very significant'figure}

~Coming as I-do from an insurance background where précision is

paramdypt,'i,@uSﬁ'admiﬁ'that I:fouhd iﬁrébméwhat disCéncofting tQ be

invited to talk about the'insurancc of private ithstments against a

7;7;gcﬁorqi;bdckground;ofiEupépean GQMMﬁnityginvOStmchfliﬁ 550 Tﬁifd'ﬂ§rid.;7:'

My uwneaginess stemmed from the realisation that it was not possible to

.

determine the quantitative impact the existence of an insurance scheme

has on the volune of national private'invesfment; And yet, judging from

~statements made over the past 25 years by politicians, industrialists,

bankers, ‘and international organisations the availability of an insurance
. )

Vscheme has bepn'deémed to be an important element in stimulating private -

investments in third countries. But I do motice that to the year end -

1971 totalrgmdraﬁtees ouistandihg by LBEC investment guarantee undérwritefs

“were -around the # 373 million mark which in anybody's langwige is not a

To be sure I am not talking about the maSSiVQ'inveatmenﬁsrwhicﬁ e

have takenfplaqefin {he iastfféw yeafs in th§,U.S.A,'éncouragediby,infiétiqnf’



collsvs
Text Box


~ States invested Ly the ond of 1971 tho massive figure of # 7,763 million.- - .

50, clearly, when the phrase "third countries" is used it must

refer primarily but not eiéigéivcly,'to developing countries.

There arc, of course, several factors which'motivate'husihessmen'

.77 to invest in developing countries, but at all timeg there are three prime

- considerations. which willrdetermine,whcther‘or not an investment .actually.

.takes place.

Is the proposed venture profitable?

Is it safe?
Has the company funds available from its own resources, or can
money be ‘obtained from:-one of the many world wide or regional finance

- institutions?




o Let us first cousider what is meant by sofc.  Safety is rormally e

a question of nationalisation and whoether: profits can be repatriated. "

~ Therefore, one can start from the assumption that an investment

guarantee scheme must give an investor protection at least against these.

R P , risks. .
VI
, , e 7 o -
What investment guarantee schemes exist at this momént in the Member
States of the Buropean isconomic Community and what ‘can be said about them? .
1 think, as a general comment, it is only fair to say that this is a ; :
-~ relatively new field of endeavour and of insurance. The first to be .

ostablished vap the German in 1960,'f0110wcd by Dcnmark,in 1966,'thc

thhérlands in 1969, France in January 1971, Belgium in Februdry 1971 and = -

rfhe U.K. in 1972, This leaves us with Italy and Ireland:who have no

investment guarantee scheme at all, and Luxembourg which comes under: the .



collsvs
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N

" However, let us make a quick comparison between the existing. = -

rébhemes,in'thefEEC.,

,1Thése show, first of all, that,they'only cover what are ¢alled

new investments.

_While the object of dll'theserguarantée schemes is td,cdver}whaxwr‘

s politely called non—commercial risks, there are differcnces in the
SRR : Behi nerE Al
i

& wdy the specified perils are expressed. Having said that, however, all
gV 7 b e Ve :

Ethe”schemes:gfoup'the politioal risks into three categories.




The:U,Ki;alpqeﬁcd?érs’creépiﬁg eipropriatipnfwheré thaflécq1,

The'third category are transfer risks which means fhe,imposition:;£5

of:exchangergontrol preventing 3p delaying'the repatriation of profits; 

H

and capital.  Devaluation risks|however are excluded.

'




qualify for insurance the French investor must invest

~in . no more than

chVef'ﬁS%‘of fhé value ofitheieprrt cogtréct,'althoughrthe'inVéstbrff}’:'"'

1gwillrreceive 90% cover of his'equiﬁyrinvestmentlr The decree of 1967—f:“f

v

s amended to cover certain other investments which are not linked to

~specific export contracts, but i@rihis case th¢ Fiench—mustrShéwrthatf;; o

,theyfwill generate Irench exports in,fhe,fﬁture,'and it is expectéd CEL

*ithat thesge exports éhould represent threerip'fqur times the value;of:thei;

':Vtotal amount of the investment. -

zIﬁ March 1971 France introduced another scheme with a more | ¢
P g SR POre.

~-col prehensive application in the sense that it provides forrguaréntées;f

v . o .

3
A

for,investments in thirteen African'Franooph¢ne countries plus the =

—Malggaéy Republic.  The risks covered here are not merely 1imited:td theﬁfl;z'= '

23
i Y

fztraditionalrspecified'perilsfsuch as nationalisation, c¢ivil war andr




Y PR A

pléaég bythehostcountryto grant him suchprotection; If,‘therefore;é
‘tbeihpst counfry,governmenfVgrantsrimert iiéénces-for gimiiar products
rffinrgpitg of earlier qssurances, tberinvéstdr might be injserious
diffigulties. “Therefore, under thg 1971'd¢cree'thié par£i§ular périlfjr
{is‘specifically coVeré@.
7 ” Now what about eligibility in qualitative terms? ~ Most insurance

7 schemes start from fhe'premise that investmcnf projects. should be

" important for the devélqpment of the host country and that the'projectrﬁerr' o

-4
1

' e Ry ' R : S i
approved by-it. = The Danes say ithat such conditions may be satisfied if - -

' ii?rthe'prOJGCt,tbrbe considered forms:paftfof the,development—programmé dfi'°:'
1the host country or is specifically'approvedrby the hogt country. The"

'{27 GéfmqhQVSay thafra ﬁroject mustrbergf benéfif to the host country asrw611  :




_Othor countries in the LEC also require that there should cither be some.

economic advantage to the Capital”exporting country or that it should - -

. promote exports.

v

-
)

‘As far as premiums are concerncd there are minor variations,

while -the U.K., the Netherlands, -Germany, Denmark and Belgium cover the -
- three main fisks'enumerated,earlier as-one. 7 Ih other‘words; as far as

* - investors are concerned, it's all or nothing - no risk picking is allowed.

N The*durétidn'of cover is normally for a maXimumrof fifteeh years;: :

'Tiékcept that the Germans providé exéeptionally up to twenty years.

e e

The parcentages,ofrlossesrpayable'Varies,betwéen 75% and 95%7wiﬁp—f

. Germany being the mgst generous.




Bl

~»it is possible to discern without too much difficulty two distinct

r -

!; ; E;philosophies - the aid philosophy and the insurance philosophy. The * .

first is distinguished by low premiums and a consideration. of the

;_developmental value of the investment to be insured.  The second follows

1
.

;'more:clpsely the disciplines. developed by export credit ingurance where =~

k3

R

i

i fg”highér premium is charged and where above all attention is paid to
j'underwritihg risks.

\

H

\
1
|

B . : i - o v )
Some purists I know argue that it is difficult, if not,impossible!'.

o to reconcile the two mainstream philosophies, and point to the -oldest ﬂﬂf‘
:échéme'of'ail, the American ihvestmentrguarantee scheme which is at’ present.
PR & B : S

::a ;£he7fespénsibi1ity of the Overgeas Private Investment Corporation.




World, T think it would be helpful to comment briefly on OFIC, partly

}zbecauéeyiflis the oldest schome, . partly because it is big and,partly Creb

beé@usejit récgntly began to run into trouble. = The Charter setting
' 5rupﬁOPICFtried to gloss over fundamental philosophical differences by . |
;nStructing thefCdrpofation to be all things to all men in the sense thét  i” ‘

. OPIC was expected to run in a self-sufficient business~like way, at the

same time as it wags supposed to improve the United States balance of

lffpayments,ras well as helping friendly poor countries to develop and at
»*?fithe’samo time giving a priority to American small businesses investing . -
;uipversgés.', FPor about twenty years the American investment guarantee

i programme was deemed to be highly successful since premiums outpaced

fl‘;-'claimsrby a'margin of 20:1. In 1§7O problems arose in Chile so that OPIC

% was faced'with ciaims for exprobriated properties to the value of ¢ 440.
. : 1 7 ,
million at a time when OPIC hadionly % 85 million in rescrve. The
%) E 7 1 i

'rinteresting general comment that one can make about the problems that -

':ﬁ'faced OPIC,and without going into detail, was that here you had an agency



- that what happened in 1970 was that OPIC found bhat one market accounted . .

forﬁqup,a;quurter of its world wide insurance exposure, and I camnot help ..

T L
oA

fﬁbgﬁ;feel”ihgt there is a lesson to be learnodrhere for all of'us{

1

i
t

' With that brief aside, let us now return to closer at home, aﬁq'ﬁ;:'ﬂl

+

.

v

taly have no investment guarantce scheme, the existing arrangements have - - E

~~highlighted a serious weakness. Increusingly, as we know from our -

'7experienqe in multilateral supply contracts, large and medium size projects

.

'_érerundertaken by investors belonging to more than one Member State,ﬁbut

. N Vo

~the definition of the nationality of the investor in the existing schemes

[

1
; ;
.

completely lacks compatibility énd it is argued that this is sufficient}

;iin and of itself to inhibit the possibility of encouraging the flow off,:

new private direct investments to third oountries which seems to be. ¥

:eﬁerybodyfs aim. - ' o - L




Conventions, requests were made for the creation of a Community investment -

gua:antéé scheme. . The question:was raisédﬁuhSﬁdCessfully at the Hagueéw;;;"

Summit Conference in 1949, and again in a French memorandum,dualing with

the industrial policy of the Commwnity in 1970.  In fact, it was a -

:, Résdlutiéh of,théxYaandé Assoéiation,CQunéil which asked'the'CQmmissionr

Gt B , o e QJ( , S ,1; S _),v'rh
¢ to study the problem together with a IEm#es of the Permanent - LU

::f ?’Representatives taken in 1971 which impélled the Commission to mazke &

"*?;7detai1edrstudy of this matter, and it would scem that other institutions

R
oty . '

"; of'the EEC-similarly pressed the Commission to work out Community - "

Do g
B :
. .
v

;instruments to encourage and protect private investments in developing

. existing systems and introduce this harmonisation system in those countries -

w4

 73 which had no investment guarantee schemes. - - However, since harmonisation 5 i

!‘, - * o ,,77 s N :.J. '_ '7‘, A &
N . > K3 ‘ Le ) ] v - V' 3 ] o i
“in the export credit field has been going on for some thirteen years it =
. 1 - - ',; : =T : L N :

was decided to avoid duplicating the slow and painful efforts which

are’ .
o -

’

[ SR
3 L

. continuing in the field of export credit insurance even now. .. =



= Pirst; “the BEC scheme would complement Member States! schemes S

-and would neither competepor replace them. — The argument used to justifyiﬁ;a'fﬁﬁ

- ~this approach was that there were some investments whicﬁ did not lend

~ themselves to a Community guarantee and were better covered by Member B AT

. States' schemes. Second, only joint investments by investors from two

or more LRC member countries would be covered. Because of existing

o

" “incompatibilities between ihe national schemes, it was felt that there : »

was. no.danger that the. BEC. schemes would attract business from national;
'schemes. - Third, offers of covers would'only be entertained if ther. e
proposecd inﬁostmcnts were deemed to be part of an efficient develépment,

- policy. S !

It is therefore neccessary 1o look at the other side of the coin: EREA
- for a minute, and look at the recipient countries' requirements as argued b

in the Commission paper. These requirements, it is argnéd,,fall'intd




'he{hosticoﬁntry,although”apprbval'in and of itsélf

’COndifibn“ofrcligibility’under~the EEC'pfoposals;' The secondjisrthatav?'?wéﬁsLe&
proper-consideration must be given for the interests. of the host.cowntry, .,

andithe third-is that potential inVestments respond..to the,ecgnomic,;,;-

requirements of the hostrcoﬁntry.

,:Having decided that investment guarantees are desirable, how do'f>r B

;yourthen get about creating circumstances which provide the best -protection

. for these insured investments? There seems to be two schools of thought .

ijkabout this. The first says that you negotiate investment protection

“f.,agreementé and that you should ohly offer cover. for investments in those .
“countries who have signed such agreements. The second school of thought ;1

r

says that you would do betterrﬁo insert guarantee clauses in trade © -

\
“agreements. Whether one is more effective than the other is, I suspect,

1

i

It has, however, become reasonably common for countries to conclude .

Tyt

'VSpecifio investment guarantee agreements. Under ‘thege agreeménté'the B




ost: country undertakesatbfaffonf

Germany in particular, -as I mentioned carlier on, favours the'boncluSionﬂi

of -treaties to protecirdverseas'investmentsrand~has, I believey: concluded - -
some eighteen treaties of this sort. - France horself has entered into .. . . .
fsom¢,23,ggreements,on fundamental rights of citizens "friendship and

commerce, economic relations or economic

and Tinancial cooperation with

¢~ African Francophone states" and all these agreement$ concern-in one way
--or-another protection of overseas investments in Africa. Other countries

“have been very reluctant to use this type of agreement, and I bhelieve that

- the United Kingdom has concluded very few of them although two specific

~’%examplqsrspring to mind, one with Iran in 1959 and the otherrwith the

';Cameroun in-1963.

‘What is the value of these agreements? Some people believe that ok

i

the value is questionable and doubt whether they are essential for

.. investments in developing cowntries, and it is interesting to notice that =~

the CGerman agreements are concluded with Asian and African states and not

with Latin American countries, evon though the weight of German.

inve°tméntris heavily focussed in Latin Amerioa, and as a matter of fact




5ereignjinvestménﬁ but “‘merely enumerate and specify certain rights-wh

thaj5£heir rightsjaré,in fact identical to those which they would havé;f}'
- enjoyed under a specific

~ a8 government's relations

»

investment agreement. It is true to sayftﬁat

with a foreign investor are, insofar as

o
e
i}

compensation is involved, governed by international law and the investor

“-although

thérefore:alréddy enjoys certain rights éecurely under intérnationaI 1aw,7

~in the event of loss he may have to go through his own

government. to present-a claim if his insztment,contractjdoes,not provid

ei f{:;'
for arbitration. - The most important element of invéstmentigﬁafahfee 

gchemes which concern compensati

on in ‘the case of,natiqnalisation are.also’
\ S ' DI R k
embodied in international law, and it would therefore seem that investment
RNt P ‘ Pt it

guaranﬁée,qgrégments'add little or nothing to what applies anyway. 'Thé

1ch'7'»i',' (AR




e . S : s .
adheres: to “these trecaties by association. The -Yaounde - Convention-

itself, to which cighteen African states are parties, is based on such =

Gt
sk

rules -as .are necessary for a customs union, such as the free circulation.

R

f:workers, capital and goods, but it is importont to stress.that éuchli'
_Vryuléé in themselves may not be sufficient to grant full protecﬁion to -
rihvestment,vontures. o \

i

i
A
l

As a-matter ofrfaot,,the Commissibnfpaper argues quite correctly




Qovernon—c?mmércialrisksinthesamewgythat the MembérStatesdo‘i‘
afp?esent. Thgée are,ﬁar, éxpfopriation, non~payment andnon—tranéﬁer,’
iﬁconvertibilityand finally—thcrexchangeVpisk;r Mo?cpvgr,iqrvariabléwi
~premium rate structure is suggeéted.

.

VYou'may}well ask, given that we are-already in Novémbef 1973;;what

rihas happeried to -the proposals which were issued in December.1972?rﬂiTherg;

care, «. you know, various institutions in the Community,rand'the;

inte. cening months have enabled the Economic and Social Committee to study =
‘ » RENONED T

t

the proposals in detail, and the Parliament has also studied'therperbsals
in its Budget Committee and has raised certain problemS'whiCh are in the prooessi
. of being answered.  In the meanwhile, some few meetings were devoted to

~discussing the @Ommissionfs proposals-at the,Coofdinafioanrouprfor'Eprrt:'~

“Credit and Insurance Pinance for Exports, and as yet no cohesive views have




credit and}finuncing,gystqms'so that the work done by the previous Six

'ovcr:thé;last thirtpon years in this field should not be wasted. It is

, ngt”ﬁhéﬁfinvestment guarantees'héve,béen fofgo£fén'about; but that giVén' '1
 vthe horrific amount of work to be done in export credits and given tﬁere
{'Vare only so many hours in the day, the serious attention it deserves cannot

be{given £0'the Commissioanroposals until-at least Spring 1974.

.

' Not being a crystal gazer, I cannot of course say what will emerge

-~ from the distillation of the wisdom of the interested underwriters involved
in the nine lember States, but I can assure you that we are all determined

to explore in detail the policy objectives which we are seeking to establish
. , ' '
through the creation of a Commuﬁity investment guarantee ‘scheme.
¥ .
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