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Building a multilateral framework for investment: comparing the
development of trade and investment accords

John M. Kline and Rodney D. Ludema*

Globd policy makers are scrambling to catch up with the expanding role of foreign direct investment
which has outpaced world trade and GNP growth while linking 45,000 parent firms with 280,000
foreign effiliates. No multilatera framework for investment exists, comparableto theinternationd regime
that developed to govern trade rel ations over the past haf century. Asforeign-direct-investment issues
are debated in variousinternational forums, useful comparisons can be drawn between contemporary
multilaterdl framework for investment issuesand the historica devel opment of the Generd Agreement on
Tariffsand Trade. Thisarticle andyseshow the movement from asystem of bilaterd tradetreatiesto an
international trade regime contrasts with the current juxtapostion of the proliferation of over 1,300
bilateral investment treaties with the start of discussions about developing amultilaterd framework on
investment. The andys s discoversimportant Smilarities between these Stuations, especialy regarding
how key trade and foreign-direct-investment principlesfound in bilaterd treeties can serve as potentia

building blocksfor multilatera agreements. Significant differencesaso exis, induding dissmilar politica

contextsfor negatiations, divergent gpplicationsof smilar principlesand theuniquerole being played by
private transnational ©rporations in the cregtion and implementation of foreign-direct-invesment
agreements. These conclusions point towards key issuesthat are driving the remarkabl e expansion of

bilaterd investment treeties and that will shgpe the emerging negatiations on a possible multilaterd

framework on investmen.

Dramatic changes in transnationd busness ae outpacing the established framework of
intergovernmenta agreements that govern globa commerce. The cregtion of the World Trade
Organization (WTO) upgraded the international community's capacity to address many issues, but
critical problems remain on the agenda, including how to extend intergovernmental cooperation over
rgpidly evolving investment rdationships. In response, governments are negotiating an expanding
network of bilatera invesment treaties (BITS), and aso negotiating a Multilateral Agreement on
Investment (MAI) in the Organisation for Economic Co-operation and Development (OECD)
(contempl ated to be completed by mid-1998), whileaWTO working group has opened discussionson
internationd investment issues. The reationship between these bilaterd and multilaterd actions,
however, remains unclear.

This article seeks to address one mgor aspect of the bilaterd/multilaterd rationship, i.e,
whether or how the proliferation of BITs, numbering over 1,300 at the beginning of 1997, may influence
the development of a multilateral framework on investment (MFI). The question is explored by first
examining how bilaterd trade agreements affected thedevel opment of the Generd Agreement on Taiffs
and Trade (GATT): did mogt-favoured-nation (MFN) treatment
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extended through bilaterd trade agreements reach a point where negotiation of an internationa trade
agreement was logical, esser or even inevitable? This historical experience is then compared with

currently evolving scenariosinvolving negotiationson investment issues. Isan MF likdy todevelopina
fashion gmilar to the one in which GATT was crested, in terms of agreed principles, functions,

indtitutions and politica processes?

The results of this comparison show that, smilar to the trade experience, BITs offer a set of
basic principlesuponwhichan MFl could draw. However, important contrastsexist inthedramatically
different negatiating context of the 1990s, the dissmilar domain for the application of investment
principlesand the centra role of transnationa corporations (TNCs) in the formation and implementation
of intergovernmenta foreign-direct-investment (FDI) accords. The comparisons suggest that athough
international cooperation oninvestment issues appearsto be evolving along abroadly smilar channd st
by the previous pattern of internationa trade agreements, these broad similarities conced significant
differencesin both process and substance that will shape possible outcomes. A clearer recognition of
the smilaritiesand differencesmay help inform progresstowardsthe best, mutualy beneficia accord on
internationd invesment.

Trade and investment at the crossr oads

Internationa investment is reshaping the globa economy, expanding faster than trade flows or
world grossdomestic product (GDP). Outward FDI stock reached $3.2 trillionin 1996, linking 45,000
parent firms with 280,000 foreign affiliates (UNCTAD, 19978). Enterprise strategies reflect the
emergence of integrated internationa production systemsthat tietrade and investment decisonsclosdy
together (UNCTAD, 1993). Intra-firm trade among affiliated firms comprises agrowing proportion of
trade flows, accounting for as much as 38 per cent of total exports and 43 per cent of total importsin
some countries (UNCTAD, 19964). Thisexpansion of globdly integrated bus ness operations contrasts
with the traditiona segmentation of government trade and investment policies, and highlightstheabsance
of an international agreement on FDI issues.

Competition for private investment fundsisintensfying as more nations recognize the potentia
benefitsfrom FDI (UNCTAD, 1996a). Legidativereformshave liberdized nationd regulations, while
governments are exploring bilatera and multilateral mechanisms to facilitate FDI flows (UNCTAD,
1994, 19964). Bilatera investment treaties can play a significant role in efforts to create a more
hospitable FDI climate by setting forth agreed principles that establish anecessary if not fully sufficient
policy basis for atracting FDI. The perceived importance of these mechanisms is reflected in their
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