006). “Foreign Direct Investment in South Asia: Policy, Trends, Impact and Determinants”, 
ADB Institute Discussion Paper No. 56  
15 The foreign investors enjoy the same incentives as domestic entrepreneurs in respect of tax holidays, accelerated 
depreciation allowances, concessional duties on imported capital machinery and other measures, as contained in the 
Industrial Policy 1999 and 2005. There is no limitation pertaining to equity participation by foreign investors; 
investments can be undertaken independently or through joint ventures with local or public participants   



 

 

the Industrial Policy of 2005 aims to promote FDI in order to bring about technology transfers, 
efficiency and management development, and enhance marketing skills. 
 
Moreover, in order to adhere to international standards pertaining to intellectual property rights 
(IPRs), the country is making efforts for enforcements of such regulations owing to its being 
signatory of various related international conventions including World Intellectual Property 
Organisation (WIPO) and Paris Convention.16 
 
The country has taken keen interest in establishing institutional frameworks for investment 
cooperation at a global level. It is a signatory to the Multilateral Investment Guarantee Agency 
(MIGA), International Centre for Settlement of Investment Disputes (ICSID) and the United 
States Overseas Private Investment Corporation (OPIC). Also, the institutional frameworks 
within the country is well established in a way that there are three sponsoring agencies namely 
Bangladesh Export Processing Zones Authority (BEPZA), Bangladesh Small and Cottage 
Industries Corporation (BSCIC), and, Board of Investment (BOI) and all foreign investments are 
required to be registered to any of them.17  
 
Overall, Bangladesh is an attractive destination and has an investor friendly regime. It has a 
ranking of 24 out of 183 economies on the parameter of “Protecting Investors” which is a fairly 
high rank.18 
 
Bhutan 
Bhutan long-term development goals are guided by the concept of maximizing Gross National 
Happiness.19  In order to meet the requirements of development and employment and to sustain 
it, Bhutan has necessarily realized the need for foreign investments. The country allows FDI in 
some sectors including tourism by largely through joint ventures. 
 
With development pursuits at as the underlying theme, and in congruence with its Economic 
Development Policy of 2010, the Royal Government of Bhutan has adopted the FDI Policy 2010. 
The FDI Policy 2010 outlines that the FDI shall be encouraged in areas that contribute to the 
following:20 
 Development of green and sustainable economy 
 Promotion of socially responsible and ecologically sound industries 
 Promotion of culturally and spiritually sensitive industries 
                                                            
16 It joined WIPO in 1885 and signed the Paris Convention on Intellectual Property Rights in 1991 
17 This mandatory with any of the three agencies, provides investors with a one-stop service for infrastructure and 
institutional support services, including pre-investment counselling, electricity, gas, and water and sewerage 
connection, and telecommunication facilities. Besides, BEPZA and BSCIC are also responsible for allocating 
industrial plots, and approving the payment of royalties, among others 
18 Doing Business Report 2012, World Bank 
19 As outlined by the FDI Policy Document 2010 issued by the Ministry of Economic Affairs, Royal Government of 
Bhutan, the spirit and intent of this concept as articulated in the Bhutan Vision 2020 document is to “maximise the 
happiness of all Bhutanese and to enable them to achieve their full and innate potential as human beings.” This is 
envisaged through the adoption of policies and programs that operationalizes the four pillars of GNH namely 
sustainable socio-economic development, conservation of natural environment, preservation of culture and good 
governance 
20 FDI Policy 2010, Ministry of Economic Affairs, Royal Government of Bhutan, See web link: 
http://www.dit.gov.bt/sites/default/files/FDI%20POLICY%202010(new).pdf 



 

 

 Investments in services that promote Brand Bhutan 
 Creation of a knowledge society 
 
This Policy provides the guarantee to the foreign investors in terms of equal treatment and in 
carrying out nationalization or expropriation in a non-discriminatory manner. The country also 
provides for the protection of IPRs by dint of being a member of WIPO and a signatory to Paris 
Convention, Madrid Agreement and Berne Convention. The country also provides incentives 
related to taxation and also recognizes the need for expatriate employment. Overall, the new 
policy intends to create an investor-friendly regime. Overall, Bangladesh is an attractive 
destination but yet to have a very investor-friendly regime. It has a ranking of 147 out of 183 
economies on the parameter of “Protecting Investors” which is quite a low rank.21 
 
The institutional framework for investment promotion is not well developed, and there lies a 
need for a strong Investment Promotion Authority (IPA) in the country, which would be a 
statutory body. 
 
Nepal 
Nepal enacted its Investment and Industrial Enterprise Act in 1987, which established a defined 
policy framework for foreign investment. It encouraged foreign investment in medium and large 
scale industrial sectors, with the preferred investment mode being joint ventures. It allowed 100 
per cent foreign equity in such large-scale industries which exports 90 per cent of their total 
industrial production, while in case of medium-scale industries, 50 per cent foreign equity was 
allowed.22 
 
Sectors including manufacturing, tourism, services, mineral-based industries, and agro-based 
industries are open to foreign investments either through equity or joint ventures. The country, 
however, prohibits investments in cottage industries, real estate, and those related to defence. 
Moreover, Nepal also provides several incentives for export-related industries developed through 
foreign investment. These incentives are generally in terms of relaxations or exemptions in 
taxation.23 As far as IPR provisions are concerned, only process patent have been protected while 
the product patents are still to completely adhere to international commitments. It has a ranking 
of 79 out of 183 economies on the parameter of “Protecting Investors” which is relatively an 
average rank.24 
 
The institutional framework for investment is weak in terms of protection of investor’s rights. 
The Ministry of Industry has a Foreign Investment Promotion Division (FIPD) which grants 
approvals to the new foreign investment projects. 
 
 
 

                                                            
21 Doing Business Report 2012, World Bank 
22 Chitrakar Ramesh and John Weiss (1995): “Foreign investment in Nepal in the 1980s: A cost benefit evaluation,” 
The Journal of Development Studies, Vol. 31, No. 3. 
23 The provisions of the Foreign Investment Law covers convertibility only for capital and dividend repatriation and 
foreign debt service 
24 Doing Business Report 2012, World Bank 



 

 

Myanmar 
Myanmar has been subjected to economic sanctions for long and therefore could not implement 
economic reforms until most recently. It was only on 7 September 2012 that Myanmar adopted a 
FDI law with an urge to seek more foreign investment that could help in ensuring economic 
growth and development. Though the original draft was a bit controversial, some proposals were 
dropped or revisited to make it more investor-friendly. For instance, the draft law contained one 
controversial proposal which would have required a minimum initial investment outlay US$5 
million, and since it was not investor-friendly, it was dropped. Also, as against an earlier 
proposal of 49 per cent, the new law also allows foreign investors to hold a 50 per cent stake in 
joint ventures. The financial sector reforms were initiated which is going to boost investment to a 
large extent. As part of such reforms, one of the major reforms was the discarding of dual 
exchange rate system. Moreover, as per the new foreign investment law, an investor can lease 
land for an initial period of fifty years with an option to renew, as against the previous provision 
of thirty-five years only.25 
 
The new law also encourages foreign investment for exploiting natural resources of Myanmar. 
Chapter III of the law provides for the underlying basic principles which would guide foreign 
investments. These principles include: 
 Promotion and expansion of exports 
 Exploitation of natural resources which require heavy investment 
 Acquisition of high technology 
 Supporting and assisting production and services involving large capital 
 Opening up of more employment opportunities 
 Development of works which would save energy consumption 
 Regional development 
 
Cambodia 
The Law on Investment passed in1994 helped Cambodia establish a liberal foreign investment 
regime. A 100 per cent foreign investment is allowed in many sectors in the country. The country has 
an investor-friendly regulation which is based on the principle of non-discrimination. Though land 
rights continue to be contentious issue, there are no restrictions on the conversion of capital for 
investors. Cambodia is a member of WIPO and a signatory to the Paris Convention and ASEAN 
Framework Agreement on Intellectual Property Cooperation. 
 
After the 2003 Amendment of its Investment Law, the country made provisions related to profit, 
salary, withholding and value-added.26 In 2005, a Sub-Decree on the Implementation of the 
Amendment to the Law on Investment mentioned those investment activities which were excluded 
from incentives.27 It has a ranking of 79 out of 183 economies on the parameter of “Protecting 
Investors”, a rank which it shares with Nepal.28 

                                                            
25 Moreover, the law also provides that the investors who invest and operate on equitable principles would be given 
the right to enjoy appropriate economic benefits, to repatriate them, and to take their legitimate assets back home on 
closing of their business. They would also be given proper guarantee by the Government against nationalization of 
their business in operation. All these rights and privileges would be granted in the interest of the Union of Myanmar 
and its people 
26 Investment Climate Statement, Cambodia, January 2012, U.S. Department of State 
27 As per the 2012 Investment Climate Statement, Cambodia, January 2012 ‘they include the following sectors: 
retail, wholesale, and duty-free stores; entertainment (including restaurants, bars, nightclubs, massage parlors, and 



 

 

The institutional framework is generally function and well-defined. The Cambodian Investment 
Board, which is a division of the Council for Development of Cambodia reviews the foreign 
investment applications. 
 
Lao PDR 
Lao PDR started shifting from a controlled economy to being a market economy from 1986. 
Several reforms were introduced including the privatization of state enterprises. The first law on 
foreign investment was passed in 1988 known as the FDI Law 1988 which was later revised and 
amended in 1994, 2004 and 2009 with the purpose of creating an enabling environment for 
attracting foreign investments. In the year 2011, a revised Decree on Investment Promotion 
provided for a One Stop Service Unit for investment registration with the aim to develop an 
investor-friendly climate. 
 
The country strongly encourages investors to develop EPZ, SEZ, ICT Zones, etc. and also 
provides incentives like exemption from import duties and taxes on raw materials, benefits in 
terms of tax holidays, among others. However, Lao PDR, despite being an ASEAN member, has 
a ranking of 182 out of 183 economies on the parameter of “Protecting Investors” which is the 
second lowest rank – Afghanistan being at the lowest rank.29 
 
Solomon Islands 
Solomon Island’s investment regime was defined by the Foreign Investment Act of 1984 which 
established an Investment Board at a national level. Later, in 1990, the new Investment Act was 
passed. The Investment Act 1990 which largely intended to protect domestic interests, and did 
not prove be much meaningful as far as attracting foreign investments into the country was 
considered. This led to the amended through the Investment (Amendment) Act 1996, which 
attempted to clearly outline the sectors open to foreign investment, and also and also the 
necessity for simplifying the approval process. In fact, the actual liberalisation of investment 
regime in Solomon Islands started around 1998 and it adopted a new Foreign Investment Act in 
2005 and a Foreign Investment Regulation in 2006. This Act brought about a numbers of 
investor-friendly measures including simplification of the approval and registration process.30  
However, issues like political instability, weak IPR regime and the requirements of provincial 
business licensing, have deterred the FDI inflows into this island for long, though now the 
business environment and investment climate is witnessing an improvement. It has a ranking of 
46 out of 183 economies on the parameter of “Protecting Investors” which is a relatively high 
rank.31 
 

                                                                                                                                                                                                
casinos); tourism service providers; currency and financial services; press and media related activities; professional 
services; and production and processing of tobacco and wood products. Incentives are also excluded in the 
production of certain products with an investment of less than USD 500,000 such as food and beverages; textiles, 
garments and footwear; and plastic, rubber, and paper products 
28 Doing Business Report 2012, World Bank 
29 Doing Business Report 2012, World Bank 
30 As per the WTO’s Trade Policy Review, the Solomon Islands has adopted various strategies to develop an 
investor-friendly climate and this includes improving company laws, eliminating all business licence regulations, 
improving the business registration procedure, and further reviewing the Investment Act to improve investment 
approvals 
31 Doing Business Report 2012, World Bank 



 

 

In fact, the government of Solomon Islands encourages such foreign investment projects that 
could generate the following outcomes:32 
 strengthening the technical and marketing expertise of the private sector  
 maximize the use of local raw materials in the production stages 
 promote export and import substitutes 
 create employment and training to the local people 
 integrate or transfer knowledge and technology to the country's economic system 
 have a vision to long term investment 
 
The country’s Investment Facilitation Committee was also created in 2005 under the 
chairmanship of the Minister for Commerce. The Solomon Islands is also a member of the 
Multilateral Investment Guarantee Agency (MIGA), and the World Association of Investment 
Promotion Agencies (WAIPA). 
 
Most importantly, there are no maximum foreign ownership limits pertaining to foreign 
investment. Therefore, the institutional framework for attracting investment needs to be 
strengthened through various initiatives like investment promotion agency, signing of Bilateral 
Investment Promotion Agreement (BIPA), and also through Double Taxation Avoidance 
Agreement (DTAA) on a bilateral level, so that investor-friendly policies could be leveraged.  
 
II (a). Indian investments in South Asian LDCs (Bhutan,Bangladesh, Nepal) and Myanmar 
 
Considering that the intra-SAARC investment has been low, most countries in the region are not 
able to utilize the opportunities available therein owing to the absence of cooperation on 
investment. South Asian countries are in fact working on an investment agreement which could 
make the region financially integrated. The current position depicts that intra-SAARC 
investment is only 0.03 per cent during 2008-11 (Table 3). The figure is far less than Asia’s 
average which 50.08 per cent. Even the intra-regional FDI in the Pacific and Oceania is merely 
1.91 per cent. Table 3 indicates the level of intra-regional FDI and trade in Asian region. 
 
Table 3: Intra-regional FDI and intra-regional trade in Asia and Asian sub-regions (2008-
11) 

Sub-regions Intra-regional FDI (%) Intra-regional trade (%) 
Asia 50.08 55.02 
South Asia 0.03 4.61 
East Asia 41.81 36.17 
Central Asia 0.02 5.33 
The Pacific and Oceania 1.91 8.05 
South East Asia 6.32 24.61 

Source: Asian Economic Integration Monitor, 2012 
 

This particular trend of South Asia, in increasing trend of other Asian region, reflects that there 
exist barriers on the process of investment particularly between India and Bangladesh. Though, 

                                                            
32 Foreign Investment Division, Solomon Islands, http://www.commerce.gov.sb/Divisions/Investment/default.htm 



 

 

Indian investments are also considerable in Afghanistan, but it is largely ODA based, and so has 
not been included in the present analysis.  
 
However, the current process of India’s engagement with the LDCs of the region reveals that the 
economic progress of these countries would attract more investment from India. Table 4 gives an 
account of India’s Outward FDI in Bangladesh, Bhutan, Lao PDR, Myanmar and Bhutan. 

 
Table 4: India’s OFDI in select LDCs of Asia and the Pacific (US$ million) 

Countries 2008-09 2009-10 2010-11 
Bangladesh 20.67 167.07 37.86 
Bhutan 14.04 6.5 7.39 
Lao PDR 2.03 2 2 
Myanmar 48.75 1.65 45.25 
Nepal 4.55 6.39 9.08 

Source: Reserve Bank of India 
 
Bhutan: Bhutan is a land-locked country having border with India and relies heavily on India. In 
2010-11, India investment in Bhutan’s energy sector which accounted for around 70 per cent of 
the India’s total investment into the country (Figure 3). In addition, Bhutan is also reviewing the 
current policy in hydropower to seek Indian investments as it has the potential to produce and 
supply power to countries like India. Although total foreign investment in Bhutan has seen a 
decrease in 2011, yet India’s investment in its infrastructure projects is expected to increase. 

 
Figure 3: Sectoral share of Indian investments in Bhutan 

 

Source: Reserve Bank of India 
 
Source: Reserve Bank of India 
 
Bangladesh: Indian investments in Bangladesh are largely dominated in retail and wholesale 
sectors as well as hotel industry. The sector accounted for around 96.6 per cent in 2008-09 and 
64.9 per cent during 2010-11 (Figure 4). The current investment by Indian investors in 
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Bangladesh also indicates that the investors are making investment mostly through joint ventures 
and in sectors like agriculture and allied and manufacturing sector which accounted for around 
14.7 per cent and 19.6 per cent in 2010-11. The proposed projects for investment in Bangladesh 
for foreign investors were 148 in 2010-11 which increased to 2011-12 with more than twelve-
fold increase of foreign investment.33 In 2010-11, Bangladesh has largely received the FDI in 
services sector through joint ventures. Investment in equity through automatic route remains 
untapped in the country.34  

 
Figure 4: Sectoral share of Indian investments in Bangladesh 

 
 

 
 
Source: Reserve Bank of India 
 
Nepal: In case of Nepal, in the year 2008-09, Indian investors made investment largely in the 
areas of retail and hotels which accounted for around 61 per cent (Figure 5). The growing foreign 
investment in Nepal and its sources indicate that during 2005-08, India, China, South Korea, 
Japan and Canada constituted around 67 per cent share in total FDI inflows in Nepal. 

 
 

Myanmar: Most of the global investments in Myanmar are into the oil and gas as well as power 
sectors. Indian investments in Myanmar, however, are mainly in manufacturing and agricultural 
sector (Figure 6). 

 
 

                                                            
33 Bangladeshi Board of Investment. http://boi.gov.bd/about-bangladesh/investment-and-trade/foreign-direct-
investment-in-bangladesh 
34 As per World Investment Report 2012, Bangladesh became an important destination for foreign investors with its 
FDI reaching to its record high of US$ 1.1 billion in 2011 

2008-09 2010-11 



 

 

Figure 5: Sectoral share of Indian investments in Nepal 
 

 
 

Source: Reserve Bank of India 
 

 
Figure 6: Sectoral share of Indian investments in Myanmar 

 

 
 

 
Source: Reserve Bank of India 
 
More importantly, the economic progress of LDCs of the region also indicates the diversification 
of their economic structure owing to increasing industrialization. Also, LDCs of ASEAN 
including Lao PDR, Myanmar and Cambodia also continue to gain momentum in attracting FDI 
from foreign sources as the intra-ASEAN investment is on the rise. 
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(b). ASEAN Investment in ASEAN LDCs (Lao PDR, Myanmar, Cambodia) and Solomon 
Islands 
 
In ASEAN, total investment was US$47,075.6 million in 2008 which rose to US$76,207.9 
million in 2010. ASEAN is the major source of its own FDI inflows. Table 5 gives an account of 
intra- and extra-ASEAN investments in ASEAN LDCs including Cambodia, Myanmar and Lao 
PDR. Though the figures are dismal, Cambodia manages to get the highest share of intra-
ASEAN investments accounting for US$349 million. 
 
Table 5: Intra- and Extra-ASEAN Investments in 2010 among Cambodia, Myanmar and 
Lao PDR (US$ million) 

2008 2009 2010 

Country 
 

Intra-
ASEAN 

 

Extra-
ASEAN 

 

Total net 
inflow 

 

Intra-
ASEAN 

 

Extra-
ASEAN 

 

Total net 
inflow 

 

Intra-
ASEAN 

 

Extra-
ASEAN 

 

Total net 
inflow 

 
Cambodia 240.9 574.3 815.2 174 365.1 539.1 349 433.6 782.6 
Lao PDR 47.7 180.1 227.8 57.3 261.3 318.6 135.4 197.2 332.6 
Myanmar 103.5 872.1 975.6 67.8 895.5 963.3 171.7 278.5 450.2 
ASEAN  9,449.3 37,626.3 47,075.6 5,270.7 32,995.3 38,266.0 12,279.2 63,928.7 76,207.9 

 
Source: ASEAN Secretariat 
 
 
III. Potential Area of Investment  
 
This part of the paper outlines some areas with potential for intra-regional investments from the 
Asia and the Pacific region into these LDCs. 
 
Afghanistan: Afghanistan is in a state of political and economic reconstruction, and therefore, a 
number of projects are in place there mainly in transport, communication as well as energy 
sectors. The United States, China, India and Iran are among the major countries engaging in 
Afghanistan. China’s participation is mainly in the mining and metal extraction sector and Indian 
investment are concentrated to services sector particularly in financial and business services. 
Some of the key sectors with potential for investment in Afghanistan include: dairy, metals and 
minerals, transportation services, construction, and financial services. 
 
Bangladesh: This is well known fact that Bangladesh’s external sector mainly depends on 
readymade garments (RMG) products, a sector in which it has global comparative advantage. 
Moreover, it also has investment opportunities in manufacturing sector (including food 
processing), services sector, and some other untapped areas like power generation and electricity, 
whose domestic demand has been increasing. There are also possibilities of investments in the 
oil and gas infrastructure. Sectors like power, gas and petroleum; manufacturing; transport and 
storage, etc. have continued to attract investments. Also, China, India and Japan are making 
investments in Bangladesh mostly in power and communications sector on build-operate-transfer 
basis.  
 



 

 

Bhutan: Bhutan is gradually attracting the foreign investment in various sectors particularly in 
power projects. As Bhutan reviewed its hydropower policy, the investors from countries like 
India are targeting investments in this sector. Transport is another important sector where Bhutan 
is significantly making progress. Also, India has 11 FDI proposals for Bhutan followed by 
Singapore (4) and the USA (3). Main sectors with potential for foreign investments include 
hydro-power, airports development, construction and communication. 
 
Nepal: Nepal is another least developed country in South Asian region mainly bordered with 
India and China. Some of the areas with potential for investments in Nepal include hydroelectric 
power generation, tourism, communication services, pharmaceuticals, manufacturing, financial 
services and transport sector.  
 
Lao PDR: Lao PDR is a landlocked country. Some of the areas with potential for investment 
include hydroelectric power, mining, electricity generation, manufacturing, mineral extraction 
and agriculture. 
 
Myanmar: Myanmar is rich in natural resources especially mineral and natural gas and attracts 
most investments in this sector. Some of the other sectors with potential for investment in 
Myanmar include manufacturing, textiles, pharmaceuticals, automobiles and extractive 
industries. 
 
Cambodia: Cambodia has seen a huge FDI in clothing sector which has helped bring 
employment and reduced poverty. Recently, FDI has also begun expanding into other labour-
intensive export industries, such as shoes, toys, and wood products, which is further contributing 
to employment generation.35 Construction sector has recently seen an upsurge in attracting FDI 
in Cambodia, with the increase in FDI in this sector being around 85 per cent over the last seven 
months in 2012.36 Some of the areas with potential for investments in Cambodia include 
electricity generation, manufacturing, communication infrastructure and services. Recently, 
Chinese has also offered US$500 million to Cambodia for its infrastructure projects. It has 
approved 3 million tonnes per steel to Cambodia. Chinese investment in Cambodia totaled $1.9 
billion in 2011, more than double the investment by all ASEAN countries combined and 10 
times that by the United States.37 
 
Solomon Islands: The Solomon Islands is continuously working to make its regime investor-
friendly. The country has potential for FDI inflows into the sectors like extractive industries, 
business services, tourism infrastructure and food processing. 

                                                            
35 ADB, http://www.adbi.org/files/book.mekong.direct.investment.pdf 
36 Global Times, 9 October, 2012, “Construction sector had attracted the investment of $1.38 billion in the first 
seven months of 2012, a 85 percent rise from $747 million at the same period last year, a report from the ministry of 
land management, urban planning and construction showed on Monday” 
37 The Interpreter, Sept. 9, 2012, http://www.lowyinterpreter.org/post/2012/09/19/New-numbers-on-Chinas-aid-to-
Cambodia.aspx 



 

 

 

III. Conclusion and the way ahead 
 
To give further momentum to intra-regional investments into these LDCs in Asia and the Pacific 
region, the developing and developed countries of the region need to have more broad-based 
investment framework which facilitates investments in these LDCs especially aimed toward 
developing export infrastructure. This would be beneficial for their overall development and 
would help them liberalise their investment regimes to a larger extent.  
 
Since, most of the countries discussed in this paper are already in the process of liberalisation of 
investment regime (as discussed in earlier this paper), the process of south-south investment 
agreement with the developing Asian countries from congregations like ASEAN and SAARC 
would benefit largely in concluding intra-regional investment agreements.  
 
Countries like Afghanistan, Nepal, Bhutan and Bangladesh from South Asian region are 
operating under SAFTA. The two other agreements for trade in services and investment are still 
on the anvil. It would be beneficial for the least developed countries of the region to identify the 
common goals under the ambit of major multilateral cooperation in Asia.  
 
Considering the fragmented nature of cooperation among these LDCs, the following may be 
considered as the way ahead to attract more investment: 
 
 Increasing the bilateral cooperation between Bangladesh and Myanmar. Both the countries 

are the gateways of East Asia and South Asia. In the presence of any agreement which may 
facilitate transit through land between the two nations, both the region could (South and East 
Asia) can utilise opportunities for developing economic corridors. 

 Entering into investment agreements among these nations with focus without compromising 
the need for a multilateral investment agreement 

 There is a need to encourage FDI through public-private partnerships in infrastructure 
development into these LDCs. 

 Cooperation on the mobility of work force from one country to another country particularly 
between South Asian and Southeast Asian LDCs. 

 Opening the financial market particularly the equity market. Most of the investment in these 
countries are following joint venture mode. In case equity market is opened in these 
countries, more investment can be attracted from other parts of the world. 

 Investments which are proposed on the approved projects are facing cost escalation owing to 
the delay in projects. These LDCs would require developing institutional mechanism for 
rapid execution of projects. 

 These LDCs are suffering from underdeveloped infrastructure facilities. A common 
programme among these countries to efficiently utilise the infrastructure availability needs to 
be developed. As all these nations are nearer to each other and most of them are sharing 
borders with other select LDCs. In this case proposing common projects in energy, transport 
and communication would not only attract foreign investment but also make the economic 
environment conducive to business. For instance, a proposal of combined gas pipeline from 



 

 

Myanmar through Bangladesh to India is still the policy suggestion aspects. Mutually 
developed framework for such projects would attract more investment. 

 Agriculture is the main economic activities in these countries. Considering the population of 
these LDCs, the agriculture sector has potential to attract investment. In fact, in most of the 
countries (select LDCs), this sector is already attracting FDI. A common policy for the sector 
with common goal will increase the possibilities of investments. 

 More importantly for these LDCs, a comprehensive economic cooperation model with other 
developing Asian nations is required. 

 Emphasis should be given on regional infrastructure development. 
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