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Preface

Countries adopt several measures to encourage outward foreign direct
investment (FDI), alarge part of whichisby transnational corporations(TNCs),
asthey feel this promotes their national interest. These measures - known as
home country measures (HCMSs) - have attracted attention of theinternational
community recently. Most of the home countries are a select few developed
countries, in which most TNCs are headquartered.

It is now recognised that many of these measures can promote or restrict FDI
in developing countries. There are also talks that HCM's should be subject to
disciplinesin apossible multilateral investment framework (MIF) at the World
Trade Organisation (WTO) for promotion of FDI in developing countries and
regulation of corporate behaviour.

HCMsrange from technical assistance, financial support and fiscal measures
to measures for increasing market access and ensuring transfer of technology.
These measures have the potential to facilitate economic growth and
development in developing countries to the extent FDI can have a positive
effect on economic growth and devel opment.

However there could be some negative effectsaswell. There could be problems
of double taxation and the abuse of transfer price mechanism by companies.
Some developing countries could benefit from preferential treatment of
developed countries at the expense of the others. Similarly rules-of-origin and
anti-dumping restrictions may discourage outward FDI.

CUTS has attempted to highlight such issues relating to investment through a
series of Monographs on Investment and Competition Policy. Thisisthelatest
onein the series.

This monograph discusses categories of HCMs that can influence outward
FDI, theimpact of HCMs on the economic development of host countriesand
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the relationship between international investment agreement and HCMs. It
argues that effective coordination by devel oped home countries can promote
growth and development in developing host countries. We are thankful to
Poonam Sarmah, New Delhi for researching and writing the paper for us.

Jaipur Pradeep S. Mehta
July 2003 Secretary General
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Chapter 1

Introduction: FDI, Market Failure
and Government Intervention

Foreign Direct Investment (FDI) assumes significance as it can induce
paradigm shifts in consumption, production and technology. While the key
participantsin FDI activity include the capital-importing host country aswell
astheinvesting firm, the capital-exporting home country too has an important
roleto play aswill be seenin course of this paper. Each participant has specific
motives and acts as an influencer in the direction of FDI flows.

Host countries seek FDI for the perceived benefits of backward and forward
linkages, technology and skills, integration into international marketing,
distribution and production networks aswel | as supplementing national savings.
Thehost country’sbroad policy objectivesareto maximisethe potential benefits
derived from FDI and minimisethe negative effects, e.g., balance of payments
problems, crowding out of domestic industry, transfer pricing, abuse of market
power, labour issues and environmental effects.

However, neither inflows of FDI nor the benefits from such inflows are
automatic. The outcomes are dependent on the interplay of forces among the
key influencers.

Host countries: In order to attract FDI, host countries are responsible for
improving economic systems, infrastructure and human capital while at the
same time putting in place environmental, social and competition safeguards
(SeeBox 1).

Investing firmt: FDI incorporates sharing or transfer of certain proprietary
assetstermed as‘ ownership advantages' of Transnational Corporations(TNCs),
which include capital, proprietary technology, skills and management and
market access. A foreign firm decides to invest abroad as it wishes to derive
optimum benefitsfrom itsfirm specific or ownership assetsand it findslocation-
specific advantagesin the host country, such as accessto large markets, lower
resource and production costs, etc. It, therefore, finds advantagesininternalising
operations rather than relying on markets to exchange goods and services and
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this need gets strengthened in the context of increasing knowledgeintensity in
operations.

Home countries: Through their laws, regulations, policies and practical
home country measures, they have the potential to exert significant influence
on the flow of FDI to developing countries.

There has been alarge body of work that looks at how TNCs choose their
investment destinations, behavein host countries and theimpact of investment
climatesin the host country for attracting and sustaining TNCs. However, the
policy and regulatory stance of the capital-exporting country has been largely
neglected.

Two intuitive questions may arise in this context. Firstly, in aglobalising
market economy, does the home country have much significance, as most
investment decisions must be market-determined? Secondly, does the home
country consider the outflow of investment on a profit/market motivation or
are larger international considerations at stake? The first question is easily
answered in terms of market-failure driven need for intervention. The second
guestion is a cause for concern because, even as the home country’s strategic
rolein directing investment for development becomes evident, the realisation
of thisrole does not.

The Role of Government Intervention

Government intervention ismotivated by two primary kinds of market failures:
information or co-ordination failures in the international investment process
and the divergence of private interests of investors from the economic and
social interests of host economies. At the same time, weak bargaining and
regulatory capabilities on the part of host country governmentscanresultinan
unfavourable distribution of benefits from the perspective of the society, e.g.,
negative effects on competition or the environment. FDI differs from local
investment decision-making, asthe perspectiveisthat of the TNC or the home
country and neither is likely to be more committed to the host economy than
their interests.

This paper is focused on the potential role of the developed countries as
the countries of origin on the direction and development impact of FDI flows
into developing countries. The paper seeks to highlight various measures
adopted by home countriesto influence outbound FDI and to draw attention to
issues and implications for devel oping host countriesin this context.
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Box 1: The Host Country Per spective:
Developing Country Objectives

Higher growth rates;

M odernisation of economic activity;

Diversification of economic activity;

Higher quantity and quality of employment;

Broadly-based devel opment and dissemination of industrial skills;
Development of domestic research & technology capability;
Stimulation of investment in backward regions and rural areas;
Maximisation of public revenue;

Avoidance of foreign takeovers of domestic firms;

Control over pattern of economic development; and

Balance of payments equilibrium.
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Chapter 2
Categories of HCMs:

|ssues and Implications

Home countries adopt measures (HCMSs) to support outward FDI as they
seeitintheir national interest and/or in theinterest of firms headquartered in
their territories. Such interests can be derived from commercial, strategic or
humanitarian motivations, aswell asinternationa commitmentsand obligations.

HCM s have not received much attention so far, as they were historically
understood to be unilaterally designed measures adopted by developed
countries, primarily focused on promoting the interests of their own TNCs.
However, the past few years have brought about the recognition that these
measures may restrict, permit or promote FDI and, thereby, influence both the
quantity and quality of investment flows to developing countries. This may,
directly or indirectly, impact devel opment. The policy debaterevolvesaround
the actions developed countries might take to promote FDI, especialy in
developing countries?.

The promotion of outward direct investment has traditionally been the
domain of developed countries, but in recent years, a number of developing
countries and economiesin transition have al so begun to promote the outward
investment of their enterprises. They do so for reasons of improving accessto
overseas markets, resources and technologies, as well as to strengthen the
competitive advantage of their mature industries.

Categories of HCMs:

Information provision and technical assistance;

Financial support;

Investment insurance;

Fiscal measures;

Measures based on market access; and

Measures aimed at promoting or facilitating transfer of
technology.

oukwbdpE
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1. Information Provision and Technical Assistance

Theinternational investor essentially seeks to answer whether it isworth his
whileto invest in the country, as opposed to competing opportunities. Asthe
degree of risk increases with the degree of unfamiliarity about a potential
investment destination, validated information about the investment climatein
apotential investment destination isimportant for the FDI decision. Efforts of
the host devel oping countries are supported, particularly for dissemination of
information, by home country governments and concerned international
institutions. Industrial countries also support bilateral and multilateral
investment promotion programmes to help potential investors from those
countries|earn about investment opportunitiesin devel oping countries.

General |nformation Services

Most countries provide general information on investment conditionsthrough
their foreign ministries, trade promotion agencies and Department of Foreign
Investments (DFIs). Besides, organised sources, like the Overseas Private
Information Corporation (OPIC) in the US, provide information covering a
country/region’s economy, political condition, business practices, investment
incentives and trade laws. Other examplesinclude the German Federal Office
for Foreign Trade Information (BFAI) and Japan’s External Trade Organisation
(JETRO).

Specific I nvestment Opportunities Databases

A few countries have devel oped databases of specific investment opportunities
in, or investment inquiriesfrom, devel oping countries. Theseincludethe OPIC,
The Association of German Chambers of Industry and Commerce and JETRO.
OPIC, Mondimpresa in Italy, JETRO, Finnfund in Finland and Danish
International Investment Funds: The Industrialisation Fund for Developing
Countries (IFU) in Denmark al so provide data on home country firmsto firms
from least devel oped countries (LDCs) looking for partners.

Proactive Measures

Seminars, workshops and investment missions provide useful occasions for
personal exchangeswhen prospectiveinvestors meet with government officials
and potential local business partnersin devel oping countries. Joint consultative
groups on investment, e.g., the Japanese-Indian “Fast-Track” groups, or joint
Chambers of Commerce and Industry, e.g., the Indo-German Chamber of
Commerceplay avaluablerole. The European Union'sAsia-Invest Programme
also covers awide range of mechanisms for this purpose.
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Technical Assistance to Facilitate Outward FDI

It coversarange of assistanceto host governmentsto improvetheir regulatory
regimes and enhance institutional capabilities to attract, receive, employ and
benefit from FDI. Technical assistance is provided to investing enterprises,
particularly small and medium sized enterprises (SMEs), aswell ashost country
joint venture partners. Provisions can also be found in several regional
agreements, notably the European Community agreements with developing
countries, Cotonou® and Association of South-East Asian Nations (ASEAN),
and at themultilateral level, e.g., World Bank Group’s Multilateral Investment
Guarantee Agency (MIGA)* and International Finance Corporation (IFC).

Key benefits: Such measures help overcome market imperfections® that
otherwise act as disadvantageousfor devel oping countries, especially when an
economy’srelatively small size, geographic distanceor limited prior experience
with foreign investors tend to exclude it from customary lists of prospective
FDI destinations. These particularly help SMEsin investing abroad, which, on
their own, lack the resources needed to conduct a global search of
unconventional FDI sites.

2. Financial Support

Financial support facilitatesfeasibility studies, project development and actual
grants, loans or equity participation for investment projects in eligible
developing countries. Special support can be offered for FDI in sectors such
as infrastructure or for ventures undertaken by SMEs or jointly with local
business partners.

Public organisations, including development finance corporations in
developed countries, support outward FDI by SMEs, such as the
Commonwealth Development Corporation in the United Kingdom. The
assistance provides both loan and equity financing for projectsin devel oping
countries, sometimes by taking minority equity positions. Along with their
own annual investment funds, these ingtitutions can also garner additional
private financing for foreign investment and exert considerable leverage in
determining the nature of projects (See Box 2).

3. Investment I nsurance

The principal purpose of such HCMsis to protect the investing firm and the
resulting offset of risk helps to encourage outward FDI. These involve the
coverage of political and other non-commercial risks not normally included
under conventional, private insurance policies. As devel oping countries tend
to posegreater political risks, such HCMscan effectively support FDI directed
into such countries. National investment insurance programmes in many
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developed countries provide coverage for expropriation, war and repatriation
risks. Countries such as Austria, Sweden and the United Kingdom cover all
outward FDI, while others such as Finland, the Netherlands, Switzerland and
the United States limit coverage to devel oping countries.

Regional bodies, such asthe Inter-Arab Investment Guarantee Corporation
provide security against the non-commercial risks which may confront inter-
regional investment and that are difficult for investorsto avert. The Cotonou®
Agreement states. “co-operation shall ensure the increasing availability and
use of risk insurance as arisk-mitigating mechanism in order to boost investor
confidencein the African, Caribbean and Pacific (ACP) States’. Support isto
cover reinsurance schemes, partial guaranteesfor debt-financing and national
and regional guarantee funds.

At the multilateral level, the Multilateral Investment Guarantee Agency
(MIGA) has been providing political risk insurance, covering transfer
restriction, expropriation, breach of contract, war and civil disturbanceto private
foreign investorsinvesting in developing countries since 1990. MIGA works
as acomplement to national and regional FDI guarantee programmes as well
as private insurers to issue guarantees, including co-insurance. Inspite of
MIGA'sjoint sponsorship by developed and devel oping countries, its services

Box 2: Examples of Programmes Providing Financial Support

e The Export-Import Bank of Japan can provide loans to foreign
Governments or banks to fund equity investments and loans to joint
ventureswith Japanese enterprises, in addition to direct |oansto Japanese
enterprises, for FDI. Other Japanese programmes, ASEAN Finance
Corporation and the ASEAN Japan Development Co., focus on regional
FDI promotion, particularly for developing countriesin Asia

e Germany sponsors programmes offering both equity capital
participation in FDI projects, through the German Finance Company
for Investment in Developing Countries, and loansfor Germaninvestors,
from the Kreditanstalt fir Wiederaufbau.

e Denmark providesthe Danish Industrialisation Fund for Developing
Countries, funded by Danish International Development Agency
(DANIDA), to promote investment in developing countries in
collaboration with Danish firms. It usually also holds a seat on the
board of directors, together with the Danish company investing in the
project.

e Asalnvest is another European Union programme that provides a
range of financing initiatives, including the Business Priming Fund, to
assist SMEswith market entry and business co-operation (Asia-Invest
Secretariat, 2001).
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have, so far, been primarily utilised by developed country firms. In a bid to
improve coverage for investments by investors from developing countries,
MIGA encourages South-South investments, i.e., investments made by
developing country investors, by offering reduced fees.

4. Fiscal Measures

Fiscal HCMs refer to the provision of tax incentives by home countries to
companiesinvesting in developing countries. Theseincludetax breaksthrough
thegranting of tax exemptions, deferralsor creditsfor taxation of foreign source
income as well as general tax-sparing provisions. Although every country
claims the right to tax income originating within its borders, national
philosophiesregarding the taxation of foreign earningsdiffer. Switzerland and
Argentina, for example, have adopted a“territorial” principle of taxation, taxing
only income generated within their borders’. The United States follows a
“worldwide” principle, taxing US corporations and individuals on income
earned inside and outside its national boundaries.

Double Taxation Treaties

By imposing tax on foreign source income of resident companies, home
countries may create potential situations of double taxation of such income,
i.e. theimposition of tax in host aswell as home countries. Countries sign tax
treaties to reduce double taxation and co-ordinate efforts to control tax
avoidanceand evasion efforts of TNCs. Signatoriesto thesetreaties, generally,
agree on how taxes will beimposed, shared or eliminated on businessincome
earned in one taxing jurisdiction by nationals of another.

The conclusion of atreaty between two developed countriesis facilitated
if they have approximately similar levels of development. Under such
conditions, the reciprocal flows of trade and investment and the respective
gain or loss of revenue to the parties from reducing taxes on those flows tend
to berelatively equal in magnitude.

However, this may not be the case when the negotiating parties are vastly
at different stages of economic development. Besides, a loss of revenue that
may be of relatively minor importance to adevel oped country can constitute a
heavy sacrifice for a devel oping country. For many developing countries, the
scarcity of foreign exchange resulting from outflows of tax-exempt locally
produced income may be of even greater importance than the loss of revenue.
For developing countries, therefore, there may be no perceived gains unless
thetreaties are designed to ensure that revenuelosseswould be offset by benefits
flowing from the treaty.

Astreatiesindicate co-operative taxation by treaty partners, it is expected
that treatiesincreaseinvestment. However, it isby no means certain that treaties
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do so and the effect of tax treaties on FDI is an open question. There are
conflicting argumentsthat treaties could even have adampening effect on FDI
asthey are geared to reduce tax avoidance and other tax-saving strategies by
firms. There have been doubts whether FDI promotion iseven aprimary goal
of treaty formation and several empirical studies® find no evidencethat bilateral
tax treatiesincrease FDI activity.

Bilateral international tax treaties govern host country taxation of global
FDI flowsand mainly follow the principles and provisions of the Organisations
for Economic Co-operation and Development (OECD) Model Tax Convention
in which double taxation is avoided by allocating tax rights between the host
and home countries. It is highly significant that the OECD’s Model Tax
Convention recommends that the host country should adjust downward the tax
imposed onaTNC'sforeign affiliate in order to avoid doubl e taxation. Such a
response decreases the tax revenue obtained by ahost country government. At
the sametime, the OECD guidelinesfor multinational enterprisesask companies
to refrain from seeking or accepting exemptions from regulatory frameworks
in the host country, including financial incentives. In reality, the corporation
tax paid by the foreign firmis often outweighed by the subsidies and grantsit
receives, thanks to the generous tax concessions from host governments.

Moreover, even if the home country were to grant credit for taxes paid
abroad to relieve the double tax burden, it may effectively receive higher tax
revenue on income from foreign sources. After benefiting from host country
tax concessions, thefirm may be ableto claim fewer foreign tax credits against
its tax obligations due in the home country. The net impact is that while the
host country loses tax revenue, the home country does not have to. The tax
benefit granted to theinvestor by the host country may thereby, be appropriated
by the home country.

Tax-sparing Palicies
Oneway of resolving thisproblem is by home country adoption of atax-sparing
policy that grantsinvestorstax credits for the full amount of taxes that would
have been paid to the host country, had the host not given any tax incentive
(UNCTAD, 2000). Tax sparing is the practice of adjusting home country
taxation of foreigninvestment incometo permit investorsto receivefull benefits
of host country tax reductions. The International Chamber of Commerce® in
1972 had endorsed tax-sparing provisions and said that home country
Governments“ should refrain from frustrating the effects of development relief
granted by host countriesin respect of new investment by affording appropriate
matching relief”.

Interestingly, most high-income capital-exporting countries grant “tax-
sparing” for FDI in devel oping countries, while the United States does not.2°
Hines' (1998) evidence suggests that ‘tax-sparing’ influences the level and
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location of foreign direct investment and thewillingness of foreign governments
to offer tax concessions (See Box 3).

Box 3: Examples of Double Taxation Treatieswith
Tax-sparing Provisions

Australia- China (1988), Article 23;

Canada - Argentina (1993), Article 23;
Canada - China (1986), Article 21;

Denmark - Poland (1994), Protocol;
Germany - Turkey (1985), Article 23 (1);
Japan - Bangladesh (1991), Article 23;
Netherlands - Bangladesh (1993), Article 23;
New Zealand - Singapore (1993), Protocol;
Spain - India (1993), Article 25;

Sweden - Malta (1995), Article 22 (2); and
United Kingdom - Indonesia (1993), Article 21.

Source: OECD, 1998.

TNC Transfer-pricing Practices

Transfer-pricing practices used by TNCs can also pose complications for tax
incentives due to possible abuse of tax concessions. A major problem for
governments devising tax measures for TNCs is to tackle manipulation of
transfer pricing by TNCs in order to under-report their profits and to reduce
their tax liabilities thereby. TNCs shift income on paper to reduce their
worldwide tax hill. By setting prices on intra-company sales of products and
services, TNCstendtolocate profitsin lower tax countries, including tax havens,
and tax-deductible expenses in higher tax countries. Host countries stand to
lose revenue.

Another complication from the host country’s perspectiveisthat, the home
country’stax authority may re-allocatea TNC's pricing standardsin waysthat
increase tax liability in the home country and reduce its contribution to the
host country’srevenues.

One solution is that the international community agreesto allow statesto
tax multinationals on a global unitary basis, with appropriate mechanismsto
allocate tax revenues internationally. As a standard method, tax authorities
require companiesto usethe‘arm’slength’ principle, which requiresthat prices
charged between subsidiaries are equival ent to those charged between unrelated
parties for comparable transactions. For this, one needs to find similar
transactions and the method needs sophisticated audit techniques. Many tax
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administrationsare unableto handle thison their own and devel oping countries
do not have adequate resources and expertiseto monitor and claimtax liabilities.
Moreover, becausethey are often anxiousto attract FDI, developing countries
may be unwilling to establish rigorous scrutiny of transfer pricing.

Transfer pricing continues to be a major issue for both taxpayers and tax
administrators and the debate is led by the US. The Advance Pricing
Arrangement (APA) process, which the US Internal Revenue Service (IRS)
introduced in 1991, is intended to provide a framework agreement between
the taxpayer and the IRS in advance and thus avoid, or reduce, the debate at
thetimeof audit.* Other tax administrationsthat have responded by introducing
or updating their own APA programmes include Australia, Canada, Japan,
Korea, Mexico, New Zealand, Spain and The Netherlands.

Key issuesin any APA are the predictions made about the future and the
assumptions onwhich the predi ctions are based. The OECD suggeststhat while
it may be possible to predict an appropriate method, atarget for future prices
or profit levelswould belessreliable, although ranges of resultsmay be possible.
Bilateral or multilateral APAs areto be preferred to unilateral arrangements.

APAs offer an opportunity for taxpayers and tax authorities to consider
transfer-pricing issuesin anon-adversarial manner. Multilateral APAs should
reduce the possibility of double taxation, although this is less likely with
unilateral APAs. Moreover, taxpayers may over-allocate income to the APA
country and, thus, pose apotential probleminthe non-APA countriesinvolved.
Further difficulties arise if APAs are not flexible enough to reflect changesin
critical assumptions such as market conditions.

The OECD suggests that if such programmes are developed then
multilateral, rather than unilateral, APAs should bethe priority, countriesusing
APAs should co-ordinate their procedures and access should be available to
all, including “small” taxpayers.

5. Investment-Related Trade Measures (IRTMs)

IRTMs congtitute HCMs, as they influence the volume, sectoral composition
and geographic distribution of FDI in host countries.

Market access regulations

These regulations influence the relative profitability of FDI in various
devel oping countries, by enhancing the host country’ s attractivenessfor export-
oriented FDI through the favoured treatment like granting of special tariffs,
guotas or duty preferencesto importsfrom select developing countries. These
preferences create anincentiveto locate FDI in favoured host countries, when
asignificant portion of the FDI project’s output is intended for export salein
the home country’s market.
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The Generalised System of Preferences (GSP)

It isan examplewhereby devel oped countries offer preferential treatment, low
or duty-free status, in their marketsto products originating from the ‘ favoured’
developing countries. Whileit is often argued that preferential market access
schemes help developing countriesto sell their productsin industrial country
markets, evidence suggeststhat the benefits under many of these schemesmay
be small and, often, sensitive products of specific interest to developing
countries may not be covered.

The other side of the coinisthe possible diversionary effect on FDI flows,
at the expense of developing countriesnot included in aparticular GSP scheme.
TNCs have, effectively, utilised trade preference schemes by locating FDI in
lower-wage devel oping countries that benefit from duty reductions on goods
exported back to the United States.

Box 4: Impact of Trade Preferences on FDI

e Korean manufacturers of VCRs moved production from Asia to
Mexico to gain accessto all marketsin North America[asprovided
for by the North American Free Trade Agreement (NAFTA)].

e Mexico and Caribbean countries qualifying for preferential tariff
reductions attracted most of the sharp growth in outflow of FDI
($971mn to $1.3bn) from United States' apparel firms from 1993-
1997. During this period, the share of total apparel imports from
Mexico and qualifying Caribbean countriesrose from 16 percent to
27 percent, while Asia’s share declined. The investment pattern
shifted again after Mexico's NAFTA benefits gave it a new trade
advantage over FDI located in the Caribbean. The shift reportedly
caused some 250 apparel plantsto closein the Caribbean countries.
And, fromthe home country, the US, the preferenceto importsfrom
Mexicowith NAFTA was because the alternative would have been
third-country suppliers with lower US content, such as China. (US
content in apparel imports from Mexico is 64 percent higher than

for apparel imports from many other countries).

Conversely, these HCM's can al so be used to restrict imports from foreign
facilities, thereby discouraging potential FDI outflows that might, otherwise,
seek comparative advantage production sites in devel oping countries whose
exports could compete to service the home country market. Market access
preferences are granted by countries as well as regional groupings on case-
specific terms and their regulations encompass measures related to product
certification and country-of-origin definitions (See Box 4).
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Rules-of-Origin

These requirements are linked to trade preference schemes for developing
countries and can have either positive or negativeimpact on FDI flows. When
formulated in apositive manner, rules-of-origin can promote high quality FDI
in favoured developing countries by restricting trade preferences to goods
substantially produced in those countries. But, unlessrules-of-origin specify a
level of value-added production in the developing country prior to export,
corporations can be tempted to trans-ship goods through a favoured export
location rather than establishing significant new production facilities there.
However, rules-of-origin, which are too strict or specify particular stages of
production inappropriate for adevel oping country’s circumstances, can serve
to restrict or nullify atrade preference system’s potential advantages. Rules-
of-origin or anti-dumping based restrictions can regulate the imposition of
import dutiesand indirectly discourage outbound FDI by companiesthat might
otherwise serve the home country market more productively and profitably
fromforeign locations.

When defined in the context of aregional trade agreement, rules-of-origin
can affect FDI location decisions by according a relative trade advantage to
internal producersin the region vis-a-vis production facilities located outside
the trade area (See Box 5).

Box 5: Instances of Negative Impact of Rules-of-Origin on FDI

e The North American Free Trade Agreement (NAFTA) rules-of-
origin reportedly influenced the United States TNCs to invest in
new facilities at the low cost destination within the free trade area
rather than lower-cost Asian investment sitesand to shift production
from Asiato Mexico.

e Similarly, arule-of-origin definition that required locating the wafer
fabrication stage of semiconductor manufacturer in the European
Union, in order to avoid a 14 percent tariff, reportedly increased
such investment within the European Union, at the expense of less
costly sitesin Asiaand the United States.

(UNCTAD, 1999c, p. 15)

Anti-dumping Regulations

Theregulations constituteaHCM that can adversdly influence FDI by inhibiting
competitive home market access for exports from a TNC's existing or
prospective foreign facilities. Increased anti-dumping investigations and
prosecutions over the past two decades have heightened business concern that
a prospective FDI project in a developing country might run afoul of such
regulations, threatening import penalties on intended export sales back to the
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home country market. Thisincreased risk and uncertainty may cause TNCsto
forego beneficial and cost-effective FDI projects. The restrictive impact of
anti-dumping procedures may especially be disadvantageousto FDI prospects
for economiesin transition.

Product Certification Standards

These are HCMs that can be specified unilaterally or agreed upon in some
form of regional trade agreement and influence FDI decisions and location
patterns by affecting market access. These entail that imported products meet
specific standardsin areaslike product safety, quality or environmental impact
and can be tailored to preclude or hinder market access for exports from FDI
projects whose viability may be dependent on competitive accessto the home
country market.

International trade rules are just beginning to address many sectoral and
issue-specific permutations for HCMsin thisarea, and no particular attention
isbeing paidto the potential for distortionsto FDI |ocation decisions, asopposed
to trade flows. In the meantime, these effects can influence FDI decisions by
defining profit projections for existing or potential foreign facilities, perhaps
discouraging FDI that, otherwise, might be drawn to devel oping countrieswith
comparative production advantages.

Export Promotion Devices

M easures aimed at supporting the supply capacity of the host country for exports
to the home country. These take the form of direct or indirect export financing
programmes aimed at re-importing semi-processed goods, i.e., buy-back trade
arrangements, as well as support for the establishment of export processing
zones (EPZs) through financial and technical assistance or promotion of exports
of existing EPZs. However, a number of foreign investors build and operate
EPZsprimarily to co-ordinate their international trade and processing needsin
a bid to develop their markets and channels. The Japanese Sumitomo
Corporation has developed 14 EPZs in Asian countries in support of its
manufacturing and distribution network.

Export promotion would also cover taxation measures that have an effect
on export income, such as the United States Foreign Sales Corporation
programme, whereby companies can gain tax advantages by establishing a
foreign-based entity through which their exports are channelled.

Extra-territorial Controls

Applying national regulations outside a home country’s borders to TNC
operations within another country constitutes extra-territorial HCMs. These
can include HCMs such as competition policy or trade controls. The concept
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may also extend to HCMs in the areas of labour relations, environment or
corporate socia responsibility standards. For privateforeigninvestors, potentia
conflicts over national jurisdictions can act as disincentives to investment as
they do not want to be caught in between home and host country laws, where
they are subject to the authority and potential sanctions of two, or more,
sovereign Governments with interests that may conflict.

6. Transfer of Technology

The issue of transfer of technology is one of the core issue for host country
development through FDI. Technology transfer can be interpreted in terms of
thetransfer of ‘ know-why’ and ‘ know-how’ , theformer being amorethorough
transfer of knowledge that can not only be assimilated but also adapted to
local conditions. While the transfer of know-how can add value through
incremental knowledge gains, it is ‘know-why’ that can result in further
application of ‘know-how’ —i.e., innovation capabilitiesthat can be successfully
commercialised. Thisrefersto process and product innovations that increase
efficiency and productivity aswell as competitiveness of the products.

Box 6: HCMs Encouraging Transfer of Technology

e Support for technology partnerships between firmsfrom devel oped
and developing countries is provided through access to advanced
technol ogy and/or through learning whileinteracting. For example,
the Technology Partnership Initiativein the United Kingdom, which
lays special emphasis on environment-friendly technologies in
Argentina, Ethiopia, Ghana, India, Nigeria, Oman and Uganda.

e Promoting the transfer of specific technology forms the core of
severa devel oped country initiatives. For example, throughitsAsia-
Ecobest project, the European Union's Regional Institute of
Environmental Technology (RIET) promotesthe use of technologies
adapted to Asian environmental needsthrough the provision of ad-
hoc technical assistance and expertise.

e Measures relating to research and development (R&D) may be
targeted at specific technological problems of devel oping countries
and provide aplatform for public-private co-operation through joint
R& D arrangements between host and home countries. For example,
the French Centre de Coopération Internationale en Recherche
Agronomique pour le Développement (CIRAD) undertakes joint
research activities on genetic resources, food, nutrition technol ogies
and biotechnology that are of interest to devel oping countries with
R& D institutions in more than 90 countries.
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M easures geared to facilitation of transfer of technology exist in anumber
of home countries and several international agreements. They are aimed at
strengthening a host country’s capabilities to acquire new commercialised
technologies. This involves regulatory reforms that establish the framework

for transferring privately held competitive technology (See Box 6).

Ontheother hand, measureslikerestrictive conditionson the use of patents
and refusal of licensing restrict the transfer of technology on various grounds
such as national security or economic competitiveness. Most developed
countries implement a system of export and technology transfer controls for
dual-use goods and technologies with significant military applications, and
co-ordinate their actions through the Wassenaar Arrangement on Export
Controls for Conventional Arms and Dual-Use Goods and Technologies
adopted in 1991.

The Lomé IV Convention incorporates a favourable provision for the
promotion of technology transfer to developing countries. Article 85 states:
“With aview to assist the ACP Statesto develop their technological base and
indigenous capacity for scientific and technological devel opment, facilitating
the acquisition, transfer and adaptation of technology on terms that will seek
to bring about the greatest possibl e benefits and minimise costs, the Community,
through theinstruments of devel opment finance co-operation is prepared, inter
alia, to contributeto: (a) the establishment and strengthening of industry-rel ated
scientific and technical infrastructure in the ACP States; .... (b) the
identification, evaluation and acquisition of industrial technology, including
the negotiation on favourable terms and conditions of foreign technology,
patentsand other industrial property, in particular through financing or through
other suitablearrangementswith firms and institutions within the Community”.
The Cotonou Agreement (2000)*? reaffirmed the importance of technology
transfer objectives, calling for co-operation in the “ development of scientific,
technological and research infrastructure and services including the
enhancement, transfer and absorption of new technologies’.

Despite the fact that encouragement of technology transfer to developing
countries has been a recurrent issue on the international economic agenda of
the past three decades, most devel oping countries remain net consumersrather
than producers of technology and pay more in royalties and licence fees than
they earn from their effortsto attract technol ogy.

There is little evidence to suggest that TNCs facilitate the technological
advancement of their host nations in the case of developing countries or that
HCMs have been successful in addressing the issue. Data for Japanese and
United States TNCs suggest that bulk of the R& D expenditure is undertaken
by parent firmsintheir home countriesand in other devel oped countries. There
isalso growing evidence that showsthat FDI through mergersand acquisitions
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(M&ASs) has transferred a high degree of ‘operating and organisational’
technology, but not of ‘ production technology’. Developing countries attract
only marginal shares of foreign affiliate research and much of what they get
relatesto production, adaptation and technical support, whichisintheform of
‘know-how’, rather than relating to innovation, ‘ know-why’.

I ssue of Critical Concern

Restrictive Business Practicesin Licensing Agreements

The core issue debated under the Draft UNCTAD Code of Conduct on the
Transfer of Technology®® (TOT) was the acceptance of the proprietary nature
of technology, particularly for patentable knowledge, by TNCsand their home
governments.

Developing countries questioned this assumption and put forward the
alternative view that technology wasin the nature of a necessary public good
for LDCs and, therefore, some of the private property related assumptions of
the international system for the protection of intellectua property should be
amended in the interests of developing countries (Muchlinski 1999, pp. 438-
44414),

Their intention was to ensure that technology transfer terms do not
effectively prevent arecipient in adevel oping host country from the unrestricted
use of the technology and its attendant know-how, after the expiry of the
agreement and that devel oping host countriesarefreeto pursue suitable policies,
including the imposition of performance requirements upon technology
transferors, where deemed necessary. The Draft TOT Code, however, had to
be abandoned due to disagreement between devel oping and devel oped country
models of technology transfer regulation.

Much of the debate has now been overtaken by the orientation of the TRIPs!®
Agreement. The TRIPs Agreement sets standards rel ating to the protection of
patents, copyright and related rights, trademarks and geographical indications,
trade secrets and confidential information, integrated circuit design and
industrial design and covers both substantive standards and specific issues of
enforcement that are generally applicable to these.

Many technology-related provisionsin International Investment Agreements
(I1As), such as TRIPs, rely on HCMsfor their implementation. For example,
Article66.2 of the TRIPs Agreement stipul atesthat devel oped countries” shall
provide incentives to enterprises and institutionsin their territories’ in order
to promote and encourage transfer of technology to LDCsto “enable them to
create a sound and viable technological base”. Though this provision leaves
great leeway to member statesto determinewhat kind of incentivesto apply, it
does require the establishment of some system encouraging transfer of
technology to LDCs.
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IPR Protection in the TRIPs Agreement

The current debate on IPRs is dominated largely by two extreme positions.
Some advocate | PRs as an effective instrument for advancing technology asa
facilitator for technology transfer to developing countries. Others take the
contrasting positionthat IPRs, ascurrently conceived, solely defend the interests
of advanced countries.

However, serious questions are being raised on the potential role of IPRs
in technology transfer and investment flows to developing countries. The
following instances pose pertinent issues (See Box 7):

Box 7: Implications of PR Protection for Technology Transfer

e A report submitted to the Council for TRIPs by Kenya states that
strong | PR protection, on the scale required by TRIPs, does not, by
itsalf, lead toincreased FDI nor doesit encourage technology transfer
or local innovation in devel oping countries (SUNS, 2000%).

e A country case study on South Korea!”, based on along period of
research on the behaviour of firmsin technology transfer and local
capacity building in South Korea, finds that IPR protection would
hinder, rather than facilitate, technology transfer and indigenous
learning activitiesin the early stage of industrialisation when learning
takes placethrough reverse-engineering®® and duplicative imitation
of mature foreign products.

e At the WTO Tech Transfer Group Setting up Work Programme®®,
Brazil recently reiterated that strong (IPR) regimes were having a
negative impact on technology transfer, even as both the US and
EU, openly in favour of strong IPR regimes, denied these claims.
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Chapter 3
Home Country Measures: |ssues and

|mplications Favouring Whom?

While developed countries have removed most national restrictions on
outward FDI and conspicuously endorse FDI promotion, particularly to
developing countries in their declarations in international agreements, their
policy declarations are often not linked to specific obligations for adopting
HCMs. Theweak link between the explicit needs of devel oping countriesand
the design and execution of HCM s, aswell asthe often uncertain commitment
to the duration of assistance, may diminish the beneficial impact such
programmes can have on development.

As home country facilitation of outward investment appears to be
intrinsically linked to home country strategic/market objectives, the casefor a
detailed re-examination of the design and impact of existing HCMs becomes
that much stronger.

The home country perspectiveisparticularly evident in the design of many
fiscal assistance programmes aswell as preferential market access measures.

Box 8: Theraison d étrefor HCMs effectively constitutes:

e Furthering the economic integration of the home country into the
world economy;
Overcoming market access problems;
Better utilisation of domestic exports; and
Overcoming domestic supply constraints, especialy in the area of
raw materials, cheaper labour and skills.

1. HCMsImpact on FDI Flows. Conceptually Possible and Relevant

Conceptually, promotional programmesand measures by home countries could
influence the direction and volume of FDI flows, but the presence of the wide
range of HCMs does not seem to have influenced any positive trends at the
macro level.

%A K CUTS Home Country Measures and FDI ¢ 27



Box 9: FDI Inflows by Host Region and Economy (billions of dollars)

Host Region/Economy 1990 1995 2000 | 2001 2002*

World ($bn) 202.8 3305 | 1492 | 735 534
Percentage share in total world inflows

Developed Countries 81.16 61.51 82.27 |68.44 | 65.36

Developing countries

Asia 11.93 22.75 8.96 13.88 | 16.85

Africa 1.22 1.74 0.58 2.34 1.12

Latin America & the Caribbean 5.08 9.35 6.39 11.62 | 11.61

Central & Eastern Europe 0.32 4.45 1.78 3.7 5.06

Least Developed Countries 0.69 0.61 0.25 0.52 NA

Source: UNCTAD, 2001, “World Investment Report”, FDI statistics online * UNCTAD
projections

e International capital, especially FDI, isattracted toindustrial countriesdue
to their opportunity for high returns. Cross-border mergersand acquisitions
(M&AS) play an important role in supporting increases in developed
countries.

o Significantly, higher industrial -country growth is associated with lower FDI
inflows to developing countries®. In fact, the GDP growth rate of the top
seven industrial countries is used to account for a change in the relative
attractiveness of emerging marketsto international investors.

o Themajor shareof FDI inflowsto devel oping countries goesto the middle-
income group, particularly Latin America and Asia, with low-income
countriesway behind and least devel oped countries get aminusculefraction.

e Africa remains heavily under-represented as a host region for FDI.
UNCTAD has projected a dramatic, two-thirds, drop in FDI inflows to
Africa. The year 2001 was unusual and saw a significant upturn in flows
dueto two large but one-off transactions, onein Morocco and the other in
South Africa

Thefal inworld FDI flows—aresult both of the global economic dowdown
and of uncertainties—istrangating into a shrinking of the global FDI pie. For
developing countries, the decline means|esser resourcesfor development. At
the same time, FDI still constitutes a higher proportion of private business
investment relative to other sources of finance in most developing countries
vis-avis developed countries. Theratio is one-half in Africa, one-quarter in
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Latin Americaand one-fifthin Asia. For developing countriesthat are usually
capital-scarce, FDI bringsinfinancial resourcesthat arerelatively more stable
than other sources of funds. In thiscontext, positive HCMscould play arolein
directing outward FDI into such countries.

2. Implicationsfor Host Country Development

With theemerging realisation® that industrial countries can have an important
rolein facilitating private capital flowsinto developing countries, their rolein
assisting host countries optimise benefits from such inflows is also clear.
Although the onus of providing a good investment climate lies with the host
country, the case for HCMsis clear, in the context of market failures that can
arise from divergences between the private interests of foreign investors and
the economic interests of the host country.

3. International Investment Agreements(l1As) and HCMs

References to HCMs exist in various forms at the international level.
International Investment Agreements (I1As) deal with issues involving
incentives, taxation, transfer-pricing, transfer of technology and investment-
related trade measures (IRTMs). With the exception of doubletaxation treaties
with tax-sparing provisions and agreements related to investment insurance,
especialy MIGA, the majority of these are confined to declarations without
any specific obligations on home countries.

Bilatera Investment Treaties? (BITs) areaprincipal element of the current
framework for FDI. While Bl Tsfocus predominantly on protecting investment
projects in the host country, they can provide for active measures through
provisions calling for the mutual encouragement of investment in the parties
respective territories. The language regarding home country promotion of
outward FDI involves no specific obligations in contrast to the specific and
binding obligationslaid down for the treatment of inward FDI by host countries,
particularly in the context of BITs.

At the multilatera® level too, commitments concerning HCMstend to be
non-specific in nature. For operational effectiveness, nominal commitments
need to progress into binding obligations, accompanied by detailed
implementation plans and monitoring mechanisms. The degree of success of
[1As would depend on the range and scope of HCMs addressed by policy
provisions. Increased collaboration could improve delivery mechanisms for
financial incentives, establish development preferencesfor the administration
of fiscal regulations and enhance technology transfer options for devel oping
countries. Practical outcomes can be improved with provisions containing a
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more detailed list of measures or a specific implementation process that will
tranglate policy into practice. The ACP-EC Cotonou Agreement? offers an

example on how this can be done.

Itisimportant for developing countries to deepen their understanding of;
What policy tools are most important from a development perspective?
How international rulesin the area of investment would affect them?
What commitments can be sought from home countries to support their
development objectives?

Box 10: Investment Provisionsin the Cotonou Agreement

Chapter 7: Investment and Private Sector Development Support;
Article 75 Investment promotion;

Article 76 Investment finance and support;

Article 77 Investment guarantees; and

Article 78 Investment protection.
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Chapter 4
| nferences and Recommendations

Even though returns vs. risk trade-offs necessarily determine the volume
and direction of outbound FDI, HCMs are conceptualy relevant, as home
country governments can beimportant actorsin FDI strategiesand transactions.
But, home countries cannot be expected to unilaterally direct outbound
investment on a need-for-devel opment-based approach, nor can unilaterally
designed HCMs exert any genuine positive influence on host country
development. Such measures tend to be geared towards their own strategic
interests.

Theinfluence of HCMs can be increased through tail or-made approaches
and regional and country targeting. The effectiveness of HCMswould depend
on the formulation and administration of measures, as well as the extent to
which they complement host country measures.

Thereisaneed for greater awareness and deeper understanding of measures
taken by home countries, their functioning, identification of best practices, as
well astheir influence on the decisions of potential investors.

1. A Few Best Practicesfor HCMs®

e Accurate and high-quality information in the appropriate languages on
investment opportunities, by modern methods, including the Internet as
well asinteractive linking of home and host country sources;

e Financing of home country personnel ininvestment-support and business-
facilitation functionsin host countries;

e Undertaking FDI promotion training programmes in home countries,
including support service and language training and utilising Chambers of
Commerce and industry associations;

e Effective use of inter-regional exchange forums oninvestment promotion
issues, involving outward FDI institutions and investment promotion
agencies;

e Financial assistance, including equity support to investors, particularly small
enterprises (SMEs), for investment in LDCs;
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Investment insurance coverage, particularly for political and country risks;
Agreements on investment promotion and protection, as well as on the
avoidance of double taxation;

After-care support servicesto outward investors, such as bridging loansto
foreign affiliates facing unexpected crisesin host countries;

Encouraging technology transfer and supporting host countries’ absorptive
capacity;

Market accessin home countriesthrough schemes such asthe Generalised
System of Preferences (GSP) schemes, the Africa Growth and Opportunity
Act of the United States and the European Commission’s proposals
concerning market access for LDCs; and

Creation of export-processing zones to support the supply capacity of a
host country for export to a home country.

. Negative Influencesthat Need to be Tackled

Issuesrelated to fiscal HCMs, such as problems posed by doubl e taxation
and the abuse of transfer-pricing mechanisms by TNCs as well as home
countries,

Competition among host countries in providing tax incentives that have
detrimental implicationsfor host countries, as potential tax revenuesfrom
foreign enterprises congtitute an important benefit;

IRTMsthat influence FDI location decisions by defining profit projections
for existing or potential foreign production facilities (through trade
preferences designed by home countriesfor their own strategic and market
gains rather than for encouraging FDI into developing countries); and
Conflictingissuesintechnol ogy-transfer related measures so that devel oping
countries are facilitated rather than obstructed in gaining access to and
absorbing contemporary and appropriate technol ogies.

. Recommendationsfor | ncreasing Effectiveness of HCM s

Effective co-ordination of all aspects of home country efforts to increase
awareness of investment opportunities, particularly in developing countries;
Greater transparency, minimisation of bureaucracy, simplification and
standardisation of application and implementation procedures, to maximise
HCM utilisation;

Consultations with developing countries prior to the adoption of new or
changed HCMs, in order to provide abetter assessment and understanding
of how the HCM may affect devel opment interests and objectives,
Facilitativerole of home country governmentsin capacity-building in host
countries to receive and benefit from investment;
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e Bilateral and multilateral collaboration between home and host country
institutions, such as investment promotion agencies and industry
associations, including co-operativetraining;

e Supporting the establishment of industria infrastructure in host countries,
for example, through the establishment of consortiainvolving firmsfrom
several home countries to invest in major infrastructure projects in
developing countries; and

e Ensuringthat HCMs, national, regional and international financial assistance
programmes and official development assistance are mutually supportive.
These include market access measures, measures enhancing the host
country’s attractiveness for export-oriented FDI, including quotas or duty
preferences granted to imports from devel oping host countries, and export
promotion devices.

In order to derive maximum benefit from the HCM-I1A interface,
contemporary interpretations of development must be incorporated while
formulating I1As. Moreover, treaty provisions should be tailored to the needs
of the participating parties and should specifically reflect the asymmetries
between countries. Treaties should reflect real-life economic, socia and political
considerations. While adopting an approach of gradual liberalisation and built
inflexibility, such agreementsal so need institutional monitoring mechanisms.

A related policy areais that of the social responsibility of corporations.
These cover a number of aspects, including development obligations, socio-
political obligations, consumer protection, corporate governance and ethical
business standards. The challenge is to balance the promotion and protection
of liberalised market conditions for investors with the need to pursue
development policies.

It would be a significant achievement if the existing policy environment
for FDI can be evolvedinto an explicit, development friendly, well-coordinated
institutional framework. Thiscould reducetherole of power-backed bargaining
and competition among host countriesto provide greater incentivesthat often
detract from their development objectives. The idea scenario would be if a
devel opment-oriented element could be effectively incorporated whilethe home
country designs, incentivesand facilitative measuresthat influence theinvesting
firm's FDI location decision.

Itishowever, amoot question asto whether home countries can be motivated
to take their responsibility of spreading the potential development effects of
FDI not just in letter as manifested in various HCMs but also in spirit.

The role of civil society becomes all the more crucial to enhance
international awareness, persist in dissemination of wider research and
information on the issues at stake, facilitate discussions among stakeholders,
follow up progressin implementation and regularly evaluate outcomes.
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question is whether the movement of capital leadsto further development
and welfare of the society or the growth of monopolies. The monograph
shedslight onthe main contours of the globa competitionanditsimplication
for consumers. pp 24, #9909, Rs.50/US$10, ISBN: 81-87222-26-3

3. Competition Regimesaround the World
In thismonograph, an attempt has been made to compile briefly, the current
state of Competition Law in some select countries, on whichinformationis
readily available. The paper steers clear of any value judgements on the
design and implementation of the Competition Law inthe countries covered
therein. pp 40, #2002, Rs.50/US$10, ISBN: 81-87222-31-X

4. Globalisation, Competition Policy and International Trade
Negotiations
This monograph maps out the issues concerning multilateral competition
policy from the Southern perspective. It concludes that thereis aneed for
arealistic assessment of the extent to which devel oping countrieswould be
able to control Trans-national Corporations under the discipline of
competition law. pp 38, #2003, Rs.50/US$10, ISBN: 81-87222-32-8

%A K CUTS Home Country Measures and FDI ¢ 37



5. Trade, Competition & Multilateral Competition Policy
As the title suggests, this monograph clarifies the areas of interaction
between trade and competition through case studies and shows that such
interactions are on the rise. It aso highlights efforts being made for a
multilateral competition policy after the Second World War, in the form of
Havana Charter, till the present happenings at the WTO.

It further points out the provisions in various agreements of the WTO
Acquiswhich havethe lements of competition. Most importantly, the paper
brings forward the debate vis-avis multilateral competition policy that is
currently taking place at variousfora. It analyticaly pointsout the hindrances
insuch apalicy and highlightsthe need for amultilateral competition policy.
pp 36, #0005, Rs.50/US$10, | SBN: 81-87222-35-2

6. All About Competition Policy & Law
This monograph, meant for advance learners, deals with various elements
of competition law and policy in acomprehensive manner. It describesthe
variousrestrictive business practices (RBPs) in the market place. It further
clarifieswhat are competition law and policy, their elements and how they
can be used to curb various kinds of RBPs. It further highlights linkages
between competition policy, economic devel opment, poverty and foreign
investment. It describesthe genesis of competition law/policy and inwhich
direction it ismoving. pp 70, #0006, Rs.50/US$10, |SBN: 81-87222-37-9

7. All About International | nvestment Agreements
This briefing kit for the general reader provides an overview of recent
trends in the proliferating number of bilateral and regional investment
agreements. The kit highlights the key issues in these agreements and
considers past initiatives and prospects at the multilateral level.
pp 64, #0102, Rs.50/US$10, | SBN: 81-87222-39-5

8. Competition Policy & Law Made Easy
This publication meant for the activists, aims at generating fair amount of
awareness on competition law and policy. It could be helpful for acommon
person to identify anti-competitive practices in the market place and take
action to rectify the same.
pp 36, #0109, Rs.50/US$10, | SBN: 81-87222-48-4
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9.

Making Investment Work for Developing Countries

Thispublication isanother onein our series of monographs on investment
and competition policy, intended to introduce related topics to a wide
audience. This monograph also serves as a reference point for those
interested in the complex and, sometimes, controversial relationship between
foreign direct investment and devel opment.

pp 38, #0110, Rs.50/US$10, | SBN: 81-87222-49-2

10. Foreign Direct | nvestment in Developing Countries: What Economists

11.

(Don’'t) Know and What Policymakers Should (Not) Dol Among the
different forms of capital flows, academics and policy makers talk about
foreign direct investment (FDI) the most. In the past fifteen years, FDI has
been the dominant form of capital flow in the global economy, even for
developing countries.

We, at CUTS have attempted to highlight various aspects of the debate
on FDI through a series of monographs on investment and competition
policy. This, being another oneinthe series, discussestheglobal FDI trends
and determinants, and triesto highlight some of the arguments on the link
between FDI and growth. We are extremely grateful to Peter Nunnenkamp
of Kiel Institute of World Economics, Germany for allowing usto publish
this. pp 30, #0216, Rs.50/US$10, |SBN: 81-87222-70-0

FDI asa Source of Finance for Development

Foreign Direct Investment has assumed increasing importance as a source
of finance for development in recent years. This monograph, written by
Dr. Peter Nunnenkamp of the Kiel Ingtitute of World Economics, Ger-
many, and published by CUTS is an important contribution towards an-
swering the question: Does turning to FDI put development finance on a
more sustainable path?

It presentstwo broad policy challengesfor devel oping countries, which
if met could contribute to the fulfillment of development goals: first, mak-
ing the domestic environment attractive to FDI and second, ensuring that
beneficial effectsof FDI arereaped. It driveshomethe point that attracting
greater FDI inflows does not necessarily imply that FDI will contribute to
poverty reduction through income growth.

The monograph gives abalanced assessment of therole of FDI and thus,
makes an interesting read!

pp 34, #0216, Rs. 50/$10, | SBN: 81-87222-80-8
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