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WLD BANK/ INTERNATIONAL FNANCE CORPORATION

OFFICE MEMORANDUM
TO Mr. Attila Karaosrhanoglu, Director, DPS DATE July 14, 1978

FROM: James McGibberh', PPi/PR

SUJECT: Development Committee - Working Group on Access to Capital Markets

1. The Working Group met on July 10-11, 1978 under the chairmanship
of Sir Richard King. The list of participants and the agenda are attached.

2. Policy Issues in Relation to Private Direct Foreign Investment in
Developing Countries (Document DC/WG/CM/78-7). The issues proposed for
consideration by the Development Committee are set out in para. 6 of the
document in the form of thirteen questions. The chairman explained that

the intention was that after discussion of the issues in the Working Group,
a paper would be prepared for presentation to the Development Committee
early in 1979. The representative for Denmark questioned the appropriate-
ness of the Development Committee considering such issues since they were
already being discussed in the United Nations and in UNCTAD. The concensus
of the meeting was that,while recognizing that a number of the issues would
be covered in other international fora, it was entirely appropriate for
them to be put on the agenda of the Development Committee. The representa-
tive for India said that the paper should make more explicit that the Work-

ing Group was not taking a position on the desirability or,otherwise,of a
country accepting direct foreign investment as a resource transfer mechanism
but was simply dealing with issues which arose when direct foreign invest-
ment was already taking place.

3. The questions,listed in para. 6 distinguish between issues related
to developed countries policies and those related to developing countries.

a. On the issues for Developed Countries, the Working Group
concluded that the principle of economic neutralityshould
be followed in private direct investment and that policies
discriminating, either generally or on a case by case basis,
against direct investment were undesirable. (Para. 6 ques-
tions a, b, c, refer) On question d - the advisability of
taking countervailing measures - the Working Group agreed
that such measures were undesirable. On question e - the
possibility of differentiating among developing countries
regarding the appropriateness of direct investment there was

a division of opinion in the Working Group. The representa-
tive of the Netherlands suggested that direct investment
might be more appropriate for middle-income developing coun-
tries and that the poorer developing countries should be
assisted with ODA flows. The observer for Switzerland said
that his authorities favored the Development Committeest
investigating possible criteria for differentiating among
host countries. The delegate for France said that it would
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not be possible to agree on general principles for diffe-
rentiation and that in any event this was an issue which
would be covered in the World Bank Board discussion of
the World Development Report. The representative for the
U.S. stated his country's opposition to differentiation
among host countries. The representative for India also
opposed differentiation and warned against regarding ODA
and private investment as alternatives in promoting re-
source transfers. During the discussion reference was
made to a new German tax law which was stated to provide
greater incentive to direct investment in poor developing
countries. The German representative stated that this
was a reference to a tax proposal which was not yet in
force and that he did not have the details of the proposal.
He thought, however, that it was a proposal for a marginal
change which would not derogate the German authorities'
principle of no differentiation. The Chairman summarized
the discussion as showing an almost equal division for and against
differentiation. On question f - the Working Group agreed
that adjustment policies (when direct investment shifts
production capacity to developing countries) would also

be covered in the discussions of the World Development

Report and should not be coveredby the Working Group.

b. Issues relevant to Developing Countries (questions g - m) -
The main comments from the discussion were:

i. The representative of India said that the treat-
ment of general economic policy formulation in
the paper (paras. 35-39) derived from a perfect
markets approach and was not very realistic. A
number of representatives (Germany, Netherlands)
thought that the section on general economic
policy matterswas couched in overly general terms
and did not deal adequately with specific practical
issues;

ii. the Working Group endorsed para. 43 of the document
on the need for better project preparation efforts
on the part of host countries.

iii. The representative of India said that section c
(paras. 45-49) on ownership objectives paid inadequate
attention to the foreign exchange drain from remit-
tances.

iv. In the discussion of possible procedures to ensure
a more equitable distribution of foreign invest-
ment among recipients a number of participants
expressed the view that this topic could be more
appropriately discussed by the UN or the OECD.
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The US representative stated that in his author-
ities' view, the Development Committee was the
most appropriate forum for discussion of this
issue.

4. Tax Considerations in Direct Foreign Investment (Document

DC/WG/CM/78-8). The Working Group agreed with the secretariats' view that

analysis of tax considerations need not be pursued at the present time.
The Mexican representative tabled a paper setting out his government's

view on tax proposals stating that it was being tabled for information and

not for discussion. The paper is attached. It was agreed that a CIAC
paper on Foreign Direct Investment would be brought to the attention of

Senior officials.

5. Role of External Borrowing in Financing Development (Document
DC/WG/CM/78-ll). The Working Group agreed to await the outcome of forth-

coming discussions in UNCTAD and the World Bank World Development Report
discussions before considering these issues further.

6. The documents on Dissemination of Information by the Fund (Docu-
ment DC/WG/CM/78-12) and Consultations with Capital Exporting Countries
(Document DC/WG/CM/78-13) were noted by the Working Group.

7. Lenders-Borrowers Seminar (DC/WG/CM/78-14) - the arrangements

were generally approved. The representative of the US said that there was

possibly too much empahsis on limitations to market access and hoped
that the agenda might be changed to more practical and useful guides to

developing countries.

8. Proposed Publication of Working Group work on Access to Capital
Markets. The Japanese and US representatives asked that the document be

distributed to participants before publication. The Chairman agreed to

this stating that comments by participants would have to be provided
quickly (within two weeks) to the Secretariat.

9. The exact date of the next meeting would depend on when Ministers
next proposed to meet. Tentatively the Working Group might meet again in

November or December.

Attachments

cc: Mr. Sidney Chernick
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FOREIGN DIRECT INVESTMENT,

ACCESS TO CAPITAL MARKETS AND

OTHER FINANCIAL FLOWS

A - PRIVATE FOREIGN DIRECT INVESTMENT IN DEVELOPING COUNTRIES

AND DEVELOPING COUNTRY ACCESS TO CAPITAL MARKETS -

I. GENERAL CONCEPTS

1. The countries participating in the CIEC recognize

that foreign private capital flows and investments play an

important complementary role in the economic development process,

particularly through the transfers of resources, managerial and

administrative expertise and technology to the developing countries,
the expansion of productive capacity and employment, and the

establishment of export markets. They, accordingly, consider

that the conditions that govern or influence. international

capital movements -- and in particular the transfer of financial

resources to the developing countries-- should be improved.

2. The countries participating in the Conference recognize

that a close relationship exists between the continuity of

tons under which such flows are

admitted and. treated. The participating countries also consider
it very iniportant that the developing countries be allowed

improved access to capital markets and that foreign investments
in developing countries be consistent witri their national

development plans and policies.

II. PRIVATE FOREIGN DIRECT INVESTMENT IN DEVELOPING COUNTRIES

3. The participants of CIEC recognize that in the exercise

of their sovereignty the countries concerned determine the
role that foreign private investment may be called to play
in the development process and define the conditions under-
which foreign investment would be able to participate in this
process.



4. It is also recognized that the key to achieving

and mai;Laining an adequate- interwational flow of capital

lies ir. the maintenance of an appropriate mutually created

investr ant climate. .

n this :con-text. I s: desir.able to est blish:r

suitable framework to encourage and facilitate foreign investmelnL

and its harmonious integration and contribution. to .th& -

develcrp lnt plans and policies of host countries. It is

importa-ri- in this respect to state the conditions v'hich

it would be desirable to meet and the' measures it o,4urYd

be desIrable to have imulemen ed by all parties seeking-

to have pro'ductive and satisfa-tory cooperatior in this

fields mcetingin 'a fair and edluitable way the interests

of all prties n volved and thereby contributing to the

establ rnent of a stable and equitable climate for foreign

investmLnts.

5 The participating countries identified the following

elements which, to 'the extent attained, contribute to a

favarablc climate for private foreign direct investment

transparency or clear def ini.tion. of national :

policies, laws, regulations -and administrative

practices significantly -affccting private foreign

d irect in'vestment.

.C.

- stability of-the above policies, laws , regulations

and administrative practices of government.

Necessary changes to be made in the light of evolving

circumstances in -an orderly way with proper regard to

the rights of investors established at the time.
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-'non discriminaticn and national treatment- for foreign

investors. The right of a host country to regulate the

establishment of foreign investment, including prohibitions

or limitations cn the extent of foreign investment in

specified sectors remains-unaffected

timely and unrestricted transfer of the income from

investment capital and repatriation of capital when

the investment is terminated.

G.19 Proposal G.8 Proposal

. Nothing affects the right. of a except in so far as restrictive

host country to adopt appropriate measures of limited duration

remedial measures in the event are required by exceptional

cf bailance of payments difficulties. balance of payments difficulties.

fair and equitable treatment of the - fair and equitable treatment

investor's property.. of the investor's property.

In case the host country expropriates In case the host country

or nationalises the property of a deprives, directly or indi-

foreign investor appropriate com- rectly, a foreign investor of

pensation should be paid. its property, prompt, adequate

and effective compensation

should be paid. Any such

deprivation should be exclu-

sively for a public purpose,

non discriminatory and in

accordance with due process of

law.

Disputes between a host country and - Disputes between a host country

foreian investor shall be resolved and a foreign investor shall be

in accordance with the national legis- resolved rapidly, in accordance



19 G. 8

lation of t'e host country by its with the above principles and

own courts of-law except in those with the procedural standards

cases whera the host. country egpvern- called for by international law

ment-freely choosesato submit the access to international arbitra-

matter tc international arbitration. tion shall be available. Where

In all cases arbitration proceedings possible, the procedures to be

and standards should be transparent followed should be agreed upon

and mutually satisfactory to both before any dispute arises. In all

investors and host government. cases, arbitration proceedings

and standards should be trans-

parent and.mutually.satisfac-

- tory toboth investors and

host government. The' IBRD's

Center for the Settlement of

Ines tment Disputes s an

important institution- n th s

regard.



- 5 -

- Behaviour by foreign investors as good corporate citizens

of the-host country,

:by respecting the sovereignty and the laws of the host

country having jurisdiction on them -and acting consistently

with the declared policies and the priorities of the

host country and endeavouring to substantially contribute

to the development of the country, in particular endeavouring,

consistent with sound commercial practices, to contribute

to expand exports, create employment, train domestic

technicians and managers, utilize domestic raw materials

and other inputs, finance their operations with. foreign

resources, apply modern technology suitably adapted to

domestic condit'ions, have a favorable impact on domestic

prices and the quality of goods produced and in other

ways act in accordance with interests of the host country.

6. Developed country part-icipants stated that they would

endeavour to respond positively, through bilateral or

multilateral channels as appropriate, to requests from

developing countries for technica1 assistance designed

to provide nationals of developing countries with economic,

technical and legal training concerning foreign investment

matters.

.7. Developed country participants agreed to strengthen and

develop, as appr3pri' e, the public and mixed financial

insti tu tions in capital exporting countries that can act,

inter a3 ia, as promotors of associates in and/or financier2

for investmnent projects ir, dcovelo:pi e countries.,



8. Jo. ventures are recognized in appropriate cases

to a a desirable form of private investment under which

foreign -private capital and technology would be assoc'iated

with-7 The host countries' enterprises and local entrepreneurz.

The 2xtent of foreign participation in individual projects

shall be determined by each developing country in the light

of Ls development needs, policies, legislation and other

relevant factors.

9. All 1" -rticipants- agreed to promote thp concept of triangular

inve m'nent. operations in which. the technology,- equipment,

ard management skills from -one ountr, developed 'or

developing, are, combined vith capital from an' other countrv,
irn order to carry out productive investment projects in
deve Aping .countri es.

More generally the participants of the Con erence agreed

that home and host countries together should strengthen

their cooperation ir the field of in ernati ial investment,



-7-

11. The participants of the Conference agreed that all

developed and developing countries should cooperate

internationally to encouraGe the positive contributions

which private foreign direct investiment can make to

economic and social progress and to resolve, as feasible,

diffiqulties to which its various operations may give rise.

Developed and developing countries should cooperate .ith

the UN Commission on Transnational Corporations, in

particular in the elaboration of a code ofconduct,

and with the ECOSOC in its efforts to fullfill its mandate

to develop multilateral ord other. proposals to control

and eliminate illicit payments.

124 The International Financo Corporation should be

encouraged to continue to take equity positions in

nexU investmet in developing: contricS and. thereby pla;

a catalyzinG role by bringin:g to the participants in

these projects the benefits of the technical and

organizational e:pertise of that or'anization. The recent

increasc of .P.C.'s cspital should enable that organiza-

tion to `u2crenCC its az;.- 4



Capital Exporting Countries: Tax Considerations in

Foreign Direct investrent in Development Countries

Recommendations

1) That any further -tax distortion penalizing investment in less developed

- countries should be avoided. Given the actual threats in this regard,

particularly that of repealing the system of tax deferral in certain

countries, it seems urgent to advise governments of capital exporting

countries about the effects that -those actions will have on capital

movements.

2) That capital exporting countries should extend the benefits of their

domestic incentives to investments in less developed countries (when

technically feasible) so as to gradually eliminate distortions which

discriminate against those investments.

3) That tax sparing provisions should be generalized in capital exporting

countries in order to allow a positive effect on capital movements to

less developed countries.

4) That tax credit rules of capital exporting countries should be reviewed

so as to take proper account of simplified tax mechanisms.



F7

Fl -) U '!'I. "

Mr. Joseph Vcod E-624

APP PA T A SQU

Iv AC JN ST

N i AL t ATUON

REMARFKS
As per our conversation. May
I have this back as it is the
only draft the Development
Conunlittec could make available
to us.

A. Karaosmanoglu



TO Mr. A. Karaosmanoglu. Director, Development Policy May 30, 1978

Ernest Stern, Vice President

Proposed Publication of Work Done by the
Workin Group on Access to_Capital Markets

Please ta&e care of this along the iines of my note to Mr. Escobar.
We need a data check and review of the cofinancing and information
sections. Also, be sure IFC reviews Chapter IV. I wouldn't bother
with editorial comnent - though it is needed - but there are some
substantive problem areas in Chapters I and II.

Attachments



Mr. L. Escobar, Development Comuittee Secretariat May 30, 1978

Ernest Stern, Vice Presiden

Proposed Publication cf Work Done by the
Working Group pn Access tC tal.Iarkets

1. The purpose fOr which you s W the maerial accompanying your
memorandum ot May 25 to u n n rely clear. Obvously you
cannot rxet u to r ths I o aerial in the three working
days allowe. P d cso oo publish, and what, rests
with the Committee and 1 hv n commenc on that. The content,
insofar as it refers snei l to the 'ank or to subets for
which the Bank is re An.V l i iferent Mttter. Ie1e we
shall have to r e in d e l. Wi pro.i y o wit comrnts
on those ectis w thrve is cpte, including a data
check for the materia for which pe a ci n oce. 1 w.o uld
no doub ex dite tr i e l have additional copies of the
material for that purp o.

2. The rateril en t vb sent only to the IMP and the Ba nk.
There is a cood dalun f inio t h IFC As you dealt with the
IFC directiv on the a 1 t you send MV 'nushi a copy
for review, particularly C >, I .

3. An you note, this ia rough draft and ned e ing;. In
doing this, von will int to -''w that e i n e cle r ad

capital an L/T Oubi , bu no om e)oni, r 2.0
maintained and the r. mtu i are r d to as meiu and
short term. There also rnnsequi tur such as the one at
the mttom of rpo 12, e s ncrces steedo
Par( ap 5 nPPS

4. O i m d i th r to the Bank in
the first s'n of Parah 1 P 60.1 W l' L did inform
the Committe of th s a lae diffr'nc bet we e.n
commnunicatns wih vr n.fi 0 and bi n Tter
is hiy dlcat int5e ,i no of

Ban poic on su a m (t U cl I made itoo Bord coproval.
A atent n Ant era1 1' etions ca hnnoe for pubic c onsumption.

ce: Sir ichard i
Mr. A. Karamnoglu\

EStern/1s
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