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Thi s docunent presents a brief survey of foreign direct investnment pronotion
activities of international organizations in countries with economes in
transition. The follow ng organi zations are covered: the Wrld Bank, the

Mul til ateral Investnent Guarantee Agency, the Foreign |Investnent Advisory
Service, the Organisation for Econom c Co-operation and Devel opnent, the
United Nations Conference on Trade and Devel opnent, the European Bank for
Reconstruction and Devel opment, the Wrld Trade Organi zation and the United
Nati ons Conmi ssion on International Trade Law. The investnent pronotion
activities of the various progranmes of the European Union are al so

summari zed. Finally, there is a short note on activities of the United Nations
Econom ¢ Conmi ssion for Europe with the suggestion to organize a Forum on
foreign direct investment pronotion activities in Geneva in 2002.

I nt roducti on

1. Thi s docunent provides a brief overview of recent and future activities
of mmjor international organizations to pronote foreign direct investnent
(FDI) in countries with economies in transition in the region covered by the
Uni ted Nations Econom ¢ Comm ssion for Europe (UN ECE)

2. FDI is one of the essential conponents for the successful transition of
countries in central and eastern Europe to a market-based econom c system In
mar ket econom es, the investnent activity of domestic firnms usually drives
growth. However, in the countries in economc transition, as well as in

devel opi ng countries FDI nakes a notable contribution to new capita
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formation.! Foreign investors can assist central and eastern European
countries in accelerating their transition toward market-based econom es hy
produci ng new goods and services and by providing fresh capital, nanageria
expertise, new technol ogi es and access to markets. These benefits support the
efforts to nodernize existing business and the start-up of new busi nesses

whi ch have greater potential for integration into the world econony. The |ess
tangi bl e effects of FDI include the entry of new i deas and busi ness practices
whi ch i nmprove the business performance of enterprises both on the national and
i nternational market.

3. Most countries with economies in transition have considerabl e i nvestnent
potential. This is because nobst of countries in the region show positive rates
of growth in their GDP? (and, hence, markets) and because there was little FD
prior to the start of the transition a decade ago. Fromthe very begi nning of
the transition, the attraction of FD becanme one of the nmain, stated policy
goal s of Governments in the region, even if the institutional environment for
such investnment was not yet fully in place.

4, Maj or problens in investnment pronotion include donestic politica

resi stance to foreign ownership of a country’s industrial assets. This is
particularly strong in Russia and other CIS States, but also present in
central Europe (e.g. Poland). Political and econonmic turmil may al so act as a
deterrent to larger scale FDI in the region of transition countries (e.g.
crises in the Bal kans and Russi a).

5. After a decade of economic and social transition, inflows of FDI are
characterized by a very uneven distribution across the region. As expected,
financing by the World Bank and ot her international organizations is

i ncreasingly conpl enented and even replaced by private flows from abroad in
some of the central European countries. This is npbst obvious in the countries
that have gone far in the transition process. These include the Czech
Republ i ¢, Hungary, Poland, Slovakia, Estonia and Sl ovenia which have attracted
the larger share of total FDI in the region. On the other hand, the Bal kan
countries and the Commonweal th of I|ndependent States (CIS) have | argely been
unabl e to achieve a sustainable inflow of FDI. In particular, there has been
relatively little success (nmeasured by FDI per capita) in trying to bring
foreign investors to Russia, which has huge investnent potential due to the
size of its internal market and to its abundant resource endowrent.

6. Foreign i nvestnent can have a | arge, positive inpact on the course of
transition, as witnessed by the experience of central European countries that
were able to attract significant outside capital. FDI proved to be a powerfu
vehicle for transfers of technol ogy, best practices in business managenent and
the organi zati on of production, and, increasingly, for integrating donmestic
production into gl obal networks of production and distribution. As a result of

1 Readers interested in statistical indicators of the relative inportance
of FDI inflows in gross fixed capital formation in various countries are
invited to consult World Investnment Report 1999: Foreign Direct |nvestnment and
the Chal | enge of Devel opment (UNCTAD, New York and Geneva, 1999), pages 168
and 501-512.

2 Econom ¢ Conmi ssion for Europe, Econom c Survey of Europe, 1999, No. 3,
(New York and Geneva, United Nations), p. 16.
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equal access, case-by-case privatization, foreign investors ended up owning
| arge stakes in key industries in certain central European countries (nost
notably, in Hungary and Estonia), and contributed to |large increases in
productivity and growth. To cite just one industry-specific exanple, |arge

i nflows of FDI hel ped revitalize the existing autonpbile sector in the Czech
Republic and created what is now a thriving auto industry in Pol and.

7. Wthin countries with economes in transition there is a |arge demand
for policy advice relating to the institutional and regulatory franmework for
FDI. These countries often ask for assistance ainmed at capacity building from
i nvest ment pronotion agencies. Mre specifically, the countries in the region
need advice in developing strategies to attract FDI and attracting ‘seed

i nvestment in local/regional econonies

8. The current docunent presents the FDI pronotion activities of the
followi ng international organisations: the Wrld Bank, the Wrld Bank’'s

Mul til ateral Investnent Guarantee Agency (M GA), the Foreign |Investnent

Advi sory Service (FIAS) (a joint facility of the International Finance
Corporation [IFC] and the Wirld Bank), the Organisation for Econom c Co-
operation and Devel opnment (COECD), the United Nations Conference on Trade and
Devel opnent (UNCTAD), the European Bank for Reconstruction and Devel opnent
(EBRD), the World Trade Organization (WO and the United Nations Com ssion
on International Trade Law (UNCI TRAL). The investnent pronotion activities of
the various EU programes are al so sunmarized. Finally, there is a note on the
Uni ted Nations Econom ¢ Comni ssion for Europe (UNECE). Annexed to the
docunent is an address list of organizations surveyed with contact addresses
and web sites that may be used for further reference.

I. THE WORLD BANK

9. The World Bank’s range of FDI pronotion activities in the region is
limted by the existing division of |abour within the World Bank Group. The
Worl d Bank coordinates its investnent pronotion activities closely with other
i nternational organizations. Above all, the Wirld Bank works in permanent
contact with other menbers of the World Bank Group (I FC, M GA, FIAS) that

i nclude i nvestnment pronotion as part of their nandate. Furthernore, the
Bank’s strategy regarding FDI benefits fromregular consultations with other
multilateral actors in the region such as the International Mnetary Fund
(IMF), the EBRD and others. The World Bank has al so been an active parti ci pant
in a nunber of international foruns ained at strengthening coordination of

i nvestment pronotion activities in transition econom es

10. Since the early 1990s, the Bank has operated in 27 countries of Europe
and central Asia. It does not generally provide loans that aimexplicitly at
promoting FDI. Instead of working directly with foreign investors, the Bank's
mai n role has been to help create an institutional framework in the region
favourable to the attraction of financial flows (including private FDI). The
Bank’ s project and adjustment |ending progranmes often include
conditionalities that serve to inprove the investnent clinmate in the region
Indirectly, the Bank has done a great deal to facilitate FDI in the region by
pursuing the following goals with its adjustnment and project |ending packages:

creating a stabl e macroecononic environnment
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liberalizing foreign exchange transactions

liberalizing donestic markets and international trade

rationalizing tax structures

creating viable financial systens

reform ng the countries’ |egal systens (especially conpany |aw)
11. The World Bank’s active support for privatization programres in the
regi on was especially instrunmental in attracting the large flows of foreign
capital. In particular, the Bank recomrended case-by-case sales to strategic

i nvestors as a privatization method for many | arge industrial enterprises and
i nfrastructure nonopolies. As a rule, the foreigners could buy stakes in
t hese conpani es on the sane basis as donestic investors.

12. VWil e nost of the Bank’s assistance in the field of FDI pronmotion is
general and indirect in nature, a small number of the Bank’s industry specific
projects had as their direct goal the attraction of FDI. For instance, one of

the stated objectives of the 1994 Kazakhstan Techni cal Assistance |oan was to
strengthen the capacity of the key petrol eum subsecti on agencies to attract
FDI into the industry.

13. Al t hough the provision of |oan guarantees remains MGA's speciality, the
Bank’ s Europe and central Asia regional progranre does have a small guarantee
programme of its own. Since its inception in 1995, the regional Guarantee Team
has prepared around ten projects, involving two types of guarantees: Partia

Ri sk Guarantee Facilities and Partial Ri sk CGuarantees
(http://ww. wor | dbank. or g/ ecspf/ guarant ees/) .

14. The Worl d Bank Institute provides training in areas which include FD
pronmotion activities. The programre al so covers technical assistance in
revising/creating FDI -rel ated | aws (conpany |aw, comrercial codes, etc).

15. The Bank actively dissem nates information about investnent
opportunities in the region through its numerous publications and websites.
PrivatizationLink, a joint project with MGA which is described later in this
report, represents the nost active exanple of such an activity.

16. As a knowl edge-based institution, the Wrld Bank offers nore than just a
financial ‘product’. The Bank’s research activities have addressed nunerous
topics related to FDI pronotion in transition economes. In addition to the

FI AS s Occasional Paper series on foreign investnment, the Bank published a
nunmber of Policy Research Working Papers analyzing foreign capital inflows to
central and eastern Europe. Several country-specific publications addressed
concrete applications of FDI in the region. Additionally, in 1995 the Bank
conducted (in collaboration with the OECD) a conprehensive survey on the

i mportance of environmental issues to western firns considering FDI in the
region.

17. The World Bank’s Articles of Agreement prohibit any lending to private
enterprises unless it is supported by government guarantees for both interest
and principal. Therefore, the Bank's programes primarily deal with nationa
Gover nnment s.

18. The Worl d Bank plans to continue to facilitate and pronmote FDI in the
regi on of central and eastern Europe. This will be done by providing financia
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support and technical expertise for the creation of an investnent-friendly
environnent. In particular, the Bank will continue to press for case-by-case
equal access for FDI to privatization of |arge industrial enterprises and
infrastructure. This may represent, according to the Bank, the major route for
FDI to the countries with econonmies in transition. However, as countries of
central Europe and the Baltics prepare for EU accession, the focus of the
Worl d Bank Group’s investment pronotion activities will increasingly shift
eastwards, to the countries of the CI'S which so far have had little success in
attracting FDI. For the near future, activities to bring foreign capital to
the post-war Bal kans will also be one of the World Bank’s priorities.

[1. MILTI LATERAL | NVESTMENT GUARANTEE AGENCY

19. M GA was established in 1988 as a nenber organi zation of the Wrld Bank
Group. Its primary mandate is to encourage FDI flows into devel opi ng and
menber countries with economes in transition. This mandate is fulfilled by
means of two primary instruments. M GA provides:

guar ant ees agai nst non-comerci al risks
techni cal assistance to countries seeking to attract FD

Thus, M GA' s assistance operates at both the project-specific level in
devel oping FDI and at the country-level strategies for its attraction and
retention FDI.

20. M GA' s guar ant ees agai nst non-commercial risks are provided to foreign
private investors for projects in developing and transition econony nenber
countries. Risks covered include currency-transfer restriction, expropriation,
damages due to war and civil disturbance, as well as breach of contract.

21. M GA' s advi sory services and technical assistance focus on

di ssem nation of information on investnment conditions and
opportunities

support of catalytic events that foster FD

capacity building for investnent pronption organizations.

22. In the field of information dissem nation, M GA devel oped | PAnet
(www. i panet.net), an online information clearinghouse for the business
comunity interested in FDI. |PAnet is designed to provide easy desktop access

to investment opportunities, sources of finance, |aws and regul ations
governing FDI and lists of key players in international investnment. In June
1998, M GA | aunched PrivatizationLi nk (ww. privatizationlink.conm, a joint
effort of MGA and the Private and Financial Sector Unit of the World Bank
PrivatizationLink is an Internet-based marketing and information service

di ssemi nating informati on on investnment opportunities arising from
privatization in countries with economes in transition. It is a specialized
service within | PAnet, which publishes information on State-owned enterprises
that are in the process of privatization in transitional economes, as well as
i nformati on on relevant | aws, procedures and regul ati ons governing these
transactions.
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23. In supporting catalytic events that foster investnment, M GA organizes
single-sector multi-country conferences or investnent m ssions that bring

toget her investors and those seeking investnent. Two sectors that have been
particularly anmenable to this nmulti-country approach are mning and tourism

24, In the area of advisory services and technical assistance, M GA provides
advice on how to fornulate and inpl ement investnent pronotion strategies, as
well as how to strengthen institutions in ternms of structure, activities and
staff. M GA al so provides capacity building for the managenment and staff of

i nvest ment pronotion agencies, focusing on areas such as inmage buil ding,
research on potential investnent targets, investnment-|led generation, investor
servicing, including aftercare. MGA's role in this regard is global. The
devel opnent of a new tool, the “Assessnment Framework”, in 1999, served to

shar pen “needs assessnment” work with client agencies, providing the foundation
for devel opnment of client-specific reconmendati ons and assistance. M GA al so
of fers advice on specialized managenment information system software that wll
assist clients in tracking investnment | eads and managi ng client rel ations.

25. The major recipient of MGA s assistance is the private sector
especially in countries such as Arnenia, Azerbaijan, Bulgaria, the Czech
Republ i c, Georgia, Kazakhstan, Kyrgyzstan, Poland, the Republic of Ml dova,
Romani a, the Russian Federation and Turknenistan. MGA is working jointly with
ot her international organizations in several regional training programes for
central and eastern Europe such as with the OECD Center for Private Sector
Devel opnent in Istanbul and the World Bank Institute.

[11. FOREIGN | NVESTMENT ADVI SORY SERVI CE

26. | FC and M GA bear the prine responsibility for the pronotion of FDI in
client countries. In addition, the Foreign Investnent Advisory Service (FlIAS),
which is a joint facility of the Wrld Bank and the I FC, has a mandate to
provi de advice to Governments that wish to attract FDI, inprove the quality of
such investnments and gain nore economnic benefits from such capital inflows.
Since the start of the transition in central and eastern Europe, FIAS has

advi sed 22 countries in the region on the aspects of reformrelated to FDI

27. In central and eastern Europe FIAS has provided short-term advi sory
services on FDI policies, legislation, corporate tax incentives, business
regul ations, adnministrative barriers to investnment, investnment pronotion
agencies (institution building), the devel opnment of appropriate investnent
pronmoti on strategies, assistance in devel opment of FDI statistics and
programmes to i nprove supply |links between transnati onal corporations and
donestic industries.

28. The intended primary inpact of FIAS s advice is to inprove the policy,

| egal, regulatory and tax environnment. The goal is to attract a |arger anmount
of and nore beneficially structured FDI which, in turn, is expected to

i ncrease enpl oynent, val ue-added, and exports due to the resulting injections
into the econony of new capital, new technol ogy, inproved links with the

gl obal econony and i nproved nanagenent skills. FIAS is not directly involved
in investnent pronotion and therefore does not claimto be responsible for
specific investnments. However, it has advised Governments in countries that
have been successful in attracting FDI (relative to GDP), including Estonia,
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Hungary, Pol and, the Czech Republic and Latvi a.

29. FI AS has operated in all the eastern European countries in transition
except Al bania and Azerbaijan, where it expects to carry out a diagnostic
review of the overall environment for FDI. Currently FIAS is active in
Armeni a, Bosnia and Herzegovi na, Bulgaria, the Czech Republic, Hungary,
Latvia, Lithuania, the Republic of Ml dova, Romania, Russia, Slovakia,

Sl oveni a and the Forner Yugoslav Republic of Macedoni a.

30. Dependi ng on requests from Governnents, FlIAS expects to work in all the
central and eastern European transition countries over the coning three years.
FI AS works closely with Governnents at the national and the sub-nationa

| evel. There is also coordination of FDI pronotion activities with other

i nternational organizations such as the World Bank, |FC, | M, OECD, UNDP and
many bil ateral devel opment agenci es.

31. In addition to country-specific work (the reports of which are
confidential for the client and not open to distribution without the client's
perm ssion), FIAS publishes a series of occasional papers on topics such as
facilitating FDI, investnment incentives, attracting high-tech investnment, FD
in infrastructure and rel ated subjects. FIAS al so sonmeti nes hosts or
participates in conferences on FDI in the region.

V. ORGANI SATI ON FOR ECONOM C CO- OPERATI ON AND DEVELOPMENT

32. The OECD's FDI pronotion activities in the transition countries are
linked primarily with anal yses of the barriers to FDI, facilitation of

di al ogue between policy nakers and private sector representatives, and
attenpts to support investnent pronotion agencies and to strengthen their
capacity.

33. The assistance that the OECD provides is general. The objective is to

i mprove the policy environment for FDI. The organi zati on coordi nates wor kshops
and conferences, prepares FDI gui des on best practice, and di ssem nates

i nformati on.

34. The OECD especially intends to transfer to transition economes the
experience and expertise gained in the past. An inportant activity supporting
this objective is the dissem nation of information which |leads to an inproved
capacity on the part of policy makers. Hence, the main direct beneficiaries of
OECD assi stance are Governments.

35. Sonme not abl e OECD i nvestnent pronotion activities in the past have

i ncluded the Investnent Policy Review for Mngolia and Turkneni stan. Both
reviews are to be published in spring 2000. At about the sane time, an OECD
manual for Investnent Pronotion Agencies will be published.

36. Maj or probl ens the OECD has had to deal with included a | ack of
resources and an inadequat e understandi ng of |inks between investnent
promoti on and i nvestnment policy in many of the countries receiving the
assi st ance.

37. Maj or transition econony recipients of the OECD assi stance are Latvi a,
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Li thuani a and Estonia and the countries of south-east Europe (Al bania, Bosnia
and Herzegovina, Bulgaria, Croatia, The forner Yugoslav Republic of Macedonia
and Romani a) .

38. The OECD coordinates its investnent pronotion activities with other
i nternational and bilateral organizations such as the EBRD, M GA and USAI D

39. In the future, the OECD intends to strengthen the dialogue with the
private sector in the policy making process. In addition, the devel opment of
policies and strategies to ‘enbed’” FDI in the | ocal and regional economes is
al so on the agenda.

V. UNI TED NATI ONS CONFERENCE ON TRADE AND DEVELOPMENT

40. The activities of United Nations Conference on Trade and Devel opnent
(UNCTAD) in the countries with econonmies in transition are |inked with demand
for downstream FDI pronotion activities. Its activities include the pronmotion
of projects and the organization of conferences on FDI. UNCTAD believes that
there is an absolute need to strengthen the enabling policy framework for FD
(upstream activities) in the region

41. The main field of UNCTAD activities in FDI promotion is the exchange of
information. |Its major achievenment in this area was the construction of an

i nformati on network through the World Association of Investnent Pronotion
Agenci es (WAIPA). This network has been established in 104 countries under the
auspi ces of UNCTAD. The association is a non-profit organization open to al
agenci es whose prine function is to pronmote any country or territory for FDI
The objectives of the WAIPA are:

to pronote and devel op understandi ng and cooperati on anong the

i nvest ment pronotion agencies (IPAs)

to strengthen informati on exchange anong | PAs

to share country and regional experience in attracting FD

to assist I PAs in gaining access to technical assistance and
training

to facilitate access to fundi ng and ot her assi stance

to assist IPAs in advising their Governnents in the formulation of
appropriate FDI pronotion policies and strategies

42. The WAI PA programme includes workshops and conferences. It also keeps an
I nternet discussion forum and publishes newsletters, an annual report and a
directory of members. UNCTAD col |l aborates with other internationa

organi zati ons, such as FIAS, OCECD, MGA and UNIDO in a consultative conmittee
whi ch advi ses WAI PA on support programes for nenber agenci es.

43. UNCTAD al so provides a general type of assistance for its member States.
Thi s includes consulting, workshops and conferences, FDI guides, dissemnnation
of information and investnent policy reviews. The intention is to strengthen
the national capacity to attract FDI. The main direct recipients of UNCTAD s
assi stance are Governments. This is nmost obvious in countries with econonies
in transition, such as Azerbaijan, Belarus, Georgia, Russia and Uzbekistan

One obstacl e UNCTAD has had to overcone in its FDI work is the |lack of funds
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for technical assistance. UNCTAD X reinforced priority of |east-devel oped
countries for the organization, but if resources permt, UNCTAD plans to
extend its advisory service in the region of the transition econoni es

VI . EUROPEAN BANK FOR RECONSTRUCTI ON AND DEVELOPMENT

44, The European Bank for Reconstruction and Devel opment (EBRD) was
established in 1991. It exists to encourage and direct the transition process
toward open, market-oriented economies and to pronote private and
entrepreneurial initiative in the countries of central and eastern Europe and
the CIS. In the attainnment of its mandate the EBRD pronotes private sector

i nvestment through a variety of debt instruments, as well as through direct
equity contributions.

45, The promotion of FDI plays a very inportant role in the EBRD s strategic
approach to the transition process. The Bank is the single | argest investor in
the region of central and eastern Europe and the forner Soviet Union

46. The core activity of the EBRD is the financing of projects that advance
the transition process towards a nmarket-based econonic system The EBRD
focuses on building financial sectors that serve the needs of the business
comunity, in particular snmall and medi um sized enterprises (SMES). Specia
attention is being paid to conpetition, decentralization and variety in the
provi si on of services.

47. The EBRD hel ps to support the necessary financial institutions by
investing in them by developing skills and by pronoting sound busi ness
practices. Financial sector operations constitute the |argest sector for Bank
financing, representing alnmost a third of the total val ue of EBRD operations.
The EBRD pays particular attention to pronoting start-up businesses and the
growt h of SMEs. The Bank ainms to provide SME support in all countries where it
operates, to strengthen the financial sector infrastructure dedicated to
financing gromh of SMEs, in particular start-ups, and to inprove the business
environnent for SMeEs. Wile the EBRD works primarily through financia

i nternedi aries, support for SMEs is and will be an inportant consideration
across all of the Bank’s activities.

48. Another major activity of the EBRD is linked with infrastructure. The
Bank seeks to pronote entrepreneurship, to strengthen the institutional and
regul atory framework, to expand the range of financing sources, and to
encourage private sector involvenment in infrastructure projects.

49, In addition, the EBRD seeks to support the restructuring of potentially
viable large enterprises and to develop a sound investnent clinmte based on an
effective legal and regulatory framework, sound corporate governance, linmts
to bureaucratic interference, a firm stance against corrupt practices, fair
and predictable taxation, and transparent accounting. The Bank will also
continue its active approach to equity investnents.

50. Last, but not least, the EBRD pronptes FDI through the di ssem nation of
detailed informati on on the countries of the region, through its Transition
Report, two specific journals and participation in public sem nars.
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51. The main focus of the EBRD' s activities is the private sector. One
requi renent in the agreenment establishing the Bank is that projects in the
public sector should not exceed 40 per cent of the Bank’s total investnents.
The majority of the EBRD s partners in private sector investnents are foreign
strategic investors. Their contribution is invaluable in terms of introducing
new t echnol ogi es, management practices and marketing skills, as well as
provi di ng access to an international network of custoners.

52. Apart fromoffering financing to foreign investors, the EBRD al so
facilitates FDI in a variety of other ways. It acts as a nedi ator between
foreign investors and donestic parties, such as central and | ocal governnents.
This partnership is conplenmented by technical assistance to regul ators,
financed with grant contributions fromdonors. The EBRD | egal transition team
al so provi des detail ed advice and recommendati ons on the design of commercia

I aw.

53. Even if the focus is on the private sector the EBRD al so engages in
policy dialogue with governments across the region to pronote a better climte
for donestic and FDI. The Bank is an active nmenber in several national foreign
i nvestors’ councils, which provide a discussion forumfor investors to propose
new i deas and to present conplaints regarding FDI operations.

54, The maj or problens the EBRD has had to deal with are al so substantive
obstacles to the growh of SMES and include: anti-conpetitive practices and
corruption, foll owed by taxes and unnecessary or excessive regul ations.

55. Priorities for the EBRD in the next decade include: to encourage
conpetition policy that focuses on reducing barriers to business start-ups;
and to introduce nmeasures to combat corruption and crine.

56. The EBRD co-ordinates its investnment pronmotion activities with other

i nternational organizations. International financial institutions play an
important role in the EBRD s cofinancing activities. The Bank has particularly
cl ose contact with the European Investnment Bank (EIB), IFC, Islamc

Devel opnent Bank, World Bank and World Bank’s Trust Fund for Bosnia and

Her zegovi na. The European Conmi ssion is one of the EBRD s sharehol ders.

Coi nvestnent is the main area of direct cooperation between the EBRD and the
Eur opean Conmi ssi on.

VIi1. WORLD TRADE ORGANI ZATI ON

57. VWhile all the international organizations nmentioned in this docunent
have operational activities specifically focused on the pronotion of FDI, the
Wrld Trade Organization (WIQ), is nore a forumfor the enforcement of legally
bi nding rules and an institution for further negotiations to expand those

rul es. Consequently, the WO does not undertake technical assistance and

advi sory activities regarding FDI. Nevertheless, it should be noted that the
WIO agreenents include provisions regarding FDI, notably in the agreements on
trade in services (GATS), intellectual property rights (TRIPS) and trade-

rel ated i nvestment neasures (TRIMs). Consequently, nenbership of the WO does
i nfluence the FDI climate in a country. In this regard, it nay be noted that
many countries with economes in transition are currently negotiating the
terms of their accession to the WO
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58. A Working Group on the Rel ati onship between Trade and | nvestnent was
established at the WIiOs first Mnisterial Conference held in December 1996.
The mandate of the Working Group provides for analytical work on a range of

i ssues pertaining to the relationship between FDI and the nmultilateral trading
system More recently, proposals have been nmade for the | aunch of
negotiations in the WO ai ned at establishing a multilateral framework of
rules on FDI.

VI11. UNI TED NATI ONS COVM SSI ON ON | NTERNATI ONAL TRADE LAW

59. The United Nations Comr ssion on International Trade Law (UNCI TRAL) is a
subsi diary body of the General Assenmbly of the United Nations which was
established in 1966 with the general mandate to further the progressive

har moni zati on and unification of the Iaw on international trade. UNCI TRAL

has since prepared a wi de range of conventions, nodel |aws and ot her

i nstruments dealing with the substantive |aw that governs trade

transactions or other aspects of business |aw which have an inmpact on

i nternational trade and investnent.

60. O particular relevance for FDI is the legislative guide on privately
financed infrastructure projects which is currently being prepared by

UNCI TRAL. The guide will provide legislative advice to States interested

in promoting private investnment in infrastructure and is intended to be
used as a reference by national authorities and | egislative bodies when
preparing new |l aws or review ng the adequacy of existing | aws and

regul ati ons. For that purpose, the guide will help identify areas of |aw
that are typically nost relevant to private capital investnent in public
infrastructure projects and will consider the content of those | aws which

woul d be conducive to attracting private capital, donestic and foreign.

O her relevant legal instrunments intend to provide a favourable | ega
framework for the settlenment of commercial disputes (UNCI TRAL Model Law on
International Conmmercial Arbitration) or to be used by private parties in
the conduct of dispute settlenent proceedings arising out of their
comercial relationship (UNCITRAL Arbitrati on Rules, UNCI TRAL Conciliation
Rul es, UNCI TRAL Notes on Organi zing Arbitral Proceedings); to nodernize the
domestic government procurenment regime (UNCI TRAL Model Law on Procurenent
of Goods, Construction and Services); or to facilitate the use of nodern
means of conmuni cation in business transactions (UNCI TRAL Model Law on

El ectroni ¢ Commerce).

I X. EUROPEAN UNI ON

61. The European Union (EU) is by far the principal source of FDI in the
central and eastern Europe. The main recipients of EU assistance are States in
the process of accession: Bulgaria, Czech Republic, Estonia, Hungary, Latvia,
Li t huani a, Pol and, Romani a, Sl ovakia and Slovenia (hereafter referred to as
the “accession countries”). The EUis fully aware of the inportance of FDI in
the transition and accessi on processes and consequently supports FDI in a
nunber of ways.



TRADE/ 2000/ 2
page 12

62. In the region of central and eastern Europe, EU Menber States sponsor
many initiatives involving a range of different policy instrunents. This

i ncludes bilateral agreements on pronoting FDI and nmeasures to elimnate
doubl e taxati on.

63. The EU has hel ped to create and activate FDI pronotion offices in the
countries in the region of central and eastern Europe. In view of the |ack of
experience in these countries regarding setting goals and identifying target

i ndustries to attract FDI, the EU has provided assistance in setting up these
strategi es and operational policies.

64. The European Commi ssi on endeavours to coordinate its FDI pronotion
activities with other bilateral or multilateral donors and investors. In this
regard, the Commi ssion signed a Menorandum of Understanding in 1998 with the
Worl d Bank and the EBRD. The European |nvestment Bank (EIB) is also a
cooperating party to the Menorandum The investnents required by accession
countries in central and eastern Europe to assinilate the body of existing
Comunity law (acquis communautaire) will be sizeable. The pre-accession
process will act as a real catalyst to nmobilise funds from various

i nternational financial institutions. This is the rationale behind the
agreenent designed by the European Comri ssion with the EBRD and the World Bank
ai med at strengtheni ng cooperation and facilitating co-financing.

65. In order to become a nenber of the EU, a potential candidate country has
to fulfil the three “Copenhagen criteria” by having:

a denocratic Government which observes the rule of |aw and
protects mnorities

a functioning market econony

the ability to withstand the conpetitive pressures of nenbership
of the EU

There is an additional criterion. The candidate country's public
adm nistration has to be capable of inplenenting and enforcing EU | egi sl ation
i.e. the acquis comunautaire.

66. The current EU priorities for funding in the accession countries are to
i mprove investnent in infrastructure (70 per cent of funds, principally in the
areas of transport, environment and industrial nodernization) and institution-
buil ding (30 per cent of funds) to inprove public, sem-public and regiona

adm ni stration. The PHARE Programe has provi ded assistance of around 1
billion per year and studi es have shown that every euro attracts between 5
and 8 of further investnent, whether fromother official sources or in
private investnent.

67. The maj or recipients of the European Conmi ssion’s assistance are

Governments but it is often in the formof funds which are on-lent (i.e. lent
by Governnent agencies) to the private sector.

a. The PHARE Programe

68. The PHARE Progranme was introduced in 1989. It is the EU s financia
i nstrument devised to support the countries in the region of central and
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eastern Europe in their current transition process. It is also ainmed at
assisting FDI fromthe EU. A large part of the Progranmme’s fund is used for
techni cal assistance, to strengthen denocracy and to help with the

i mpl enmentation of transition policies (support of institutional reforn).

69. In recent years, the focus of assistance has shifted particularly toward
| egi sl ati ve and admi nistrative neasures ained at getting a nmarket economy up
and operating, as well as promoting FDI. Mst of the PHARE funds to date have
been directed towards the support of infrastructure and the private sector

70. The PHARE Progranme offers assistance to all acceding countries. It does
not di stingui sh between the “Luxenbourg group” candi dates (Czech Republi c,
Estoni a, Hungary, Poland and Sl ovenia) and the “Hel sinki group” candi dates
(Bul garia, Latvia, Lithuania, Romania and Sl ovakia).® EU pre-accession

assi stance includes three instrunents fromthe year 2000 with the foll ow ng
annual budgets: PHARE 1.56 billion; the environnental and infrastructure
facility (Ispa) 1.04 billion; and the agriculture and rural devel opnent
facility (Sapard) 0.52 billion

71. In relation to the devel opnent of the private sector in accession
countries, the PHARE Programe supports the creation of an enabling
environnent for enterprise devel opment through projects in business areas such
as: privatization and the restructuring of enterprises; regional and SME

devel opnent; export devel opnment and FDI pronotion; banking and finance;

i nformati on technol ogy and transport.

72. Support fromthe PHARE Programme has been channell ed towards the EU

enl argenent process, with special enphasis on the devel opnment of institutiona

capacity building and investnents aimed at facilitating the integration of the

acqui s conmunautaire. The current major goal of the Programme is to prepare

the acceding countries for full EU nenbership. The Programme has provided over
300 million for the devel opnent of SMEs.

73. The effectiveness of this Programme is scheduled to be increaed by
recent devel opnments in its managenment methods, including:

a focus on projects that are priorities for the inplenentation of
the acqui s comunautaire as scheduled in the accession partnership
having a nore effective spending policy

turning attention to |arger projects

decentralizi ng managenent and shifting it towards the beneficiary
countries

Exanmpl es of successful efforts pronoted by the PHARE Progranme, are the
creation of or support to FDI promotion agencies such as Czechinvest, the
Romani an FDI pronotion agency; and the Ostrava Regi onal Devel opnent Fund which
has i ntroduced the Czech Republic to the concept of regional devel opnent

pl anni ng and which is attracting FDI to high-tech SMEs in the region

3 PHARE al so allocated certain funds in 1999 to non-candi date countries
such as Albania ( 101.5 mllion) and the Former Yugoslav Republic of
Macedonia ( 7 mllion).
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b. The TACI S Progranme

74. The TACI S Progranme is one of the key instruments of the EU for

devel opi ng cooperation with the CI'S. The Progranme hel ps the region to nove
towards denocracy and to devel op capacity to operate in an internationa

mar ket economy environment. The recipients of EU assistance fromthis
Programme are Arnenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyzstan
Mongol i a, Republic of Ml dova, Russia, Tajikistan, Turknenistan, Ukraine and
Uzbeki st an.

75. Recently, the EU has devel oped a new franework for relations with these
countries, known as Partnership and Cooperation Agreenents (PCAs). Each PCA
establishes a strong political econonm c partnership between the EU and the
partner country.

76. Anot her nmaj or devel opnent with inplications for the TACIS Programe was

the formal |aunch of the new round of EU enl argenent process toward the east.

Wth relation to FDI, this may create future changes in trading and investnment
patterns.

c. Exanple: Russia

77. In the Russian Federation the TACIS Programre is nmainly concentrating on
i mproving the FDI climate through the drafting of legislation (tax reform

i nsurance, accounting, bankruptcy, auditing, anti-nonopoly policy), transfer
of know how (through consulting) and training. Conferences and workshops are
al so being organi zed. The Progranme is focused on public institutions, as wel
as private conpani es which are assisted through a network of Enterprise
Support Centers as well as SME devel opment agencies. Assistance is al so
provided to | arge and medi um si zed enterprises through a restructuring
facility and an industrial cooperation initiative. The goal is to assist
conpani es to restructure and noderni ze their managenent and to pronote direct
contacts between industries. The industrial round tables, organized with EU
support serve as conplenents to the above approach. There is also a project to
support the FDI pronmption efforts of the Russian Foreign Pronotion Centers.

78. The TACI S Progranme rather than undertake investnent directly gives
techni cal assistance grants. There is still much scope for further assistance;
in particular, there is an urgent need to develop and to ensure effective

i mpl enentation of the new |l egal framework to inprove the investnent clinmate
and raise investors’ confidence.

X. UNI TED NATI ONS ECONOM C COMM SSI ON FOR EUROPE

79. The United Nations Econonmi ¢ Conmm ssion for Europe (UN ECE) as a regiona
econoni ¢ conm ssion has a special obligation to its 55 nenber States. One of
the principal tasks of the UNVECE is to assist in the integration of centra
and eastern European countries and the CIS into the w der European and

i nternational econony. UN ECE work regarding trade and i nvestnent pronotion is
directly linked to this goal

80. Al nost all the international organizations reviewed in this docunent are
global in their scope. In viewof Iimted resources, nost of themallocate
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priority to the needs of the devel oping countries, especially the |east

devel oped countries. While their programres for countries with economes in
transition are inportant, their primary focus is generally el sewhere. The

UN/ ECE has a unique role to nonitor the interests of the region and to devel op
programmes specifically targeted to its nenbers’ needs. The UN ECE activities
regarding FDI pronotion are severely limted by the small resource base, but

t hrough careful focusing, the UN ECE can significantly add value for the
benefit of its nenmber States.

81. In response to the mandate of its menmber Governnments, the UN ECE has
worked in the area of FDI pronotion for many years. The objective of its work
is to inprove the performance of countries with economes in transition in
attracting FDI

82. Through the activities of its Working Party on International Commercia
and Legal Practice, UN ECE has devel oped conventions, guidelines and

regul ations dealing with FDI. Because of its unique position, the UN ECE
organi zed, in 1997 together with FIAS, a Forumon the Prospects for Pronpoting
Foreign Direct Investnents in the Transition Economies. |International and
regi onal organizations active in pronoting FDI in countries with economes in
transition, the national investnent pronotion agencies fromthe region, as
well as a nunmber of representatives fromthe private sector participated in
the Forum This event, the first of its kind, identified benchmarks of best
practices in investnent pronption and contributed to the establishment and
strengthening of the network anong the participants. In addition, the UN ECE
is a nenber of the World Bank’s d obal Corporate Governance Forum where it
exchanges views and experiences with other participants.

83. Probl ems of trade finance in transition econom es have been one of the
priorities of the Committee for Trade, Industry and Enterprise Devel opnent in
recent years. The secretariat has prepared anal ytical reports on the subject
and organi zed neetings bringing together representatives of the private
sector, CGovernnments and international organizations. At its third session held
in June 1999, the Comrittee wote in its work programme for 1999-2001 that its
activities shall contribute to inproving the ability of enterprises in the
region to develop their trade finance capacities in support of investnment and
trade.

84. In the area of trade finance the secretariat collaborates closely with
the private sector. Currently the UNVECE is preparing a senmi nar on
“Elimnating Obstacles to Efficient Trade Finance in Transition Econoni es:
Practical Aspects” to be held on May 2000 in Riga. This event organized in

col l aboration with the Riga-based Baltic Transit Bank ainms at bringing

t oget her conpanies fromtransition and devel oped nmarket econom es on the one
hand, and governnent officials dealing with trade finance and pronotion, on
the other. It is hoped that the seminar will work out practical solutions to
the existing trade finance probl ens, including new schemes for export finance;
and devel op sonme recommendati ons for governnental bodies concerned.

85. The UN/ ECE has recogni zed expertise in enterprise devel opnent,
especially in the areas of enhancing FDI, creation of enterprises, inprovenent
in their conpetitiveness and the restructuring of industrial sectors. In
recent years, attention has been focussed on hel ping nenber countries,
particularly countries with economies in transition, to establish a clear
predi ctabl e and supportive environnent for industrial and enterprise
activities, as well as on integrating theminto the European and gl oba
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econony. The concrete activities of the UNECE aimat the establishment of an
enabl i ng busi ness environment conducive to FDI and growmh of the private
sector. This is done through the disseni nation of best practice in enterprise
devel opnent and gui del i nes on busi ness devel opnent instrunments (such as

busi ness incubators, technopol es and science parks).

86. The UN/ ECE nenber States with economies in transition have a strong
interest in attracting investnment in the high technol ogy industries associ ated
with the information revolution and the Internet. One of the major barriers to

achieving this goal is the increasing incidence of copying and piracy. |llega
copyi ng di scourages investnent in two ways. Donestic conpani es have | ess
revenue on which to build their business. Foreign conpanies will not invest

where their rights are not properly secured. To tackle this problem the
Working Party on International Conmercial and Legal Practice has established
an Advisory Group on the protection of intellectual property rights for

i nvestment. The newWy established Group, consisting of governnent experts and
representatives of industries affected by weak enforcement, consults with
policy makers on practical ways, training etc. to i nprove enforcenent in

i ndi vidual countries. It also encourages local firnms to make better use of
their own intellectual property and thus to make them nore attractive to

i nvestors.

87. The project “Capacity Building to Inprove Trade Fi nance and | nvest nent
Prospects for the Russian Tinber Sector” aims at inproving the ability of
participating enterprises to obtain trade finance and to attract FDI. The

| onger termobjective is to inprove the trade performance of the Russian
forest sector by contributing specific trade facilitation, export finance and
FDI conponents.

88. The project consists of the followi ng activities:

sust ai nabl e managenent practices for the Russian tinber industry
enterprises

i nproved trade procedures in the tinmber industry

i nnovative trade finance techniques

capacity building for inproved foreign investnent

ti mber port operations

Private sector and government organizations fromthe Russian Federation and
abroad participate actively in the project. The | atest devel opnents in the
project include a “Wrkshop on Sustainabl e Devel opnment and Certification in
the Russian Forest Sector” held in St. Petersburg in Decenber 1999 and a
“Forumon tinmber port logistics” held in Rotterdam February 2000. The project
activities currently focus on sustainabl e devel opnent, timnber port cooperation
and the devel opment of bionass.

89. The UN/ECE has initiated several progranmes to stinmulate FDI in
particul ar sectors of the econony, notably in energy, through its Gas Centre,
in infrastructure, through the Buil d-Operate-Transfer Advisory group (EBRD is
a menber) and in Real Estate, through the Real Estate Advisory Group. Al
these groups and programres undertake consultative meetings with interested
Governments and international organizations, provide help and assistance in
attracting FDI to these sectors and directly involve representatives of the
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private sector. Many | eading conpanies are actively participating in these
advi sory groups.

90. The technical cooperation programme “Pronotion and Devel opnent of a

Mar ket - based Gas I ndustry in Economies in Transition - Gas Centre” was created
in 1994 in response to the needs of transition countries for an efficient
transfer of market-based natural gas policy and know edge. The Centre is
supported by over 30 institutions, mainly the nmgjor oil and gas conpanies
operating in western and eastern Europe and North Anerica. The Gas Centre
provi des assi stance to Governnments and gas industries in transition econonies
to facilitate the inplenmentati on of market-based policies, practices and
principles. It acts as a focal point for the exchange of know how, information
and experience anpng conpani es, institutions and individuals from UN ECE
menber States. It pronotes cooperation and greater convergence and

har nmoni zati on of norms and practices anong participating conpani es and
Governments. One of the ways to transfer know edge is through a programre of
sem nars and conferences focusing on gas industry policy issues, reformand
restructuring, |legal and regul atory neasures, contracting, financial aspects
and FDI in transition countries.

XI'. CONCLUSI ON

91. Countries with econonmies in transition still have an enornous need for
policy advice and technical assistance in order to (a) inprove the nationa
and regional environnents for investnent, including FDI, and (b) attract FDI
in particular to the | east devel oped areas of the region. Even though many

i nternational organizations provide sinmlar types of assistance in the fields
of institution building, the creation of a favourable environment for FDl
(laws and regul ations, information, stable macroeconom c and politica
situation, growing markets), training and data collection, they cooperate to

avoi d duplication of work. Even though there are financial limtations by the
donors and sonetinmes political obstacles in the recipient countries for the
promotion of FDI in the region, all international organizations plan to

continue their activities in this field in the future.

92. There are limts to the possibilities of investnent pronotion and
assistance by international institutions. The FDI needs of the countries with
econonmies in transition are too great for themto rely exclusively on
international institutions’ bilateral aid, the EIB and | oans from
international financial institutions. Action by private investors is crucia

in this respect. A new opportunity for FDI in the regionis in the field of
environnent (ecology), in particular in the countries that are negotiation
full menbership with the EU. However, the private sector needs to find an
attractive business environnment in the region. The UN ECE and ot her

i nternational organizations are, within their mandate and di sposabl e
resources, doing their best to inprove the ‘playing field for the attraction
of FDI on the institutional side. As for the macroecononic stability and
econonic growth (expansion of nmarkets, one of the crucial elements for FDI)
the task largely remains in the hands of national Governnents and their astute
econoni ¢ policies.

93. The Committee for Trade, Industry and Enterprise Devel opnent is invited
to note the contents of this report.
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94. The Committee may wish to consider planning for a future forumon the
promotion of FDI in the UNVECE region in for insurance 2002. This could be
associ ated either with the Commttee session or with the session of the
Working Party on International Conmercial and Legal Practice.
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