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Executive summary

This note addresses a non-exhaustive set of issues concerning corporate contributionsto the economic
and socid development of host developing countries. As a starting point, it identifies seven areasin
which transnationd corporations can make contributions to economic devel opment. It concludeswith
issues to be further explored with a view to simulating expert discusson in order to identify magor
chdlengesin this area and determine the way forward.
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INTRODUCTION

1 In pursuit of the mandate outlined in paragraph 58 of the Sdo Paulo Consensus, cdling on
UNCTAD to ‘tary out andyticd work with a view towards facilitating and enhancing postive
corporate contributions to the economic and socid development of host developing countries', the
Commission on Investment, Technology and Related Financid Issues, a its ninth sesson in March
2005, decided to convene an Expert Meeting on Pogitive Corporate Contributionsto the Economic and
Socid Development of Host Developing Countries.

2. The primary contribution of corporationsto development iseconomicinnature. Toincreasethis
contribution (and minimize possible negative effects deriving from corporate activities), Governments
have pursued a number of policies, in both the host and the home country context. The role and
respongbility of corporationsin thisregard has a so been afocus of atention, including in the debate on
ataining the Millennium Development Gods (MDG9).!

3. Theclassca concept of corporate responsibility (CR) involves a broad range of socid and
economic issues that are fundamentd for the promotion of economic development, including human
rights, labour rights, environmenta conservation, and the fight againg political and adminidraive
corruption. These are based on internationdly accepted principles and objectives, and form the
benchmarksfor the United Nations Globa Compact (GC), which recogni zes that companies can make
important contributions towards achieving these important economic and socia objectives.

4, At the same time, the most obvious impact of corporate activities on development liesin the
economic redm. Indeed, at the core of CR liesthe economic dimension, i.e. theinherent impact of firms
in the economic sphere and particularly on economic development.  This goes beyond corporate
philanthropy, abiding by therule of law and refraining from "bad" corporate conduct such asemploying
restrictive or discriminatory business practices. Companiesare the main vectors of technology transfer
and personnd training; they build up locd and cross-border vaue chains, they foster employment and
entrepreneurship; they engage in specidized product development; and they engage workers and
entrepreneurs in these processes. In brief, while steered by their sdf-interest and strategic godls,
without which no private effort is sustainable in the long run, corporations play a key role in the
economic development process. This aso holds true for transnationd corporations (TNCs) that
edablish foreign affiliatesthrough foreign direct investment (FDI) and, through their globa vaue chains,
maintain vast networks of linkages to businesses in developing countries.

5. Evidence shows that investment by TNCs can be an engine of economic growth in host
economies. However, asUNCTAD's past research has clarified, not dl investment producesthe same
impact on development, nor arethe benefits of FDI diffused inthe host economy indl cases. Moreover,
there may dso be adverse consequences arising from FDI, further underlining the need for adequate
policies and therole of CR.

1 The important role of the private sector in achieving the MDGs has al so been acknowledged in the practical plan
blueprint provided by UN MillenniumProject Director Jeffrey Sachs to the UN Secretary -Generd. Inhisreport, Sachs
outlinessix areas of private sector contributions: increasing productivity and creating jobs; service delivery through
public-private partnerships; responsible corporate governance and citizenship; contributing to policy designs;

advocacy of the MDGs; and corporate philanthropy (UNDP 2005).
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6. Companies are increasingly recognizing the centrd role that sustainable development playsin
their long-term success. when markets grow, companies benefit from that. 1n many industries today,
the most dynamic markets are in the developing world, and consequently a large proportion of

international companies are looking to these countries for future growth opportunities. As a result,

corporations may beincreasngly willing to make greater contributions towards the devel opment effort
of host countries by integrating more development concepts into their business operations. Many

concepts common in internationa business, such as "supplier development” or "market devel opment”,
are closaly connected to broader concepts of sustainable economic development. Furthermore, in a
globdizing world economy, corporate activitiesin one country may aso affect the success of corporate
operations in another country. Some leading TNCs from different sectors have therefore made a
commitment to make CR a gtrategic concern in their worldwide operations.

7. Inorder to facilitate and enhance positive corporate contributions to devel opment, the scope of
the economic and socid dimensions of the CR concept need to be explored, so asto identify relevant
parameters through which positive corporate contributions are, and can be better, achieved. Asan
initid step in this direction, this note identifies saven aress a the interface of corporate activities and
economic development asinitid core topics.

. CORPORATE CONTRIBUTIONSTO ECONOMIC DEVELOPMENT

8. Companies can affect the economic development of countries in a number of ways. These
include trading, the licendng of goods and services, and FDI.> While dl of these are important, it is
through FDI that companies are most closdly intertwined with loca economies.

9. Companies, when investing abroad, do not only transfer capitd. FDI typicdly comes as a
bundle of tangible and intangible assets that can make a contribution to development as well. When
looking at the potentid areas in which companies affect economic development, it therefore makes
sense to andyse specificaly the various channds through which FDI can make a difference.

A. Investment in developing countries

10. Thereisagenerd consensus that TNC performance can have a podtive impact in reducing
poverty in host developing countries. However, it is usually the poorer developing countries thet are
least preferred by TNCs. For example, total 2004 FDI inflows into sub-Saharan Africa, aregion that
contains many of the world's least developed countries (LDCs), accounted for lessthan 3 per cent of
theworldtotd. Similarly, itisusudly the poor and deprived areaswithin countriesthat are not attractive
to investors. Indeed, foreign investors stay away from economies without basic infrastiructure— those
with costly and unreliable roads, ports, communication systems and electricity — and low effective
consumer demand. This poses a greet challenge as to how to induce more investment inflows to
developing countries. Various host and home country policy instruments have been used to addressthis
problem. In addition, a number of initiatives have been launched by several development agencies,
private companies and NGOs to encourage investment in developing countries. Examplesincludethe
Emerging Africalnfrastructure Fund, designed to meet the demand for upgrading and privatizing exising

2 Thereare anumber of moreindirect waysin which companies may have an impact on the economic development of
countries. This could, for example, include the effects of their global advertising and image-building campaigns.
These effects are, however, not further explored in this note.
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infragtructurein Africa, and the Financiad Degpening Chdlenge Fund, specificaly designed to contribute
to the achievement of the MDGs?

11.  Apatfromthefact that theseinitiativesincludethe participation of TNCs, the scope of positive
corporate contributionsin thisregard could be further explored. Issuesthat could be addressed in this
connection concern further corporateinvolvement in overcoming information market fallureswith regard
to investment and business opportunities in developing countries and corporate participation in risk
mitigation schemes. To addresstheissue of information market faillure, UNCTAD and the Internationd

Chamber of Commerce have been working for anumber of yearson ajoint project caled “Investment
guides and capacity-building for least developed countries’. On the ground, this project involves a
number of investors who are dready present in these countries, soliciting their views on investment
conditions and opportunities and reflecting them in the guides:*

12.  Other areasof pogtive corporate contributionsto devel opment include the active participation
of companiesin public/private partnership schemes dedicated to improving the capacity of developing
countries to create business-enabling environments. Such partnership schemes — sometimesinvolving
business associaions and internationd inditutions — dso exist with a view to identifying business
investment opportunitiesin LDCs. A recent initiativewas proposed under the Globa Compact umbrella
in Johannesburg entitled “ Growing Sustainable Businessin the Least Developed Countries’.> Thejoint
UNCTAD and ICC Investment Advisory Council for LDCsis another example.

B. Provision of goods and services

13. Companies tend not to seek markets in developing countries with low effective consumer
demand, lack of adequate infrastructure to facilitate imports, inadequate human capita to provide
labour, and inadequate legd structuresto provide astable business environment. Countriescan work to
improve al of these factorsto make themsalves more attractiveto internationa investment. But TNCs
can dso help by, for example, contributing towards improvementsin infrastructure and human capitd

and reconsdering the issue of market size on the basis of dternative marketing approachestailored to
serve the "micro-purchasing” habits of developing and least developed countries® Indeed, evidenceis
mounting that profits can be earned by creating specialized productsthat serve the needs of the poor in
developing countries. Companies could further this development by customizing products and services
to meet the needs of the poor and by further reducing their profit margins so as to provide affordable
goods and services.

14. For banks or other financia services companies, an important contribution to locd
economies could be, for indance, to provide locad entrepreneurs in developing countries with
better access to commercid finance, eg. through innovations in venture capital, micro-credit and
micro-finance schemes, sustainability risk assessment, specidist underwriting of risk, and joint

3 See http://lwww.emergingafricafund.com/first.htm http://www.financial deepening.org/.

4 Eleven guides have been published, covering 10 countries and one region (the East African Community).

5 See www.undp.org/business//gsb.

6 For example, see the broad area of research on "Bottom of the Pyramid (BOP)" marketing strategies that find vaue
in developing country markets by adjusting to new product, packaging and distribution considerations (Prahalad
2004).
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initiatives between internationa financid ingtitutions and private equity firms” Positive corporate
contributionsto devel opment could support theseinitiatives, including through charging of lower interest
rates and reduction of profit margins.

15.  Privateinvesment inthe supply of public and semi-public goods— such asinfrastructure, hedlth
care, communications — has become more widespread. However, the involvement of TNCsin public
utilitiesis controversa (UNCTAD 2004). The main challengein this context isthe need to strengthen
regulatory regimesthat alow deve oping country Governmentsto maintain macroeconomic stability and
promote stable and secure access of the poor to public goods and services. Corporations could
contribute to achieving these ams. A case in point may be tha firms should refrain from abusing any
dominant market pogition that an invesment arrangement might offer. Thisis particularly possblein
cases of infrastructure and utilities development projects, where the provison of the products and/or
sarvicesin question givesriseto anaturd monopoly. In addition, given that such activities ofteninvolve
the provision of essentid public services, the corporate partner ought to ensure that these are offered
equitably and that the public service function is carried out with due diligence.

16.  Asfor the pharmaceuticd industry, the MDGs ask companies in this industry to commit to
working congtructively and cregtively on mechanisms — including with regard to intellectua property
rights — that facilitate the provison of essentiad medicines to reverse the spread of illnesses such as
HIV/AIDS, tuberculoss and maaria, in addition to researching into and producing new drugs. Some
magor pharmaceutical companies have dready undertaken initiatives in this regard (box 1).

C. Employment creation, enhancement of skill levels of local workforces, and creating
linkages

17. By cresating employment, companies canmake animportant contribution to fighting poverty and
promoting development (UNCTAD 1999). Employment can be created in a direct or indirect way.
Whiledirect employment creation isobvious, themoreindirect impact thet foreign effiliates can haveon
employment — through, for example, linkageswith local companies—isoften overlooked. Indeed, there
are examples to show that multiplier employment effects can be even higher than the employment
creation effect of the investment itself (ibid).

Box 1. Merck's engagement policy

Since 1987, Merck has been donating Mectizan, a medicine that helps to prevent river blindness, through a
globa network that includes the affected communities, the World Bank, the World Health Organization,
nationd health ministries and NGOs. In 2004, more than 40 million people in 34 countries received free
treatment. Another 20 million people received donated Mectizan to treat lymphatic filariasisin eight countries
where the two diseases are co-endemic.

Since 2000, Merck has also been engaged in a partnership with the Government of Botswana and the Bill and
Melina Gates Foundation to implement a comprehensive national HIV/AIDS strategy, with the company
providing $50 million over five years. And since 2001 the company has provided itstwo anti-HIV medicines
at anon-profit price in LDCs and countries hardest hit by the epidemic.

7 Providing access to commercial finance, fostering gender-specific and innovative developmental financing
approaches and supporting public/private sector financing mechanismsto benefit SMEs and small entrepreneurs
in developing countries, and in particular in LDCs, are elements that are also reflected in the Monterrey
Consensus.
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In addition, Merck isengaged in HIV/AIDS partnershipsin China and Romania, and participates in the Global
Fund to Fight HIV/AIDS, Tuberculosis and Malariaand the Global Alliance for Vaccines and Immunization.

Source: Merck 2005.

18.  The extent to which this happens depends to a large extent on the willingness of TNCs to
integrateinto theloca economy and source domestically, rather than becoming an endaveby depending
mostly onimported inputs. Much may depend on the ability of TNC managersto take a creetive, and
case-specific, gpoproach to sourcing decisons, and to go beyond relying on existing supply networks
used by the TNC, whether located in other affiliates or existing subcontractors. Indeed, oneimportant
channd for increasing loca va ue- added and employment isthrough theforging of supplier linkageswith
domestic companies. Thereare many examplesof big aswell as smaller TNCs successfully pursuing a
proactive gpproach towards increasing the share of loca vaue-added in their production (UNCTAD
2001). Thisincludesadrategic approach to increasing the level of technologica sophigtication of the
production carried out in devel oping countriesand thetraining of local employees o asto enablethem
to carry out more skill-intensive (and more highly paid) activities over time® Linkages with local
businesses can dso help the latter to explore new export or product markets. Accordingly, the
development of supply chains may not only benefit the foreign affiliates but dso increase the productive
and export capacity of host countries.

19.  Obvioudy, the impact companies can have in these areas depends on the nature of the
investment (with thelikelihood of linkage creetion being higher in domestic- market-seeking FDI thanin
export-oriented FDI) and on the quality of the locd suppliers. Strengthening of loca supplier
capabilities is indeed crucid in this regard, and it is here that podtive corporate contributions to
development could unfold — tapping into, and proactively developing, the potential of local supplier
linkages (UNCTAD 2001). A number of success stories can be identified, and it appears important
that best practices in this regard be as widely disseminated as possble (box 2). Sharing of best
practices is one of the ams of UNCTAD's business linkages programmesin Brazil and Uganda. To
promote the creation and strengthening of sustainable TNC-business linkages, this programme aso
provides policy advice on improving the environment for sustainable business linkages and helps in
identifying business linkage opportunities.

Box 2. Nestlé's supplier development in China

Packaging supplier linkage development. Nestlé operates 18 factories in China with a turnover of CHF 1
billionin 2000. Already in 1994, Nestlé decided to engage in active supplier devel opment to meet its high local
packaging requirements, and, by 1997, it was covering 98 per cent of its needsfrom local suppliers. Nestlé's
approach of developing local suppliers is pragmatic and directed to concrete needs. The company worked
with local suppliers to help them meet quality standards by providing information, technical assistance and
sometimes also financia support. Its efforts to establish proper quality control also contributed to the
competitiveness of local suppliers, who now export to the Russian Federation and the Republic of Korea.

8 The impact that companies can have in these areas also depends largely on respect for labour and social rights, as
reflected in the ILO standards that are part of the 10 core Global Compact principles.
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Raw material supplier linkage development. 1n 1991, Nestlé established a Nescafe factory in China. For the
first two years of operation, this factory imported all green coffee needed for production. To facilitate a
switch to local suppliers, Nestlé set up an Agricultural Technical Assistance Service (ATAS) to promote the
cultivation of coffee through the provision of technical advice and facilitation services. Later it also created a
Professional Training Department to provide technical and practical training to those responsible for growing
and selling coffee, agronomists and civil servants, and individuals interested in entering the business. In
addition, some agronomists have been trained astrainers. As aresult, Nestlé today purchaseslarge quantities
of coffee from Y unnan (about 3,000 tons in 2002), thus providing a steady incometo local coffee farmers.

Source: UNCTAD 2001.

D. Technology transfer

20.  Thecompetitive advantage of TNCsfrom devel oped countries often semsfrom the possesson
of superior process or product technology that at the same time is a key ingredient to economic
development (as acknowledged in the MDGs). When doing business with partners in developing
countries, TNCsmay havethe choice of ether sharing their technology or keepingit for themsdlves. The
latter option is often more gppedling, asit isthistechnologica edgevis-a-visother companiesthat may
ensure success. Thereare, however, waysin which TNCs can contributeto thetechnologica upgrading
of locd companies and the local economy as such without the risk of key technologies lesking to
competitors. Again, the extent to which a company is willing to cooperate with locad suppliers
determines the development impact it will have in this area  Podtive corporate contributions to
development could include technica support to domestic supplier firms to help them magter new
technologies, including through assstance in production planning, quaity management, inspection and
testing, collaboration in R&D (UNCTAD 2005), sharing information and extending financia support,
indluding through ass stance to employees to set up their own firms (UNCTAD 2001).

E. Ethical business behaviour

21.  Companies(domestic and foreign dike) should abide by the laws of the countriesin which they
operate and refrain from unethica businesspractices. Thisrefersto such issues as not taking advantage
of wesk law enforcement, anticompetitive practices and corruption.  Anti-competitive practices, such
ascolluding with other firmsto control markets, abusing transfer pricing, or engaging in corrupt practices
to gain unfair advantages, can dl be sgnificantly detrimenta to locd firms, local employment and the
genera economic development prospects of a host developing country. Responsible TNCs may be
expected to go beyond the local law to meet important needs of host devel oping countrieswherelega
norms relating to good corporate citizenship may be absent or underdevel oped.

F. Contribution to public revenue generation

22.  TNCs are taxpayers in developing countries and provide contributions to public revenue
generation. Their taxes and other dues are crucia for Governments that on the one hand may face
enormoustasksin areas such as socia systemsor upgrading of public infrastructure, while on the other
having only a fraction of the resources of developed country Governments to tackle these
problems. Whether or not companies pay taxes properly (and for example do not engage in
abusve trandfer-pricing manipulation) can have an important impact on a country’s ability to
dleviate its development problems. TNCs are thus expected to abide by a country's tax law and
to meet their tax obligationsin good faith. Corporate responsibility in this regard could, for
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example, encompass cooperation with the tax authorities of host countries and the provison of
appropriate accounting data and tax reconciliation records for tax ingpections when required
(UNCTAD 2003).

G. Minimizing negative effects of businessrestructuring

23. Firmsexit from amarket dueto business strategy adjustments. Thisleadsto undesirable effects
in host countries, devel oped and developing dike. Creating conditions (including in terms of time) that
enable the economy to adjust isone of the chalengesthat arise out of these circumstances. TNCscould
proactively engage in the mitigation of such negative effects, including through specid measures to
minimize the local economic impacts of plant closures and significant saff reductions.

II. THE ROLE OF POLICY

24. Issuesrelated to the development impact of TNC activities have been part of thedeve opment
debate for decades and are the subject of various nationd and internationa policies. Mandatory (e.g.
performance requirements), inducive (eg. incentives) and hortatory (eg. voluntary guideines)
approachesto increasing corporate contributionsto devel opment have been pursued a varioustimes, in
various circumstances and with various degrees of success.

25.  Therole of the private sector in development, including that of FDI, has been stressed in the
Monterrey Conference on Financing for Development, the Doha Development Agenda, the
Johannesburg World Summit on Sustainable Devel opment and, most recently, the S50 Paulo Consensus
of UNCTAD XI, which sates that:

. corporate actors have a positive role to play in stimulating the economic
development of host countries and in supporting social and environmental devel opment
and the competitiveness of local enterprises. There are various voluntary international
instrumentsthat could be improved and made mor e coherent, covering economic, social
and environmental dimensions, to help increase the contribution of corporate actors,
especially TNCs, to the advancement of development goals." (TD/410, 25 June 2004,

paragraph 45).
26. In sum, an internationa consensus is in the process of being formed from these recent
conferences that might provide the nucleus for a definition of the role of business, including TNCs, in

contributing to economic development, as aready exists for the areas currently covered in the Globa
Compact.

1. ISSUESTO BE ADDRESSED BY THE EXPERT MEETING

28. Companies can make a difference to the economic development of their host countries in
many aees. No complete inventory exists tha lists and defines al possble channels through
which business can make a contribution to economic development. For the fight against poverty,
it is important to be clear about which contributions each of the important players — host and
home country Governments, internationd organizations and firms — can make. For companies, it is
important, in their own interest, to support the development effort, as developing countries are
increasngly important future markets. For developing countries and international  organizations
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such as UNCTAD, it isimportant to identify areas of synergies and cooperation in the Sruggleto fight
poverty.
29. In light of the above, experts may wish to explore a number of questions.

How should the "economic dimenson” of CR be defined? What are the possble issues
regarding the positive corporate contribution to the devel opment of host devel oping countries?
Which among them require immediate atention and action?

What are the forces driving companies to contribute to economic development? What can be
done to enhance the economic contribution of TNCs to a local economy? What are the
impediments?

Are there real-world cases that could be drawn upon as models for successful promotion of
TNCs contribution to local economies from the above-identified areas?

Whét is the role of nationd policy, both from a home and a host country perspective, in
facilitating and enhancing pogtive corporate contributions to the devel opment of host countries?
What isthe role of the internationa community in this regard?

What isthe role of corporations, business and industry associations?

Wheat arethelessonsthat can belearned from theareaof corporate socid responghility, bothin
terms of gpproaches and in terms of disseminating best practices?
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