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Longyue Zhao:

Okay, dear Karl, good evening. Ladies, gentlemen, good morning. Thank you very
much for participating in this morning's event. I am Longyue Zhao, a lead university
professor of Guangdong University of Foreign Studies and also the dean of the School
of International Governance Innovation. This is the ninth China high-level lecture series
of international governance organized by the School of International Governance
Innovation. In our school, also have another important program, is a master degree
program in international governance supported by the China Scholarship Council.
Today's main topic is about the investment facilitation for development. Hopefully it is
organized by WTO multilateral framework. We are very happy to have a special guest
from Columbia University, distinguished scholar Dr. Karl Sauvant. Karl is a Resident
Senior Fellow at the Columbia Center on Sustainable Investment (CCSI), an Adjunct
Senior Research Scholar and a lecturer-in-law at Columbia Law School. He is also a
fellow at the Academy of International Business and Honorary Fellow at the European
International Business Academy. He was the Founding Executive Director of Columbia
Center on Sustainable Investment until February 2012. Prior to his time with the CCSI,
he served as the Director of the United Nations Conference on Trade and Development,
the Investment Division. While at the United Nations, he created the prestigious annual
World Investment Report. At the World Investment Report, Karl was the lead author
until 2004. The World Investment Report is very familiar, is very famous now. The role
of international investment is becoming more and more important. But unlike
international trade, there has never been a multilateral agreement on investment. In the
December of 2013, at the ninth World Trade Organization’s Ministerial Conference, the
Agreement on Trade Facilitation was reached. This is the first multilateral trade
agreement reached in the past 25 years since the establishment of the WTO. The

breakthrough of trade facilitation agreement has boosted the confidence of WTO



members. Since then, some experts and scholars begin to consider a similar idea and to
negotiate an investment facilitation agreement. In 2015, the International Center for
Trade and Sustainable Development and the World Economic Forum, jointly proposed
E15 Research Plan, aiming to further strengthen the international trade and investment
system and better adapted to the need of the world to achieve the Sustainable
Development Goals in the 21st century. One of the thematic studies suggested to launch
a multilateral framework in the World Trade Organization to advance negotiations on
trade facilitation for sustainable development. The paper titled by “An International
Support Program for Sustainable Investment Facilitation”. The author is today our
distinguished guest, Dr. Karl Sauvant. As Marion Jason, ITC chief economist, said the
last webinar, Karl is very much the initiator, the brain behind this initiative, on
investment facilitation for sustainable development. Today, it's our great honor to have

our presentation with Dr. Karl. And now I move the floor to Karl. Please, Karl.
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Karl Sauvant:

Well, thank you very much, professor Longyue Zhao, and good morning, ladies
and gentlemen. It's a pleasure and privilege for me to participate in this webinar and to
provide you with introductory remarks about the question of investment facilitation
framework for development in the WTO. I hope that I will not speak too long that we
have time for discussion. But you know, if any issue come up in between during my
presentation, during my introductory remarks, feel free to interrupt me and ask for

clarifications, or elaboration as the case maybe.
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Well, let me begin by just saying a few words about the importance of foreign



direct investment. In other words, investment abroad, that establishes control by a
parent company over its foreign affiliates. Investment flows during the past years have
been well over $1 billion a year. Most of these flows originate still in developed
countries. But developing countries are increasingly becoming sources of foreign direct
investment, as well and as you know better than I do, China is among developing
countries actually, the most important home country and has been that for a couple of
years. Most of the foreign direct investment flows now actually go to developing
countries, somewhat over 50%. Again, China is the single most important developing
country as far as host countries are concerned. Most investment, most foreign direct
investment takes place in the services sector, that has to do with the fact that most
services have to be produced when and where they are consumed. In other words, they
cannot be traded. So that's actually for a little bit of information about the magnitude of
foreign direct investment.
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Clearly, all countries feel that on balance, foreign direct investment makes a
contribution to development, even though foreign direct investment not only has
positive effects, like bringing capital, creating employment, creating exports, bringing
skills, bringing technology and other tangible and intangible assets like that. But foreign
direct investment also has negative effects like crowding out domestic enterprises,
involving transfer prices, which may be to the detriment of the host country, and a
number of other involving restrictive business practice, and a number of effects that are

not necessarily to the advantage of host countries. But on balance, as I mentioned before,



all countries, without exception, consider foreign direct investment on balance as a
positive contribution to their development and therefore seek to attract it. In fact, there
are probably at least 10,000 institutions worldwide at the international and at the sub-
national level that have as part of their mandate to attract foreign investment. Foreign
direct investment is key to economic growth, okay? Foreign direct investment is not
everything, but everything is nothing without foreign direct investment. That’s
background against which we are talking.
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Now there's one more fact, which is important by way of background. And of
course, you know that, that is a the impact of the pandemic. The current pandemic has
had a very substantial effect on investment flows. My estimate is at foreign investment
flows, which were approximately $1.3 billion in 2019, will decrease this year by at least
50%. So, maybe only 700 million or even less 600 million, we have to see. And that of
course, is a serious matter for all countries that seek to investment in order to stimulate
their own economic development, in order to fuel their economic growth. So, the key
challenge actually that we face at the moment this year is to see how can we get
investment flows rising again, preferably to the level of last year and even higher in
order to fuel economic development and growth. Governments will have to help in this
respect, help enterprises to be able to invest not only domestically as they will have to
do, but also internationally. In fact, I will have a Columbia FDI(foreign direct

investment) perspective forthcoming Monday on the idea that the G20 can play a role



in this respective and by the way, if you're interested in receiving that particular text,
it’s only two pages, just send me an email and I'm happy to put you on the mailing list
for that. So, governments will have to play a role in terms of getting investment flows
going again, but the principal burden for increasing investment flows is obviously on
the shoulders of the host countries. And they're the principal determinants, in other
words, the principal factors that determine whether a host country is attractive. Other
factors that need to be influenced by governments.

HATIEE R R EENE 5, RS E R R KRiT. 20
PERE R TR =R T AR E R . AME R BT ER 2019 F48 13 143606,
PAL TSR 2 50% . KL, ASESNERERERAN 714, HEW
REEE/D, A 6 4L, X1 A A Sl BB RIS E 2 5 A e, HESIA PR K
ORGP AR ™R . (AL, SRR H AT IR A B A A e
TGN, RIFRIEREERKT, R, DHsaiig. &EIK
IR LI T3 T R AEAE 35 Bl AR Mh AN BE 6 4% 75 £ [ Y REAT 58, 10 Had ] DA
FEE b EHEATHBE o LB b, BORAE S — AR A R AHE b A E B85 (FDD
HIMLRL, A 2K G20 W R AR5 T AR T, E B — R, SRR HA) S =K%
B, RS, KAWL, RTSRAER TN, FIRREREE. BUF©LH
£ BB IR A I BRI AR 5 (E 3 I B R ) 32 B ST AR AR ]
HIH Lo AT F R RE IR . IR RIGE | AREE R RAWSG] J). BUFA]
PASZ I IX L8 PR 3R

H

N

And there are three important determinants. One and the single most important
determinant are the economic factors, the size of the market, the quality of the
infrastructure, the quality of the science and technology system, the availability of
human resources, skills, the quality of the suppliers, the quality of the communication
system. So, these basic factors are the single most important determinants that actually
decide whether or not foreign direct investment is likely to come to a given country and
one of the reasons that China has been so successful in attracting foreign direct
investment is precisely the economic determinants. Very, very favorable, allow firms to

make a profit. So the first set of FDI determinants are the economic factors. The second



set is the regulatory framework. It's obvious, if regulatory framework does not allow
foreign direct investment, it will not take place. But of course, all countries do allow
foreign direct investment. And then the question becomes, how welcoming is that
regulatory framework? How efficient is the administration? What is allowed in terms
of where foreign companies can invest? How much red tape is there? how much
corruption is there? So, there's a whole set of questions that we lay to the regulatory
framework. And then the third set of determinants is investment promotion. In other
words, what does a country do in terms of actively seeking to attract foreign direct
investment? Pretty much every country has at least a national investment promotion
agency. Many countries have subnational’s, like China, every province has its own
investment promotion agency, even cities have their own Investment Promotion Agency.
As I mentioned before, there may be some 10,000 institutions worldwide that have as
part of their mandate the task to attract investment, foreign investment but also domestic
investment.
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So, these three factors, the economic determinants, the regulatory determinants



and investment promotion are the key factors which determine whether indeed a
country can be successful in terms of attracting foreign direct investment. Now to
improve the economic determinants, the infrastructure, the skills and so on is a long-
term effort. It takes time. It takes a lot of resources, obviously. On the other hand, the
regulatory framework and investment promotion are aspects of the investment
determinants that can be very much influenced by governmental action. And that brings
us to investment facilitation because both improving the regulatory framework,
strengthening the capacity of investment promotion agencies are matters that
governments can control and improve the capacities fairly rapidly. Investment
facilitation as such is nothing new. It was always done by investment promotion
agencies. most investment promotion agencies were established in the 1990s. It was
perhaps not called investment facilitation, it was perhaps called just investment
promotion. And in fact it's very difficult to draw a line, this is investment facilitation
and that is investment promotion. And I think the discussions on that eventually have
subsided precisely because it is so difficult to distinguish what is promotion and what
is facilitation. And in the end, it doesn’t really matter that much except that we know
that for investment facilitation, investment promotion agencies are sort of the focal
point within each country in order to attract, to facilitate, to benefit from foreign direct
investment. So investment facilitation is such as nothing. What is new is the idea that
the issue of investment facilitation is being discussed or is being addressed in an
international context.
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That indeed, there is an effort to establish an investment facilitation framework for
development. I had the honor before of introducing this idea of an investment
facilitation framework, in the context of a working group that was established by CTSD
and was endorsed by a group of experts, consisting of people from government, of
academia, business community, and other stakeholder groups. That was in 2015. In the
meantime, this idea has migrated to all international organizations. UNCTAD is dealing
with facilitation. The World Bank is, the OECD is. But most importantly, the WTO has
picked up the idea of an investment facilitation framework for development to
complement, as professor Longyue has said, the trade facilitation agreement. And there
is a logic in that because trade and investment are really two different sides of the same
coin. And they're tightly interwoven, foreign direct investment leads to trade, trade
leads to foreign direct investment, a good part of international trade takes place in global
value chains, maybe as much as one third of global trade is actually intra-firmtrade,
meaning trade between parent companies and the foreign affiliates or between foreign
affiliates. So trade and investment are closely intertwined. And therefore, the trade
facilitation agreement would really the most effective and efficient if it were
complemented by investment facilitation agreement and vice versa.
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At the same time, if I may just digress a little bit, the idea of dealing with an
investment issue in the WTO 1is controversial. You may know that during the 1990s,
there was an idea to actually negotiate a framework on investment in the WTO. That
was eventually abandoned because of opposition of developing countries that did not
want to have an investment agreement in the WTO. However, investment facilitation
agreement, the idea of an investment facilitation agreement is actually supported and
driven by developing countries and China actually is taking a particular active role in
this respect. I would think partly because China has become an important whole world
investor and from that perspective, it’s particularly interested that the entry of its firms
in other countries is possible and is facilitated.

JRA TR >, 7 T 5 2 ZRAE RS BR 1) R AR e A S R o AR AT BEJHIE
£ 20 tE20 90 EAR, &AWL T/ WTO gt % B HEARBEAT IR A AR . i TR
Ji& o [E 5 A AEAE WTO Hrik AR B Uh s 5eoxt, X — ik Ao s 2R, &
BRI T R AR S H i Je v [ SRS AN HE ST 1, o [ AR 7 T I 4
AR B EINE S o FAA R R B2 [ E 2 BN — A AR BRI 5T, M
EAAEERE, o ERR AR E A F 2 B R A E R () Hid iz
EAEF]

The idea is therefore a technical framework on investment facilitation, a
framework that does not deal with issues of protection or investor-state dispute
settlement or the question of market access, but rather a technical agreement that says
whatever policies you have, that’s your business. but let's make sure that within that
framework you are actually as efficient as possible in terms of implementing your

policies with a view towards facilitating the flow of foreign investment for development.



so that idea, as I mentioned, was picked up in the WTO. It led to structured discussions
and in December of last year, it was decided to move from structured discussions to
negotiations. The negotiations were supposed to start in March, but because of the
COVID-19 crisis, the actual beginning of in person negotiations has not yet taken place.
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There is a consolidated text. A number of countries have submitted proposals to
the members of the WTO and its plan to have an exchange of information between
delegates in order to get the process started. And parallel to that, by the way, the
International Trade Centre (ITC), it's a daughter of the WTO and UNCTAD, together
with the German Development Institute (DIE), is undertaking a project which I'm also
very much involved in helping the negotiators in the WTO to deal with the range of
issues that has to do with investment facilitation. One of sort of some of the very
practical measures that we could think about what are some of the systemic issues that
one has to think about in terms of creating such a framework, how to integrate such a
framework into the WTO rule book and the whole set of issues.
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Of course the discussions and the negotiations are being made a bit complicated
by the fact that not all members of the WTO are supporting this exercise, so actually
the structured discussions and the negotiations are taking place really among a number
of members only. In fact, 101 members out of the 164 members of the WTO have
actually signed up to these negotiations. Some of the others signed in the room, but they
are not necessarily actively participating. So the outcome of the negotiations is still
open. “Is it going to be a real multilateral framework, or is it going to be a plurilateral
framework?” may open to others. So the idea is to have for the next ministerial meeting
conference of the WTO, which may take place in June of next year to have some of the
main elements of a framework in place. So that's basically the context and where we
stand as far as the negotiations and the discussions have concerned.
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And let me say a few words about what would be in an investment facilitation
for development. At the moment the focus is on such topics as transparency and
predictability of the regulatory framework, remember? One set of the FDI determinants
like publication and the availability of measures, publication of relevant information,
information available through the internet, advanced opportunity to comment on
proposed measures, inquiry points where can foreign investors learn about investment
opportunities in a country, and things like that. So (it) is a whole set of transparency
and predictability. Then there is another set of also technical, very technical measures
as you can hear that has to do with streamlining and speeding up administrative
procedures and requirements. This involves reduction and simplification of

administrative procedures and documentation requirements, application of time frames,



time periods, acceptance of copies of documents, instead of the original documents,
treatment of incomplete rejection of application, fees and charges and so on, so a whole
set of very, very technical measures that need to be considered. Then there is another
section that deals with contact points, focal points, ombudspersons, sort of type of
mechanisms of arrangements to enhance domestic coordination and cross-border
cooperation, so a (whole) the idea of a national investment committee.
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So there is a number of very, very practical considerations that are being addressed
in this particular framework. Now, all of these measures, as you could hear, are focused
very much on the facilitation of incoming investment by host countries, so the burden
is really on host countries, and it raises immediately two questions. The first one is:
why would an investment facilitation agreement only focus about facilitation measures
by host countries? why not also on facilitation measures by home countries, in other
words, the countries in which companies originate that invest abroad. And that question
is not unimportant, because quite a number of countries, all developed countries, but
also a number of developing countries, including China, have policies in place to
support their outward investors.
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This can be the provision of information to their firms investing abroad. It can
involve financial advantages; it can involve fiscal advantages; it can involve the
provision of political risk insurance and so on, and so on. In fact, China has even a
formal “going out” strategy as far as FDI is concerned. So one could easily ask the
question: well, why not include an investment facilitation framework also a provision
that asked for transparency of home country measures? You know, the words that home
country measures, too, make available in electronic form or whatever. What kind of
measures they have in place in order to support the outward investors that would be
helpful to outward investors, in particular, the many small and medium sized enterprises
(SMESs) that invest abroad. And in all countries, there are quite a number in the tens of
thousands of small and medium sized enterprises that are investing abroad, and that,
therefore, would benefit from facilitating from having transparency, not only as to what
host countries do, but also what home countries do in respect to outward investment.
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So one additional adversity of an agreement could be home countries, at least as
far as transparency of home country measures as concerned. And of course, you could
also raise the question: why not encourage investors, in other words, multinational
enterprises to be transparent about what they do. Many enterprises, and especially all

the big multinational enterprises have their own corporate social responsibility



statement, so why not actually give these enterprises the opportunity to make their
corporate social responsibility statements known to the world, including to host
countries which therefore would know more and learn more about what the foreign
investors coming to their countries are actually doing and promise to do, and promise
to contribute to the country. So that's one big question when we talk about the coverage
of an investment facilitation framework. Why should it focus only on host countries,
why not at least also obligations for home countries and perhaps even for multinational
enterprises and it has a political component to it, because if there are obligations not
only for host countries but also for home countries, it would introduce a bit of balance
in terms of obligations, because host country overwhelmingly in this context, are
developing countries, while home countries are overwhelmingly, not only but
overwhelmingly developed countries. So that's one set of questions.
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The other question, which is very important and which is really in some ways
crucial to a, possibly, investment facilitation framework and its credibility is that the
frames of this idea in the WTO have explicitly spoken not only about facilitating foreign
direct investment flows, but they also have indicated a purpose for which investment
flows should be facilitated, namely for development. In other words, the full name of
the exercise in the WTO is “an investment facilitation framework for development”. So

one would think that all measures that go into such a framework are being tested if you



wish, against the objective of for development. Does it contribute to development? well,
as I said at the beginning, all investment, an investment is necessary in order to advance
development, in order to bring about growth. All investment is necessary for that. So
facilitating investment (in and) by itself, you could argue: does (it) indeed or increase
the flow of investment? Does (it) contribute to development? And that's perfectly fine.
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The question is whether one could do more than just look and wait for the
automatic benefits that are associated with investment and investment flows. The
automatic benefits include, for example, the jobs are being created, right? If a new
company is established, jobs are being created. And there may be a number of other,
and there are, a number of other benefits that are automatically associated with
investment, but that doesn't answer the question whether this is really the most that an
investment can contribute to the development of a host country, so the issue becomes
really to see how could the development impact of investment being increased, so that
you eventually get investment that is not only commercially viable, because that's the
basis. It’s not only commercially viable, but also makes a reasonable contribution to the
economic, social and environmental development of host countries, and takes place in
fair, clear governance mechanisms. And that's what I would call sustainable FDI,
investment that is commercially viable but makes a reasonable contribution to the
economic, social and environmental development of host countries, and takes place in

the context of fair government mechanisms.
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So we are talking now about investment, the effect(s) of which go beyond the
automatic effects associated with an investment. We are talking now about making it
additional effort on the parts of investors to contribute to the development of the host
countries, while remaining commercially viable. And what can probably distinguish in
this respect, two basic approaches, how an extra effort could be made. The first one is
that one focuses on a number of concrete measures and they are not yet reflected in the
draft text of the investment facilitation agreement, but I hope that they will find their
way into the text. A number of concrete measures that directly contribute to the

development of host countries.
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Let me mention perhaps three examples. The first one is linkages, linkages
between foreign affiliates in a country and domestic firms, and these are particularly
backward linkages. In other words, they involve suppliers, domestic firms that become
suppliers to foreign affiliate. For example, if a firm has a affiliate in china, it can source

its inputs, may be not all of them, but certainly inputs from domestic firms assuming



that the quality and the price is right. And of course, that means that the domestic firm
will learn from the foreign affiliate in terms of what are the standards it has to meet,
how to produce, to be very efficient, cost-effective, things like that. So linkages between
foreign affiliates and domestic firms are really one of the single most important avenues
through which the tangible and intangible assets of foreign affiliates are being
transferred to domestic firms, and thereby help to strengthen and develop the domestic
enterprise sector. (So as far) And of course, it makes it easier for foreign firms to
establish themselves because they can have local suppliers that produce the proper
quality and price. They become less dependent on supply chains, which can be
disrupted as we can see right now. So linkage is only example of an investment
facilitation measure that makes a direct contribution to development. So linkage is an
example of investment facilitation measure that makes a direct contribution to
development. You could also think about impact assessment, especially for big projects.
Each big project, particularly in extractive industries, can have a tremendous impact on
the host country, economic, social, environmental. So impact assessment could be very
important with, of course, the implication being how do you mediate any negative
impact, how can you reduce any negative impact. And the 3rd example is incentives, or
smart incentives, in other words, not just incentives to attract the investment, but rather
to attract investment that makes a particular contribution to the host country, for
example, by engaging in training more people than it really needs, to help develop
domestic suppliers, things like that. So one could imagine about a whole number of
measures that would increase the development impact of foreign direct investment. So
that's one set.
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Another set of measures, or considerations that would increase development
impact of an investment facilitation agreement is to ask investors to observe not only
their own corporate social responsibility statements and commitments, but also certain
internationally agreed standards of responsible business practices, of which some are
very well-known, like the UN Guiding Principle on Human Rights, or the ILO Tripartite
Declaration on Multinational Enterprises or the OECD Guidelines, promote
international enterprises which actually also cover economic issues, not only human
rights, social issues and environmental issues, but economic development issues like
transfer technology. So one could ask firms to make a commitment to observe this. Now,
both of these, of course, involve extra efforts of investors and you could, of course, say
if an investor makes an extra effort, additional effort to contribute to the development
of the host country, it should also have extra benefits. That would only make sense, and
would only be fair. So investment facilitation agreement as it stands now foresees
certain benefits for all investors, like, for example, financial easier administrative
procedures and things like that. So one could think about creating some extra benefits
for investors that make an extra effort to contribute to the development of host countries.
And such extra benefits could, for instance, be lower fees, or perhaps most importantly,

helping them to establish domestic linkages so that they become independent on their



supply chains or perhaps most importantly, one could think that investment promotion
agencies assign special dedicated case officers to investors that qualify as investors that
make special contribution to the country.
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And we have developed this concept of the recognized sustainable investor, which
are indeed investors that make extra efforts in terms of specific concrete measures, like
creating linkages, and that recognize, for example, corporate social responsibility
statements and recognize sponsor business practices that have been agreed
internationally. So these recognized sustainable investors would therefore not only
make extra efforts, but would also get extra benefits for undertaking, for their
contributions to the host country. And these benefits are not only concrete as I
mentioned that you might have a case officer that is directly responsible for you. But it
also would have a certain reputation of value. You would be labelled as recognized
sustainable investor, for the big companies, that is not an unimportant reward they want.
In any case, it's all geared towards increasing the development impact of foreign direct

investment to go beyond what actually automatically takes place.
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So let me finally turn to the question—what would be the value added on the
foreign investment facilitation framework? Because most of the things which I
mentioned, and everything which is in the draft agreement could actually be done by
countries individually, you don't need an international investment framework for that.
Well, I mean, I think the key here is that one of the benefits, one of the value added is
that the investment facilitation framework could actually become a tool for facilitating
not only more investment, but also more sustainable investment, in other words, as I
said before, investment commercially viable makes particular contribution to the host
country. So that would be one. Another factor is, another value added is such a
framework by identifying various measures, actually establishes an inventory of
measures and a benchmark for good practices among countries. And that is an important
thing, especially if you would have an investment facilitation committee in the WTO
where you could exchange experiences and where you could compare best practices
and related type of measures. So the second value added would be to establish an
inventory and a benchmark of good practices. The third benefit is to help domestic
reforms. In many countries, obviously, you have various groups of companies that have
different interests, and some of them may not welcome foreign direct investment
because it increases competition. So in those cases, a government having the argument
that we have signed up to a multilateral framework and it requires us to implement the
following five measures or whatever, actually has a stronger hand vis-a-vis domestic

opponents of reform in order to move forward, and in order to introduce better practices,



so this is an argument which is of great importance in many countries.
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And finally, and the last item I want to mention, it's a more important one, is
technical assistance. Any investment facilitation framework for development being
negotiated at the WTO, I think, really needs to have a strong technical assistance
component. And this technical assistance requirement, for example, start already now,
what do I mean by that? Once negotiations actually start, hopefully this form, the
delegates in Geneva will sit down and negotiate. Developed countries can afford to send
negotiators from the capital who know very well what the issues are. But many
developing countries, and in particular the poorest among developing countries simply
don't have the resources in order to send their experts to Geneva in order to participate
in the negotiations. It’s a simple fact, they don’t have the travel fund, they don't have
the funds for hotel, whatever it takes. So the idea is to establish a small trust fund, a
million, a million and a half dollars in order to put developing countries, in particular,

the least developed countries in a position to send their experts from capitals to Geneva



and to participate, make an active input into the negotiations and help shape the result
of the negotiations, in other words, the nature of their agreement.
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And of course, that would not only increase legitimacy of an agreement because it
was negotiated with the full participation of developing countries, not only the big boys
of, you know, the European Union, Canada, China, Brazil, but also representatives of
developing countries at all levels of development. And of course, at the same time, it
would build capacity in host countries to be able to implement a framework, because
you have now people who understand what has been negotiated. And it would also, if
you want, increase the likelihood of support by capitals, by developing countries to
support the negotiations and bring it to a fruitful conclusion. So that's one part of
technical assistance which starts right now, equally important or more important part of
technical assistance would be to provide help to developing countries to implement
whatever has been agreed upon because many of the measures establish an electronic
window or, you know, things like that, having an onboard person that helps to mitigate
conflicts, require resources and many developing countries, in particular, the least
developed countries, simply don’t have these resources because they have other
priorities, particularly now, with health issues in particular strong and hard at the
forefront of concerns of countries. So technical assistance has to be part of an

investment facilitation agreement and, you know, all countries should certainly support



that.
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So that would be, these are sort of the main factors of value added of a multilateral
framework, because the downside from the perspective of some countries is that they
are committing themselves to do something and they could create potential problems if
they are not doing what they commit themselves to. Technical assistance is needed to
negotiate the framework and to implement it. And my conclusion is to come back to
what I said at the beginning, investment flows, foreign direct investment flows this year
are going to drop, in my opinion, at least 50%. This is a major issue for countries, in
particular developing countries. We have to make an extra effort to get these flows
growing again, and part of this effort could be an investment facilitation framework for
development. So that's why the negotiations in the WTO of such a framework, I think,
deserve our full support, and our hope is that it will be brought to a successful
conclusion. Thank you very much for your attention. I’ve spoken a little bit longer than
I had intended. But thank you for your patience in terms of listening to me.

XL 2 AIUAE SR BT I A B ZARIL, AN E KA RS, A
A — T B AR — 28 5%, an A IAS AT AT 7 v, SERT e 7k 4 —
5E PRI S o HE BRI RN STt 0 75 B ROR TR By, A E5 0 Rl B IR BTT IR UL N 2



PRRETE, RN, SERIREERFTRESED 50%UE, XXEE
HRRHE, WRREPEFRUEERMMN. RAIVEME ESE HHSHRFEFREK,
X5 A —H R B REAAR R RIER, KR A ARINAEHE—
MERERBATE S 3R, BAITHERTHAERKHE RIS BTy . 4FH &
WIRS, IR S LU [A) 228, (BRI RS W B e «

Longyue Zhao:

Thank you, Karl, for your excellent presentation. And regarding to the value added
by the Investment Facilitation for Development, I also think the point is the procedure
for this negotiation, in fact, make a great contribution for the developing countries on
how to improve their policies and investment promotions, and how to attract the foreign
direct investment. So this is a procedure, but also a great contribution. OK, thank you,
Karl. About your presentation, if I may summarize it, maybe I would use two words,
one is very “broad”, and the other one is very “concrete”. For “broad”, you give us a
general picture from the beginning, very broad background for the investment, the
importance role foreign investment has played, and also the bigger, broad background
for the host countries on how to improve their situation, how to attract foreign
investment (to come in).
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And for “concrete”, you give us very concrete presentation on the current
consideration supported for this negotiation is divided into three aspects: transparency
(and predictability), streamlining and speeding up administrative procedures and

requirements, and national investment committee. . And also very concrete for this



negotiation, what we should consider, how to evaluate the impact by this investment
facilitation for development, at last, you also give a very concrete analysis for the
current situation: what the developing country face in this negotiation—this negotiation
is very important for the developing country, however, developing countries are also
facing a lot of difficulties to fully participate in this negotiation.
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This is a very nice presentation and we’ve learned a lot. Now we open the floor
for the audience, if they have any question, please send me the question so that I can
read them to Karl and then he can answer your questions. Now, I want to tell Karl about
our audience. We have another two main online platforms: one is bilibili (IFEREIERE in
Chinese) , on which about 800 audience are watching our presentation; another one is
the knowledge net(%1/™ in Chiese), on which about 200 audience are watching the
online presentation. So over 1000 audience are participating so far. Now we welcome
the questions.
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Part 4 Q&A

Professor Zhao: I justreceive some of the questions from the audience. They are very
interested in the participation by the developing countries, especially some of the bigger
developing countries like China and Brazil. What role do you think they can play in this
investment facilitation negotiation?
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Karl P. Sauvant: Well let me first clarify one thing which I should have said before.
Both China and Brazil are very strong supporters of such an agreement. In fact, the
project which I'm involved and which is being undertaken by International Trade
Center and the German Development Institute is being supported by the Chinese
government. It reflected strong support. India is sitting at the moment little bit on the
defense against. And South Africa is also against. These are sort of the only two
outspoken critics. So the implication to your question is, obviously, those who support
the negotiations, as I mentioned, 101 countries have signed up to them. They should
really try to influence those who are not yet supporting the negotiations to support, that
is important. But beyond that, I think the single most important thing, that needs to be
done by China, by Brazil and by others, by developing countries, is to put forward their
concrete suggestions as to what should go into the text of an agreement, what should
be the provisions, and in particular, what kind of provision should be in the agreement
that not only facilitate investment flows, but also increase the benefits of flows for all
countries particularly for developing countries. So I think this is one of the single
biggest contributions that developing countries can make. The discussions are under
way. The negotiations are under way at the moment, therefore concrete inputs,
including from China before the negotiators, there ought to be more. There ought to be

very concrete input as to what specifically should be done, like encouraging linkages



between foreign affiliates and domestic firms or having smart incentives and so on. So
I think that's also, by the way, an institution like yours comes in, or academia in general
that you provide ideas to your negotiators in Beijing as to what they could consider, and
perhaps propose to the structure discussions very specifically. And of course, in my
opinion, you might want to encourage your government to actually support the idea of
a trust fund that would help representatives of foreign countries to participate in the
negotiations and bring in their own proposals and their own ideas. So I think that would
be very specific avenues one could pursue in order to move the negotiation forward.
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Professor Zhao: Thanks Karl. Can I further focus on this question. You said the China
and Brazil is very supportive of this negotiation. However, India and South Africa is
not very active. What do they worry about? And do they have any other special

consideration?
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Karl P. Sauvant:

Very good question. Difficult to answer. In the case of India, from what I understand,
there are two ministries, the authority to instruct the Indian representative in the WTO.
One ministry is supporting the negotiations. The other one not. It’s not quite clear why.
In the case of South Africa, it’s very difficult to say. My guess is, this is a guess, that
both in the case of India and in the case of South Africa, the feeling is whatever you
can do to facilitate investment, you can do on your own. That's true. So why should we
go to a multilateral agreement that might tie our hands, or that might say that you should
certain things, and if we don't do it, we get into difficulties. So these may be
considerations. And there is a broader consideration that glue to it. Both countries are
very against bringing investment into the WTO. So in the mid 1990s, the issue of
negotiating investment in the WTO was actually put on the agenda. These two countries,
India and South Africa, played an important role in terms of saying no, investment
should not be dealt with in the WTO, and eventually they succeeded in stopping all
negotiations on the investment framework. So there may be a broader political
consideration for these two big countries not to have investment in the WTO. It also
partly explains that the negotiations today focus only on very technical issues and other
difficult issues of market access, investor state dispute settlement and protection of
investment are explicitly excluded form negotiations.
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Professor Zhao: Thank you, Karl. You mentioned there are, in fact, more questions.
One is about the trade regulation or trade governance, and the investment governance.
How to identify these two governors? Because you said some countries they think
WTO is the organization that should only focus on the trade regulation, not to contact
the investment. However, as you cite in your presentation, trade and investment, they
are the two sides of one coin. So they cannot (be) separated by each other. So this
governance is very important. How to combine these two governors on the one
organization? Do you have any suggestions for this issue?
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Karl P. Sauvant: You know when the GATT was established immediately after World
War 11, the only important or the most important international economic transaction was
trade. So the GATT and subsequent WTO focus on trade. However, already as the result
of the Uruguay Round, the scope of, in this case, WTO always extended to, for example,
the intellectual property rights. That's why we have TRIPS Agreement, so I would agree
entirely with the question that it's now time to expand the coverage of the WTO also to
investment, because I think investment now is more important than trade in bringing

goods and services to foreign markets. Much more important than trade. I mean the



production of foreign affiliate in foreign markets is higher than the volume of world
exports, something like 24 to 30 trillion. So it would only make sense to have these
issues all under the roof of the WTO. And this is pointed out earlier that the investment
facilitation would actually complement the trade facilitation agreement, vice versa. We
should also keep in mind that actually investment is actually covered to certain extent
in the WTO namely through the GATS (General Agreement of Trade in Services).
Because GATS this agreement covers also foreign direct investment in services, and
foreign direct investment in services, as I said in the beginning of my introductory
remark, probably accounts for about two thirds of all foreign investment. So to some
extent the investment is already in the WTO, an important part of the investment is in
the WTO. So I guess what we need to see is how can we overcome the conservative
resistance (that) are focusing on only the trade issues and indeed try to bring investment,
at least technical aspect of investment facilitation into the WTO. And maybe it’s part of
a reform package for a new WTO, because obviously reforms will be needed. Perhaps
it might make sense to see to what extent part of that reform could be to bring at least
certain technical issues related to investment into the WTO.
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Professor Zhao: Thank you, Karl. There comes another question that you also
mentioned before. It's about protecting the interest of the foreign investor because if
you can improve the situation or even more strong protections for the investor’s interest,
that will definitely facilitate the foreign direct investment. However, this negotiation,
the investment facilitation for development negotiation didn’t include these issues.
What's your consideration? Why not include this topic?
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Karl P. Sauvant: Well, let me let me answer on two levels. The first one is, let me
refer back to my presentation of the investment determinants. And I said that the
economic determinants are the single most important determinant for investment. Or to
put it differently, if the economic determinants are not favorable, in other words, if a
company cannot make a profit, then investment will not take place, regardless how
good for regulatory framework is, regardless how good investment promotion is. So it’s
really the economic determinants which are keys. But at the same time as I said before,
the regulatory framework and investment promotion can make a contribution. And it's
conceivable that if you strengthen protection of investors that would contribute to the
confidence of investors to invest in a particular country. That’s fine, but it’s not the main
reason. The main reason for a company is not to get protection, the main reason is to
make a profit. The protection can help. Now, why is it not included? Because protection
is controversial. It’s very controversial because it is connected with investor state

dispute settlement of which we have now over a thousand cases. Some of which can be



very expensive for host countries, can go into the billions of dollars. So they are highly
controversial. And if you combine that with your position of countries to deal with
investment in the WTO in the first step, even small technical issues, then trying to bring
in protection, investor state dispute settlement, market access all into the WTO at the
same time, simply would be a recipe for not being able to move forward. So that’s why
developing countries explicitly have said, let’s not deal in the context of investment
facilitation, let’s not deal with market access, let’s not deal with protection, let’s not
deal with investor state dispute settlement. It’s simply a decision of saying what would
be possible. And if anything is possible, it would be just something that is very narrowly
focused on investment facilitation. So it’s a political decision.
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Professor Zhao: Thank you, Karl. Some audience asked a question why the United

States is not very interested (in) this investment facilitation negotiation. You are from



the United States. Can you can give us any background what the United States’
consideration is?
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Karl P. Sauvant: Actually I’'m not from the United States, I’'m from Germany. And I
live in New York, but you're absolutely right. The US is not participating. The US is
sitting in the structured discussion, but it is not supporting the structure discussion and
it’s also not opposing it. So it’s sitting on the fence. And it’s against the entire history
of past policies of the US. Because in the past, the US was always very supportive on
investment facilitation, so that’s basically not the typical position of US. Why is it
against it? Well, as you know, for President Trump, the primary objective is America
First, is creating jobs in the United States. Output investment is seen as creating jobs
abroad, therefore to facilitate is not in the interests of the United Sates. And therefore,
I would think the country is not participating actively in the negotiations so far. It may
change in the future. But at the moment the US is not participating. Not for it and not
against it.
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Professor Zhao: Do you think the United States have another broad consideration to
totally to change the WTO or to reform the WTO? Do you have any information to

tell us?
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Karl P. Sauvant: No, I mean it’s well known that the US wants to reform the WTO
and in particular, the dispute settlement mechanism, it has a good set of understanding.
I don’t think the discussions of investment facilitation play any big role in the context
of this particular considerations. I think some other issues like dispute settlement, like
special and differential treatment and things like that are the main factors influencing
that particular position. But I’'m not aware that investment facilitation as such plays a
major role in the efforts of the US to reform the WTO. And by the way, there are also
other countries that want to reform the WTO including European countries.
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Professor Zhao: OK. Thank you, Karl. Another news is just yesterday afternoon, the
Director General (DG) of World Trade Organization, because of the personal reasons,
he wants to resign one year before his term. And he also gave a speech at the focus of
his thinking, like to give his successor, the new DG enough time to prepare the 12th
Ministerial Conference and also to think about the reform of the World Trade
Organization. Do you think there are any other reasons? And what will affect the new
round of WTO reform?
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Karl P. Sauvant: Ihave absolutely no clue whether there are any other reasons, at least
I’'m not aware of any reasons. I think his resignation, the announcement of his
resignation at the end of August came as a surprise to many people, at least I would
include myself in that. I don't think it's a very fortunate moment that he is making this
announcement, that he is resigning because precisely because the WTO is in a difficult
situation at the moment. It might have been better to have in stay, and try to steer the
process as far as you can and as long as you can. The implication will be that you have
a caretaker to be the general. And that does not necessarily strengthen the position of
the WTO secretariat, because I cannot imagine that members will very quickly agree
on a new director general taking over on September one. But you never know. But |
doubt it.
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Professor Zhao: Yeah, I think this new situation may will affect our investment
facilitation negotiation, because most member countries now will focus on the selection
for the new DG, maybe in the short time, because if he steps down by the August 31.
Then the new DG will have to be found before September. It is very difficult.
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Karl P. Sauvant: Yeah. Very difficult. But I'm not yet convinced that it will affect the
investment facilitation discussions because the selection of the DG is pretty high
political process, and the people who are negotiating the investment facilitation
framework are really at a technical level. They are not the ones who will be deciding
who will be the next DG. Yes, the focus of the high-level institution will probably shift.
But I'm not sure to what extent it will actually influence the actual negotiations. At the
moment that much much much much more serious factor is COVID-19, which prevents
people from sitting down together and to start negotiations. So far, it has not been agreed
that you can do negotiations online, you will have exchange of information, maybe
explanations of positions, but you won’t have any negotiations. I think the much more
serious factor is not what is happening at the level of the DG, is what happens at the
level of the ability of people to meet and actually negotiate, and to get people from
capitals to come to Geneva to negotiate.
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Professor Zhao: Thank you, Karl. Another question is about China. You know China
has always supported the multilateral trading system as well as very supported the
current situation of the negotiations for multilateral framework to facilitate the
investment. During the 2017 Ministerial Conference, China had breakfast with other 70
ministers of member countries together to support have the declaration, to support this
negotiation. Do you have any suggestions for China? How to move forward and what

(role) China can play (in) and (what) contribute do to this multilateral framework?
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Karl P. Sauvant: Well I mentioned already that the support Chinese giving to the
project of the International Trade Center and the German Development Institute to
make an input into the negotiations by bringing together experts from across the world
to deal with specific issues related to investment facilitation framework. You also have
another group, which we called the commentary group, that actually provides input
from investment promotion agency and business sector. We have general webinar series
that tries to find, to get input from stakeholders in general. So this is thanks to the
support of China. Now, beyond that, I think, the key contributions that China could
make is by submitting more concrete proposals that advance the development
dimension, like the idea of a responsible, sustainable investor, like ideas of very
concrete measures, like the idea of corporate social responsibilities as a statement. You
know, Brazil is very strong support of corporate social responsibilities. A provision in
the agreement might be very helpful perhaps if China could join that particular support.
And then as I mentioned earlier, you know, by helping other developing countries to be
able to send their experts to Geneva. So if the idea of the trust fund for negotiators
becomes more concrete, | think it would be very desirable, if China would contribute
to it. Maybe you could suggest it to the authorities in Beijing.
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Professor Zhao: Thank you. I think there is a last question (that) is about what you
mentioned that they hope Chinese government can provide more concrete suggestions
and proposal for this negotiation. I think that needs more and more institute and scholars
working for these issues. Our school is very interested (in) following and working
together with your institute and follow your ideas and the contributions to working
together, to study these issues and hopefully (to) write some suggestions for Chinese
government and all the other institutes. So can you give us some suggestions? Any
channel that we can promote our cooperation?
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Karl P. Sauvant: Maybe this is some think we should sort of discuss bilaterally offline
and see what could be done. We have put together what we call an inventory of
investment facilitation measures. Not only contain measures, but also concrete
formulations for actual articles. One could perhaps discuss at one point which of these
maybe of potential interest to the government of China and perhaps we could introduce

those in the discussions. So it’s a possibility we should certainly consider.
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Professor Zhao: Okay, thank you, Karl. I think this difficult situation really negatively
affected our social economy as other (aspects). However, I think it also brings new
situation for our scholars, for the countries to think about the after the COVD-19. Where
the globalization will go? What contribution can we make before the new round
globalization? I appreciate your work to push forward this multilateral framework to
facilitate investment for development very much. We hope in the near future, after this
COVID-19, we invite you to China, we can discuss face to face. And we are very
interested in continuing our close cooperation online and offline. On behalf of the
participants, thank you so much. And I also tell you there is over 1000 participants
watching live and this program are also recorded and they can replay to rewatch our
program. Thank you very much to give the highly appreciation and looking forward to
meet you again. Thank you Karl and enjoy your evening.
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Karl P. Sauvant: So thank you. Thank you very much for the opportunity. And thank
you also for the very interesting questions. And as you said, let's see how we can move

this forward together. Thanks, everybody.
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Professor Zhao: Thank you Karl. Thank you, everybody. Bye.
R WHEIR, RR. BHEIERS. B

Karl P. Sauvant: Bye Bye.
RIR-BEICRE: L.



