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The Czech Republic became a member of the OECD in December 1995, Hungary in
May 1996, Poland in November 1996 and Korea in December 1996.1 For all four countries,
joining the OECD meant undertaking substantial liberalisation commitments, under the
OECD instruments, in foreign direct investment, international capital movements and
services. These commitments will foster the modernisation of their economies and the
maintenance of sound macro-economic policies and market-oriented structural reforms.

A

n essential condition of the accession
of any country to OECD membership
is its acceptance of the obligations
of the OECD Codes of Liberalisation
of Capital Movements and Current
Invisible Operations (box, p. 40). Under the
Codes, member countries have legally binding
obligations to notify the OECD of existing restrictions in foreign direct investment (FDI), capital movements and cross-border trade in services,
not to introduce additional restrictions (except
under specific conditions), to apply any measures
without discrimination among OECD countries,
and to submit themselves to a peer-review process that aims progressively to remove remaining restrictions over time. New members are also
required to endorse the 1976 OECD Declaration
on International Investment and Multinational
Enterprises and related Decisions, in particular
the ‘National Treatment’ instrument, under which
members undertake to grant national treatment
to foreign-controlled enterprises established
under their jurisdiction and the Guidelines on
Multinational Enterprises (box, p. 41).
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Although each application to OECD membership is judged on its own merits, all candidate countries are expected to meet the following
standards:
• full compliance with the non-discrimination,
transparency and ‘standstill’ principles
• liberalisation of long-term capital movements
and a timetable for future further liberalisation
• an open and transparent regime for FDI
• no restrictions on payments and transfers in
connection with international current-account
transactions
• a relaxation of restrictions on cross-border trade
in services, principally financial services.

Standstill, Transparency
and Non-discrimination
The reservations of these new members to
specific items in the Codes all accurately reflect
existing laws, regulations and practices, thereby
serving well the purpose of transparency. New
members have all refrained from proposing ‘precautionary’ reservations under the Codes (that
is, those which would have preserved the possibility of introducing restrictions on operations
which are currently free), thus ensuring effective compliance with the so-called ‘standstill’
principle under which a country accepts to be
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bound not to take steps backwards. Neither the
Czech Republic, Hungary nor Poland asked for
any dispensation for sectors for which they had
not already undertaken formal liberalisation obligations under the ‘Europe Agreement’ – their
agreement of association with the European
Union – or the General Agreement on Trade in
Services (GATS), but where no restrictions in fact
apply.
All the new members have also accepted not
to apply any measures which may have the effect
of discriminating among OECD countries. Reciprocity conditions have been removed from
domestic laws and regulations, in particular from
financial services where such conditions are
common. In addition, the three European new
members have committed themselves to extend
to all OECD countries any liberalisation measures
falling under the purview of the Codes that they
may take under their ‘Europe Agreements’. Korea
removed minimum-size requirements for the establishment of foreign insurance companies and
1. The Slovak Republic’s application for membership of
the OECD is being examined.
2. The law nonetheless entitles the Czech authorities to
discourage certain capital inflows through a requirement
on resident borrowers to deposit in non-interest bearing
accounts a certain percentage of the money inflow
involved. Yet this safeguard provision is to be used only
temporarily and in cases of emergency. So far, it has
not been applied.
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For many years before accession, capital
movements, and more particularly capital outflows by residents, were extensively restricted
in the Czech Republic, Hungary and Poland,
because of a desire to direct national saving
towards domestic investment, fears of potentially destabilising capital flows, or the concern
to protect inexperienced domestic investors
against excessive risk-taking.
During the accession process, by contrast, all
three countries achieved full liberalisation of
direct investment abroad by residents, outward
trade credits and personal capital movements
abroad. This move did not raise major difficulties
because these operations are not the most directly
affected by the course of domestic economic
policies. In addition, other capital outflows by
residents have been liberalised to varying
degrees. The Czech Republic has fully liberalised the purchase abroad of any foreign securi-
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Toward the Abolition
of Capital Controls
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banks,
which placed at a disadvantage those OECD countries with smaller insurance and banking industries.

ties by residents as well
as Czech investment in real estate abroad.
Hungary has allowed residents to invest in government debt securities issued by OECD countries and securities issued by OECD-based
enterprises with a rating. Poland has liberalised
resident purchases abroad of foreign shares and
debt securities with maturities of one year or
more, as well as outward financial credits with
maturities of more than one year. None of these
countries maintains restrictions on capital outflows by non-residents.

The Czech Republic, Hungary and Poland
have been even more open to capital inflows,
although, as many other emerging market economies, they are concerned to avoid excessive
short-term capital inflows that might create unwelcome exchange-rate and inflationary pressures. In the Czech Republic, the foreign-exchange
law passed in October 1995 removed the requirement of prior approval for almost all categories of capital inflows.2 Hungary and Poland
liberalised all capital inflows, except through debt
instruments of a maturity of less than one year.
Korea’s capital-control regime presents a
sharp contrast with those prevailing in most central and eastern European countries. As early
as the 1980s, Korea took far-reaching liberalisation measures on capital outflows, including portfolio investment abroad, admission of
foreign securities on Korean markets, outward
financial credits and bank deposits abroad, the
liberalisation of which was further advanced or
extended in scope during the accession
process.
These measures are expected to help alleviate possible difficulties with large capital inflows,
for which Korea has retained many restrictions,
especially when they may correspond to the
creation of debt; the

39

The OECD OBSERVER No. 205 April/May 1997

The New OECD Members
and Liberalisation

concern is to prevent exchange-rate appreciation and a further widening of the current-account deficit. Restrictions on inward trade credits
are nonetheless to be relaxed further. In addition, the ceiling on the total amount of domestic
securities which can be issued abroad and most
qualification requirements to be met by resident
issuers will be removed by the end of 1999.

Existing ceilings on foreign portfolio investment
in Korean stocks are also to be relaxed progressively, and will be fully abolished by the end of
2000. Easier access to the bond market has been
provided to foreign investors.
Still, the large number of remaining reservations to the Capital Movements Code proposed
by all four candidate countries remained a matter

FOCUS

The OECD Codes of Liberalisation
The OECD Codes of Liberalisation of Capital
Movements and Current Invisible Operations
have the legal status of an OECD Decision
binding on all the members.1 In adhering to
the Codes, member countries undertake to remove restrictions on specified lists of capital
movements and invisible operations. The Capital Movements Code covers all cross-border
capital operations, including foreign direct investment (FDI) and the right of establishment.
The liberalisation list under the Current Invisible Codes includes current payments and
transfers in connection with business, industry,
foreign trade, personal income, and travel and
tourism, as well as cross-border trade in transport services, financial services and films.
The primary objective of liberalisation under
the Codes is that the residents of different
OECD countries should be as free to deal with
one another as residents of the same country.
Members are not required to extend preferential treatment to non-residents on their territory, but they do have to allow residents to
transact freely with non-residents in any operations abroad. The approach adopted is to
engage the member countries in a process of
progressive liberalisation, allowing reasonable
scope for countries to move towards the ultimate objective in varying ways and speeds,
according to their individual economic circumstances.
A member unable to liberalise all operations
(that is, transfers to cover international transactions and the underlying transaction itself) is
permitted to lodge a reservation against specific items when it adheres to the Codes. By
lodging a reservation, the country retains the
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right to maintain restrictions on the operations
concerned while also benefitting from liberalisation by other member countries. Remaining
restrictions (as well as any liberalisation measures) must nonetheless be applied in a nondiscriminatory fashion among the operators in
different OECD countries, and full transparency is required. Peer pressure reviews encourage members to pursue liberalisation.
Unless an operation is contained on ‘List B’
of the Capital Movements Code (essentially
short-term financial operations and non-resident acquisitions of real estate), a reservation
once withdrawn may not be lodged anew, nor
can limited reservations be broadened. These
‘standstill’ provisions act with an important
ratchet effect to preserve the degree of liberalisation already achieved and to promote the
progressive roll-back of restrictive measures. A
country may nevertheless desire to re-impose
restrictions. These cases are covered by the
derogation procedure, which provides for a
temporary dispensation from the obligation to
preserve the freedom of operations not covered
by reservations. But a derogation may be invoked only if a member can demonstrate the
necessity of re-introducing restrictions because
of serious balance-of-payments difficulties or a
major economic or financial disturbance.

1. An overview of the Codes can be found in Introduction to
the OECD Codes of Liberalisation, OECD Publications,
Paris, 1995. Details of the Codes and members’ current reservations are given in Code of Liberalisation of Capital
Movements and Code of Liberalisation of Current Invisible
Operations, OECD Publications, Paris, both forthcoming
1997.
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of concern for the OECD. The countries themselves were fully aware of the drawbacks of capital controls, which create inefficiencies, are often
ineffective and do not offer a substitute for
appropriate macro-economic policies. The Czech
Republic and Hungary adopted the objective of
abolishing all remaining capital controls within
a period of three to four years, if the economic
situation evolves according to expectations.
Korea’s objective is also to abolish remaining
capital controls progressively over the next five
years, subject to stable macro-economic conditions,
which the Korean
government will
strive to promote.
Poland took an important additional step
by undertaking a
legally binding commitment to remove all remaining capital controls
by the end of 1999.

Liberalising
FDI
At the outset of the process for accession to OECD
membership, the Czech Republic and Hungary had a very
ST
BUDAPE
liberal regime for FDI, including the absence of any general
screening mechanism whether for new
‘greenfield’ investments or for the take-over of,
and participation in, existing enterprises established in their territory, and a limited number of
sectoral restrictions which also can be found in
other OECD countries, such as those relating to
transport.
Both countries removed remaining restrictions
on FDI in the form of loans and in certain sectors (auditing in the Czech Republic, for example,
and the financial sector in Hungary). Remaining
3. Poland, like Hungary, also undertook to remove
restrictions on establishment in the form of a branch
(that is, an entity not incorporated under domestic law),
by the end of 1998 at the latest. The Czech Republic
has no such restrictions.
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restrictions on foreign equity participation in
Czech banks are expected to be removed in 1997.
Poland also has no general screening mechanisms for FDI. In the course of the accession
process. Poland, too, reduced sectoral restrictions to a limited list (rural land, air transport,
shipping, telecommunications, radio and television broadcasting) and, in particular, fully liberalised incorporation and
equity

ant number of sectoral restrictions; the relaxation of restrictions on intra-company loans of an
FDI character; the possibility for foreign investors to engage in ‘friendly’ mergers and acquisitions of Korean enterprises whose total assets
do not exceed a specified threshold; and the
free establishment, from 1 December 1998, of
subsidiaries of foreign banks and securities
firms (in addition to branches which were
already permitted).
In addition, the Korean authorities
agreed that no ‘market need’ test will be
applied for the establishment of foreign
insurers, banks and other financial institutions. They undertook to make every
effort to ensure that foreign direct investors will be given access to the financial-services sectors on the basis of
predictable and transparent rules and
implementing procedures. They further indicated their intention to reconsider, by the end of 1998, the
necessity of the remaining restrictions in sectors – broadcasting, telecommunications, publishing, news
agencies, and so on – where the
concerns underlying the restricte
ions can be met by other, nonn
g
a
mp
ne, Ca
ampag
discriminatory means.
Svietlo/C
The four new members proposed a number of exceptions to the National
participation by
Treatment principle which closely parallel their
foreign investors in the insurance,
specific reservations under the Code on the esbanking and other financial services sectors.3
tablishment of enterprises by foreign investors.
Poland also undertook to allow the acquisition
They also accepted the Guidelines on multiof real estate by foreign-controlled enterprises
national enterprises, including the provisions
when necessary for the conduct of their busidealing with the right of employees to tradeness.
union representation, and agreed to contribute
The Czech Republic, Hungary and Poland
to their implementation.
committed themselves to ensure that foreign investors will be given equal access with domestic investors on the basis of transparent rules
and procedures in their privatisation programmes.
Korea has a long tradition of regulating FDI,
Although the Czech Republic, Hungary and
and its regime remains less liberal than those
Poland had already removed many restrictions
prevailing in the other new members. Korea’s
on the convertibility of the domestic currency
liberalisation effort in the period leading up to
into foreign ones for making payments and transOECD membership was nonetheless substantial.
It included, inter alia, the removal of an import- fers in international current-account transactions,

Free Convertibility
for Current Payments
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The 1976 Declaration
on International Investment
and Multinational Enterprises
The 1976 Declaration by the governments of
OECD countries on international investment
and multinational enterprises constitutes a
policy commitment to improve the investment
climate, encourage the positive contribution
multinational enterprises (MNEs) can make to
economic and social progress and minimise
and resolve difficulties which may arise from
their operations. The Declaration consists of
four elements, defined in decisions by the
OECD Council.
National Treatment instrument (NTI)
Member countries should accord to foreigncontrolled enterprises after their establishment
on their territories treatment no less favourable than that accorded in like situations to
domestic enterprises. Countries are obliged to
notify any exceptions to national treatment to
the OECD for examination. The examinations
result in reports to the Council, which formulates proposals for action to the country concerned. The examination reports are published
in the series OECD Reviews of Foreign Direct
Investment.
The Guidelines for Multinational Enterprises
These constitute a set of voluntary rules of
conduct, whose observance is encouraged by
OECD governments, to ensure that MNEs
operate in harmony with the policies of host
countries. These standards cover the full range
of MNE operations, with separate chapters on
information disclosure, competition, financing, taxation, employment and industrial
relations, environment, and science and technology. Solving problems arising in specific
cases is a matter for the ‘National Contact
Points’ (usually a government office in a
member country).
Conflicting requirements
Members shall co-operate in order to avoid or
minimise the imposition of conflicting requirements on multinational enterprises.
International investment incentives
and disincentives
Members recognise the importance of giving
due weight to the interest of other member
countries affected by relevant laws and practices; they endeavour to make measures as
transparent as possible.
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WARSAW
a number of restrictions remained. During
the course of their accession, these three
countries removed all remaining restrictions on
convertibility and thus
achieved ‘Article VIII’
status in the International
Monetary Fund Agreement,
which provides an internationally recognised benchmark for current-account convertibility.
For the Czech Republic this
achievement implied primarily
the termination of its bilateral
payments agreement with the
Slovak Republic. More substantial liberalisation measures were
involved for Poland and Hungary. In particular,
in Poland, the so-called Kantors – foreignexchange bureaux through which residents can
obtain unlimited foreign currencies – were
allowed to buy foreign exchange from resident
banks, thereby terminating the possibility of
multiple exchange rates because of market segmentation. Hungary allowed residents to make
payments for travel expenditures abroad without any restrictions and to increase substantially
their access to cash foreign-exchange allowances
for tourism abroad.
Korea had already met the requirements of
Article VIII of the IMF Agreement in 1988, so
liberalisation in this area was not an issue during
the accession process.

Market Access
for Financial Services
The Czech Republic, Hungary and Poland
maintain restrictions on the supply by non-resident (non-established) suppliers of a range of
insurance, banking and other financial services
on their territories which are more comprehensive overall than is the case for most OECD countries. During the accession process, nonetheless,
remaining restrictions on reinsurance, advisory
The OECD OBSERVER No. 205 April/May1997

and agency services were removed.
Hungary and Poland also fully liberalised insurance services for goods in international trade.
Korea undertook substantial liberalisation
commitments in financial services, including the
full liberalisation of life insurance, reinsurance,
custodial services and advisory and agency services (as from December 1998). As a result, Korea’s
position is overall comparable with the position
of longer-established OECD member countries.
à à

It is too early to assess the economic impact
of accession commitments undertaken by these
new members, as most of the benefits of liberalisation will be felt in the medium and long
term. The measures undertaken for FDI and other
long-term capital inflows, in particular, are expected to help bring stable productive capital
into the domestic business sector, promote transfers of modern technology and expertise from
abroad, and enhance competition in the domestic economy. Participation of foreign investors,
on the basis of national treatment, in privatisation programmes will contribute to their success.
Similarly, the liberalisation of outward direct investment and other long-term capital outflows,
together with the additional rights that OECD
membership provides under the Codes to investors from new member countries, will help
domestic firms and financial institutions to
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expand business opportunities abroad and
allow risk-reducing
portfolio diversification.
More generally,
the stated objective
of the new members
to remove remaining capital controls
within the next
coming years will
contribute to
maintaining the
momentum for a
forward-looking global economic strategy. They are bound to persevere with
sound macro-economic policies and market-oriented structural reforms, not least in the financial sector, if the full benefit of the freedom of
capital movements is to be realised. The prospects of future liberalisation will also reinforce
the confidence of both foreign and domestic
investors, thereby fostering economic stability.
So that developments in, and the implications
of, the implementation of their accession commitments can be closely monitored, the new
members agreed that full reviews of their positions under the Codes and National Treatment
instrument should be held two years from their
accession. And as OECD members, their economic policies will benefit from the Organisation’s analysis and the accumulated experience
of its existing member countries. à
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