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APPROACHING THE NEXT FRONTIER FOR TRADE IN SERVICES:
LIBERALIZATION OF INTERNATIONAL INVESTMENT

International investment liberalization has been
described as having the potential to “umleash
enormous new opportunities for growth and
prosperity in developing and developed countries
alike”” In recognition of this potential, ministers
from the 25-member Organization for Economic
Cooperation and Development (OECD) voted on
May 23, 1995, to sponsor negotiations to reach a
multilateral agreement on international investment
(MALI) within two years.” The stated objective of the
MAL is to establish a broad, multilateral framework
for international investment that would set high
standards for liberal investment policies, provide
effective protection of investments, and create a
credible dispute-settlement mechanism.

Efforts to liberalize international investment
have a long history, dating to the late 1940s with the
formation of the Organization for European
Economic Cooperation (OEEC), which became the
OECD in 19613 International codes established
under the auspices of these organizations contributed
substantially to the elimination of most restrictions
on payments between OECD countries and to the
easing of restrictions on capital flows.* The
principles established by the OECD codes have been
incorporated in subsequent trade agreements. For
example, the North American Free Trade Agreement
(NAFTA) provided for the removal of significant
barriers to investment, established a dispute-

! Sir Leon Brittan, “Investment Liberalization: The
Next Great Boost to the World Economy,” Transnational
Corporations, vol. 4, no. 1 (April 1995), p. 1.

2 U.S. Department of State cable, “Paris 12422 1995
OECD Ministerial Communique,” May 23, 1995.

3 OECD, Introduction to the OECD Codes of
Liberalisation (Paris, 1987) pp. 9-10.

¢ Members of the OEEC established the Code of
Liberalisation of Trade in 1950, which was intended to
facilitate the flow of trade and related payments. In 1961,
this code was expanded to encompass trade in services and
capital movements by the establishment of the Codes of
Liberalisation of Current Invisible Operations and of
Capital Movements. Ibid., pp. 9-10 and pp. 16-18.

settlement process, and guaranteed investor
protection.’ Similarly, the GATT Uruguay Round
concluded an Agreement on Trade-Related
Investment Measures (TRIMS) that prohibits the
imposition of local content requirements and trade or
foreign exchange balancing requirements.® The
Uruguay Round also developed the General
Agreement on Trade in Services (GATS), which
committed signatory countries to permit direct
investment by foreign service firms for the purpose
of establishing a commercial presence, subject to
defined exceptions.’

Despite these efforts, investment issues are not
covered comprehensively, and investment rules are
not fully enforceable on a multilateral basis. For
example, the NAFTA provides fairly comprehensive
coverage of investment concerns, but the agreement
only applies to the United States, Canada, and

Mexico. The Uruguay Round encompasses many

more countries than the NAFTA, but the level of
coverage is not nearly as comprehensive. For this
reason, trade ministers perceive a comprehensive
multilateral agreement on investment as the next
frontier for international trade negotiations. Such an
agreement ideally would reduce uncertainty and
improve the flow of investment capital around the

5 Richard Harmsen and Michael Leidy, “Regional
Trading Arrangements,” ch. in International Trade
Policies, the Uruguay Round and Beyond, Volume II
Background Papers. (Washington: International Monetary
Fund, 1994), p. 19.

¢ Richard Harmsen and Arvind Subramanian,
“Uruguay Round and Trade-Related Investment
Measures,” ch. in International Trade Policies, the
Uruguay Round and Beyond, Volume II Background
Papers. (Washington: International Monetary Fund, 1994),
pp. 12-13. ‘

7 For a thorough treatment of the GATS, see U.S.
International Trade Commission, General Agreement on
Trade in Services: Examination of Major Trading
Partners’ Schedules of Commitments, USITC publication
2940, Dec. 1995.
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world, thereby enhancing efficiency and promoting
global economic growth.

This article provides an overview of international
investment issues, including the factors motivating
different types of investment, the growing importance
of direct investment flows, and the U.S. international
investment position. Remaining barriers to direct
investment among the OECD-member countries are
then examined on a regional and industry basis.
Service industries receive considerable attention
because they are subject to some of the most
stringent investment restrictions and yet account for
a large and growing share of U.S. direct investment.

Factors Motivating International
Investment

International investment is closely linked to
international trade and competition. As global
competition has intensified, many firms have found
advantages in establishing a presence overseas. For
example, building manufacturing facilities in regions
where labor or raw material costs are low may reduce
the cost of inputs and improve profitability.
Similarly, acquisition of an equity position in
principal suppliers or distributors may enhance
managerial control, reduce costs, improve efficiency,
or reduce foreign exchange risk.®

As manufacturing concerns have globalized their
operations, many service firms have been motivated
to establish overseas offices to maintain business
relationships with longstanding clients. Banks,
insurance companies, and advertising or public
relations firms increasingly find their customers
establishing overseas facilities and realize that, by
establishing offices abroad, they can provide better
service and expand their own markets. In addition,
as international trade and investment facilitate
export-driven growth in emerging markets, service
firms that specialize in infrastructure development --
such as construction, power generation, and

8 A further discussion of such advantages in an
important global activity is contained in USITC,
Production Sharing: Use of U.S. Components and
Materials in Foreign Assembly Operations, 1991-1994
(available in April, 1996).
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telecommunications companies -- increasingly seek
to establish a foreign presence in order to win major
contracts and capture larger markets.

Beyond specific commercial reasons for
transborder investment flows, the professional
investment community directs funds to endeavors
that offer the greatest financial return within
acceptable levels of risk. By investing in other
countries, firms from the United States and other
OECD countries have acquired a financial interest in
some of the world’s most rapidly growing companies
and most promising development projects.

Nature of International Investment

All investment may be divided into two broad
categories: portfolio investment and foreign direct
investment (FDI). Portfolio investment involves
acquiring shares of foreign corporations through an
organized securities exchange typically without
exercising any direct control over the management of
the organization. In contrast, FDI involves acquiring
a significant controlling interest of existing foreign
organizations through securities transactions or
establishing new, or green-field, entities.’ The level
of control therefore provides an operative distinction
between portfolio and direct investment.

Although both forms of international investment
generate important economic activity, in the context
of government policy and industrial competitiveness,
portfolio investment appears to demand less attention
because the issue of control is less significant. Since
individual transactions under portfolio investment are
relatively small (i.e., not large enough to change the
ownership structure), only substantial flows of large
numbers of transactions will significantly alter
industry structures or affect the financial system.
Consequently, with respect to portfolio investment,
governments generally encourage inward flows and
guard against capital flight by creating a stable
macroeconomic environment.  Within OECD
countries, most barriers to portfolio investment have

$ Typically, a foreign investor must hold at least 10
percent of a firm’s equity in order for that investment to be
classified as FDIL
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been removed, as were measures that restricted the
free flow of foreign exchange.

Foreign direct investment is viewed differently
because it involves a foreign entity exerting
significant control over a domestic firm or real estate.
This poses a sovereignty issue as major landmarks
are purchased by foreign interests, as domestic
employees are managed by foreign citizens, and as
substantial businesses and industries become increas-
ingly controlled by foreign interests. Historically,
these issues have led governments to place heavy
restrictions on FDI. However, attitudes recently have
changed somewhat for a variety of reasons (see
Benefits of FDI below). In fact, some governments
now actively encourage inbound FDI by offering tax
or other incentives to foreign concerns and attempt to
counteract or minimize the effects of outbound FDI
on domestic growth and employment.*

Significance of FDI

Most FDI takes place among OECD countries.
In 1994, OECD members accounted for over 90
percent of global outflows and 80 percent of global
inflows.!! As of the end of 1993, OECD countries
had accumulated a global outward direct investment
position of $1.6 trillion and a global inward direct
investment position of $1.1 trillion.'?

During 1980-89, total outbound FDI from
OECD countries grew at an average annual rate of
16.3 percent, which is more than 2.5 times the
growth rate of OECD trade.'* Over the same period,
FDI data reveal a significant shift away from
manufacturing toward services, due i part to

1 Despite concerns about the apparent negative
impact of outward FDI, one reason governments may
hesitate before imposing restrictions is that other countries
may follow suit, which would result in declining inward
flows.

1 OECD, International Direct Investment Statistics
Yearbook, 1995, (Paris: OECD, 1995), p. 9.

2 Ibid., p. 15.

13 OECD, Linkages, OECD and Major Developing
Economies (Paris: 1995), p. 101. OECD trade constitutes
the sum of imports and exports recorded by OECD-
member countries with all trading partners.
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deregulation and privatization of major service
industries such as transportation, utilities, telecom-
munication and financial services. During 1980-90,
manufacturing FDI declined from 60 percent to 50
percent of global flows while services FDI increased
from 22 percent to 30 percent.'*

Composition of U.S. Direct Investment

The United States is both the largest donor and
recipient of FDI, representing 35 percent of the total
OECD outward position and 41 percent of the total
inward position in 1993 (figure 1).° In 1994, the
U.S. invested $48 billion abroad, resulting in a cumu-
lative outward direct investment position of $612
billion (figure 2).! Income derived from these invest-
ments totaled nearly $68 billion in 1994.! Foreign
direct investment in the United States was $50 billion
in 1994, resulting in a cumulative inward position of
$504 billion."® From these investments, foreign
individuals derived income of almost $23 billion."

The composition of inward versus outward
investment flows differs substantially. Most inward
investment in the United States takes the form of new
equity capital (65 percent), while most outward U.S.
investment takes the form of reinvested earnings (69
percent).” This suggests that U.S. firms have been
established abroad longer and, as a result, have had
more time to recoup their initial investment and to
develop their businesses.” The lower return on
investment realized by foreign investments in the
United States may be explained similarly, since
recent investments may take some time to begin
generating significant returns.

¥ Tbid., p. 106.

5 Ibid.

16 Investment is valued at historical cost, or book
value. Capital flows include equity capital, intercompany
debt, and reinvested earnings. USDOC, BEA, Survey of
Current Business, June 1995, pp. 62-63.

17 Tbid., pp. 84-85.

8 Tbid., p. 65 and p. 67.

1 Thid., pp. 84-85.

2 Ibid., p. 62 and p. 65.

2 To fund additional investment, well-established
firms are more likely to reinvest earnings generated in the
local market than to receive infusions of new equity capital
from the foreign parent.
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Figure 1
Cumulative international direct investment position of OECD countries, 1993
Inward Investment Outward Investment
United States .
40.9% United States

34.6%

Japan
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i?f;,é A > ;ﬁ;; 16.0% : %,;/:
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Source: OECD, International Direct Investment Statistics Yearbook 1995, p. 15.

Figure 2

U.S. cumulative international investment position: Inward, outward, and
balance, 1994
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Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business, June 1995, p. 61.
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Despite strong growth in U.S. direct investment
flows to the developing regions of Asia and Latin
America in recent years, the overall composition of
U.S. direct investment relative to the major regions of
the world has not changed significantly over the past
decade. Europe remains by far both the largest
investor in the United States and the largest recipient
of U.S. investment capital, accounting for 62 percent
of U.S. inward investment position and 49 percent of
the U.S. outward investment position (figure 3). The
strong investment relationship between the United
States and Europe most likely reflects the size and
strength of these economies and their long history of
close economic ties. The investment relationship
with Japan is not as balanced. Japan is the second
largest investor in the United States, accounting for
20 percent of the U.S. inward investment position.
However, U.S. investment in Japan represents only 6
percent of the total U.S. outward investment position,
which is just 1 percent greater than U.S. investment
in Bermuda? The U.S. investment relationship with
Latin America also is imbalanced, with the United
States investing far more capital than it receives,”
most likely as a result of the larger supply of
investment capital in the United States.

The industry composition of U.S. direct
investment reveals that services account for the
majority of both the inward and outward U.S.
investment position (figure 4).* As with total OECD
investment patterns, U.S. investment in services has
been growing faster than investment in
manufacturing, leading to an increase in the share of
total investment accounted for by services and a
decrease in the share accounted for by
manufacturing. > Among the service industries, most

2 USDOC, BEA, Survey of Current Business, June

1995, p. 63 and p. 67.
B Toid.

2 Service industries include financial services,
business services, wholesale and retail trade, construction,
transportation, and telecommunication services.

B During 1990-94, the services share of the U.S.
inward investment position increased from 48 percent to
54 percent while the manufacturing share declined from
39 percent to 37 percent. Similarly, the services share of
the U.S. outward investment position increased from 47
percent to 52 percent while the manufacturing share

(continued...)

International Investment

international investment has been directed toward
financial services, which include banking, securities,
insurance, and real estate services (51 percent of
inward and 64 percent of outward investment). With
respect to manufacturing, investment has been more
widely distributed, although the chemical and allied
products industries account for the largest share
(37 percent of inward and 23 percent of outward
investment).?®

Benefits of FDI

Growth i FDI is considered to be beneficial
because it enhances economic growth, productivity,
and competitiveness.” The benefits provided by FDI
begin at the firm level. An individual company that
invests abroad may take advantage of lower-cost
source materials and labor markets and thereby
improve the competitiveness of its products. The
company also may sell these products through
affiliates located in foreign markets, resulting in
increased sales, reduced foreign exchange risk, and
decreased dependence upon the home country market.
Benefits also accrue to the recipient country as the
foreign-owned company’s presence and investment
capital create jobs and may transfer technology and
commercial expertise. Likewise, investor nations
stand to benefit as domestic companies, strengthened
by the income or competitive advantages created by
FDI, may invest further in domestic facilities or in
research and development.

While interest groups in some developed
countries express concern that outgoing FDI
contributes to higher levels of domestic
unemployment, these claims often are based upon

% (...continued)
declined from 40 percent to 36 percent. USDOC, BEA,
Survey of Current Business, Aug. 1995, pp. 85-6 and pp.
115-6.

% Tbid.

7 Committee on International Investment and
Multinational Enterprises (CIME) and the Committee on
Capital Movements and Invisible Transactions (CMIT),
“A Multilateral Agreement on Investment” (Paris: OECD,
1995), p. 3.
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Figure 3
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U.S. cumulative international investment position, by region or country, 1994
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Figure 4
U.S. cumulative international investment position, by industry, 1990-94
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limited anecdotal evidence and debatable
assumptions.® For example, a number of U.S.
apparel firms have moved the labor-intensive
assembly steps of production offshore, largely to
low-wage countries such as Mexico, and employment
in the U.S. apparel industry has declined. Anecdotal
evidence may suggest that outgoing FDI is directly
responsible for reduced U.S. apparel employment.
However, such an assertion assumes that U.S. firms
would have remained open and competitive had they
retained all stages of production in the United States.
This assumption is questionable given the industry’s
sensitivity to labor costs. Without FDI, U.S. firms
may have been forced to close, resulting in even
greater job loss.?

Arguments against FDI based upon employment
issues also overlook the dynamic spillover effects of
investment, such as increasing exports of capital
goods to support foreign operations.*® For example,
in 1994, office and computing machines accounted
for almost 10 percent of the total U.S. outward
investment position.*’ Presumably this equipment
was purchased by foreign affiliates of U.S.
companies to support their operations abroad. Since
U.S. products may be more familiar or better
integrated with U.S. parent operations, it is likely that
foreign affiliates of U.S. companies will direct at
least some portion of this investment to the purchase
of U.S.-made products.

Empirical evidence concerning the effect of FDI
on employment is inconclusive.> For example,
studies on the effects of FDI on employment
conducted during the NAFTA debate produced
varied results, ranging from substantial U.S.

2 Rolf Alter, Foreign Direct Investment, Trade and -

Employment (Paris: OECD, 1995), p. 10.

® For additional information on U.S. apparel
producers’ production sharing strategies, see USITC,
Production Sharing..., Ch. 5 (available in April, 1996).

3 Rolf Alter, Foreign Direct Investment, Trade and
Employment, p. 12.

31 USDOC, BEA, Survey of Current Business, Aug.
1995, p. 115.

32 Rolf Alter, Foreign Direct Investment, Trade and
Employment, p. 13.
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industrial job losses to moderate employment gains.*
Despite the fact that the relationship between
employment and outward FDI remains unclear, there
remains little doubt that inward FDI provides
substantial benefits to the recipient country. In 1993,
more than 4.7 million U.S. citizens were employed by
affiliates of foreign firms as a direct result of FDI.*
Consequently, while erecting barriers to outbound
FDI arguably may save some jobs, those same
barriers could reduce inward flows of FDI, causing
job losses in other sectors.

Barriers to FDI

Despite the many benefits of freely flowing
direct investment, a number of artificial restrictions
still remain, even within the comparatively open
investment regimes of OECD members. The most
common restrictions include investment notification, -
approval or authorization requirements, which may
be contingent upon tests of economic need;*
limitations or conditions placed on the acquisition of
real estate, such as prohibiting foreign investment in
certain regions; and conditions requiring nationality
or residency of senior managers or members of the
board of directors. Less widespread but more
restrictive measures include reciprocity conditions,
equity caps, exclusion from certain sectors due to
national monopoly or national interest, discriminatory
tax treatment, preferential treatment of subsidiaries,
and provision of subsidies to indigenous firms.

In many cases, the most restrictive measures are
directed toward service industries, where they also
may have the most debilitating effect in view of the
growing interdependence of business operations with
service industry infrastructures. Investment barriers
are particularly problematic for service firms because
a significant portion of services can only be delivered

 Tbid.

3 USDOC, BEA, Survey of Current Business, May,
1995, p. 66.

35 Economic needs tests assess the impact of the
proposed investment on domestic industries, population
density, geographic spread, traffic conditions, and job
creation, among other economic indicators. Such tests are
viewed as potential barriers because the criteria are highly
subjective and therefore open to political manipulation.
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by having a direct presence in the market, or when
the provider and client are physically located in the
same place. Consequently, investment barriers may
prohibit effective market access for certain service
providers. The remainder of this article explores in
greater detail some of the more significant investment
barriers that remain among the world’s most highly
developed nations, and demonstrates the
disproportionate implications for service industries.

Regional Distribution of Investment-limiting
Measures

A review of published sources on the investment
policies of OECD members reveals that these
countries collectively maintain over 400 investment
limitations.® The restrictiveness of these limitations
varies substantially. For example, one Mexican
measure restricts foreign ownership to 49 percent or
less for most service sectors. This clearly is more
restrictive than a Swiss requirement that the majority
of the board of directors of a corporation must be
Swiss nationals, yet each limitation may be counted
as a single investment restriction. As a result,
determining whether one country is more restrictive
~ than another is not feasible. However, the volume of
measures identified generally provides an indication
of the level of regulation that exists in each country
and the number of factors warranting consideration
by any prospective investor. In addition, the sectors
in which investment limitations proliferate also are
likely to be those that are most sensitive and will
present the greatest difficulty in reaching a
liberalization agreement.

% The investment measures discussed below were
compiled by USITC staff from a number of different
sources, including the OECD’s National Treatment for
Foreign-Controlled Enterprises series, the General
Agreement on Trade in Services Schedules of Services
Commitments, the U.S. Trade Representative’s Foreign
Trade Barriers report, the U.S. Department of the
Treasury’s National Treatment Study, the European
Union’s Report on United States Barriers to Trade and
Investment, and Country Commercial Guides furnished by
the Commerce Department through the National Trade
Data Bank. The OECD and the GATS provide the most
comprehensive treatment.
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The 15 member states of the European Union as
a group have the greatest number of investment
restrictions, accounting for 54 percent of all
restrictions identified for OECD members. The
United States listed the second greatest number of
limitations, accounting for 17 percent of restrictions,
followed by Canada, Mexico, and Australia, with 14
percent, 7 percent, and 6 percent, respectively.’’” The
main determinant of the volume of investment
restrictions is the presence of strong sub-Federal or
sub-Union entities. Approximately 72 percent of all
investment restrictions listed for OECD countries are
measures established at the sub-Federal or sub-Union
level. Within this category, 73 percent are imposed
by members of the European Union and 13 percent
are imposed by individual U.S. States. Consequently,
the harmonization of investment measures within the
European Union and within the United States would
substantially clarify the investment climate.
However, the fact that these measures remain in place
highlights the difficulties faced by Federal or Union
negotiators who may not have the authority to make
commitments on behalf of sub-Federal or sub-Union
jurisdictions.*®

37 The information provided by the OECD and the
GATS show a slightly different regional breakdown.
Selecting only the OECD data, the share of limitations
within the EU drops to 52 percent by the OECD, 16
percent from Canada, followed by the United States (11
percent) and Mexico (10 percent). According to the data
provided by the GATS, the EU as a group contributed 58
percent, followed by the United States (21 percent), and
Canada (11 percent). The reversal of positions between
the United States and Canada reflects a large number of
investment measures listed by the United States in the
GATS to accommodate State measures pertaining to
financial services.

3% As an example of the competency issue, according
to a ruling by the European Court of Justice, the EU does
not have exclusive authority to negotiate on behalf of
member states for certain areas of trade in services.
Specifically, the EU only has competence in cross-border
services. For issues related to any of the remaining three
categories of trade in services, (consumption abroad,
commercial presence, and presence of natural persons),
the EU Commission shares competence with the member
states. For more information, see USITC, The Year in
Trade 1994, USITC publication 2894, 1995, p. 78; and
U.S. Dept. of State cable, The European Court of Justice

(continued...)
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Cross-industry Measures

Cross-industry measures, which apply to
investment in more than one industry, constitute
approximately 17 percent of the total number of
limitations maintained by OECD countries. The
most common cross-industry investment measure is
some form of notification process, typically applied
to large investments (table 1). Seventeen countries
had such requirements, including the United States.
A significant number of countries go beyond
notification, however, to include a requirement of
government authorization or approval prior to
investment. This means that there are some
circumstances under which investment may be
restricted by the government. For example, in
countries such as Portugal and Turkey, approval may
be contingent upon the findings of an economic needs
test or, as with Japan and the European Union, upon
the demonstration of reciprocal treatment in the
potential investor’s country.  Such approval
processes appear designed to ensure compliance with
competition policy by making sure that the
investment does not create a situation where a
monopoly may arise or competitive forces may
become distorted to the detriment of public welfare.
Unfortunately, approval processes such as these also
may be used to screen out certain investments and
thereby protect certain industries or special interests
at the discretion of government officials. This is
particularly problematic if the approval criteria are
not clearly defined or are subjective, as often is the
case with economic needs tests.

Industry-specific Measures

On an industry basis, the largest number of
investment restrictions identified for OECD members
pertain to financial services (37 percent). Investment
restrictions relating to transportation services account
for 15 percent of all restrictions, while restrictions
relating to the media, which includes publishing,
broadcasting, and audio-visual production and
distribution, account for 8 percent. Taken together,

38 (...continued)
Ruling on WTO Competence — Brief Analysis,” USEU
Brussels, Nov. 1994.
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a natural resources grouping that includes fishing,
agriculture, and mining also accounts for 8 percent.*

Financial services

The large number of investment restrictions
affecting financial services reflects the complexity of
existing financial regulation, which is intended to
maintain the safety and soundness of the financial
system. An examination of measures restricting
investment in financial services reveals that often
such investment is subject to a more rigorous process
of notification and approval than investment in other
industries (table 2). Foreign banks frequently are
restricted with respect to the services they can
provide through branches or representative offices.
Prudential regulations tend to require foreign banks
to establish a commercial presence in the form of a
subsidiary, which entails a greater commitment of
resources and, as a result, may adversely affect
competitiveness.  Along similar lines, foreign
financial service firms are required to fulfill minimum

¥ As noted earlier, the investment limitations
discussed were compiled from a number of different
sources. The sectoral breakdown takes a substantially
different form depending upon the source of information.
According to the OECD, most of the measures (28
percent) relate to transportation, 16 percent apply to
financial services, 15 percent apply across multiple
sectors, and 12 percent involve the media. By contrast, the
GATS data is much more heavily oriented toward financial
services, which account for 73 percent of the measures
(evenly split between banking and insurance, with only a
few relating directly to securities). Cross-sectoral
measures contribute 19 percent, and all other services
account for only 8 percent. While the greater emphasis on
financial services within the GATS is due primarily to the
complexity of regulation that governs these sectors, part of
the cause is the fact that major portions of the
transportation and telecommunication sectors have not yet
been addressed in the agreement (air and maritime
transportation and basic telecommunications). When these
sectors are incorporated into the GATS, the proportion of
investment limitations pertaining to financial services will
be reduced. Also of note, the GATS furnished roughly
three times as many measures on financial services than
were available previously through the OECD instruments,
suggesting that the GATS succeeded in providing greater
regulatory transparency with respect to financial services.
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capital or foreign exchange requirements within
countries such as Greece, Turkey, and Australia.

In an effort to ensure local control, residency or
nationality requirements frequently are applied to
senior managers of foreign financial service firms,
and the amount of equity in financial institutions that
may be held by foreigners often is capped at specific
percentage levels. Finally, there has been a rising
trend in financial services regulation to include some
form of a reciprocity measure that would permit local
regulators to impose restrictions on foreign financial
service firms as retaliation for adverse discriminatory
treatment abroad. Several EU members have enacted
reciprocity provisions and the United States has
considered, but has not passed, similar legislation.®’
‘While reciprocity measures have been applied rarely
and appear to be merely a means of establishing
some negotiating leverage, they run counter to trade
liberalization by violating the most-favored nation
(MFN) principle.

Media

Investment in various forms of media also is sub-
ject to significant restrictions. In particular, equity
caps are applied in eleven OECD countries (table 3).
These limitations restrict foreign individuals or
entities from owning a controlling interest in firms
engaged in such media activities as publishing, radio
or television broadcasting, cable television, film and
video production and distribution, and audio
recording. Other restrictions require residency or
nationality of senior management and deny subsidies
to foreign firms that are available to domestic firms.
Subsidies are particularly common in the film
industry. '

“ However, at the conclusion of GATS financial
services negotiations in June 1995, the United States
reserved the right to impose reciprocity conditions on
foreign financial service providers that wish to establish a
presence in the U.S. market, expand current operations, or
conduct new activities. U.S. International Trade
Commission, “Financial Services: An overview of the
World Trade Organization’s Negotiations,” Industry,
Trade and Technology Review, USITC publication 2942,
Dec. 1995, p. 1.
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Limitations on the activities of foreign individ-
uals or firms in the media are intended to protect
domestic channels of communication from influence
by foreign interests and to control the cultural content
of the media. For example, Canada recently refused
to permit U.S.-owned Borders Books from investing
as a minority partner in a Canadian venture on the
grounds that control over book purchasing decisions
would remain in the United States. It often is
asserted that investment policies such as these are
prone to be used subjectively to suit political
o<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>