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INTRODUCTION
1. The third session of the Commi ssion on Investnent, Technol ogy and Rel at ed
Fi nancial Issues was held at the Palais des Nations, Ceneva, from 14 to
18 Septenber 1998. In the course of the session, the Conm ssion held four

meetings (16th to 19th neetings) and a nunber of informal meetings.

2. Also in the course of the session, a panel discussion was held on "Wy do
TNCs invest where they invest?".



Chapter 1

AGREED CONCLUSIONS OF THE COMMISSION AT ITS THIRD SESSION

(Agenda items 3 and 4)

Item 3: Recent developments in foreign direct investment trends and policies

3. The Conmmi ssion recogni zes that investnment policy today is a fundanenta
el ement of national devel opment strategies, and al so recogni zes the role that FDI
plays in integrating countries into the world econony. Against this background,
the Conmi ssion stresses the inportance of technical assistance in nationa
capacity-building for the design and inplementati on of such policies, as well as
an exchange of experiences and policy reviews in this regard. The Conm ssion
al so recogni zes that nearly all countries are pursuing policies to attract FDI
Efforts should be made to help build capacities and create mechanisnms in
devel opi ng countries and especially LDCs so that they can effectively realize
their investnent potentials, including through negotiating and pronotion
t echni ques.

4, The Commi ssion recognizes that many countries in Africa have nade
considerable efforts to attract FDI through inmprovenments in their investnent
climte. The Comm ssion underlines that there is potential on the African

continent to attract additional FD and that consistent policies in this respect
hel p, as would a change in the undifferentiated negative i mage of the continent.
In this respect, the Comm ssion requests that the fact sheet prepared by the
secretariat, entitled "Foreign direct investnment in Africa: performance and
potential ", be updated and be nmade wi dely available, including by posting it on
the Internet and translating it into other |anguages. The Comm ssion calls on
the international community to assist African countries in their efforts to
create a sound investnment climte, including through continued technical
assi stance activities in this area and other appropriate measures.

5. The Commi ssion notes the resilience of FDI flows to Asia so far, in spite
of the financial instability in this region, in which the volatility of short-
termcapital flows played a role. The Comm ssion also notes the increase in FDI
flows during 1997 into Latin Anerican and the Cari bbean countries. At the sane
time, the Comm ssion notes that financial instability creates greater uncertainty
in the investnment environment. Therefore, it requests UNCTAD to continue to pay
regard to the inpact of financial instability on FDI flows, including the factors
affecting these flows. It also requests UNCTAD to prepare and di ssem nate fact
sheets on FDI in Asian devel oping countries, as well as Latin American and the
Cari bbean countries.

6. The Commi ssion reaffirnms the inportant role of FDI, recognizing the conpl ex
interrelationship between various types of capital flows, especially between
foreign portfolio flows and FDI flows, and requests that further study be nade
of their characteristics, simlarities, conplenentarities and differences, as
wel |l as of the devel opment inpact and policy inplications arising therefrom The
results should be made avail able in a conprehensive study covering all regions.
In this context, it is inportant that UNCTAD cooperate with international banking
and financial institutions and other appropriate organizations so as to benefit
fromgreater synergy effects.

7. The Commi ssion recogni zes the need for stable and well-supervised financia
mar kets and institutions and financial transparency, including appropriate
reporting and accounting rules, in the context of broader appropriate
macroeconom c policies to attract stable investnent flows into devel oping
countries, and particularly into devel opnent-priority areas. An effective

mobi | i zati on of donmestic savings can play an inportant role in reducing the
vul nerability to external novenents of capital. In this connection, the



Conmi ssion invites UNCTAD to continue its technical assistance activities geared
towards capacity-building in devel oping countries in policies related to the area
of private capital flows.

8. The Commi ssion exam ned the Report of the Expert Meeting on the G owh of
Domestic Capital Markets, particularly in Developing Countries, and its
Rel ationship with Foreign Portfolio Investnments, and accepted those of its
recommendati ons such as contained in these agreed concl usions.

9. The Commi ssion further requests that the materials, docunments and summari es
of publications prepared by the secretariat, including materials prepared for the
Conmi ssion and its Expert Meetings, be nmade available on the Internet in a timely
and effective manner, in accordance with existing rules and regul ati ons.

10. UNCTAD s technical assistance activities in this area should be undertaken
Wi thin existing resources and in accordance with the agreed plans on technica
assi stance. At the same time, UNCTAD invites potential donor countries to

provi de contributions in order to further strengthen these activities.

Item 4: Examining and reviewing existing agreements on investment to identify
their implications for development, as called for in paragraph 89(b)
of "A Partnership for Growth and Development™

11. The Commi ssion recogni zes the inportance of the issues related to FDI and
devel opnment, in particular those related to international investnment agreements
at all levels, and the need to pay attention to how these agreenments can help to

increase the FDI flows and further the objective of devel opnent.

12. The Conmi ssion stresses the conplexity of the issues involved in
i nternational investnent agreements, in particular as they relate to pronotion
of investnent, econonmic growth and the devel opnent di nension

13. In this context, the Comm ssion takes note of the Report of the Expert
Meeting on Existing Regional and Miltilateral Investnent Agreenents and their
Devel opnent Di nmensi ons, commends the work being carried out by the secretari at
in identifying and anal ysing inplications for devel opment of issues relevant to
a possible nultilateral framework on investnment, taking into account the
interests of developing countries and bearing in mnd the work undertaken by
ot her organizations, in pursuance of the Mdrand nandate, and expresses its
gratitude for the voluntary contributions made by countries to the trust fund on
a possible M, which have nade the inplenentation of this work programre
possi bl e.

14. The Conmi ssion further recognizes that UNCTAD can contribute to a better
understanding of the developnent inplications of international investnent
agreenents and that this task requires further analytical and capacity-building
work. In this context, the Comm ssion |ooks forward to, anmong other things, the
series of issues papers being prepared by the secretariat in the framework of its
programe on a possible nmultilateral investnment framework.

Action by the Commission

15. At its 19th (closing) plenary neeting, on 18 Septenber 1998, the Comm ssion
adopted its draft agreed conclusions on agenda itens 3 and 4.



Chapter 11

OPENING STATEMENTS

16. The Deputy Secretary-General of UNCTAD, on behal f of the Secretary-General,
wel coned all participants in the third session of the Conm ssion. He noted that
despite gl obal economic and financial turnoil in several regions in the world,
foreign direct investnent (FDI) had continued to grow in 1997 and early 1998,
surpassing the growh of other aggregates such as GDP, exports and domestic
investment. He added that recent trends confirmed that FDI was not only one of
the driving forces of globalization, but also a factor of relative stability with
regard to foreign capital flows. However, concerns about potential |oss of
national control over domestic enterprises, resulting fromthe increasing nunber
of mergers and acquisitions, should be taken seriously. The liberalization of
FDI laws, as well as bilateral investnent treaties and doubl e-taxation treaties,
had all contributed to the strong growh of FDI. Referring to international
i nvestnent agreenments in place or those still under discussion, such as the
Mil til ateral Agreement on Investnent, he stressed that issues related to them had
become prominent on the international agenda. |In that connection, he said that
UNCTAD s goal was to hel p put devel oping countries in the best possible position
to participate in international discussions and negotiations on FDI. Mor e
specifically, UNCTAD was exploring a broad range of issues related to FDI;
deepeni ng the understandi ng of how i nternati onal investnent agreenments affected
a host country’s econony; identifying devel opnent-rel ated issues of interest to
host countries; and helping build consensus by offering a forum for
i ntergovernnmental discussions on FDI, but only in order to facilitate the
deci si on-meki ng process and not to substitute for it. 1In conclusion, he said
that the principal outcone of the Comm ssion's work could be to achieve further
insights into the devel opment dinensions of international investnent agreenents,
in preparation for UNCTAD X

17. The Chairperson expressed his satisfaction with the quantity and quality
of work undertaken between the second and third sessions of the Conm ssion. He
said that the Conm ssion should devote special attention to the reconmendati ons
of its Expert Meetings. There was much to be discussed with respect to the
instruments to be used by countries to get the nost out of FDI. In that
connection, he found the conclusions of the Expert Meeting on foreign portfolio
and direct investnent on how to nmaxi m ze the benefits of all types of investnment
flows particularly interesting. He called for a wider presence of experts from
devel oping countries at those neetings. Furthernore, he enphasized the
i nportance of various activities undertaken by the secretariat in the area of
i nvestnment, including the science and technol ogy policy reviews, the investnent
policy reviews, work on the interrelationship betwen conpetition and investmnent,
work on issues related to a possible multilateral framework on investnent, and
assi stance to |east developed countries. In conclusion, on behalf of the
Conmi ssi on, he thanked the European Conmi ssion for covering the travel expenses
of two LDC participants in the session.

18. The Director of the Division on Investment, Technology and Enterprise
Development briefly described the progranme and the documentation of the third
session of the Conm ssion, which would focus on two nmain issues: first,
experiences in attracting FDI and inproving |ocational advantages; and second,
the interrelationship between portfolio and FDI flows, capital novenents
volatility and policy inplications. She went on to give a brief sumary of the
wi de range of activities undertaken by the UNCTAD secretariat in the area of
investment. In this respect, she underlined the conmplementary and integrated
nature of research, policy analysis and technical assistance. It was this
i ntegrated approach that had facilitated the effective inplenmentation of the
Conmi ssion’s recommendati ons and contributed to the quality of both research and
techni cal assistance through feedback between the two. In inplenmenting the




Conmi ssion’ s reconmendati ons, the secretariat had been particularly active in the
areas of international discussions related to a possible nultilateral framework
on investnment, international accounting, conpetition policies, international
capital flows, and issues related to the role of science and technology in
devel opment. The technical assistance activities undertaken in these areas had
benefited nore than 50 countries, including over 20 | east devel oped countri es.
In this connection, the speaker expressed her gratitude to the increasing nunber
of donors, whose contributions had been critical to the successful inplenentation
of these activities.

19. The spokesperson for the Latin American and Caribbean Group (Uruguay)
enphasi zed the tineliness and i nportance of the third session of the Comm ssion

He said that UNCTAD, because of its universal and devel opnent-oriented nature,
was a relevant forumto ook at the reasons for and effects of current financia

crises, and the l|lessons to be learned from them The Latin American and
Cari bbean Group considered that UNCTAD and its Commission on |nvestnent,
Technology and Related Financial | ssues had rmgjor conpetencies and
responsibilities in this respect. For exanple, devel opment finance needed to be
re-eval uated and given nore attention in UNCTAD s activities. UNCTAD s techni cal
capacity to analyse global financial managenent needed to be further
strengt hened. He called on the UNCTAD secretariat to continue its analytica

work on issues such as a possible mnmultilateral framework on investment and
portfolio investnent. Referring nore specifically to portfolio investnent, he
expressed concern about the volatility of this source of finance for devel oprnent.
Hence, the Latin Anerican and Caribbean G oup was of the opinion that the
secretariat should continue examn nati on of neasures which woul d hel p devel opi ng
countries fornulate policies ainmed at attracting stable FDI flows. This activity
shoul d involve a better follow up of the inplenentation of these policies. As
to the question of a possible franework for investnent, he recalled that there
seemed to be consensus on the need to analyse the inplications for devel oprment
of such a framework. H's G oup considered that foreign direct investnent was an
essential conponent of their devel opnent strategies, and noted with satisfaction
that in 1997 Latin America had becone the forenost destination of inward foreign
direct investnment in the developing world. He noted in that respect the role
pl ayed by intraregional investnent, as well as by nmediumsize enterprises.

20. Referring to the present financial crisis, he hoped that the current
session of the Conm ssion would be in a position to examne the inpact of this
crisis on devel opnent strategies. |In conclusion, he underlined the challenge of

how to orient FDI towards those activities that were the npst relevant for
nati onal devel opnent strategies. He considered that UNCTAD was best placed to
address this issue.

21. The representati ve of Austria, speaking on behalf of the European Union
said that international capital flows and foreign direct investment could play
an increasingly inportant role in world economic growth. He noted that current
devel opnents in Asia and the Russian Federation illustrated the inportance of
UNCTAD' s work in adding to a favourable and stable investnent climte, and
expressed his appreciation for the work of the Comm ssion. Wile many countries
had been successful in attracting FDI, some had been | ess fortunate, especially
the LDCs. In that respect, it was inportant to create a favourabl e investnment
climate through international instrunents encouragi ng i nvestnent, especially by
smal | and medium si zed enterprises. Anmong obstacles to investnent flows to LDCs,
he pointed to problenms in the political, econonm c and institutional environnent
and uncertainties with respect to investnent policies in host countries. He
stressed that enhancing the investnent attractiveness of LDCs was a chal | engi ng
task, but said that UNCTAD could help in a nunmber of ways. VWi le FD was
determined primarily by the fundanmental nmacroeconomc factors prevailing in the
host country, devel oping countries would certainly benefit overall from nore open
and predictable international rules on investnent. He expressed the EU s beli ef
that the devel opment di mensions of investment should be adequately reflected in
any consideration of trade and devel opnment. As regards discussions on major




i nvestment issues, he believed that the involvenent of sel ected non-governnental
actors with appropriate expertise could enhance their quality.

22. He went on to enphasize the inportance the EU attached to cl ose cooperation
bet ween the WIO and UNCTAD on issues related to trade and investnent, and to the
fact that the work on these issues in UNCTAD and the WO, or in any other
i nternational organizations, should be nutually reinforcing and conpl enentary.
He said that the World Investment Report was a very hel pful source of reference
for FDI research worl dwi de, although it would be nore beneficial if it could be
i ssued earlier in the year. He added that UNCTAD provi ded the ideal forumfor
i n-depth di scussions on investnent-rel ated questions and that this should not be
underesti mated, since such discussions mght advance negotiations in other
foruns. He commended UNCTAD s educative efforts aimed at assisting LDCs through
training, e.g. by organizing regional synposia such as those on international
i nvestment arrangenents and their inplications for devel oping countries. He
added that the EU attached inportance to the devel opnment of sound conpetition
I egislation and policy in all countries and wel comed the hol ding of the sem nars
and courses organi zed by the secretariat on these topics. Finally, he said that
the EU al so wel coned the "Partners for Developnent™ summt to be held in Lyon in
November 1998, and particularly the segment on investnent.

23. The spokesperson for the African Group (Mauritius) praised the
i mpl ementation of the UNCTAD mandate related to the analysis of trends and
policies, FDI databases, issues related to a possible nultilateral investnent
framework, qualitative aspects of TNCs' activities and technol ogy-rel ated issues.
He then referred to other activities, which were practically nenber-driven, such
as those undertaken in the context of the interregional project on the "Expansion
of foreign direct investnent and trade in services" (EFDITS), case studies for
the interregional project on "Transnational corporations and industria

restructuring in developing countries”, specific projects on innovation and
technol ogy issues and a project on "Investnent guides for LDCs", which was
expected to be a tool for pronoting a policy dial ogue between governments and the
private sector, and would include a capacity-building conponent to assist
devel opi ng countries in enhancing their attractiveness to foreign investors. He
al so mentioned two reports on, respectively, "Foreign direct investnment in ACP
countries"” and "Asian foreign direct investnent in Africa", which suggested
inter alia neasures to enhance investnent in Africa. 1In view of the poor results
achi eved since the conpletion of the reports, he strongly reconended foll ow up
mechani sms. He expressed di sappointnent with the level of FDI flows to Africa
and attributed this to the wunduly wong perceptions and unfortunate
m sconcepti ons about the region. He stressed that nuch still remained to be
done, and that while it was true that UNCTAD s achi evenents were comendabl e as
regards anal yses, diagnoses, predictions and so forth, it was tine for the
organi zation to help provide practical solutions and tangible results. He
stressed the call by countries for nechanisns in UNCTAD that woul d effectively
translate theory into practice.

24, In view of the recent econom c and financial crisis, a number of concepts
and fundanental issues that had becone the paraphernalia of globalization had now
been called into question. Referring to the efforts made by African countries,
he said that they had been trying hard to provide an enabling climte for
i nvestment - they had, for exanple, entered into investnent agreenents and j oi ned
the WIO - and it was difficult to do nuch nore. He added that the creation of
a still nore favourable climate for hosting FDI could not be the responsibility
of Africa alone. In that respect, there was still a crucial need for devel opment
assi stance (as the President of the United States had acknow edged during his
recent African tour) since the current levels of FD and trade were not
sufficient to neet the essential needs of African nations. He referred to the
debt burden of a nunber of African countries, which was also a deterrent to
foreign investment. There was, he said, arole for FDI to play in Africa, and
there were indeed opportunities on that continent. He praised UNCTAD for its
role in propounding the concept of "investnent preference"” in the case of snal

i sl and and | andl ocked econoni es. He added that this new di mensi on should be



strengt hened by the foll owup nmechanismyet to be determined. Finally, he called
upon UNCTAD to assist African countries in building domestic capacity through
assistance particularly in investnent negotiations and pronotion.

25. The spokesperson for the Asian Group and China (I ndia) noted that the East
Asian crisis affected growth prospects in devel opi ng and devel oped countries,
al beit to varying degrees. This crisis raised questions about the optimstic
assunption that globalization would actually generate convergence between the
rich and the poor. He recognized that nost of the damage had been caused by
short-term fl ows, such as bank | ending and portfolio investnment. In contrast,
FDI renmained resilient, and new flows continued to add to capacities built up
before the crisis. He noted that, for nore than a decade, Asia had been a front
runner among devel opi ng countries in attracting foreign direct investnent. The
Asi an Group and China were particularly interested in the analysis of how the
crisis would affect foreign direct investment inflows into Asia in the short,
medi um and |l ong run. Some Asian econom es, he noted, were also home countries
of large transnational corporations making mjor investnments in the region,
particularly in |least developed countries, which raised the question of the
i npact of the crisis on FDI outflows as well. The Asian G oup and Chi na found
the fact sheet on Africa prepared by the UNCTAD secretariat very useful. They
asked the secretariat to prepare a simlar fact sheet on FDI in devel oping
countries in South, South-East, East and Central Asia. The Asian Goup and China
al so called upon the secretariat to continue its analysis of the inpact of the
crisis on FDI. The speaker believed that the crisis further highlighted the need
for country-specific responses. He added that policy response to the crisis had
to keep in mnd the basic difference between direct and portfolio investnent.
Based on a better understanding of investor behaviour, it should aimat adopting
the best nmeasures to deal with volatility. This country-specific approach should
be conpl enmented by international action dealing with the gl obal consequences of
the crisis.

26. The representative of the United States of America commended the activities
report presented by the Division on Investnent, Technology and Enterprise
Devel opnent and hoped that other divisions would follow this nodel and that the
informati on woul d be incorporated in UNCTAD s first annual report. She expressed
strong support for UNCTAD s work on investnment policy reviews. Referring to the
M d-term Review outcone, which specified that UNCTAD s work on a possible
mul tilateral framework on investnment should be primarily anal ytical and exam ne
devel opnent-friendly issues, she requested information on the progress nmade in
the preparation of the issues papers on a possible multilateral framework on
i nvestnment to be provided to the Comm ssion. Finally, she suggested that the
topi cs of the Expert Meetings over the past three years be reviewed (on the basis
of alist of those neetings to be prepared by the secretariat) in order to derive
topics fromthe Mdrand Decl aration not yet adequately covered by previ ous Expert
Meetings, such as pronoting investnent anong devel opi ng countries.

27. The representative of Japan |ooked forward to the third session of the
Commi ssion on Investnent, Technology and Related Financial Issues focusing
particularly on issues related to a possible multilateral framework on
i nvestment. He considered that the current patchwork of bilateral investnent
treaties did not facilitate foreign investnment. 1In his opinion, a nultilatera
framework on investnment would constitute a stable, predictable and transparent
basis for continued i nvestnent flows, particularly those directed to devel opi ng
countries. He called on the UNCTAD secretariat to continue working on the
interrelated i ssues of trade and investnent, conpetition and devel opment.

28. The representative of Morocco agreed with the spokesperson for the African
Group that despite major macroeconomc reforns in a grow ng number of African
devel opi ng countries and changes in their |legal and regulatory framework wth
respect to investnment, Africa's share in global foreign direct investnent flows
was well below its needs and potentials. He considered that the bad and
undi fferentiated i mage of Africa, inherited fromthe past, was a major cause of



thi s di sappointing performance. Such a m sconception hindered the true growth
potential of African countries. 1In this context, he welcomed the fact sheet on
foreign direct investnent in Africa prepared by the UNCTAD secretariat, which
contributed to the effort to rectify this imge and highlight success cases in
Africa. He found this docunent bal anced and objective. He suggested that it be
distributed widely in a nore attractive format/presentation, including to
i nvestors and other private sector actors. He supported the request of the Asian
Group and China for a simlar fact sheet on foreign direct investnment in
devel opi ng countries in Asia, and considered it appropriate to prepare fact
sheets on all developing regions in the future.

29. The representative of Poland said that foreign direct investnent had a
vital contribution to make to the transformation of the econonmic system
adaptation to international market conpetition and Pol and s increasing readi ness
to join the European Union. He highlighted a wi de range of advantages the Polish

econony derived fromthe growing investnent of foreign capital. He noted that
the bulk of foreign direct investnent had taken place in the manufacturing of
final products, and in the nost devel oped regions of Poland. 1In Poland, as in

ot her countries, the ability to absorb foreign direct investnent and new
technol ogies was limted mainly by the quantity and quality of human capital
He described in detail all the major steps the Governnent of Poland had taken to
i mprove the |egal environment surrounding foreign direct investnent. He also
gave a detailed account of the flows, which had nade Pol and the main recipient
of foreign direct investnment in Central and Eastern Europe. He said that it was
necessary to support foreign investors and encourage themto establish businesses
in Poland, as well as to influence the sectoral and |ocational structure of
foreign direct investnent. Crucial for inproving the investment climate in
Pol and were the liberalization of regulations, the nodernization of |oca
econom c infrastructure, the easing of the tax burden, price and exchange rate
stability, and further nmeasures to increase security of investnent.



Chapter 111

RECENT DEVELOPMENTS IN FOREIGN DIRECT INVESTMENT TRENDS AND POLICIES

(Agenda item 3)

30. For its consideration of this item the Commi ssion had before it the
fol |l owi ng docunentati on:

"Report of the Expert Meeting on the Growh of Donestic Capital Markets,
Particularly in Developing Countries, and its Relationship with Foreign
Portfolio Investment” (TD/ B/ COM 2/12-TD/ B/ COM 2/ EM 4/ 3) ;

"Background note on recent devel opnent in foreign investnent trends and
wor k undertaken in this area" (TD/ B/ COM 2/ CRP. 1);

"The growth of donestic capital markets, particularly in devel oping
countries, and its relationship with foreign portfolio investment”
(TD/ B/ COM 2/ EM 4/ 2) (background docunent);

The World Investment Report 1997 (chapter [11) (UNCTAD/ITE/ 11T/5)
(background docunent) ;

"Foreign portfolio investment: Inplication for the growth of emerging
mar ket s" ( UNCTAD/ GDS/ GFSB/ 4) (background docunent) .

31. The Chief of the International Investment, Transnationals and Technology
Flows Branch of the Division on Investment, Technology and Enterprise Development
said that for the seventh consecutive year global FD had been increasing. The
mai n reason for this persistent trend had been strong conpetitive pressure on the
TNCs conbi ned wi th good econom ¢ perfornmance by many host countries. This trend
had not been, on bal ance, significantly influenced by economic difficulties in
some regions, at least not so far. He stressed that the increase in FD over the
past year had been experienced by all major groups of countries, i.e. devel oped
countries, devel oping countries and economies in transition. |In that process,
devel opi ng countries continued to increase their share of FDI stock and fl ows.
Al'l devel opi ng regions had actually experienced increased FDI flows, except for
Africa, where FDI had stabilized at around its 1996 | evel. Even so, there were
signs of positive developnents in Africa, as denonstrated in the background note
prepared by the UNCTAD secretariat on "Foreign direct investnment in Africa:
Performance and potential ™. This note indicated that while the traditiona

| ocations such as North Africa and natural -resource-rich countries were still the
nost prom nent, the dynamismin attracting FDI had spread to a grow ng nunber of
countries in sub-Saharan Africa. |In that respect, he noted that there were sone
m sconceptions about investing in Africa and said that investnment opportunities
shoul d be evaluated on the basis of the nerits of individual countries and/or
their industries. He also referred to the report prepared for the forthcom ng
session of the Trade and Devel opment Board on "The financial crisis in Asia and
foreign direct investment: An assessnment”. On the basis of the analysis in that
report, he concluded that while FDI flows to the five nost affected countries in
the region (and even to the region as a whole) mght decline somewhat in 1998,
prospects beyond that tinme depended very nuch on the extent to which the
financial crisis spilt over into the real sector. He added that given that the
basic FDI determinants - regulatory framewrks, business facilitation and
econom ¢ determ nants - remained attractive in the crisis-affected countries,
there was roomfor cautious optimsmwth respect to FDI inflows in the short to
mediumterm In the longer term FD prospects for the affected countries - and
for the region as a whole - remai ned positive.




Summary of the informal discussions under agenda item 3Y

A Foreign direct investment and improving locational determinants of
investment flows

32. The discussions on agenda item 3 began with a discussion on why
transnational corporations invest where they invest, which was |aunched by
i ntroductory presentations by a panel of invited experts offering the points of
view of the investor conmunity as well as those of devel opi ng countries.

33. It was stated during the panel presentations that TNCs, and nore
particularly those producing for |ocal markets, were usually operating in host
countries with a long-term perspective. It was in their long-terminterest to
create local value. This took place in four nmain areas: |ocal |abour force
training; technology transfer to both local affiliates and |ocal suppliers; |oca
rooting of the foreign firm s brands; and establishnment of a |ocal distribution
network. These priority areas, in turn, defined the factors that firns were
| ooki ng at when deciding on an investnment |ocation. Besides the existence of a
| ocal nmarket, high on the |ist of factors conducive to investment decision were
the possibility for investors to freely acquire all sorts of assets, the quality
of intellectual property (and other intangible assets) protection, and the free
transfer of proceeds and profits. Equally inmportant for the stability of |ong-
term investnent were the effectiveness of government and the coherence and
i mpl erent ati on of government neasures. It was also stated that, froma private
sect or perspective, the adoption of a global framework on investnment would
strengthen the stability that investors were | ooking for and would thus further
enabl e worl dwi de i nvestment activities.

34. It was stated during one of the presentations that, with respect to the
decision to invest, it was inportant to differentiate between primary and
secondary reasons. Primary reasons for investment included cost-effectiveness,
mar ket access or access to natural resources. Besides these dom nant notives,
secondary factors such as proximty to an industry cluster, conpetition, access
to skills, and availability of physical and econom c infrastructures played an
additional role. On this basis, each country had to assess its own strengths and
weaknesses. In that respect, investment pronotion agencies had an inportant role
to play, not only through pronotional activities, but also by helping in the
devel opment of appropriate tax and non-tax incentives, and through the provision
of services facilitating investors’ establishnent and activities.

l’Prepared by the UNCTAD secretari at.



35. Issues related to the legal framework were also considered in the
di scussi on/presentati on on why TNCs invest where they invest. It was stated in
that respect that, in order to be conducive to foreign investnment, the |ega
framewor k should be stable, transparent, wth clearly spelt out |aws, and
equitable. Expropriation, if any, should be specified for a m ni mum nunber of
cases and conbined with the right to fair, adequate and timely conpensation.
Particular attention should be paid to issues such as dispute settlenent
mechani sms and profit repatriation guarantee. At the sanme time, it was stressed
that one should avoid trying to solve all investnment-related problens through
i nvestment |egislation, and that although an appropriate |egal franmework on
i nvestment was very inportant, there were other crucial factors involved in
creating an FDI-favourable environnment.

36. The open discussion that foll owed dealt inter alia with sone of the nmain
determ nants of foreign direct investnment and the role of investnment pronotion
in changing investors’ perceptions. It was generally agreed that, for FD to
take place, basic conditions had to be net by host countries. In that respect,
a nunber of speakers stressed that investors |ooked first for political and
social stability and econom c performance.

37. Sonme participants were of the opinion that investnent |iberalization was
anot her cornerstone of an environnment conducive to foreign direct investment.
Ot hers, however, argued that investnment deregulation had to be tenpered by
policies which considered the interest of other stakeholders such as the host
governnment or |ocal business conmmunity. Some del egates believed that tota
liberalization would be in contradiction with the aimof directing foreign direct
i nvestment into priority industries and | ocations.

38. The point was also mde that a conducive environnment would not
automatically lead to increasing foreign direct investnment inflows unless host
countries carried out vigorous pronotional campaigns. These canpaigns shoul d
focus on building a positive international inmage for the host country and on
differentiating it from others. The need for differentiation seened to be
particularly relevant for successful African countries, which were held back by
a wi despread negative perception about Africa as a whole. A pronotional camnpaign
was particularly successful if a host country had very clear ideas about the type
of investnent it wished to promote and foll owed strategies ainmed at creating the
assets required to attract that specific type of investnment. Job creation and
technol ogy transfer should not be overl ooked when sel ecting targeted sectors and
activities. The issue of the host countries’ capacity to orient FDI to specific
sectors in accordance with their devel opnent strategies was al so nentioned
Furthernore, it was stated that host countries should be warned agai nst trying
to attract investnents in activities where they did not yet have the capacity to
absorb the technol ogy required for such investnents.

39. There seemed to be agreement that good coordination and comunication
between the investnent pronotion agencies and other governnent bodies were
essential for successful investnent pronotion. But sone del egates were of the
opi nion that in many devel oping countries, pronotional activities were dooned to
fail because of the lack of adequate resources. Ohers, while admtting that
pronotional activities, if carried out properly, mght prove to be costly,
thought that there was always a way to find funding and sponsors for these
activities. Anmpng the potential sponsors of and collaborators in pronotiona
activities, participants nentioned those firns, including in particular foreign
banks, already operating in the host country. Participants generally believed
that the international business conmmunity tended to value highly a nessage
delivered directly by a foreign investor or a foreign bank. I nt er nati onal
organi zations, including UNCTAD itself, could also help in various ways.

40. While it was recognized that the prime responsibility for investnment
attractiveness lay with host countries, the question was raised as to what hone
countries, as well as international organizations, could do to pronote FDI in
devel opi ng countries, especially LDCs. In that respect, some speakers said that



whil e many developing countries were doing their best to create a good
envi ronment, there was only so nmuch that could be done. Particular reference was
made to the external debt burden of sone countries, which was a strong deterrent
to foreign capital flows. A nunber of African countries in particular needed the
assi stance of the international comunity to deal with that problem It was also
stated that for a nunber of devel oping countries there was still a crucial need
for continued ODA flows since the current |evels of trade and foreign investnent
could not provide for their essential needs, including basic infrastructure.

41. Sone del egates noted that valid internati onal conpari sons were hanpered by
the great diversity of statistical nethods applied in quantifying foreign direct
investment inflows. Wile it was felt legitimate that each country shoul d design
its methodol ogy according to its specific needs, it was suggested that, in a
paral l el exercise, data be collected using an internationally accepted standard.
Sone del egates expressed the view that the UNCTAD secretariat could play a role
in working out the details of an international nethodol ogy.

Portfolio investment

42. The representative of UNCTAD introduced this topic and said that since the
adoption of the conclusions of the Expert Meeting on the Gowh of Donestic
Capital Markets, particularly in Developing Countries, and its Relationship with
Foreign Portfolio Investment, the financial crisis which had originated in
East Asia and which had formed the background to the discussions at the Expert
Meeting had spread rapidly to other regions. Some governnments had inposed
controls on short-termcapital flows, and others had intervened strongly in the
stock market in an attenpt to check specul ative attacks on their currencies.
Gven this great uncertainty in the world econony, the work of the Expert Meeting
had been of some interest, since it provided sonme policy |essons for emerging
mar ket countries to cope with volatile capital flows.

43. The Chairperson of the Expert Meeting introduced its report and highlighted
the maj or conclusions reached. It was recognized that portfolio investnent was
an inmportant source of finance for developing countries and countries in
transition, as well as industrialized countries. However, inasmuch as it brought
benefits by broadening the pool of finance and reducing the cost of capital, it
also carried risks resulting from volatility, speculative notives and herd
behavi our. The distinction between FDI and foreign portfolio investment (FPI)
coul d sonetinmes be blurred, especially in a sophisticated financial system which
allowed nore liquid fornms of financing FDI. Measures to cope with the volatility
of portfolio investnent were suggested in the agreed conclusions of the Expert
Meeting, as well as in the Chairperson's summary of discussions, including
regi onal cooperation, use of closed-end funds and depository receipts, strong
nmobi | i zation of donestic savings, establishing a genuine dialogue with fund
managers, reserve requirenents on short-terminvestnent flows, a m ni num period
hol di ng of portfolio investment, and an appropriate |evel of real exchange rates.
But first and forenmpst a strong and healthy donestic financial system was an
i nportant factor for securing financial stability. Furthernore, a prudent and
wel | -sequenced financial |I|iberalization process adapted to the specific
ci rcunmst ances of each country was preferable.

44, The keynote speaker on this topic enphasized that the challenge resulting
fromthe |iberalization of capital flows was to create conditions to attract
stabl e investment flows and to neutralize the negative inpact resulting fromthe
volatility of capital. In this respect, there were three inportant areas of work
i n which UNCTAD coul d nake a useful contribution. First, nore analysis would
need to be undertaken on the role of different types of portfolio investnment in
the financing of devel opnent and on the nmeasures to cope with the volatility.
Second, there needed to be a dissenm nation and an exchange of experiences anong
countries on the best supervisory framework for the financial sector, on best
practices for restructuring this sector in times of crisis and on bankruptcy
laws, etc., with a view to providing nore stability in this sector. Thi rd,
monetary stability should be achieved at the national and regional |evel.



45, VWil e there was a general endorsenent of the conclusions of the Expert
Meeting, discussion centred on the difficulty in controlling the volatility of
capital flows. Sonme countries had adopted market-based neasures, while others
had taken nore interventionist measures. However, it was noted that success
stories were scarce and that, at the international Ilevel, no neasure was
applicable for coping with the volatility of capital flows. Since devel oping
countries needed nore stable flows directed to productive sectors, efforts should
be made to achieve nore stability in investment flows through international
cooperation.

46. On the question of the interrelationship between FD and FPlI, the
representative of the UNCTAD secretariat suggested four criteria for a
conparative analysis of these two types of investnent. First, with respect to
the contribution to devel opnent, FDI generally brought technol ogy, management
skills and access to markets, while FPlI broadened the pool of finance avail able
to donestic compani es of host countries and reduced the cost of capital. Second,
the time horizon could be different: foreign direct investors were believed to
make a longer-termcomrmitnent in the enterprises they established in recipient
countries, while portfolio investors had a shorter tinme horizon, although some
forms of portfolio investnent could be long-term Third, the notivation for
i nvestment by portfolio investors was their participation in the earnings of
| ocal enterprises through capital gains and dividends or by profiting from high
bond yields; it was nore inportant for them that capital be nore easily
transferable and that disclosure standards be high. Transnati onal conpani es
tended to be nore interested in accessing markets and resources and, nore

generally, in the contribution that the investment could make to the
conpetitiveness of the transnational corporate systemas a whole. Fourth, FD
and FPI could differ as regards the degree of their volatility: in general, FDl

was nore stable than FPI, as it would be difficult to dissolve FDI production
lines in a short time, while portfolio investnment could be easily sold off on
financial markets. However, FD as financial flows could vary with changes in
financial factors such as variability in exchange and interest rates, as well as
boom bust cycles of investnent and the contagi ous inpact of financial crisis, as
much as FPI. From this conparative analysis, three broad questions energed

First, was it always possible in practice to have a clear distinction between FDI
and portfolio equity flows? Second, were these types of investnent conpl enentary
or substitutable? Third, what mneasures could be adopted to mtigate the
volatility of capital flows, and especially of portfolio flows?

47. A brief discussion ensued, focusing on control neasures for short-term
capital flows inplenmented by Chile and Ml aysi a. The lack of international
neasures to tackle the problens of herd behavi our and investor panic, as well as
currency specul ati on, was not ed.

Action by the Commission

48. The Commission agreed to incorporate the "Summary of the inform
di scussi ons under agenda item 3" in its report.



Chapter 1V

EXAMINING AND REVIEWING EXISTING AGREEMENTS ON INVESTMENT TO
IDENTIFY THEIR IMPLICATIONS FOR DEVELOPMENT, AS CALLED FOR IN
PARAGRAPH 89 (b) OF A PARTNERSHIP FOR GROWTH AND DEVELOPMENT"

(Agenda item 4)

49, For its consideration of this item the Commi ssion had before it the
fol |l owi ng docunentati on:

"Report of the Expert Meeting on Existing Regional and Miltilateral
I nvestment Agreenents and their Devel opnent Di nmensions" (TD/ B/ COM 2/ 11-
TD/ B/ COM 2/ EM 3/ 3) ;

"Issues related to the devel opment di nension of international investnent
agreenents" (TD/ B/ COM 2/ CRP. 2) (background docunent);

"Existing regional and multilateral investnent agreenents and their
rel evance to a possible nmultilateral framework on investnent: |ssues and
gquestions" (TD/ B/ COM 2/ EM 3/ 2) (background docunent);

"Report of the Regional Synposium for Asia on International |nvestnent
Arrangement s and their I mplications for Devel oping Countries”
(DI TE/ PMFI / DELHI / 1998/ 1-7) (background docunent).

50. The Director of the Division on Investment, Technology and Enterprise
Development, addressing several inquiries fromdel egations regardi ng the status
of work on the MFI |ssues Papers Series, explained that these papers had first
been proposed by the secretariat in early 1997. The funds needed to undertake
t he necessary research and anal ysis had been raised by the secretariat during the
course of the second half of 1997 and the trust fund for UNCTAD s work on a
possible multilateral framework on investnment had becone operational at the end
of 1997. At that tine, the hiring of additional expert staff to work full-tine
on the series had been initiated and they were now beginning to join the
secretariat. Gven the urgency of the matter, however, the preparation of the
series had been started in early 1998. Currently, one paper had al ready been
conpl eted and six were at the advance draft stage. The secretariat expected to
make these papers available this year. Because of the conplexity and sensitivity
of the issues involved, the secretariat had been particularly careful in the
preparation of the series and had introduced a systematic peer review. The
speaker concluded by expressing her appreciation for the interest of del egates
in the series.

51. In his introductory remarks, the Chief of the International Investment,
Transnationals and Technology Flows Branch of the Division on Investment,
Technology and Enterprise Development briefly reviewed the main aspects of the
work that had been carried out so far by UNCTAD with respect to existing
agreenments on investnent and noted that the secretariat now faced a centra

chal l enge, namely how to pronote, in operational terms, the devel opnent
obj ectives through international investnment agreements. |ndeed, the question of
the extent to which and how those objectives could be served by internationa
i nvestment agreements was a matter that required further attention. | f

i nternational agreenents could be hel pful, the concerns of the principal actors,
i.e. host countries, hone countries and investors, needed to be addressed in a
mut ual |y beneficial manner. He suggested a nunmber of approaches that could be
adopted in this respect. One approach was to establish a catal ogue of
devel opnent-friendly elements that needed to be taken into account when
negotiating international investnment agreenents. A second approach could be to
identify a set of devel opment objectives that international investment agreenents



shoul d serve. A third approach could be to ensure that not only the contents but
al so the structure and subsequent inplenmentation of such agreenents refl ected the
devel opnent objectives. Finally, he called on the Conm ssion to consider this
gquestion at the policy level and guide the secretariat as to what issues

el ements and approaches would be considered nost useful and relevant for
governments so that the secretariat's future work on the devel opnent di mension
of international investnment agreenents could proceed on a defined path.

52. The Chairperson of the Expert Meeting on EXisting Regional and Multilateral
Investment Agreements and their Development Dimensions i ntroduced the report of
the Meeting. He outlined the views expressed in its agreed concl usions, which
noted that further work could be undertaken to eluci date devel opnent di mensions
that needed to be taken into consideration when fornulating international
i nvest ment agreenents. He then referred to his summry of the Meeting and
enmphasi zed that a stable, transparent and predictable framework that also
provided security for investnments helped to attract investment flows that could
contribute to strengthening donestic capabilities. Those objectives could be
further served by progressive, developnment-friendly Iiberalization, wth
appropriate timng and pace and proper flexibility, such as allow ng for special
and differential treatnment for devel oping countries. He elaborated on a number
of points, stating in particular that although the objective of internationa
i nvest ment agreenents was to increase investnent flows, they by thenselves did
not increase FDI, while a stable political environment was the key to attracting
investnment; that all international investnent agreenents should strive to create
a win-win situation and i nvestment flows shoul d not be a zero-sum game; and that
i beralization should be conmbined with sound and coherent domestic economc
poli ci es.

53. He further observed that there was a need to bridge the gap between the
legitimate concern of the home countries that there should be fair treatnent and
security for their investors, and the legitimate fear of the host countries that
the process of liberalization could negatively affect domestic investors.
Furthernore, there was a hei ghtened awareness that the distinction between honme
countries and host countries was becom ng increasingly blurred, as many countries
pl ayed the dual role of home and host. Finally, he underlined the need to ensure
not only transparency of |aws but also, and nore inportantly, transparency of
notives, in particular the notives of the stakeholders in the investnment process,
namely the foreign investor, the honme country, the host country and the donestic
i nvestor. In this respect, he hoped that UNCTAD woul d consi der devel oping a
matri x of stakehol der interests.

54, The Joint Secretary, Ministry of Commerce, India, introduced the Report of
the Regional Synposium on International Investnent Arrangenents and their
I nplications for Devel oping Countries, held jointly by UNCTAD and the Gover nnment
of India on 15 and 16 July 1998 in New Del hi. The synposium had revi ewed the
present international Ilegal framework for FDI and key issues relevant to
i nternational investment agreenents. The discussions had al so focused on WO and
CECD initiatives. He noted that nost of the participants in the synmposi um were
of the view that host countries should be able to regulate FDI so that they could
choose their own particular m x of policies and conditions relating to FDI

keeping in mnd their devel opnental needs. The participants recognized the
conplexity and variety of issues involved in a possible nultilateral agreenent
on investnent, and various views were expressed as to whet her such an agreement
coul d be reached or was even desirable, and whether its exi stence woul d encourage
the flow of FDI to countries and sectors which could not attract investnment FD
under the existing frameworKk. He then read out the MESSAGE from New Del hi @
which stressed that developing countries should draw |essons from previous
mul tilateral discussions and negotiations and be fully prepared to take coherent
initiatives as far as any future discussions were concerned, with a view to
reflecting their specific needs. The educational value of these types of
synmposi uns was also recognized, as it would help participants to better
understand the issues and their specific inplications. UNCTAD was encouraged to
conti nue hel pi ng devel opi ng countries to participate as effectively as possible




in international investment arrangements, including by organizing further
regi onal synposiuns on this subject.

55. The spokesperson for the Asian Group and China (India) underlined the
i nportance of the need to pay attention to the ways in which internationa
i nvest ment agreenments, at whatever |evel they were concluded, could serve the
devel opment objective. This objective had to be made operational in and through
i nvestment agreements. The Asian G oup and China would be pleased if work on the
devel opnment di nension could be pursued vigorously and if concrete options in this
regard could be devel oped. The Asian financial crisis had showed that
i nternational cooperation in the area of capital flows was inportant for the
pursuance of national as well as international devel opment objectives. The
crisis had also had a profound inpact on the industrialized world, reflecting the
i ncreased interdependence that the process of globalization had brought about.
Wiile the volatility of short-termcapital flows had had a serious inpact on sone
of the mpbst successful Asian devel opi ng economies, it had had | ess inmpact on the
flow of FDI to these countries. This difference had to be taken into account
in national and international investment rule-making. He added that nationa
policies ainmed at curtailing the free flow of short-termcapital flows had to
avoid constituting barriers to direct investnments. |In contrast, internationa
policies aimed at creating a transparent, stable and predictable framework for
FDI had to avoid interfering with a national governnent's sovereign rights to
pursue its devel opment objectives. Because of these conplex and conplicated
interrel ati onshi ps between short-term and |ong-term capital flows, it was
essential to study further their simlarities and differences as well as their
i mpact, and to continue to build capacity in developing countries to deal with
t hese i ssues.

56. He stressed that UNCTAD s anal ytical work on the nultilateral framework on
i nvestment should not be based on the assunption that there was w despread
support regarding the need for a multilateral framework. UNCTAD s nmandat e
referred to the "inplication for devel opment”, not merely "devel opnent-friendly
aspects”. This distinction was inportant to bear in mnd. The mandate was
neutral and did not prejudge or predefine the results of the analysis. Nor was
the analysis confined to nerely identifying the devel opnent-friendly aspects.
If there were any devel opnent-unfriendly aspects, they should be identified and
anal ysed as wel | .

Summary of the informal discussions under agenda item 4%

57. Del egati ons expressed their appreciation for the results of the Expert
Meeting on Existing Regional and Miultilateral |nvestnment Agreenents and their
Devel opnent Di mensions, the Report of the Regional Synposium for Asia on
I nternational |nvestnent Arrangements and their Inplications for Devel oping
Countries, the secretariat's note on "lssues related to the devel opnent di nension
of international investnment agreenents” and the information provided by the
secretariat on the status of the Issues Papers Series. The inportance of the
i ssues discussed under this itemwas enphasized fromthe outset. It was noted
that treaty-making activity in the area of investnment had intensified during the
1990s in all parts of the world, as denonstrated by the information shared by
del egations on their own activities in this respect. In fact, it was observed
that international investment agreenents constituted one of the nost imnportant
itens on the international econom c agenda, not only because of the scope of the
issue and its possible interactions with other issues, such as internationa
trade and financial flows, but also because of the intrusive nature of investnent
i ssues, which touch on the entire range of issues relating to production and the
production process. They therefore involve conplex issues of national policy in

2’Prepared by the UNCTAD secretari at.



devel oped and devel opi ng countries alike. Countries therefore needed to be well
equi pped to participate fully in international investnment discussions at whatever
| evel .

58. In particular, delegations agreed that there was a need to pay nore
attention to the devel opment di nension by exam ning ways in which internationa

i nvest ment agreenents could serve the objective of devel opment. However, they
recogni zed that this invol ved conplex issues that needed further clarification

There was a useful exchange of ideas on what a "devel opnment-friendly” investnent
agreement could nean. Sone del egations stressed in this respect the need for
flexibility for governnents to pursue devel opnent goals and the desirability of
steering FDI into activities that are central for devel opment. Furthernore, it
was explained that the devel opnent inplications of international investnent
agreenents could be both positive and negative, and that the issue should thus
be approached froma neutral perspective, keeping in mnd also the need to ensure
that all stakehol ders benefit from such agreenents. Sone del egations noted that
the concept of an "investnent-friendly" environment could be matched with that
of a "developnent-friendly” environment. They suggested that while it was true
that the devel opment di nension was a sensitive issue, there should be no cause
for concern since the mgjority of countries today were both host and hone to FDI
and could see both sides of the issue. In this respect, sone del egations
reiterated the positive role that FDI was playing in the process of economc
devel oprment, contributing to the integration of developing countries into the
worl d econony. For the supporters of this view, noreover, international rules
were considered a vehicle of devel opnment policy. In order to further increase
the contribution of FDI to devel opnent, there was still room for establishing
greater legal certainty with respect to property ownership principles. Consensus
buil ding could be attained if it was clear that any such rules would result in
a balanced win-win situation. Also, it was stressed that the idea behind the
devel opnment di mension was not to develop a code of conduct for transnational
corporations but to examine how international investnent agreenents could
contribute to the growth and devel opnent of all countries. It was enphasized
that the aim of international rules was to create a transparent, stable and
predictable framework for FDI; and, it was noted, these rules should not
interfere with a national government’s sovereign right to pursue its devel opnent
obj ecti ves.

59. This rich exchange of views made it clear that the devel opnent di nmension
needed substantial analytical work and the contribution of ideas to ensure that
the devel opment objective could be pursued in operational ternms. It also
requi red capacity building in order to ensure that all players are in a position
to participate effectively in international discussions and negotiations. In
this respect, it was observed that the secretariat had already covered a
substantial part of its work with the study of existing bilateral, regional and
mul tilateral investnent agreenents, and del egati ons encouraged UNCTAD to conti nue
its useful work on the devel opnent dinensions of international investnent
agreenents.

Action by the Commission

60. The Commission agreed to incorporate the "Summary of the inform
di scussi ons under agenda item4" in its report.



Chapter V

REPORTS OF THE SUBSIDIARY BODIES OF THE COMMISSION

(Agenda item 5)

61. For its consideration of this item the Commi ssion had before it the
fol |l owi ng docunent ati on:

"Report of the Intergovernnental Working G oup of Experts on
I nternational Standards of Accounting and Reporting, fifteenth session
11-13 February 1998" (TD/ B/ COM 2/ 10- TD/ B/ COM 2/ | SAR/ 3) ;

"Report of the Expert Meeting on Conpetition Law and Policy,
24-26 Novenber 1997" (TD/ B/ COM 2/9-TD/ B/ COM 2/ EM 12) ;

"Report of the Intergovernnental G oup of Experts on Conpetition Law
and Policy, 29-31 July 1998" (TD/ B/ COM 2/13-TD/ B/ COM 2/ CLP/ 4).

62. The Chairperson of the Intergovernmental Working Group of Experts on
International Standards of Accounting and Reporting (ISAR) at its fifteenth
session presented the Wirking Goup's report. He said that the session had been
attended by 148 experts from 62 countries, 9 professional associations and 15
i nternational organizations. He reported on the outconmes of the session, nanely
| SAR s conclusions on accounting and reporting for environmental costs and
liabilities in financial statements. He asked that the Comm ssion bring to the
attention of governments |SAR s recommendati ons on environnmental accounting
| SAR, he said, would Ilike to conclude its work on a global accounting curricul um
and other qualification requirements for professional accountants. The purpose
of this work was to elimnate differences in accounting training and create a
si ngl e gl obal profession. Such harnoni zation could help close the gaps in
national systens of formation, reduce the cost of nutual recognition agreenents
and increase transborder trade in accountancy services as envisioned in the
| at est guideline and disciplines being negotiated in the WIO. Work by UNCTAD in
the area of professional qualification requirements would thus conplenent the
work of the WIO and meke it nore effective.

63. The Chairperson said that | SAR wi shed to take up the topic of accounting
for SMEs in order to determine the appropriateness of requiring SMES to use
i nternational accounting standards which had been fornulated for |arge
enterprises. Al t hough uniformty provided conparability, if the underlying
econom c entities were substantially different, this conparability was spurious,
and at the same time the inposition on SMEs of detailed rules necessary for
regulating large entities placed a heavy burden on a sector of the econony which
was | east well placed to absorb it, and constituted an obstacle to econom c
grow h and enterprise devel opment. Lastly, he informed the Comm ssion that in
responding to the Secretary-Ceneral's remarks on the Asian crisis, |SAR had
requested UNCTAD to undertake, together with the Asian countries in the Wrking
Goup, a research project on the recent crisis fromthe perspective of accounting
and auditing, identifying roomfor inprovements in the accounting and auditing
systens, and drawi ng | essons for the prevention of future crises. He invited the
Conmmi ssion to take note of ISAR s report on its fifteenth session and to approve
t he recommendati ons contai ned therein

64. The representative of Brazil expressed satisfaction with the results of
| SAR s fifteenth session and noted that it was the only forum on accounting
standards in which all devel oping countries could participate on a regul ar basis.
The interest of devel oping countries was reflected in the |arge nunber of experts
fromcapitals who had attended the fifteenth session. She asked that UNCTAD make
available a report on I SAR s activities during the last five years.



65. The representati ve of Austria, speaking on behalf of the European Union,
said that she had no objections to the Chairperson's proposal that note be taken
of the report on ISARs fifteenth session and that its reconmendations be
approved. She wel coned the forthcom ng eval uati on of the G oup's work.

66. The representative of Brazil asked that this request be formalized.

67. The spokesperson for the Latin American and Caribbean Group (Uruguay)
endorsed the idea of reviewing the work of this interesting G oup.

68. The representative of Iltaly, in commenting on the Goup's future, suggested
that attention be devoted to creating a teamof public managers (of the Treasury
Departments) with a view to harnoni zing public environnental accounting.

69. The representative of the United States of America said she would have to
check with her capital on that suggestion.

70. The representative of the UNCTAD secretariat read out a communication from
t he Chairperson of the Intergovernmental G oup of Experts on Conpetition Law and
Policy in which he placed enphasis on (i) the main results of the Goup fromthe
point of view of its nenbers from devel opi ng countries, countries in transition
and devel oped countries, and on (ii) the convergence, if not identity, of views
among all conpetition experts throughout the world about the useful ness of this
Group. Under the first point, he stressed that the Goup was fulfilling its
mandate in a conpletely satisfactory manner. This had been confirmed by the
G oup's exam nation of its functions and nethods of work and was reflected in its
agreed conclusions, nanmely in operative paragraphs 1 and 2, the forner
recomrendi ng "the continuation of the inportant and useful work programme being
carried out ... within the UNCTAD intergovernmental machinery, which has the
active support and participation of the conmpetition |law and policy authorities
of member States”.

71. Moreover, the Intergovernmental G oup of Experts had been able to nobilize
a high level of participation of experts and practitioners fromcapitals, which
allowed it to discuss technical and policy issues in an informal and constructive

setting. So far, it was the sole forum for direct contacts between the
conpetition authorities of all devel oped and devel opi ng countries, as well as
transition countries. Hence, the fundanental role of this Goup, which
conplenmented fruitfully the conplex network of international organizations
dealing with conpetition policy, was underlined. He therefore invited the

Conmi ssion to allow the Group to continue its inportant work.

72. The representative of the United States of America i nfornmed the Comm ssion
that she had been instructed by her capital to praise the work of the
I ntergovernmental Group of Experts on Conpetition Law and Policy.

73. The representati ve of Austria, speaking on behalf of the European Union,
said that the functioning of this Goup, as well as of |ISAR, had to be revi ewed.

Action by the Commission

74. The Conmi ssion took note of the reports of the Intergovernnental Working
Group of Experts on International Standards of Accounting and Reporting
(TD/ B/ COM 2/ 10-TD/ B/ COM 2/ 1 SAR/ 3), the Expert Meeting on Competition Law and
Policy (TD/ B/ COM 2/9-TD/ B/ COM 2/ EM 12) and the Intergovernmental G oup of Experts
on Conpetition Law and Policy (TD/ B/ COM 2/13-TD/ B/ COM 2/ CLP/ 4), and endorsed the
recomrendati ons and concl usi ons contained therein, it being understood that a
review of the work of the two Intergovernmental Wbrking G oups would be carried
out within the framework of the Md-term Revi ew



Chapter VI

ORGANIZATIONAL MATTERS

A. Opening of the session
75. The third session of the Commi ssion on Investnent, Technol ogy and Rel at ed
Fi nanci al |ssues was opened on 14 Septenber 1998 by Ms. Lynn Mytel ka, Director
of the Division on Investnment, Technol ogy and Enterprise Devel oprment.
B. Election of officers

(Agenda item 1)

76. At its 16th plenary nmeeting, on 14 Septenber 1998, the Conmi ssion el ected
its Bureau as follows:

Chai r person: M. Werner Porfirio Corrales Leal (Venezuel a)
Vi ce- Chai rpersons: M. Alvaro Montenegro Ml l ona (Ni caragua)
M. Mussi e Del el egn ( Et hi opi a)
M. Terry Noade (United Ki ngdom of Great
Britain and Northern
I rel and)
M . Kazuhiro Suzuki (Japan)
M. Jalal Al avi (Islam c Republic of Iran)
Rapport eur: M. Zoran Jol evski (The fornmer Yugoslav
Republ i ¢ of Macedoni a)
C. Adoption of the agenda and organization of work
(Agenda item 2)
77. At the sane neeting, the Commi ssion adopted the provisional agenda

circulated in docunment TD/ B/ COM 2/ 14. Accordingly, the agenda for the third
session was as follows:

1. El ection of officers

2. Adoption of the agenda and organi zati on of work

3. Recent devel opnents in foreign direct investnment trends and policies
4. Exami ning and reviewing existing agreements on investment to

identify their inplications for development, as called for in
par agraph 89 (b) of "A Partnership for G owh and Devel opnent™

5. Reports of the subsidiary bodies of the Conm ssion

6. Provi si onal agenda for the fourth session of the Comm ssion
7. O her busi ness

8. Adopti on of the report

D. Provisional agenda for the fourth session of the Commission



(Agenda item 6)

78. At its 19th (closing) plenary neeting, on 18 Septenber 1998, the Comm ssion
approved the draft provisional agenda for its fourth session. (For the
provi si onal agenda, see annex Il.) |In addition, it approved the topics of Expert
Meetings for 1999 (see annex 1).

E. Adoption of the report of the Commission
(Agenda item 8)
79. At the same neeting, the Comm ssion adopted the draft report on its third
session (TD/B/COM 2/L.7 and Add. 1), subject to any anmendnents by del egations to

the summaries of their statenents, and authorized the Rapporteur to conplete the
report in the light of the proceedings of the closing plenary.



ANNEXES

Annex 1

EXPERT MEETINGS FOR 1999

I ntergovernnental G oup of Experts on International Standards of Accounting
and Reporting

I ntergovernnmental Group of Experts on Conpetition Law and Policy

Expert Meeting on concepts - such as exceptions and other nechanisns -
allowing for a certain flexibility, including in the field of technol ogica

capacity-building, in the interest of pronoting growth and devel opnent -
to allow countries in different stages of development to benefit from
i nternational investnment agreenents

Expert Meeting on portfolio investnent flows and FDI: characteristics,
simlarities, conmplementarities and differences, policy inplications and
devel opnent i npact



Annex 11

PROVISIONAL AGENDA FOR THE FOURTH SESSION OF THE COMMISSION

El ection of officers

Adoption of the agenda and organi zati on of work

Trends in FDI and ways and neans of enhancing FDI flows to and anong
devel opi ng countries, in particular LDCs and countries receiving relatively
low FDI inflows, with a viewto increasing the benefits they entail, and
taking into account the factors which play a part in private sector firns'
choi ces of investment |ocations

I nvestnent policy and science, technol ogy and innovation policy reviews:
nmet hodol ogy and experiences

Report of the subsidiary bodies of the Commi ssion

Progress repot on the inplementation of agreed conclusions and
recommendati ons of the Comm ssion

O her busi ness

Adoption of the report



Annex 111

LIST OF PANELLISTS AND SPECIALLY INVITED PARTICIPANTS

Panellists

Ms. Atchaka Brinmble, Director, International Affairs Division, Ofice of the
Board of Investnment, Thail and

M. Peter Kabatsi, Solicitor General, Mnistry of Justice and Constitutiona
Affairs, Uganda

M. Herbert Cberhéansli, Assistant Vice-President, Nestlé S A

Specially invited

Dato J. Jegat hesan, Deputy Director General, Ml aysian Industrial Devel opnent
Aut hority

M. Jean-Luc Le Bideau, Advisor, Mnistry of Foreign Affairs, France

M. Franz Nauschni gg, Assistant Head, Division for Integration Matters and
I nternational Financial Organizations, Austrian National Bank



1. The followi ng States nmenbers of UNCTAD, nenbers of the Comm ssion,
represented at the session:

Argentina Ni car agua

Austria Ni geri a

Bangl adesh Nor way

Bel ar us Panama

Bel gi um Par aguay

Beni n Peru

Bolivia Phi |'i ppi nes

Brazi | Pol and

Bul gari a Por t uga

Chi na Romani a

Col onbi a Russi an Federation
Costa Rica Rwanda

Cuba Senega

Czech Republic Si ngapor e

Ecuador Sl ovaki a

Egypt South Africa

Et hi opi a Spai n

Fi nl and Sri Lanka

France Sudan

CGer many Sweden

Guat emal a Swit zer| and

Hai ti Thai | and

I ndi a The former Yugosl av
I ndonesi a Republ i ¢ of Macedoni a

Iran (1slam c Republic of)
I rel and

| srael
Italy

Jamai ca
Japan

Kenya
Lebanon
Madagascar
Mal aysi a
Mal t a
Mauritius
Mexi co

Mor occo
Myanmar

Net her | ands

2. The foll owi ng intergovernnenta

sessi on:
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Trini dad and Tobago

Tuni si a

Tur key

Uganda

Ukr ai ne

United Ki ngdom of G eat
and Northern Irel and

United Republic of Tanzania

United States of Anerica
Ur uguay

Venezuel a

Vi et Nam

Yemen

Zambi a

Zi mbabwe

wer e

organi zati ons were represented at the

African, Caribbean and Pacific G oup of States
Agency for Cultural and Technical Co-operation

Eur opean Community

Latin Anerican Econom c System

League of Arab States

Organi sation for Econom c Co-operation and Devel opment

Organi zation of African Unity

Organi zation of the Islanm c Conference

*/ For the list of participants,

see TD/ B/ COM 2/ | NF. 3.



3. The foll owi ng specialized agencies and rel ated organi zati on were
represented at the session:

I nternational Labour Organization
I nternational Tel ecommuni cati on Uni on
Worl d Trade Organi zation

4, The foll owi ng non-governnmental organi zations were represented at the
sessi on:

CGeneral Category

I nternational Confederation of Free Trade Unions
Public Services International

Wor |l d Federation of United Nations Associ ations
Wonen’ s I nternational League for Peace and Freedom



