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PREFACE

The Economic and Soccisl Council in resclution 1721 {LIII) requested
the Secretary—Genaral.tﬂ appoint a "group of eminent persons ... to etudy
the role of multinationsl corporstions and their impact on the procesas of
develomment, especiaily that of the developing countries, end else thelr
lmplicatione for international relations, to formilate conclusions which
may possibly be used by Governments in making thely sovereign declsions
regarding natlonal pelicy In thig respect, and to submit recommendations
for appropriate international action”.

In response to that resolution and in order to facllltate the work
of the Group of Eminent Perscons, the Secretary=General invited leading
personalities from Governments, business, trade unlons, speclal end public
interast groups snd universities to preeent their views before the Group.
The hearings were held during the first two sesslions of the Group in New
York {& to 1k September 1973) and Geneva (1 to 16 Hovember 1973).

Thie publication contalns summaries of the oral and written statements
of the persons appearing before ihe Group and thelir replles to questions by
merbere of the Group. It is not a verbatim record. Most of the summardes
were prepared by the speakers; the remsinder were prepared by the Secre-
tarint on the basiz of the yritten statemente submitted by the witnesaes
gt the time of thelr testimony and the transcripts of the hearings.

The hearings, which constituted a novel approach for the United Nations,

were deseribed by the Group of Eminent Perscns in their report as "a wost



useful scurce of information, as well es a valuable cceaslion to test
{deas",l/ The present document 1g published in the 1light of that opinion,
in the bdelief that it will be of assistance to Govermments and to the
rublic ip the further elucidation of this complicated iasue,

O i3 i [ M off M

i e Group of Emi; PErEONS ¥ & 145
nationai Corporations on the Development Process g?d on_International Reletions
United Natlons publication, Sales No, E,Th.II.A.5)« :




PART ONE

FINST SESSION
(United Mations Headquarters, 11-13 September 1973}



- Jack BEHRMAN
Gradvuate School of Buginess administration
University of Horth Carolina

Summary of written and cral statement

The fundemental issue 4n the relationship of the multinationsl
enterprise to Covernmente is conmtrol, The issue of cvmership and
ownership forms (i.e. Jjoint ventures) 1s = false 1ssue. If the problem
is symbelic and ownership ie & symbol of control, then ownership mey
be important. But Covernments have many ways of exerclsing cootrol other
than ownershlp, Stmilarly, the discussion of "Cood Corporate Citizenghlp"”
is n false issue, YVery few multinational enterprices exercisze "bad
citizenship", The crux of the matter is "who makes the deecisions and
by whot critertia,

Frohlems exist in this reletionship because the multinstionel enterprige
follows an inexorable loglic: the expanslen of nationel corporate activities
in the international field. ‘Thus, the multinstional enterprise moves
across the "world market" seecking the locus of production et least cogt
in order to survive, grow, and increase its market shere. These activities
will change only if Governments met up guldelines,

The tensions created by the spread of multinaticnal enterprise cannot
be resolved by ‘facilitating its operations, Hence harmonization of
netional laws et the intermetional level is g side iesue, eg are most
propesels for "codes of good behaviour", Such spproaches will make it

easier for the corporation to carry out ite inexorable logic,



Governments have followed s five-stare response to multinational
enterprise: (1) They welcome Fforelgn investment, seeking to use
miltinational erterprise for purposes of economle development;{2} They
comstrain it, seeking to ensure that it accords with domestic objectlves
in some cases; (3) They repel it, finding thet it ie too pervasive;

(h) Thev decide what to do with it; and (5} They puilde it by setting up
eppropriate institudions. Although most countries are still at the
second or third stace, we are Taced now with the problem of e declsion.

The sritical problem, then, ig deciding what to do with the
mxltingtioral enterprise and how to guide it. Unquestionsbly, this is
a povernmental tesk since Goverrments mll over the world have been agkead
to secept increasing responsibilities iIn the economie and social flelds,

Te help Covermments in thely decisions regarding miltinational
enterprise, there is o basic need to classify end distingulsh hetween
the various forms of internationel business end thelr impsets, Not all
international businesses are multinationsl enterprises and not all
miltinstionel enterprises have the same impact. Multinstionel benking,
for inatance, 15 quite different from the petroleum and extractive
industries in its effects, or the service corporstions, and should not
be treated in the geme Wy,

A prerequieite for determining these impacts i erxtengive commnication
among Governments, enterprises and labour groups, with a view to expressing
end refining their objlectives and the meens of echieving them, But there
iz po gense in having a dislogue unless we know what the dislogue 1z about,
There should first be & decision on what informstion ile to be exchenged

arnd for what purpoge.



The wethod of achieving govermmental goels will 1nwvolve dlseriminetion,
After proper distinctionz heve been made between types of multinetlonal
enterpriaes, aggregate solutione will be found 4o be inappropriate and
ineffective in meeting the tensions, Governments will clearly not wish
te reject ell forelgn companies; But selectivity is neceszary to achleve
particular gonla and hence discrimination will be reguired,

The required orientation is that of willingness by Govermmente to
agree on means of sharing the benefits of International production among
and hetWeen the advanced and developing countries. Such an attitude
requires a restructurlng of the Internationel economic order elong lines
reflecting the shift in pre-—-eminence from internatliconal trade to
internatioﬁal preduction, from market-based declslons to thoge of the
mltinaticnal enterprise, and from the policy leadershlp of the United
States to nations which do not have their podlcies rocted in classicel
economic thecry,

Thisz order would be based not on "miltilatersl, non=discriminatory
trade and payments" as the basic prineciple of esconomic rules and conduct,
tut on selective discrimination, recognizing the inapplicability of the
law of comparative advantage in & system where factors move readily, are
under the directlon of single large enterprlsgs, and are constrained
by hoth labour and Government,

This restructuring would use the verious forms of internsticnal
tusiness to achieve the govermment—determined shearing of industrial snd
agri-business benefits arid their distribution emons countries so that
all partleipated, so that efficiercy was malnteined, incomes were
distributed sguitably, ard & sufficlent autonomy remalned emong countries
0 that intergovernmental bergaining could be beszed on interdependence

rather than dependence,
-



To echieve these goals would require a focusing on key uectcré of
industry and egri-business; the critical industries ere the "mobile™
industries, characterized primarily by the multinational enterprise—
autos, electronics, petro-chemicals, rhemicals, phermaceuticals, eppliances,
office equipment, ete, These industries can move locatlons readily -- and
are doing so =~ through the movement of fectors, causing adjusiments in
both home and host countries,

Institutlionslly, what is needed is an arganization for International
jndustrial integration to establish communicetion between Governmenta and
business on the key sectors selected, and to counsel on the locetion and
development of these industiries over the world. Unstructured information-
gathering, unrelated to any given concept of intermeticnal economic order,
is likely to be meke-work, At present, 1t is clear that the past economic
order 1s not scceptable and cannot provide the guidelines, Therefore,
efforts at "narmonization" are either inadequate--based on past oncepts
of bermony--~or too early, not having e new set of guldelines which provide
the criterinm of equlty=--e.g., in the distribution of revenue under tex
harmonization or the distribution of technology under patent hermonizetion—-
or the guidelinee for efficlency in use of resources, or the criterie for
partleipation.

The primary result of this re-ordering would be the development of
Industrial policies——at the nationel,regional, and internetionel levels,
The last would heve as 1ts aim the integretion of the world economy on
the baelis of deciglons taken under guldellines enuwnclated by Jovernments
but discussed with busineas and lsbour in order to determine the trede—offls

necegseary and obtain acceptmnce,



A major obstacle to the fulfilment of thege objectives would be
bhureaucratico Inefficiency, hut this danger exists now in goveraoment,
business, and lebour. And trade-offs against efficiency will have to
be considered in &y event, with the redilstribution of industriel activity.
Fowever, there is evidence that slgnificent symergy exists between equity
and efficiency, rether than s trade—off; the establishment of arranpsemernts
to achieve equity has raised efficiency Loth through nore effective use
of resources and higher lgbour produetivity,

A remaining concern is that, though equity anong countries nay he
achieved through distribution of industry, inadequate provision maey he
made for equity within countries in the distribution of income; additional
efforts will have to be directed towards meking certsin that the lowerp

income groups benefit directly by the process of internationsl Industrial

integration,



Surmary of replies to questinns*

Question: How can equitable international relations be achieved

under the system of discrimination that you advocate?

Reply: My comments were addresséd to problems of international
production, not problems of trade or monetary affairs, I advocate that
Governments should discriminate among various multinationel corporations,
’Thus I would not usekGATT as an analogy or model for desling with

internationel investment.

Question: iow can the systen by which knowledge is created and
distributed he changed? Is not such-a change necessary so that, while
incentives to produce knowledge will be retained, its distribution will
be more equitable Qnd more efficient énd the technology produced be more

appropriate to the needs of the people,especially of developing countries?

Reply: Trade is increasingly dominafed by cérporations involved in
international production. As regards knowledge, it is not the patented
knowledge that developing countries primarily need. ZEven if knowledge is
made freely avallable, developing countries do not necessarily have the
capacity to use it and‘often it is npt eppropriate to them. There is no
incentive now, for instance, for multinatiohal corporations to design
small refineries or cement plents, But it would be possible to prov{de
direct incentives to design specific technologies for specific countries.
A study by the National Foundetion of Science and the National Academy of
Engineers in the United States discusses the ex@ent to which multinational
gnterpriseé could be used as channels for the edaptation of technology and

the generation of local technological bases.

* Questions were asked by Meésrs.'Deutsch Dunning, Ivanov, Mansholt
Schaffner and Estrany y Gendre, ’ ’ ’ ’

-



Queation: What 1& the effect of the eize of multinational enterprise

en its efficiency? Is gigentism leading to adverse results?

Reply: There is no necessary correlation between gize and efficiency.
The real izeue is: I1f there are efficlencles, who decldes what efficiencies
to pursue and on whel criteria? PBut efficlency cennct be the only
Justification for the creation or existence of the enterprises and the

policies we adopt towards them,

fueation: Ie it not owmership thet confers control?
Beplyr: Ovnership is not neceesery for govermmental control, Cwmership

by locel investors may nol change the behaviour of the affiliste of &

multinational enterprise at all.

fuection: Are not Govermments ultivately responsible for the declsion

ag to vhere multinatlonal enterprise will go?

Repls The mdtinational enterprises recognlze that they will go
where ther. 1s an opportunity in the martet 1nd will do what they are

required to do ag long as an opportunity exists. They want clearity of
rules, stabillty of Government and economy, mnd scme flexibility, With

thege they will po amyvwhere,

fuestion: How Ter is your recommendation of internstionel Industrial

integration really vieble?

feply: Fothing cen e done at the internstional level about

multingtional enterprise, urless there is a decislon shout the appropriate

=10~




“Anternaticnal order. There is need for initiatives on the pruceas of
industrislization itself and decisions as to how multinationsl enterprise
can Pit inte thie process, Thet is vy I advocste an orgenizatlon for
international industriel integration. My conclusion 12 that mubtinetional
enterprise should be controlied at several levels, natiorm]l, regional and

Internationsl.,

-1l



Edward M, BERSTETN
Prasident, EMB (Ltd,)} Research Ecoromistas

the tien and o statereant

The international monatary eyatem has bean subjected to recurrent crisee

in the past six years, These criges preceding the appreeiation or depracia—
tion of major currencies have all been characterized by very large outflows
of capital, In the United States the ehort term eapital outflows, including
erTors end omissions, reached $21 billion in 1971 end nearly $9 billion
in the first quarter of 1975, The question 1=z what has heen the mole of
multinational corporations, especinlly those criginating in the United
States, in theee maseive movements of fuﬁd.u?

The financial trensactions of the multinationsl corporetions are
reported In the balanca of peymernts of the United Statea. The dats
reporied by the multinational copporations on direct Investment, remittances
of earnings and liquid claims on foreign banking inatitutions indicate
that to some extent their transfer of funda in 197L and in the first quarter
of 1975 were affected by anticipation of changes in exchange rates, but
they were a very emall part of the total outflow of funds from the United
States in theae pericds before the devaluation of the dollar,

Mzltinational corporetions are continuously engaged in exchange tranes
actions end they are generelly more aware than other business f£irms of ths
poesibility of changes in exchange mates. Thus, they are 1ikely to have

nads gradml adjustments in the currency compogition of thelr assate and

g FE



lisbilities long before an exchange c¢risis. Multirmtional corporetions
have a bilas that restraine their shifting among currencies in antlcipation
of changes in exchange rates. They norsally wish to balance thelr assats
and liabilities in different currencies in order to minimize the risk of
loss. They also have e preference for having essets and lisbilities
denominated in thelr home currencies because thelr balance gheets and
gtetements of profit and losa are reported in these curyenciea, Finally,
the pultinational corporations ere sénsitive to the charge that thelrp
currency itransfers are s major cause of exchange criamss, All this oay
explain why; fduwring en exchange crisis, thelr trensfers are relatively
small,

While 1% 1a difficult to divide the transfers of mulitinational
corporations Into these that are made In the ordinary course of businese
and those that are made for exchenge-rate reasons, & rough estimaie can be
mede of the extent to widch thelr trenefere have changed in a pesriod of
erielis as compared with a pre-erisis period, after sllowance 1a made for
other factors which may have affected these trencfers.

There was & large increess in United States direct inveatment in 1971,
and even more in the first quarter of 1975, a large part of which was in
the form of intercompany and branch accounts, In 1971, between one billlion
and one billion and a gquarter of extre funds were channelled by the

miltinational coyporetions into their foreigm affilisies. Torelgn
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wultinational corporetions opereting in the United States were more gengitive
to the depreciation of the dollar; in the second qQuarter of 1971, affilistes
of foreign miltinational corporations, particularly Japancse, trensferred
more than $500 million from the United States. In 1971 there was also

scme delay in tranefers of earnings, royelties and Tees from United States
a:t:fuiates abroad to the United States, as well ag an increase {n the out-
flow of liquid funds in the order of $500 million. But, on the whole,

these transfera of miltinational corporatione are small compared to the
balence of paymenta deficit of $30 billion, In the first querter of 1973,
the role of the multinational corporatlons was more importent, Their direct
lnvegtment in thelr subsidiaries increased by 1 billion more than might

bave been expected, although it represented only one tenth of the deficit

in the balance of payments in the firat querter,

Although mmltinational corporations meke only a emall contritmiion to
the reported net cutflow of funda, it should be noted that their trans—
actions can affect the exchange merket even when they are not shown in the
balance of paymenta at ell.

In a pense United States han]:s. operating abroad are multinstlonml
corporations, albeit different in orientation for manumcturing or extractive
miltinational corporations. Their role in tranaferring funds is eignificant

and le to a large degree related to the exchange cperations of the multdi-

natlional copporation.




The transfer by United States banks of about 5 billion to their brenchas
in 1971 was in repayment for their high cost Eurcdollar borrowing in 196§.
Put thelr repaymenta to their foreign branches in the first quarter of 1973
(about 3600 million) may have been related to anticipations of exchangs-rate
movements. United States.banks slso had a large reduction in their
lisdilities t¢ other foreign commercisl banks duxing the twoe dollar crises.
Thus, foreign commercisl hanks withdrew $2 billion of their funda in the
United States in 1971 and $1.3 billien in the ﬂrl;t quarter of 1973.
Anticipeting the devaluation of the doller, foreipners slsc raéeiveﬂ larqa
credits from United States banks (approximately $3 biliion in each period).:
Thade funds were used to meet withdrawala of Eurcdellars, to make Euro-
dollar loans and to provide cover for forward exchange trensketicns. Although
transfers of funds reported by United States banks wen‘ an important pars
' of the outflow of funds Guring the crises, these trenafers were undertaken
on the initiative of their customers rather then on the initiative of the
barice themselves, Many of these customers ere likely to be the multi-
national corporations, either the parent compenies or their branches and
subaidiaries abroad.

5t111, including the bank, reported trensfers ebrosd represent o third
of the total amount of net capital cutflow in 19T and a little wore than a
third in the first guarter of 1973. The rest cannot be identified and is
Ineluded in the "ervors and cmissions". These amounted to $11 billion in
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1971 and $4.2 billion in the Piret quarter of 1973, TheY were in feet the
maJor component in the balance of paymente deficit in these rericds,

The transfers that comprise the errors or omiszslons cannot have heep
made by United States banks or mdtinational corporations because of very
stringent reporting requirements. Rather, they were the reault of unreported
changee in the claims and 1liabilitiee of United States corperations—
leads and lags in trade payments-— and movements of ligquid funds by wealthy
imiliﬂ&unla who sither have no reporting obligations or fatled to meet them,
In a country where export and import trade together reach $130 million a year,
énd where the public holds hundreds of billions of dollars in 1liquid mssets
with no legal restriction on their transfer abroad, speculation against
the doller by leadas and lags in paymente or trensfers to athe..r currenclices
is relatively pimple.

Furthermore, a conaiderable part of the pressure on the exchange market
for the transfer of funds ceme from centyal banks of Porelgn countries,
Vhich, anticipeting the devaluation of the dollar, eonverted large amounts
from thelr reserves in dollars to other stronger currencies.

However, the real cause of the exchunge crises was the failure of
Governments to recognize the need for changes in exchange retes aftar it had
bacome apparent 4o ali,

The reel losa to a country from an undervalued or overvalued currency is
mich greater than the profits and lozges made by speculators end banke. MNulti-
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naticnal corporations are businese enterprises with an cbligetion to their
owmere to conduct their operations in the moet profitable wey consistent
with the laws of thelr home and host countries. As they have sassets and
liebllities denominated in various currencies, they try to cover their
liabllities in & currency that is expected to appreciate apnd to Iigquideta
thedr claims in a currency that is expected to depreciate., After they have
undertaken such defeneive operationsg, their profliis may be no greater than
they would have bheen if the exchenge rates had remained unaltered. It is
unreasonable and fruitless to expect that mudtinationnl corvporations
should edopt & completely passive attitude towards uneconomic rates of
exchange.

There will he neither order nor stablility in the International menetary
syatem until Governments are willing to make prompt adjustments of persistent
deficits and surpluses in thelr balance of paymenis. Even then, the chronte
inflation will encourage lerge movements of funds in anticipation of
changes in exchange rates. 5o long ss the large treding countries have
inflation, there can be no way of avoiding disorder in exchange markets.

There are only more ox less tolerable alternatives for mimmizing the dlsorder.
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Summary of repliss to quuutions-*

Question: Is 1%t true that capitel movements have been left unregulated
in order not to affect the multinational oorporations' Treedom of acticn?

Do you think such fresdom could create instebility in sxchange ratest

Reply: The United Btates-owned multinational corporations, unlike
non-United States multinationel corporations operating ir this countsy,

do not have as mach freedom to move funds from the United States as is assumed,
They are given a guota, for the net swount of forsign investment funds they canb
transfer from this country, based on certain historisel experience. Tor ag.

ditional ilnvestment they must borrow abroad I believe that responaibhility rfor
disturbing the internatichel monetary system 18 the leagt of the

indictments that can be brought against the multinational corporations.
Regarding the effect on sxchange rates, it should be noted that, at
l#ast when a currency is healthy, the banks are the origin of big
transactions. This 18 largely due to an extrems use of mohetary
inetruments by Governments which, in their attempis to control inflation,
crente great diepparities in interest rates, These disperitiss induce a
flow of funde acreoss Frontiers, Certain Goveraments, for ineatence the
Government of the Federsl Republlic of Garmeny, have attewpted to imposs
controls. Indeed, Goveramente can control thelr own banks doing business
in the Eurcdollar market by reguiring them to hold reserves against

thelr Burcdollar hLorrowing.

* Queetlons were asked by the Chailrman, and Messrs, Mansholt, Uri, Deutsch,
Dumning, Kemiys, Estrany y Qendre and Ghozali.
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Question: How cen speculation be prevented without the imposition
of veary strict rules?

Reply: Speculation merely induces Governments to bury currencies
that are alresdy dead, The losses that B country suffers from an over-
valusd or under-valued currsncy appear maihly in the distortion of trade,
production and employment. Speculation can sven be beneflcisl by forcing
Governments to adjust thelr exchange rates.

gueation: Do you agree that there is e need for & co-ordination of
publie finance and central bank policies commensurate with the inter-

nationalization of businesst

Reply: Inter-governmantal co-cperation in monetary policles i
egsential but also axtremely difficuit. Governmental regulation of the
foreign transactiona of banka ia helpful. But i1t 1s the extremes in
monetary polley that should be ayvolded, and thls can only be achieved if

Dasures ere taken to moderate the rate of inflation.

guestion: Ara maltinational corporations responslble for the leads

and Iage 1n payments? And how dose thelr multinational character affect

thelr tranefer of funde during periods of crisis?

Reply: Mnltinational corperations are oot responsible for the

Yerrors and omigalone”, since the large corporationsg at lesst must report on &
guarterly basig any changea in forelign claimg and liabilities whether they
orlginate in trade or in liquild funde. Also, they cannct bulld up exesssive

clalma on their subaidiarles through leads and lage because thess would
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be ragarded as direct investment. They have, of course greater facility
in arranging such leads &nd lags with their forelgzn effiliste than independent
companies but I belleve the “errors and omissions" are meinly due %o

trading companies and individuals.

Question: What monetary system would avold extremes in monetary pollcies,

one bhased on fluctuating or one haged on fixed exchange rates?

Reply: Even under a system of fluctuating exchange rates, Covernments
would not have more freedom in monetary policies. For instance, the
depreciation of the dollar and the ensutng higher import prices added

to inflationary preseures; the United States Govermment then reserted to

tight monetary policles.

Queation: How can the developlng countries have greater access $o0 the
Eurocurrency warket? What are the proepects for the adeoption of a link

between the creatlon of 3DRs and finanelng for developmeni?

Reply: The developing countries are large borrowers in the Eurocurrancy
market; thelr access to the Eurobond market han greatly increased, The
United States and many European countries do not fevour the "1ink", but

I believe there will in future be a greater contribution of resources to

developmant agencies. I do not expect the new S8DRs to he issued soon,

Question: Who are the mejor losers and who are the big winners in the

wonetary crisia?

Reply: When the dollar was over-velusd, exportera to the United States

(Japan, Germany) were gnibing, while their central banke were loaing since




they were sceumulating dollars «« an over-valoed currency. Unlted States
investors abroad were alsc galning because they were huying real agsets
abroad at bargeln prices, while monetary authorities 'bﬂth. in the United
States and abroad were loelng. A4lec, United States importers were gaining
while United Staies corporatlons which counld not compete with imported
gooda were loalng, During the speculation pericd, the central banke

thet bought dollars at a high rate were the losera, while their own
naticnals, the speculators and sll those who aold dollars to the central

banks, made profita.



José- CANFILIO SAINZ
Under-Seqrstary for Industry and Comserce of Mexiro

Summary of oral snd written statement

The acecelersted growth of trensnational corporations and the
increase of their influence 18 an outetanding phesnomenon of the contemporary
world aconomy and ﬁnth the regolution of the ECOSOC establishing the Group
and the Becretariat report are milestones in ipternationsl co-operation.

This phenomenon eignals to the dewvealoping countries & new form of

domination and new weys in which the legialation and policies of the home
countries may be inposed upon them., Although most non-tiational corporationa
are located in the developed countries, their expanelon desply effects

the politicel, economic, and gocial life of the Third World. They act

on a global =cals, and seck goals not nesessarily colnciding with those

of the host country or even of the country in which their capital originates
Thus, organizations seeking cnly financial gain finally become pressure
groupe in international political life and create problems for the co-
existence of pations. At the same time, thelr ifmportanee to the world
econcuy 18 undeniable. Thay are a phenomenon that camnot be overlocked,
and thelr power must be channelled towards solidarity snd juetice,

For Mexico, ae for ail the countries of the Third World, the
problens ralsed by the tranenatlonal corporation are of great practlcal
importance. In Mexicols own process of davelopment and growth, e stage
hag been reached where new strategles must be defined and naw objectivesn

devised. We have set qualitative ag well ae guantitative goals. We
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realize that development without scoial Justice is not trus development.
We need to speed economic development in order to provide the resourcas
neoded for welfare, but its frults must be equitably distributed among
al) Mexicans.

We also regard development as an affirmation ¢fithe will to inde-
pendence of countries and people. Am undar-developed community is a
subordinate community. But our desire for autonomy does not spell
autarchy. We want to lotenaify end tighten our relations with ths rest
of the world. Forelgn capital and technigues can help to speed cur
development and supplement our own savings and efforts, but we will receive
forelgn investment only if it contribntes to the objeetives that we have
set for ourselveg,

It 1 this concept of autonomy, in the sense of controlling the
decisions that affect cur economic life, that lies behind the laws
repently adopted by Mexico on foredgn investment and the transfer of
techpology. They are not restrictive in inteut but rather selective.

The activities of transnational corporations are not summed up in the
mere flow of capital or technology, but thelr participation in the economy
of a country 1e controlled if those two eress mre regulsted end limited,

The baslc priceiples of the Mexican legislation on foreign
investment are that it must comply with the law of the land, and that
forsigners acquiring aseets in Mexico must agree to regard themaslves ms
nationale ss fer as those assots are concerned. Hence, controversiss

arieing becauvse of activities carried out by foreigners in Mexico must be




subject exclusively to Mexican courte., No compromiea or concesaion can he
a¢cepted In respect of our sovereignty. Further, no foreign investor can
call on his home country for help (Calve Doetrine) nor 1s he to be alloved
to intervene in the country's domeetic affairs. That principle, repeatedly
upheld by Mexico, was endorsed by the most recent Assembly of the Organi-
zation of American States. Mexico iz also free to dlspose of 1ts own
natural resources, Lf necemsary through expropriation, based on ocur
country's legal and juridicel proceedings, and can dictate to private
property in the public interest., This again forms part of the concept of
soveralznty and cannot be curtsiled,

The law promoting Mexican investmenta and regulating foreign
investment, adopted on ¢ March 1973, alsc defines those fields of
activity which, because of their sconomic and soeial iwportance, are
reserved o the state exclusively or to Mexicans or Mexican firms,with
apecial claises eovering activities in whici, Toreign irvestors can
participate to & percentage below A9 per cont,and finelly sets as a general
Tule thet in activities not spscifioally regulated Toreigaars nay only occupy
minerity positions, fThe principle is also set forth that |
Texelign pearticipetion in the governing boards of carporations cammot
sxoend the capital pertieipation, However, it waa recognized that thene
rules oot be inflexibly applisd sand a Natiocnel Commission far Yorsign
nwut-ntmthn-:mmu;,whmm-wdmu-hm
PeTcentage of fareign capitsl sdmissible,vbers it 1s 1n the interest of
the eountry to do ae, |

Under the newv law, foreign imvestment must complenent $he natisesl
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investment, The Oovermment is therefore opposed o the aequisition by
Torelgn investors of established Mexticen enterprises, The lav is

not retroactive, but im order to achieve s aloser lisk betwean

forelgn capital and the country, we recosmend that trsasnational corporations
wlroady established in Moxico should effer part, prefersbly a major pert,

of the shares of their affilistes for purchass by the Nexiean publie. This
would give the mtimldmrmum&xim-mm

;vem any possible tension,

ThmhmmsumtmmottMm. e are
tmmtummthtnﬂmntnhmhwmtmthnuumm
needs of the eountry and help to achiave our develerment objectives,
Hamlmtmhmmhpmingm-inrwﬂuuurm
restrictions, or containing olsuses liniting the purcheser's power of
sdwinistratioa,

It is for the countries themselves to lay down the coaditiens
on which they will acoept the setivitiss of transnatienal eerporations
in their territories, as Mexice has dens, At the same time, iha size of
thean Mmmm&im“mmummtmm
deptionotiuhruﬂmﬂmnfmﬂuﬂthtﬂumm
sphare of action,

It 1s evidest that the weskness of the countries of the Third Worlid
In the face of the transnatiomsl corparsticos flows fram sm iwternaticnal
order in which an unjust distribution of wealth prevails, emd in which the con~
diticn of the less develepsd countries ix not alwys taken iwto aceount,

The developing matioms know thes sollidarity emong them 1s emsential,




if we are to survive and progress, We also know that as the countries of
the Third World fail to adopt united positions, so they weaken and narrow
their negotisting powers and thus mey fall en easy prey to reprisals
and discriminations which would ultimately frustrate for all the possibilities
of achieving equal and just treatment, The most pressing duty of the
international ce-unity tedday is to cheate a peace economy, and peace can
never rest on injustice, It was for that reasen that the President
of Mexico proposed at thn third United Naticas Conference on Trade and
Development that a charter of the economic rights and duties of States
should bc drafted to protect the weaker nations, That charter is now
being considered by s working group,

Some of its basic principles, which bear directly on the
problems raised by transnational corporations, are: freedom to dispose
of natural resources, respect for the right of all peoples to adopt the
econamic structure of their choice and to impress on private property
modalities dictated by the publié interest; renunciation of the use of
economic pressure to impair the political sovereignty of States; subjection
of foreign capital to national laws; prohibition of interference by
transnational corporations in the domestic affairs of States; abolition of
discriminatory trade practiceq ; trade preferences for developing countries;
fair and stable commodity prices; dissemination of information on low-
cost technology; and long-range, non-tied, low-interest financial assistance
for economically back\_m'd countries, The adoption of such a charter seems
more urgent than ever today.

Ags far as the suggestions in the Secretariat report are
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concerned, I am in favour of an internstional forum, and the creation

of an internetionel informetion cenire, I aleoc support technicel assletence
by the United Netions to strengthen the negotiating positicn of the
developing countries in their dealings with transnational corporations.

Ag regarda the aetilement of diaputea, Mexico would regerd the submiassion
of a conptroversy to a court other than its own &s an unacceptabls limi-
tation cn ite sovereignty. Mexico is alsoc in favour of a code of conduct
for transnaticnal corporations, provided that it did not in any way impelr
the sovereignty of the recipient countries, Such e <code would complement
the charier on the econmuic rights and duties of States,

The code pight conbain the following addlitlional stipuiations:
foreign investment should couplement national investment; transnatiocnal
corporations should not replace national corporaticns or deal in flelds
adequately covered by them; theiractiviiy should have a positive effect
on the balance of payments, particularly through the increage of exports;
they ahould promote increansd esployment and sdequate remuneration;
they should hire and train technicians end edministrative staff from the
hoast country; they should ss far as possible utilize national products
in preparing thelr final preduect; they should finance their operations
preferably from cutelde rescurces; thay should enaure diversification of
investment resources; they should contribute to the development of the leas
developed ecopomle Zones of the host country; they should nct monopolige
the national market: they should supply the best and most approprilate
technology and contribute to local research and development; they should

have a favourable effect on the guality and price level of productiom;
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they should respect the social and cultural valuss of the host country;
they ahould identify with the interests of the host country; they ahould
not distort the consumption pattern; and, in general, they should

help to achieve the cbjectives and comply with ¥ha developmant policies of
the host sountry,
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Summary of replies to questions®

Question: Wauld continuing international action on the issue of multi-
national corporations be helpful? If so, what form should it take? Should
there be some form of international agreement on investment on the lines of

GATT?

Reply: / International actioﬁ is desirable, preferably through the United
Nations, possibly at the 1evél of the Economic and Social Council. An Informa-
tion Centre would also be helpful, as would technical assistance in negotiating
transfers of technology. An international code of conduct for transnational
corporations would be of value. As regards a GATT-type of agreement, many .
developing countries are not members of GATT, which'is itself in the process

of being revised. Since we have not yet been able to perfect GATT in matters
of international trade, it can hardly serve as a pattern for the far more
vdifficult problems raisediby transnational corporations. Some indications

for a viable code of conduct might be drawn from the way in which the charter
of the economic rights and duties of States at present uﬁdep)study in the
United Nations is implemented. ioreover, the attitude of the‘developing
countries to foreign investment is not uniform; it is necessarily dictated

( .
by their own resources, savings capacity and attitude to development.

* Questions were asked by the Chairman and Messrs. Mansholt, Dunning, Sadli,

Schaffner, Deutsch, Matthoeffer, Estrany y Gendre, Trindade and Uri.
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Question: Would you agree thers must he gome machinery to enfarce any rules
that are adopted?

Heply: 1f we have any bhody of laws, wa must meke them ocperative, while
at the same time respecting the sovereignty of States. The International

Labour Qffice might serve as & model,

Ruestion: What happens if the attaimment of one of the cbjectives Mexico

has laid down in respect of national development for both national and trans-
national companies clashes with snothep?

Reply: Binee we are not a centrally planned economy we de not have an
investment commission for all investments. Foreign investment is contralled

when it intends to agsume & meJjority pesition We have get up & National Commiagion
for Foreign Investments which Judges which interest is more important for the
eountry, Iin the case of & confliet. Natiopnsl companies ere governed by similar

rulea, in the ¢ase of impoft requirements, ocuteide capital., etc.

Question: What effect have your policies had on inward investment?
Reply: If we have lost any foreign investment as a result of our

pelicies, it has been well lost: we afe not interested in cepitsl that will
damage the country's interssts. We want investment that will enconrage
develomment. Ideally, the countries of the Third World should take & united
stand on conditions for investment. Tn Latin America, a gtart hes been made.
Legislation similar to Mexico's has been passed in the Andesn Pact countries

and in Argentina.

Gueption: Have you any policy for eenirolling the advertising or sales

efforts of major cowpanies 2o thet they cannot distort the conawiption pattern?
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Reply: Unfortunately, ao. We must guide consumption by means of tax

policiea.

Question: Could you, in the light of the Calvo Doctrine, accept a code
profiding for internaticnal arbitretion?t |

Reply: Arbitration exists to resolve disputes between Stateas. What is
involved in the came of private foreign investment is a dispute with an
individual who has agreed to abide by national legizlation. We cemnot sgree

to arbitration which would give the foreigner preference over the national.

Question: You require a considerable local participation in the capital
of subeidisries of multinational firmes settling in your country. Could thia
cbligation be satizsfied by purchesing stoek in the parent company?

Reply: Tt would not be beneficial to Mexieo, If we invested cur small
domestic savings in a trensnational corporstion, we would have no shere in
its decision-meking and there would hg'nﬂ benefit to the Mexican economy.

Wo want activities cerried out in Mexico to have majority participation by
Mexican capital and to provide emploﬁmEnt for Mexiecan workers. Fvery
subsidiary or affiliate opérating in Mexico must be incorporated under Mexican
law pnd muet offer ghares to the Mexican public. However, the law is
sufficiently fléxihla to allow an investment with minority Mexican partici-
pation or even none at all, if the Commission om Foreign Investment decides
it is in the interest of the country. The law on foreign investment adopted
in 1973 is net retroactive, but we are inviting companies not in compliance

with it to comply voluntarily.



Question: Doas Mexico intend t¢ encourage foreign investment that would
have a high labour-absorbtive capacityy

Reply: Yer. We want mechanization whers it is appropriate —- in
petrochemicals, ateel, ete.,~- bubt in other fields, rural industry and so
Torth, we are looking for a technology which without reducing efficiency

and raising costs will ensure the utilization of labour.

Questicon: What doea your Govermment do to check unfalr teansfer pricing?
Reply: Theoretically, we have legielaticn allowing the muthorities to
investigate prices, but it is not always easy. We are mlso trying to combat

the practice through our law on the tranafer of technology.

Question: What is the Mexicen Government'sattitude to export restrictions?
Reply: We regard as null eny contract which contains restrictive clauses
or establishes any export prohibiticn contrery to the interesta of the country.

Ceges are considered on their merits.

Quention: What, bargniniﬁg'pawer do you have in your dealings with multd-
national cnrpﬁratioﬂs?

Reply: tenerally apeﬁking, we n%gotiate rathar than giie a flat 'yes'
or 'ne'. We have used our ma¢hin§rr for promoting industry, import licenses,
prograrmes of maﬁufunture, etc., with considerabls auccens. Scmetimes we are
wmsuccessful, in which case th; multinational curporhtiun does not come into

‘the country.

Quastion: Do you agree that sn international agreement should include

rules for both host tountries and mltinational corporations?



Reply: international regulsations must make clear the rights and
cbligations of developed and developing countries and the multinational

‘eorporatlons themselves,

Question: What criteria are used in deciding whether a sector ig regapved

for 3tete ownership, rdserved for national companies, or open to foreign

rarticipationt
Reply: Thoee eectors of fundamental Importance to the economic 1ife

of the country, such as railways, electrical ensrgy, the basic yetrochemical
industry, including refining, and the produntiop of rediosctive material, are
reserved for the State. Other activities of great sucinfeconmmic importance,
for example, radio, televizion, and communications other than railways, are
reserved for Mexicans., Some other sectors raquire spacial Mexican mnjority
holdings of more than the usual 51 per aent == for example, Mexican capital

investment in the steel, pulphur and cosl industries is 66 per cent.






