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Mr A. . Luxfrd ecmber 22, le IO

Allen t. orton

I do not feel that the leter att ched aners the specific questior

raised in h. Javit' letter rearding"openings" for foreign invest-

ment. I would b inleined to write Mr. Jaits, to the effect that

specific projects are 4enerally broght to the attention of the Bank

b< reoresentatjv S of t ovrrnent of the member cotatries and i

Some feo; i Istaces In arive c it'al and tI t most of the loa v mode

by the Bank hvreeno for the so-c' iled i lie type of developme t

projects. Allpr t: for develonment t re presented to the. Bank

arefuy ire d tej : H.n fre. e e rojec s o are'ter importa nce

to the member cointr -o ncovera in t esec investhatiors and fi', cial

Lrran:-ement m de for a ) fierent roject from the one o rii l' siitted.

A riority of developrent 1ro ects ofter on ,e ;ted to tie menbJr country

b the m.sions cent to irv 't ft ceeific proce :ts.

The need to stimulate private investment is recognized by Lie Bank and, to

some extent, private ivestmec3nt wil he assisted by the loans to Development
Banks in Tiukey ad Ethitopi an the consortium of iBanks in i~exico. The

rep rese-ntatives of other nember overnments have expressed a grcat interes t

in these Develo. nt B-n ans of assisting priate capital to finn ce

productive enterprises.

I wobud also he iclined to 7 st to Mr. Javits tht a aceuing be arraned
at his convenience to di this subject, snce re cent wold event e
So chaned t o rublok Ior ei ivsme that it would be difficlt to

mak~e an apprasal of o s t this time.
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JACOB K. JAVITS COMMITTEE ON FOREIGN AFFAIRS
21ST DISTRICT, NEW YORK
(COLUMBIA UNIVERSITY NEW YORK OFFICE:
MANHATTANVILLE SUITE 2070
HAMILTON GRANGE SU0 IT AV070

WASHINGTON HEIGHTS 60ITHAEU
INWOOD AND MARLE HILL) Congre of tije nite tate NEW YORK 20 N. .

TELEPHONE:

JUDSON 6-0989

Xhouse of RepresentatibeN

January 10, 1951

Honorabli R. L. G'arner
Internatipnal Bank for Reconstruction and Development
Washingto 25, D. C.

Dear Mr. Garner:

Thank you very much for your fine letter of

Janulry 5th. I certainly apreciate your attention to

my inquiry and am pleased to have your informative

answer.

Sincerely yours,

J. K. Javits, Y. C.

Ji:J:eg
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Honorable J. K. Javits
IWu oA enresntatives

WasAinton 25, D C.

D mr r. Javits:

In r. laks absonee fro a ty I want to
aknowledge your' latter of Dece er 7 re arding "openims"

far Toraign investment.

Tie problen o calcula; t la zonitudo of the
"oponirgs" availale 'or Voroijn ivst t involves so
many asunrtions nd variables that a brief answer is not
pooiblo. Devlopnent neds are Moat without lMait and
even th ie absorptive capaci is of t o under evoloped areas
is robably groator than the anounts now available for
foreign investuent. As far as eli1itility (in t sene of
cradit-worthiness) i concern d, that is so dependent on
world mcononic aircunstancs, ijenlping tio :low af privnte
invest nt, grants = I tec'anical assi i;ance, that it canrot
be jil in iUolntion.

I assum3 tint you -ave consored this subjoct in
terns of tn Gray Renort hich dicunss this general prob-
lem at sote lenjth. hl tonre Lra saveral as ects of
that rernrt which ray require "ur ar tndy, it does furrdsh
one i:: r opinion as to th ra:nitudes involved on certain

assuationlS,

Sare, V rsa, 'ving os t atteton to Le
invest n' -, ads o K r - br co ntries n t La axta t to

which t'me rnods can b pillod fron -astic Vn external
resoVrees. cem yt v! tn, avovar, illustrate how fluid
tao yro- is. As yon indicate, an ppraisal of te invost-

n y~w ails of jar?3vlopad muntrian involves the con-
si lara Lion , t o r requests an their eli ibility.
:mut a :rt. or actor i.e. the availability of supplins, my

be even nore i portant today. Tia nobiliMtion progran of
te U tatns other swuntries alroan y late some



Honorable J. K, Javits - 2

aspects of the ray 7eport for the real problem emerging
is to what extent will it be possiblo to obtain capital
goods Cor development purposes even assuming the requisite
financing is available.

Thus, we find it OSSe til to eexanine the whole
problem in terno o: toay's realition PM tomorrow's proba-
bilitis. Without vervyri n: an, concUlsions, I do susoect
that greater oopasis ill need to be placed now on oxpan"-
ing thoso sect rs of rievalopment requir mini of
imported capital equipont ond a xium of local _oods
and services, Thus, nis y be t1 ne to corcentrato on
the expancion of agricultural, road, no lta, educational
anid husing progra:s as well as on tchnical assistance
programs designed to increase te productivity of existing
facilities. Nor will this be easy, for the s'octre of
domestic inflation will be ever present in underdaveloped
countries prassing such invesnant prograns an! it will ro-
quira real courage nd resolutenesn to old the inflationary
pressures wiin bounds.

You iny be assured tit wo in tao ntern ~tional bank
will be loing l we can on every front to assist countries
in for:ulating and executi realistic progrns for acononic
developnut designed to cOpe aith today's prohlom.

Very truly yours,

R. L. Garner



FoRM No 7
(5-48) INTERNATIONAl 'AANK FOR RECONSTRUCTION AND 'VELOPMENT

OFFICE MEMORANDUM
TO: Mr. Ansel F. Luxford DATE: March 7, 1951

FROM: S. W. Anderson

SUBJECT: Tax Incentives to Stimulate Private Foreign Investment

I have read your memoranda of November 21 on the subject of tax
incentives. This is a very interesting approach to me.

There is one aspect of U. S, tax regulations as it affects owners
of risk capital to which I would like to address myself. It has been
my experience over a long period of years that more often than not the
owner of risk capital, whether a corporation or an individual, wants
if possible to "get his stake back" as a first priority in any venture.
After he has succeeded in doing this, I think in general his attitude
is more speculative. He is, in other words, willing to ride his pro-
fits. Traditionally the method by which this desire on the part of
risk capitalists has been at least partially satisfied was the issuance
of senior securities, such as debentures or preferred stock, for as
large a percentage of the actual cash investment as counsel would permit.
This device also made it possible for promoters and management to acquire,
for little if any investment, an equity interest in the project, the
value of which would depend upon the ability of the enterprise to retire
the senior securities out of earnings. The risk capitalist, in these
instances, recovered most if not all of his capital without income tax
liability by the device of retiring the senior securities.

As you doubtless know, the boys in the Tax Bureau have become
tougher and tougher in reviewing set-ups of this kind and have repeatedly
attempted to show that if an investor acquired both preferred and com-
mon stock in something like the same proportions, the retirement of
preferred stock out of earnings of the corporation might be considered
as a distribution of earnings and subject to income tax. This natural
tendency on the part of the taxing authorities, in my opinion, has been
a detriment to the risk capitalist in attempting to follow a perfectly
sound concept of investment.

Turning to the foreign field, if the U. S. taxing authorities were
willing to sanction, as a matter of principle, the retirement of senior
securities in a foreign company without raising the taxability of such
recoveries up to the full amount of the investment and without regard to
the identity of the common stockholders, it would do a great deal to whet
the appetite of American risk capital. It is of course true that such a
device would be attractive to the American investors only if the commer-
cial and noncommercial risks in the enterprise itself appealed to him
as reasonable and attractive and that the subsequent dividends on his
no-cost common stock proved to be alluring enough even in the face of
current income tax returns to persuade him to take the risks.



2.

Your device goes further of course in one respect and not as far
in another. You go further in permitting an investor to make cash
recoveries on his investment irrespective of the success of the venture
in an amount equal to his investment multiplied by his percentage tax
rate, e.g., 40%. YTou go less far in limiting his tax free recovery of
his investment to a figure dependent upon the magnitude of his tax return.

Maybe the two ideas could be combined. For example, suppose the
investor was permitted to do what you have suggested and then recover
the balance of his investment by the retirement of senior securities on
a nontaxable basis.

These are interesting speculations and I would like to talk further
to you about them after the Rockefeller report has been floated.

cc: Mr. Black
Mr. Garner
Mr. Demnth
Mr. Rist
Mr. Sommers



Mr. R. L. Garner March 23, 1951

S. W. Anerson

Corrrorsation irith ,r RIhard Johnson

This mornvg Ie a telephor corvrar uit De Joh ar
of am Is s aff hi ti I sol ; rortto you,

1e called teprincipally to betrut u1 to daeon t!o Chilean
situation in wich evidonood rest ir t pat. Y
will rocall that h un . ro nt at eti wt draft lett r
to Pico was discussed. Th only oint worth otio it reo ct
to Chile was th amation nto uhhr Bill rtir ha1 a to
te Dank that t Chilea policy roJlatd in a ato U

Goverumioitw otiatin with hil or opr. I told1himIl r
1aard of'anysuch 2scussions but aist ttI z realy unnor0

We tien got int a dicsasior of t ra ort, "Partr i
Progress, by th Roc ell3r Coitte. Incdnt i , Joh I
inonalt fina afti o reprt in r om al-lt
oession.

Johnso toi that "tTy, " by which I as aear Harri-
.an office, - n full eD art lit Dai cono3t ofV the

rport, incli - he c ity of a sir n c wuo
absorbnt ci t ution fo V DPr 4 of Cc re.Q
did not,hover, tr t th pr c ateteInrtion
Develop'nt Authority %r V pupo of rovi'r gr n n
oither feasihlo fr O G onrssiorrl cnoint or ,artiularl
as irable. Uit4 rovye to V ropor Ir rn ation.l Finanicial'

Corporation, te vor, his attitu re i'avor 1 o inauimd

lthr tilan .ror sd. Vo taaw~ ntiat Vre oum at to
eithercf'the iropo s Jithou V te- pti c o ni I
a ked hmwhat initiat- asato Vs 0: i ro thaD cutive

1raohoft U. . o nten ti H htitu u a t
probably no s vubtantia ount o itV Oative would b<played by

t ito ou, ad : d tn thtitrt t ar or Tr-
aps Rockef' ller himaal shouldi Vl the iii. He informed 3

at Vie utive Uranch prop to o to Congrss Aril for tko
sar legislation to create Vhe central agency. This i ore or

loss in ln tt' the Dew Yoi;ie article todayby Jaes Reson.

I would like to discuse with you at your ary onvardanoo some
of thesa matters, particularly Ohn qustions rovolving around Vhe
IntrnatioA Fir ial Corporation roposal.

SWAderson:il

ces M. Ilff
Mr. Hoar



arch 26, 1951

Dear Nelson:

I have just finished reading "Partners in Progress," and
I cannot resist the temptation of writing you- to say that I
think this is one of the most lucid and statesmanlike documents
that has seen the light of day in recent years.

I know it will be attacked upon a good many fronts, but
for my money, it represents a. brilliant exposition of one of
the most crucial problems facing this country. You and your
associates are certainly to be greatly congratulated.

Sincerely yours,

Samuel W. Anderson
Special Advisor to the

Loan Director

iMf. Nlson Rlockefeller
13 Most 54th Street
New York, New York

SWAnderson:ml



FORM No. 59
(3.49)

CROSS REFERENCE SHEET

COMMUNICATION: Meme

DATED: March 13, 1951

TO: Files

FROM: Mr. Wheeleck

SUMMARY-
Mr. Blackwell Smith called at IBRD to inquire if we would

undertake to guarantee transferability of earned interest

& amortization on investment in Cuba by a U. S. life insur-

ance Co in a housing project.

FILED UNDER: Cuba Inq.

CROSS REFERENCE: Investment. Private

Smith, Blackwell*



arch 30, 1951.

Dear Alamt

I should be gratefil if you would

send the a ched cable to 4Ir rnest mOve-Dutton.

Yours sincerely,

A. .. C. Hoar
Assistant Loan. irector.

Mr. A. Christelow

-"d igt 0



FORM No. 27

(1 50) INTERNATIONi BANK FOR RECONSTRUCTION AN[ EVELOPMENT e i

OUTGOING WIRE

DATE: MARCH 30, 1951 CLASS OF SERVICE DESIRED

TO: SIR ERNEST ROWE-DUTTON NIGHT LETTER O CODE
TREASURY CHAMBERS
GREAT GEORGE STREE DEFERRED I FULL RATE

TEXT: LONDON, S.W.1, ENGLAND TELETYPE

I UNDERSTAND THAT DISCUSSIONS NOW TAKING PLACE IN LONDON ARE INTENDED TO

COVER NOT ivERELY IMDNIATE NEEDS BUT LONG TERUM INVEST IENT PROGRAM AND AM

CONCERNED THAT DECISIONS MAY BE TAKEN AFFECTING BANK' S LONG TERM APPROACH

TO YUGOSLAV DEVELOPIENT STOP I STILL FEEL DISCUSSIONS IN WASHINGTON WOULD

BE BEST SOLUTION BUT AS THIS IS PRESUMABLY IMPOSSIBLE SHOULD NOT BANK HAVE

SOMTONE AT PRESENT DISCUSSIONS IN LONDON STOP WOULD APPRECTATE YOUR IREACTION

HOAR

IT'TBAFRAD

AUTHORIZED BY: For Use by Archives Division

NAME A.S.G.Hoar Checked for Dispatch

DEPT.

FIt COPY



FORM No. 57

(5-4 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: Files DATE: May 3, 1951

FROM: S. W. Anderson

SUBJECT: John D. Hall

Mr. John D. Hall, introduced by Mr. August Maffry, Vice President
of the Irving Trust Company, called on me yesterday. Mr. Hall is President
of the International Research and Development Corporation as well as a

newly formed company called the "American Investment and Development Cor-

poration". Mr. Hall has as his associates a number of New York interests
such as Andre de St. Phalle, certain Europeans and a number of others.

Mr. Hall described to me the activities of the former company in
promoting privately financed projects in Turkey for which ECA financing
in part has been arranged. He is now proceeding to Brazil with the view
of establishing contacts there to promote mixed capital, or otherwise
privately financed enterprises. He visualizes his firm not only as pro-
moters as such, but also as suppliers of economic studies, market studies,
engineering work and generally as an organization for the background work
of bringing the project to the point of financing, preferably by private
capital. He has discussed his plans with David Rockefeller and will see
Clarence Dauphinot. I also urged him to see Frank Truslow before he left.

Mr. Hall makes a good impression. At one time he was the aner
of Reynolds and Company, but in my opinion he has a far more sophisticated
point of view than Mr. McKenna.

I told Mr. Hall that the activities which he outlined to me seemed
to be constructive and that we would be very glad to help him in ar way
open to us.

cc: Mr. Garner
Mr. Hoar
Mr. Rist
General Wheeler
Mr. Rucinski - for Mr. Mason
Mr. Schmidt
Mr. Cope

S.W.Anderson: JF
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AMERICAN INVESTMENT AND DEVELOPMENT CORPORATION

44 WALL STREET

NEW YORK 5, N.Y.

TELEPHONE CABLE ADDRESS

WHITEHALL 4-4240 May 10, 1951 "AIDCOR,NEWYORK"

Ar. iobert Garner,
Vice President,
Tnterrationil Lank for xieconstructio)n ndevelooment
U. shington, L.C.

De:er Mr. Garner:

It was a very great leasure to imeet you in sinLton la:st

week a.no to have the benefit of your dvice and counsel ir respect of our

plins in Latin America.

We were pleased to learn that the Bank elcomes our efforts

there along the lines of the activities which our Grour of effili'ted
ComaVrInies has been pursuing in Turkey. ie sircerely believ!e that an urgent

neeo for such work: exists End we hope that an opportunity exists for us in

filling it, but we are firm in our conviction to take no steps which are not

comp1etely in accord with the policies and plans of your bank and, the various

economic agencies of our own Government. With your permission, we 5hall con-

tinue to keep you informed and seek your guidance as well as that of Mr. Truslow

with whom we uncerstand you will be working closely.

In sccordance with your suggestions, i &m enclosirg memor.andm

which outlines briefly the members of our Group and somethin. of our past work

and future plpns. If there are any points which are not clear I should be very
happy to try to clarify them.

ias to the present status of our Turkiph projects, I have asked

our office in istanbul to write you directly to be sure that any memo that you
have is up to date. I a~m aIso sending a note of introduction to you to Mr.
Loomis in Istanbul, who is a very able young men in our office there, who would

be most happy to meet you and discuss our various projects on which he is fully
informed.

My very best regards,

Sincerely yours,

John D. Ball
JDh: mh President

Enclosure
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AMIFRICAN INVF.SD1iET AND DVLQ T CORPORQATlO
ANL ASSOCIA FId$~

American Investment and Development Corporation (A.I.D.C.) is an entity
set up to represent and direct the activities of a group of U.S. nd Furopean

financial zad engineering firms in -he work outlined below. These firms and
their personnel or outside consultants they will hire will perform the major

part of work undertaken 1y A.I.D.C. and most will participete in its earnings
through stock ownership and t rough various profit sharing arrangements.

International Research and Development Corp., New York Li-son Officer
John D. Hall, President

Andre de Saint Phalie & Co. (Member N. Y. Stock Fxchenge) Carel Van Henkelom,
General Partner

Smith, Kirkpatrick & Co., Inc. New York Robert L. Cl rkson, Jr.
President

Braithwaite & Co. Engineers Ltd., London R.J.N. Taylor
Managing Dir'ector

Morris & Van Wormer, Engineers, New; York Wm. J. McCudden

J. G. hite Engine ring Corp., Cleveland and J. M. Patten
New York

Menken, Ferguson & Idler, and Burt Neu York Wk. Burt

Outside consulting firms will be engaged as needed by A.I.D.C. directly or

through the a sociated firms and working arrangements will be established with other

foreign firms.

The work to be undertaken will follow a pattern already established and

followed with some success by members of the group. Mr. John D. Hbll, who is

president both of A.I.-.C. tnd of Internetional Research and Development Corporation,
was for some years in charge of the foreign ctivities of Reynolds & Co.

under the supervision of )1orbert A. McKenna, a general partner who de votes much time

to foreign aetivities and with the help of Mr. A. worthington Loomis, now an

employee of I.R.D,C.

The aim of these activities in Reynolds & Co. was to investigate investment

opportunities abroad and to interest clients of the firm, either individual or

corporate, in them. The results, in achieving these particul ar aims, heve been

disappointing to late. However, in the course of extenive investigations and

negotiations abroad, an opportunity appeared in the urgent need of private business

interests in the undeveloped countries for the skills possesed by U.S. investmuent

banking and technical groups and the confidence they inspired fort

(1) The mobilisation of domestic capital within the foreign country.

(2) Assistance in the selection of sound projects for local investment.

(3) The analysis of economic factors involved and the preparation of

appropriate studies.
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existing firL t trn ".ion of vil ble fiTUnCial -

tatistics into orim uner te dble aroad,

(5) The undertaking vith : si tC e of aes azed engineera, of

necesa-ry preliminary nnering etudies and the coordination

of such studies with the problems of externa-l finance.

(6) Obtainng for the 'o reign private interet, sound technical nd

commercial collkbor¶tion on t, con inning asis from firms in the

U.S. or Europe.

(7) The negotiation in urage or the U.S. of cree.its or oth er cAitl,

largely for foreign excbange reruirements, on the basis of the

successful copletion of (1) to (6). A'here priv, te capital is

not available, the International Benk, the Export-Import bank tnd

the EGA provide 1lternative sources.

The firm conviction of the f.1.D. Group, an a result of ctua1 experience,

is that only through the provision of such services in a coardinatid mnner end large-

ly on a risk basis, can sufficient private investment opportunities be developed for

privete U.S. or European capi al or to enable internatioinl Bank, Export-Import Banks

or EA funds to be channelled to private .ntererise T'he reason is theAt businessmen

abroad eithers

(a) Lack an appreciation of the necessity for such serviceS)

(b) cannot engage them from any one enginering firm or In any

ooordina ted mannerl

or (o) are unvilling to risk the very eonsiderable cost involved until

Vhey re sure external financing can be assured.

It beca me clear thet if such work was to be done et ail it wouolhve t) be

per e le finni gtechniC 1roup hic cohu be

compensaed '-or tebia ervicee in oash or ty e-n e ,Ltj ±ntc re; t nly when studiies

were completed and financing and other reouire#ento were a seured.

I. VG. as organized in arly 1950 to represent a roup including ndre

de aint Phrlle & Go., Braithwaite & Co. ro frer e ere of the hinolda & •o

organisation as Weil es that of General %illiaum Donovan to undert, e -woi 0 tne

tye outlined above on behalf of various Turkish private busi esS in tercsts.

heynolds & ;o. and Donovan L( i -re, which h p.in Prl

decided ;s Virazs not to participate further because of the unwillingness :f the

Turks to commit themselves in advance to pay any substantiail portion of expected

expenses.

Mr. Hall and Mr. Loomis left i-eynolds to join the new company as did Mr.

Villiam burt from Do--novan Leisure. --Ir. Brt, ra reserr.-e Air Force C'oonelp during

the It Vr, w s ks~istaflt to General Vndenberg and later in !ngland i-a Civilian

to Mr. Finlettefr, then Chief of the ECA Mission there, and is now .irector of

both I.R.D.C. and A.I.D.C.
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The new firm I.R.D.C. and other firms associated with it in the work
arranged to finance the effort themselves with only minor contributions from the
Turks and have so expended in total several hundred thousand dollars on the basis
of out-of-pocket expense and personnel time. Approximately sixty engineers,
economists, accountants, management consultants and others were utilized and
projects worked out for five textile mills, a pharmaceutical plant, a cement plant,
a cannery, a hydroelectric development, a cotton seed oil plant, and preliminarily
for a nitrate fertilizer plant. Approximately 40,000,000 Turkish lira were raised
for the local costs of projects other than fertilizer and external financing of one
textile mill and the pharmaceutical plant has been assured to date, the latter with
the technical and commercial collaboration of Sterling Drug Co. The two for which
financing is completed are to receive credits from EDA counterpart funds and
negotiations are virtually complete for private credits from England for a large
textile project involving about $9,000,000 in total cost. Other negotiations are
under way for private credits in France, Belgium and Switzerland, and f1rom the new
Industrial Bank in Turkey.

I.R.D.C.'s experience in raising capital for a Hydroelectric project in

Southern Turkey was an interesting development in the mobilisation of local capital.
The Turkish Government did not wish to approve a project originally proposed by
I.R.D.C. on behalf of two private companies in the area and requested I.R.D.C. to

try to work out a larger project which could furnish sufficient power for the entire

area. Accordingly I.R.D.C., together with its engineering and legal consultants
worked out the preliminary technical and financial aspects of a new project includ-
ing a plan for setting up a private power company. With letters to the Governors,
Mayors, and local banks of the area, the officers of I.R.D.C. and their engineering
and legal advisors visited various towns there, organised preliminary meetings of
the officials and three or four principal capitalists, then larger meetings of
one hundred or more in each town. The plan was explained in detail by the Governors
and by I.R.D.C. and assurances were given:

(1) That the Turkish Central Government would not control the new company.

(2) That the U.S. and British financial advisors, engineering consultants,
and accountants would provide competence and integrity.

Eventually each member of the meeting was publicly polled as to his subscription to
the new company and later signed the subscription agreement. A committee was appoint-
ed to complete the formalities of corporate organization and to negotiate on behalf
of the company for further financing.

American Investment and Development Corporation was organised with the

participation of the same Group as I.R.D.C. but with the addition of further engineer-

ing associates and particularly with an arrangement for close collaboration with
Smith, Kirkpatrick & Co.,Inc.

A.I.D.C. will operate throughout the world other than in Turkey but

principally in Latin America. It has been demonstrated in the course of the work

of I.R.D.C. that there are excellent possibilities for obtaining private credits in

Europe for sound situations in Latin America and that private corporate and individual

investors in Europe are most interested in opportunities there. Also since the Korean



Wr, the prospect of h. r ters in 1e !.j., bom conai+ins ir L tin Aerica,

and the improved exchange riation there has ratly improved the psaihilities

of obt ining private oapitl1 in the U. . for investment i Latin A eric

Furtther it it expected Set A.I.,. lil take , finr eidi plrticiption

its ovn scount or on behlfI ::f :s icirted firm in ccrtiA inidustri . tnterrises

there.

Baiks which are familiar vith the activities of t 'roup in ade

Irving Trast Conpany
Dr. Augut Maffry, V.P.
Mr. Theodore eriw ik, Jr. V.P.

Guaenty Trust Co- -n
Mr. Robert Manapace, V.P.

Chase National Bank
'Mr. Otto T. Kreuser, V.P.

J. Henry S1hrodr Banking
Mr. Peter apenter, V.P.

Ottoan Bank-London
Mr. Perrin, Manager London

Lloyd's ank, Ld., London
Overs es DepA.

Btn ue de Parte et des Pays Bas - P rin
Mr. Henry Burnier, Maaging Direetor



y 29, 1951

Dear Mr. Hall:

Just befogg he left for Turkey, Mr. Garner passed your
letter of the 10th to me for acknowledgment.

We are glad to have the material which you appended to
your letter and, as Mr. Garner has told you, we will continue
to be interested in your activities and hope that you will
advise us in this connection from tine to time.

I am glad that you will see Mr. Iruslow. He presently
plans to leave for Brazil on June 14, and will start organising
his activities in July.

Sincerely yours,

.el A. Anderson
ecial advisor to the

Loan Director

Mr. John D. Hall, President
American Investment and Development Corporation \ /
4h all Street
New York 5, New York

S#Anderson:jf
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INTERNAIIONAL 'BANK FOR RECONSTRUCTION AND DEVELOPMENT

OICE MEMORANDUM
TO: Mr. A.S.G Hoar DATE: May 22 1951

FROM: Hector Prud'homme

SUBJECT: Private Investment - Policy

Tn my first few months at the Bank there will be, I am sure, a
number of issues of loan and investment policy about which I should
like to raise questions, If you permit, I shall put these down on
occasion, in the hope that a newcomer's reactions may be of interest
to you, in addition to the ralue which exploring the questions will
have for me.

From the discussion at the Staff Loan Committee yesterday morning
(on the Pakistan paper plant, specifically), I gather that one of the
more difficult, and perhaps also one of the more interesting problems
of Bbnk policy is how to implement Charter provisions with respect to
encouraging investment by private investors.

I do not wish to comment on the Pakistan question per se: it is
not my area, and I know little of conditions there. May I, however,
use it as a means of pursuing issues of general policy? The juxtaposition
of language in Article I of the Charter suggests that, in order of desir-
ability, encouraging private investment comes before Bank lending. To the
laymen, the provision that it is a purpose of the Bank to lend "when
private capital is not available on reasonable terms,"i means that the
Bank lends its own funds only when a program cannot be financed through
private capital. This concept seems simple and clear, However, I guess
that it conceals the possibility of considerable variation, depending
not on differences in theory about private versus public capital, but on
whether the Bank can afford to expend more or less effort in promoting
the concept.

For instance, one can satisfy the Charter by accepting the fact that
there is insufficient local private capital to venture into a paper project
in Pakistan, that money rates are too high, that a Pakistani company would
have no luck trying to finance in the foreign capital markets. Or, on the
other hand, one might seek out possible Swedish and American sources of
equity money (paper companies), encourage them to undertake the construc-
tion and management of a plant, then to induce the Pakistan Government to
give them tax advantages, tariff advantages, a monopoly for a period of
years, convertibility of a share of their profits, etc. etc.

My question is whether the Loan Officer has a responsibility for
promotional activity in the field of private investment, and if so, how
much. In the paper plant instance, such promotional activity would
presumably involve (a) pressing the Pakistanis to offer conditions attractive
to private foreign capital, (b) initiating inquiries in other countries as
to possible investors, (c) acting as a kind of broker between the two
parties, and (d) arranging for Bank participation in financing.
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If the answer to my question were that the Loan Officer should

put in some time on means of attracting private capital, whenever a
project presents itself, some additional questions of policy and

procedure would arise. Means of establishing contacts with investors
willing to venture abroad would have to be further developed, and the

Bank might have to be quite bold and firm on some suitable project in
order to get the ball rolling in the desired direction. The Loan Depart-
ment would become an "investment department."



FORM NO. 57

f5-48) INTERNAIJONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: lir. Paul N. hosenstein-Rodan DATE: Lay 31, 1951

FROM: D. Crena de Iongh

SUBJECT:

With reference to our discussion, T am sending you

herewith a cony of a draft agenda for a conference on

investment nroblems. I would be very nleased t your

reaction.

Attachment



Yay 31, 1951
DRAFT AGEINDA FUR

O(Ii± LOE CN INVES~lTINT PROBIENS

a. Description of the financial machinery through which in each particinating

country savings are channeled into investmentF.

b. Relative imoortance of equity financing versus financing by loans in each

Oarticipating country.

c. Need for supplementing savings by international loans in each participating

country.

II.

a. Coordinaticn of policy of national lending to that apnlied to international

lending.

b. Forms of cooperation of local long-term finance institutions with international

lending institutions.

c. Selection of type or types of local institutions to implement this cooperation.

d. lethods of assistance in stimulating the use of the urivate money market for

the financing of investments.

II.

a. Interest rates for national and international loans,.

b. Exchange risk to be borne by borrower or government.

IV.

a. iethods of disbursement.

b. Commitment comrmission.

c. Cther commissions.

d. IMethods of end-use sunervision.



INVESTMENT

FORM No. 59
(3.49)

CROSS REFERENCE SHEET

COMMUNICATION: Translation of Law

DATED: August 1, 1951

TO: Mr. Fraser

FROM: Mekin Onaran

SUMMARY:
The Law for the encouragement of Foreign Capital

Investment (in Turkey).

FILED UNDER: Turkey Gen.

CROSS REFERENCE: Investment



Messr3. Black, Iliff, Hoar, ;omers, Crena Jun 12, 1951
de Iongh, Demuth, Rodan

Martin A. Rosen

The U. S. Foreign Aid Program

The oenate Committee on Foreign Relations and the souse Committee
on Foreirn affplrs have Joint17 anxlished a locument on "The 4Atual
Jecurity erograa for 1 iacal Iaar 19521 which contains flie esie data
on the L.S. forA:ein ail pror supplied to Congress in supoort of the
program by the .djinistration.

The Bank is referred to in a number of .laces in the docunent; in
fact, in the very berImiinn it is stated that the orei:.-n ,i rn -
"takes into account the landing iracities an the ,rou bLe ry e
of the Inte-national onnk for Reconstruction and Develoaent an the
1xort-imaort dank."

The portion of the reoort which is orobably of most importance to
t Lank i. the section on " ublic Ylendin-' and rivate Inve tent.
This section says that .Xettia. lo 3 n; the ,xpo:t..port -n 1 a
an integral part of the aual security program ani that many projects
can best be carried out ublic loans 'he size o. ti rant >rograa
was determined on the assmption that -ublio lenin; Joull be continued
at at least t:1 levels oreviling in recent years. 'pacificnlly it
was assamed that the export-Thport 'nk w41 exoanJ its loans for
economic development purposes." An incrase in the xmortarort nk
lending authority of 1 billion is reque sted in order to carry ot the
part of the autual security program which should be financed by IS.
Governtaent loana including loans to inane expansion of strategic and
other essential materials.

he section on public lending is pedominantly concerned with the
nxiabank with only one paragraph on the IL3 -u ,hich does, however, con-
tain the sentence that "it ca n be expected that the International Bank
will continue to extend large-scale fin inial support to sound develop-
:ent projects." On the oth r hand th. c: e for thb nion of the
axi lending authority is based not anl r on the need for financing
3trate a,-1 iterial -o ec ' but als, n p rent p-irilr for
the "financing of essential economic develoomont."

The report does not specifically state tat it has been given a
oroaxse loaproorn for various areas o the world by the ank, but
it does inply strongly that t iis is the case. For example, there is a
sentence th- t the v. ious progra f geogri area "hy , e an
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF THE DIRECTOR FOR MUTUAL SECURITY

WASHINGTON 25, D. C.

January 25, 1952

MIy dear Mr. Black:

Section 516 of the Mutual Security Act of 1951 provides in part:
"It is hereby declared to be the policy of the Congress that this Act
shall be administered in such a way as to eliminate the barriers to,
and provide the incentives for, a steadily increased participation of
free private enterprise in developing the resources of foreign countries
consistent with the policies of this Act. . . ."

As you know, a considerable amount of work has already been done
in this area. However, in order that I may be advised on further ways
and means by which the :Mutual Security Act may be administered to en-
courage private enterprise and private investment abroad, it will be
helpful to have an advisory committee of representatives from the several
other agencies of the governient whose interests are also closely related
to this objective.

I have asked the following Departments and Agencies to name rep-
resentatives for this Committee: the Departments of State, Treasury,
Defense, Interior, Agriculture, Commerce, and Labor, Export-Import Bank,
Defense M1aterials Procurement Agency, Mutual Security Agency, and Technical
Cooperation Administration.

You have had, in the International Bank, a great interest in this
subject. Although this is a U. S. government committee, I would like
to have your representative join the group from time to time on appro-
priate subjects as an observer. I know you can be most helpful.

I have asked Mr. Richard N. Johnson, Assistant Director for Re-
sources and Requirements, to chair this committee. Mr. George F. Lawrence
will act as Executive Secretary. Mr. Jayne C. Taylor has agreed to act
as Special Consultant for the committee.

I hope that such staff studies and operations as the committee
may determine to be required can be undertaken by the appropriate De-
partments and Agencies.

In view of the urgency of continuing to move forward with this
program, the first meeting of the Advisory Committee will be held in
Room 272), Executive Office Building (Old State), at 2:30 P.1, February
h, 1952.

I will appreciate it, therefore, if you will notify the Executive
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Secretary as promptly as possible of the namae of your representative
to this committee.

I am enclosing herewith a brief agenda for the first meeting.
I hope your representative will come to the first meeting.

S cerely,

W. A. Harriman
Director for Mlutual Security

Enclosure

Mr. Eugene Black, President
International Bank for Reconstruction

and Development
Washington, D. C.
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Keeting Jcheduhea for Lbruary 4, 1952

at i;u t, .oom /2 , :3 >>tate l?

1. Arr4  aiLts fov review of cxistng .)rorrm and
poJ.eles £ nca gaency for encouaring private

aorcia investment.
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of s> ec ieldu> .iere >rivat e capital i reruired,
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SUMMARY OF RECO2ENDAPTIONS A1D SUGGESTIONS MADE BY VARIOUS BUSINESS

A SSOCIA TIONS, GOVERNIENT-APPOINTED C01MITTEES AND CONSULTANTS, AID PRIVATE

INDIVlDUALS FOR STEPS TO BE TAKEN TO ECOURAGE PRIVATE IhVESTMENT ABROAD.

TAXATION

1. Income on -direct investments abroad be taxed only in the country

where it is earded.

2. The Congress enact legislation to authorize the inclusion of the

above principle in bilateral tax treaties. Expedite the negotiation of

tax treaties-.

3. Steps be taken to eliminate taxes by foreign countries which

discriminate against foreign-owned enterprises.

4. Study be given to the desirability and possibility of promoting

private investment through tax incentives in areas where economic develop-

ment will promote mutual interests.

5. U. S. Government allow for tax purposes a very rapid depreciation

of foreign plants owned by U. S. nationals.

TRETIES (OTHER THAR TP)

1. Press aggressively the negotiation of investment treaties.

2. Seek to eliminate various onerous requirements relating to the

workings of patents and the excessive fees and taxes imposed under the

patent laws and regulations of certain foreign countries.

3. Seek by negotiation with foreign governments to secure the re-

aoval of restrictions imposed by foreign governments on activities of

private insurEnce firms and the elimination of government monopolies of

commerciel insurance end re-insurance.

4. Eliminate from the Havana Charter Articles 11 and 12; re-examine

in a more appropriate context the whole question of the rights end obliga-

tions of capital supplying and receiving countries with respect to

international investment.

5. The making of selective tariff cuts with countries which have

evidenced their willingness to cooperate with us on a competitive enterprise

basis.
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GU RPfNTEES AND INSURANCE PLiNS

1. Study the present provisions in the Economic Cooperation Act

for extending guarantees to ascertain if this program should be continued
as an investment incentive.

2. Consider if 4100 million of the loan.and guarantee authority
of the Export-Import Bank should be earmarked to underwrite for a fee
the transfer risk on nuw loreign debt obligations purchased by private
U. S. investors.

3. Undertake consideration of various insurance plans against
risks inherent in -foreign investment such as (a) inviting private insurers
to offer protection against specified investment risks with or without

the protection of re-insurance by the U. S. Government up to some high
percentage of the risks underwritten, and (b) the U. S. Government
assisting capital-importing countries in establishing guarantee funds in
the U. S.

GO&IJDERATIWI , 9RESi1T U. S. GOVUAiXT
2OLlCY 'VITH hE±CT TO GOV'R1dtt T PID

1. International lending agencies to clearly define their fields
of activity and consideration should be given to restricting the activities

of such agencies in fields clearly more appropriate for development by

private capital.

2. Public disbursing agencies, governmental or international,

should consider how their prestige, influence and economic power could

be used to insure-that recipient governments exercise the mpximum prac-

tical efforts to attract private investment capitrl before supplementary

public investment is made.

3. The U. S. Government should only make credits which are quite

outside the scope of private financing and where the ulse of government

funds in carefully selected fields definitely broadens the opportunity

for investing both for U. S. citizens and for nationals in the countries

receiving the loans.

4. ECA concentrate its facilities in underdeveloped areas in the

development of a small number of important projects rather than a large

number of small projects.

5. Give priority to key projects which bring about additional

installations and projects financed by private capital and which would
serve as a nucleus for an industrial heart-land of an area that might be

developed.
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ESTJ3LISHMEIT OF GOVERIEPL, INTERNA TIONAOR
OTHER AG*CIES TU FURTHER PRIVATE INVSTENT

1. The. U. S. Government take the initiative in creating an inter-
national finance corporation as an affiliate of the International Bank with
authority to make loans for local and foreign currencies to private enter-
prises without the requirement of government guarantees, and also to make
non-voting equity investments in local currencies in participation with
private investors.

2.. The U. 6. Government establish a special agency for the pro-

motion of export of capital.

3. Set up some form of public development corporation to (a) assist
with public funds the development of those types of facilities which must
be developed on a public basis and (b) at the same time develop by exten-
sive investigation and negotiation the conditions for entry into specific
underdeveloped areas of private foreign investors.

4. Interest foreign countries in the establishment of private asso-

ciations or agencies whose business it would be, working with the local

government, to develop situations of economic benefit to the country requir-
ing foreign capital to-develop, and to present these to the attention of
U. S. capital in a manner calculated to arouse their interest.

POSIBE U. S. GOV' i T LEG !D LEG1S ITIVE _CTIO

1. Give cleer authority and adequate funds to an agency of the U.S.
Government to make long-term contracts for the purchase of strategic
materials with escalator clauses and reasonable anti-dumping provisions.

2. The U. S. Government should seek to improve the legal relations
between U.S. investors and foreign people through clarifying existing
legal relations and by attempting to increase the stability of such relations
and their uniformity as between countries. The U. S. Government should use

its good offices to bring about equitable understanding if disagreements
arise between American private investors and a foreign country where their
funds have boon placed.

3. Explore the possibilities of removing the present interpretation
and application of the anti-trust laws of the U. S. by means of a statutory
provision for registration with the Department of Justice of all agreements
between U.S. business interests and foreign interests covering patent
licensing, exchange of technical information and joint investment, and
provision for rendering inapplicable the arrangement so registered the more

punitive provisions of the anti-trust laws.
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TECHNICAL ASSIST/MCE

1. Lxtend and press -the -use of technical assistance, especially of
a survey character which might reveal hitherto unknown resources end op-

pOrtunities for evelopment by private enterprise.

2. immediately after the signing of investment treaties with other
countries the next step should be' at a technical assistance level. We
should set up missions to review the resources of those nations and the
opportunities there for industrial as well Ps agriculturrl development.
The chief technicel nssistence which we ctn render will come from t.le esteb-
lishment of .ctual plants in which our businessmen have a true interest.

3. bring teams from dependent oversees territories for indoctrina.-

tion in American investment and business practices.

4. Bring a speciel group from each DOT for general conference end

study of special papers to develop a sound and larger plan for DOTs-includ-
ing indoctrination of hmerican investment and business practices, but-on
more comprehensive economic lines.

PUBLIC RELA TIONS

1. There is need for a strong unilateral statement by this country

which faces up without embarrassment to the fact that we are a. competitive

enterprise nation. We should say that for the long pull we shall be unable

to help other pepples raise their stendards of living unless they are willing

to count on competitive enterprise for the biggest part of the job. Until

this istdone there will be lingering hopes among government people in other
countries that government-to-government, grants from the U.S. Treasury will
cpntinue indefinitely.

2. Foreign countries by facing up to the fact that exploitative

practices, more characteristic of a past day, are no longer followed by

typical private investors could do much to stimulate greater private invest-

ment opportunity abroad.

3. The U. S. should dispel the belief that foreign countries can

obtain all the investment capital they need from the U.S. Government or
from inter-governmental agencies without taking th'e measures of self-

discipline required to create a favorable environment for private invest-

ment.

. Dispel the belief in foreign countries that because of low

interest rates obtaining in the U. S.. foreign capital should not be per-

mitted to earn a return commensurate with the risk taken and sufficient

to attract private capital.

5. Publicize the benefits of private enterprise.

6. Exercise care in the selection of men to represent us abroad.
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7. An unequivocal statement by the U. S. Government on foreign
development policy. Such a statement must (a) lay out both principles
and practical measures designed to secure a maximum flow of technology
and capital to foreign countries; (b) make clear that applied technology
is a scarce commodity and obtainable only for a consideration; (c) emphr-
size in particular that only private enterprise can do the job and that

private enterprise will do the job only if conditions favorable to

private investment are created by foreign countries seeking outside help;
(d) say in unmistakable terms that financial assistance from the U. S.
Government will be available only to those countries which subscribe to

a code of fair treatment for foreign investments; (e) empha-size that upon
securing the cooperation of the creative forces of foreign private anter-

prise, capital importing countries will obtain important economic benefits
and that in the wake of higher standards of living flowing from economic
growth come many social improvements.

MISCELiNEOUS

Make a study of measures to improve the American market for sound
foreign dollar securities, including examination of the delay or failure
of certain defaulting countries to offer satisfactory adjustments on their
securities held by American citizens.

GFL/r
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT

WASHINGTON 25 D. C.

TEL. BABYLONE 1f 7, 1

CABLE ADDRESS IT APARi PARIS OFFICE ADDRESS

67, RUE DE LILLE

PARIS (7), FRANCE

P.1222 November 15, 1951

Mr. Robert L. Garner, Vice President
Interrational Bank for Reconstruction

4id Development
Washington 25, D.C.

Dear Mr. Garner:

Mr. Truptil, a young and enterprising French
banker and an acquaintance of long-standing who has
done much in organising the financing of the reconstruc-
tion of the French merchant navy, is leaving for the
United States today in search of private American capi-
tal. Mr. Guindey, whom I asked him to consult, made
it clear that he would not sponsor a loan from the
Bank. However, I suggested to Mr. Truptil that I was
sure that you would be glad to give him useful advice
in his search for private funds, but that this might
be rather difficult in, present circumstances. I
should be grateful, therefore, if you could spare Mr.
Truptil a few minutes. I believe Mr. Rist knows him
too.

I have asked Mr. Truptil to set out his object
in a brief note. A translation of this and of his
letter to me are enclosed, as well as other explana-
tory papers.

Best wishes.

Yours sincerely,

Walter Hill
Special Representative in Europe

Enclosures: 6
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CO PIE

G310OUP6 fETENT
121 TIA

CONSTRUCTION NAVALE 31 rue Danielle Casanova, ler

Lo Frssident

Pn<s, le 7 novembr 1951

Mon cher ami,

cirro suite A notre rScent entretlen, je vous en
c-joiut una note succincte sur l'opration dout je voudrais

jeter le bases lors de mon prochoin voyage aux Etat Uis.

Je vous rsomolle quo je pars lo jeudi 15 sur le 72:RTY
at que je s4 jcurieral aux Etats Unis du 21 Novembro au
DScembre.

Ji n vu ce matin seulement Monsieur GUNDEY qui est
tout A fait favorable A ron projet A condition que je ne
n6.~ocie qu'avec des ;roupes privss TI ne serat pas favo-
rable A ce que l'opsrilon i 1istude soit traitso avoc
votre Banque , rip il1 me recommande lul aussi de voir ses
diriCeanto dont les consoils me seront cortainement trEs

precieux.

En vous remorclant encore do votre aimable accuoil,
je vons pri de croire, Von oher ami, A es sentiment les
meilleurs.

(sign6) 2. Truptil

A Gaiter U [T7



Roug1'h trans tion
by4. Skillings

GROUTPEEN

CONSTUCTION NAVALE 31 rue Danielle Caspnova,. ler

Presidentis Office

Paris, November 7, 1951

My dear Hill:

Following our recent conversation, I am enclo-
sing a short note on the operation for which I would
like to establish a basis during my coming trip to
the United States,

You will remmbr that I am leaving on Thursday,
November 15, on the "Lberts" and thrt I will be in the
United States from November 21 to December 6.

I was able to see Mr. Guindey only this morning.
He is entirely in favour of my project on condition
that i only deal with private groups. He would not
agree to the operation being concluded with your Bank,
but he recommends that I tqlk to the Management of
the B3ank whAro will certainly be able to give me some
good advice.

Thanking younsi for your kindness, I remain,
my dear Hill,

!ours sincerely,

(signed) R, Truptil

M. Vaalter HILL
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FoRM No. 57

(5-48) INTERNATION BANK FOR RECONSTRUCTION ANF EVELOPMENT

OFFICE MEMORANDUM
TO: Files DATE: February 4, 1952

FROM: Orvis A. Schmidti

SUBJECT: Meeting of U.$4. Government Inter-Departmental Advisory Comittee
on Encouragement of Private Enterprise Abroad

1. Reference is made to Mr. Harriman's letter of January 25,
1952, to Mr. Black requesting the IBRD to send an observer to
attend the first meeting of the Advisory Committee on Encourage-
ment of Private Enterprise Abroad and to Mr. Garner's letter of
January 30 designating Mr. Irving Reynolds and me as IBRD repre-
sentatives. This afternoon Mr. Reynolds and I attended the first
meeting which was held at 2:30 p.m. in the Old State Department
Building.

2. In brief, the Committee decided to do two things:

(a) to obtain from each US Government agency a statement
of what it has been doing to encourage the growth of
private enterprise in foreign countries;

(b) to establish a number of sub-committees to study
special fields to see whether such an approach
would be a fruitful approach to the problem. Six
such comittees were set up, chairmaned by the
agencies designated in parenthesis:

(i) Industry - (Commerce)
(ii) Agriculture - (Agriculture)

(iii) Banks - (Eximbank)
(iv) Procurement - (Army)
(v) Taxation - (Treasury)

(vi) Investment Treaties - (State)

3. In the course of the discussion I was asked to indicate what
the IBRD approach to the problem had been. In a brief oral statement
I indicated that:

(a) projects financed by us tended to stimulate and
provide a basis for the development of private
enterprise;

(b) we encouraged member governments to follow policies
and practices conducive to the growth of private
enterprise;

(c) we had established two development banks and the
Mexican Consortium to stimulate and assist in
financing private enterprise;



-2-

(d) we were assisting governments in the development
of local capital markets; and

(e) we were preparing the study of an International
Finance Corporation.

4. The Chairman requested that the material referred to in para.
2(a) and the studies of the sub-committees be available within two
weeks so that the Committee could meet again some time shortly there-
after. MSA has to go before Congress early in March and hopes that
the Committee will provide some material which could serve as the
basis for reporting to Congress on this subject.

cc: Messrs. Demuth
Reynolds

OAS: jml



FILE COPA
Mr. 0. A. Schmidt March 14, 1952.

W. A. B. Iliff

Mr. Jacques Oudiette
Directeur, do la Banque Nationale
nour le Commerce et l' Industrio

I had a call yesterday from M. Jacques Oudiette
(introduced to me by M. Hoppenot), whose card is attached.

M. Oudiette will be over in this hemisphere for
a few weeks and will be visiting Mexico, Colombia and Venezuela.
He is especially interested in Colombia and he talked to me about
the possibility that French banks (including his own) might find
some opportunities for joint participation with the International
Bank in operations in that country.

I told M. Oulette that we were always willing to
look at any proposals for association with private finance. It was
difficult for me, however, to make any pronouncement in the abstract.
I therefore suggested to him that, if, after his visit to Colombia,
he had anything concrete to put before us, we would be glad to hear
from him.

He will look in and see me on his way back to
Europe.

WABIliff/mo.
cc: Mr. Hoar
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NEw YORK STOCK EXCHANGE

ELEVEN WALL STREET

NEW YORK 5, N.Y.
G. KEITH FUNSTON April 21, 1952.

Dear Mr. Garner:

I was delighted to hear from John Haskell that the
International Bank would make an informal survey to ascertain
which government departments, agencies, special commissions, ad-
visory committees and quasi-official organizations in Washington
are particularly interested in the problem of facilitating American
private investment overseas.

There appears to be a good deal of discussion and
study going on in governmental circles on this subject. The New
York Stock Exchange is very much interested in keeping abreast of
developments and believes that the facilities of this market could
be an important factor in this field. For example, listings of
more foreign companies should be helpful to equity capital financ-
ing of such concerns in this country.

While, as you know, the comparatively little flow of
private American capital abroad which has occurred in recent years
has been mainly in the form of direct investments by American com-
panies in overseas properties and subsidiaries, in recent months we
have noticed the beginning of a wider interest on the part of in-
dividual investors in foreign stock issues. Canada, of course, has
been the area of special attention lately, but some interest appears
to be developing in Japan and other capital-poor countries.

I know that you and your associates are hopeful that
the World Bank may serve more and more as a bridge between govern-
mental and quasi-governmental investment overseas and the develop-
ment of a flow of private capital abroad. The experience of our
member firms and the studies made in recent years by our staff, can,
I believe, contribute constructive information, particularly in con-
nection with the numerous technical problems which handicap the free
flow of investment capital on an international basis, toward improving
the present situation.

Thank you very much for your willingness to help us in
this matter.

Sincerely yours,

Mr. Robert L. Garner, Vice President
International Bank for Reconstruction
and Development

1818 H Street, N. W.
Washington, D. C.
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jifILE COPI

April 23, 1952

Dear . Funston:

I have received your letter of April 21. e did some checing around
after talking to Jobn :Iaskell and :ill glve you our frank reaction.

We doubt that any of the ovemnt agencies are likely to take an
active and definitive interest in a way that would be of practical help.
Uost eople will pay lip service to the idea of facilitating Amer.can
private investment overseas, but the ave been few practical 1te_ taken
to accormplish anything. Therefore, we think that any organized effort
which depends on getting positive asistance fron government agencies
would be disappointing. It would be ,ur sugestion that the Stock lachange
ta~o tie initiative of rm alon :2 lines. that ohn !askell subgested
without wastin;~ mcta time in trin- to -t direct goverment participation.

Not to be entirely negative, we think that i oul be worthw le
havmng a talk rith Riczard Johnson thc tual Security Aecy hero in
lashinton. His office is at 17th Lnd ennsylvania Avenue, . . He is
probably as much interestod as anymn atially, iL he as willing to
take off his coat and help, all to the -ood, but in any event you can keep
him informed of what yo are doing,

We in te ad will be & t. -i: na ztter farther alth your
people and tc 'ive any :. istane we can, provi you will carry the ball.

..e are vitally interested in t rmoion f the fl of privr-te
capitol and specificaJ y are study m- ropoaal made by olson Rockefeller
for the forstion of an International mance Corporation. This is a little
different angle but directed to the sa. end. sec expect to have a report
available in the near future and I would be glad to send you a copy.

Best wishes.

Sincero:ly,

R. L Gaer

tMr. C. Keit. Funston
President
Newa york Stock iExchange
11 di Z trcet
ScuYork 5 e York



FORM No. 59
(3-49)

CROSS REFERENCE SHEET

COMMUNICATION: Letter

DATED: April 22, 1952

TO: Mr. Black

FROM: rr. Josue Saenz

SUMMARY:H ave decided for time being not to proceed with our plans

for the sale of Mexican National Savings Bonds in the U.S.

W7anted to discuss suject wit) ou.

FILED UNDER: Mexico - General

CROSS REFERENCE: Investment



NEW YORK STOCK ExCHANGE

ELEVEN WALL STREET

NEW YORK 5, N.Y.

JOHN HASKELL

VICE PRESIDENT

April 30, 1952

hr. F. L. Garnyxe, ice President
International >au14 for Reconstruction

and Deva mxfient
Washington 25, 4"' C.

Dear Bob:

Maiy thanks for your note of April 23rd to Mr. Funston,
which I am acknowledging in his absence on the West Coast.
He will see your letter on his return, and I know that he
will be gratified for your help in exploring the Washington
interest in encouraging private overseas investment.

Your report of the apathy-and the absence of any
coordinated study of this problem in governmental circles
is disappointing but about what we anticipated.

The Exchange car certainly make some contribution
towards a solution of the problem by identifying some of
the technical, practical difficulties blocking progress
in this direction. However, it is difficult to see how
much can be accomrlished without the active interest and
support of governrent because so many of the deterrents
to free international capital movements cannot be re-
moved except by government action.

Thank you again for your help. We will surely keep
in touch with you on this matter.

Sincerely yours,
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FORM No. 59
(3.49)

CROSS REFERENCE SHEET

COMMUNICATION: Letter

DATED: May 19, 1952

TO: Dr. Josue Saenz

FROM: E ugene R. Black

SUMMARY: Acknowledging April 22nd. letter, Glad to know success of the

savings bond program in Mexico justified my hopes. Relieved to hear

that plan for selling Mexican savings bonds in the U.S. is to be

shelved for the present.

FILED UNDER: Mexico - 3neral

CROSS REFERENCE: Investment



Messrs. Garner, hoar, Crena de Iongh, Sommers, July 2, 1952
Rist and Howel

iector rud'homme

"Special Assistant for Private anvetaIts'"

Attached is a copy o a letter, dated June 30, 1952, from Ir, Curtis
of the Stat e Departnt. I ink y wil be i ,erted t now of the
intention of the Point IV people to study the posbility of American
private investmnert aroad.

Further, 1 should appreciate it ii a:y ras,) occur to ym whc we
could pass on to the State Department as 7 >L o .or the j; ns "pocial
Assistant for Private Investments.

Att.



DEhiUMNT aI STATE
WA51 ..GTON

June 30, 1992
In reply refer to

D P:ELO

My dear Mr. Prud'honme:

In accorda3e w-th our rccent telephone conversation, should like
to tell you a little bit more about the position we discussed: "Special
Assistant for Private Investments".

The Administrator of the Technical Assistance Program, Mr. Stanley
Andrews has need, on his s- ,ff, for a person to be responsiblU for
stimulating and e-couraging the investment of United States caoital in
sound business ventures, to be established in the various ?oint Four
countries. This man will analyze data concerning proposals to estab-
lish businesses of any kind: utilities, transportation, manufacturing
and so on, in foreign countries, to determine whether or not they appear
to be suitable for private investment. These analyses will involve
consideration of the needs of the country, availability of raw materials,
labor, local capital, markets and ~: ny other factors. Vhile this may
involve trips to the various countries involved, in general, his relations
will be with major investment interests in the United States, working
with data received from the field.

His function of interesting private investors rill be on a large
scale basis and will extend to such major operations as financing a
railroad, establishing a large industry and other similar ventures.
As a result of his relations with private investment groups, he will
determine the kinds of industry in which there is the greatest interest
and available skills and funds, and inform the various elements of
Point Four concerning such availabilities.

The salary for this job is fixed at `10,800. 'We realize that a
man who might be able to do this job for us is probably making a much
higher salary at this time. However, if you have any suggestions of people
whom we might contact in connection with this situation, I would appreciate
it if you would let me know.

With kindest regards.

Sincerely yours,

/s/ CharleS T. Curtis, Jr.
Chief

Executive Selection Staff

C
0
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INTERNATIONAL DEVELOPMENT ADVISORY BOARD

WASHINGTON 25, D.C.

July 7, 1952

Mr. Robe L. Garner
Vice Pre t
Internat al Bank for
Reconstru tion and Development

Washington, D. C.

Dear Mr. Garner:

Thank you very much for your courteous attention the
other day when I presented to you several problems with which the
International Development Advisory Board is currently concerned.
You were very helpful. I shall be looking forward to meeting
with you again in connection with the development of the Board's
idea for its San Francisco meeting, at which we hope to get
someone like the Ambassador from Colombia to speak.

There is enclosed a copy of the Board's recent Policy
Guide for Point 4. This is a very general one, which will be
supplemented later by more specific guides with respect to each
particular point taken up in the over-all guide.

You will notice on page 3 that we have quoted from your
speech at the National Conference on International Economic and
Social Development. We have had some excellent comments regard-
ing your statement. Mr. Harry L. Bullis, Chairman of the Board
of General Mills, recently wrote Mr. Eric Johnston, Chairman of
our Board, thanking him for a copy of the Guide and saying that
he was particularly impressed by the quotation from your speech.

Sincerely yours,

"Frank C. Kimball
Executive Assistant to the Chairman

Enclosure
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INTERNATIONAL DEVELOPMENT ADVISORY BOARD

June 5, 1952

Dear Mr. President:

It has been two years today since you approved the Act for
International Development, embracing the "bold new program" which

you announced in your inaugural address in January, 1949, as the
fourth point of our program for peace and freedom.

In these two years, this program has been organized and carried
forward into thirty-four of the underdeveloped countries of the world.

It has become, in our opinion, a strong and effective instrument
of the foreign policy of the United States.

Though still developing, it is safely and soundly on its #way.
Behind it is a record of real achievement. Before it is an almost un-
limited opportunity to bring new hope to millions and to strengthen

immeasurably the defenses and resources of the free world.

The Board has therefore felt this to be an opportune time to take
a bearing, as it were, and to offer the attached recommendations as
a guide to further progress toward the objectives of Point 4.

Respectfully yours,

Eric Johnston, Chairman

The President

The White House

Washington, D. C.



FOREWORD

The International Development Advisory Board was established by

the President in September, 1950, to advise and consult on general

and basic policy matters arising in connection with the Point 4 pro-

gram authorized by Congress in the Act for International Development.

These recommendations of the Board relate specifically and ex-

clusively to the bilateral technical cooperation programs authorized

under the Act and administered by the Technical Cooperation Admin-

istration of the Department of State.

They do not relate to the programs of military aid and economic

assistance now being prosecuted by other agencies of the Government

to implement the foreign policy of the United States. These programs-

together with Point 4-form a total pattern of action to extend

American economic support and assistance to the other nations of the

free world.

The Board is here concerned only with that part of the total pattern

authorized by the Congress in the Act for International Development-

the technical cooperation program now identified most directly with

the idea projected by the President as Point 4 of his inaugural statement

of foreign policy.

These recommendations are intended to clarify and identify the

nature and scope of the Point 4 program, as the Board sees it, and to

offer helpful guidelines along which it hopes the program may progress

even more swiftly to real accomplishment.



NATIONAL POLICY

The Act for International Development says-

That we have an interest in the freedom and in the economic

and social progress of all peoples ...

that such progress can further the secure growth of demo-

cratic ways of life, the expansion of mutually beneficial com-

merce, the development of international understanding and

good will, and the maintenance of world peace ...

that it is the policy of the United States to advance these

broad objectives of world well-being by helping the people of

underdeveloped areas to develop their resources and improve

their working and living conditions . . .

that the United States will implement this policy by encour-

aging the exchange of technical knowledge and skills and the

flow of investment capital to underdeveloped countries . . .

that these countries must provide conditions under- which

our assistance and capital will be effective in raising standards

of living, creating new sources of wealth, increasing produc-

tivity, and expanding purchasing power . . .

1



OBJECTIVES

Point 4 objectives might therefore be stated in this way-

to help the people of underdeveloped countries realize the

economic progress and political freedom which is the common

aspiration of the common man wherever he may be . . .

to demonstrate that the democratic way is the surest way

to realize this hope . . . and to make the aspiration for a better

life the parent of adjustment rather than the nursery of

communism . . .

to develop new sources of wealth and higher levels of pro-

ductivity in order to strengthen not only the underdeveloped

countries but the entire community of nations of the free

world . . .

2



TIME FACTOR

The Act for International Development clearly contemplates a

long-range program.

Point 4 is developmental. It is an instrument of orderly change, an

attack upon the status quo.

The Board believes that any serious departure from this concept

will tend to diminish the acceptance and effectiveness of the program.

It believes that Point 4 cannot and should not encompass operations

calculated to produce quick results through large and dramatic projects.

At the same time, the Board recognizes that it may be necessary

or advisable, in certain circumstances, to accelerate or expand opera-

tions in one country or another. This should be done, however, without

resort to measures at variance with the fundamental character of

Point 4.

The Board believes the Point 4 program, so far as the time factor

is concerned, should be thought of this way:

"Development is a state of mind. People have to develop them-

selves before they can change their physical environment and this is

a slow process. . . . It involves changes in relations between classes and

races. It requires the improvement of governmental organization and

operation; the extension of social institutions, schools, courts, and

health services. These things take much longer than the building of

factories and railroads and dams. . . . Habits of thought and of conduct

are the most stubborn obstacles to development.

Robert L. Garner, Vice President, International Bank for Reconstruction and

Development.

3



RELATION TO OTHER FOREIGN AID

The Act for International Development contains no indication that

the Point 4 program is to be related directly or indirectly to military

defense activity abroad.

Other agencies functioning under the Mutual Security Act are

concerned with programs of direct military aid and economic assistance.

The Board believes there is a fundamental distinction between the

philosophy underlying Point 4 and the philosophy underlying programs

of military assistance.

It believes these philosophies and the programs deriving from them

should be kept separate and apart. It believes that Point 4 operations

are fully justifiable without reference to military or military-support

objectives.

The Board feels that the creation of sound economic defenses against

political aggression is as necessary as the creation of military defenses

against armed aggression.

4



LINES OF ACTION

The Act for International Development contemplates two lines of
action to implement Point 4 . . .

. . . on the one hand, a program of technical cooperation

calculated to help the peoples of the underdeveloped countries

acquire the knowledge and skill they need to develop their own

economic resources and productive capacity.

. . . on the other hand, an effort to encourage private capital,

both domestic and foreign, to invest in enterprises conducive to

the economic development and stability of these countries.

The Board believes that Point 4 is neither one nor the other of

these but both. They should be pursued with equal vigor. They should

be integral parts of a balanced and coordinated developmental plan.

This is not to disregard the question of emphasis. First things

come first.. . . and in most of the less-developed countries, the first

thing, obviously, is to attack the fundamental problems of hunger,

disease, and illiteracy.

The Board believes, therefore, that technical cooperation directed

toward an alleviation of these elementary problems should normally

have priority in terms of time.

The Board believes, however, that the attack upon these problems

should include efforts to improve existing industrial facilities and

encourage new industrial development through private capital

investment.

It believes that sound industrial development can contribute to

the social and economic well-being of the people of a country no less

than direct technical assistance. It believes that the development

of industrial and commercial potentials may often be the means of
financing greater economic and social advancement.



GRANTS IN AID

The Act for International Development authorizes the President ...

"to make . . . advances and grants in aid of technical cooperation

programs to any person, corporation, or other body of persons,

or to any foreign government or foreign government agency . . ."

The Board notes that advances and grants are to be made "in aid

of technical cooperation programs." It believes that grants and

advances under the Act should, therefore, be incidental to the main

purpose of helping people to help themselves.

The Board believes that grants, whether of money, material, sup-

plies or equipment, should be employed only as the means to an end.

They should not be permitted to become the end itself.

At the same time, the Board clearly recognizes the importance of

providing tools to make the work of technicians effective. Whether

these tools are in the form of machines for an industrial project,

improved seeds for an agricultural project, of vaccines or stethescopes

for a public health project, of books and blackboards for an educa-

tional project-their form is beside the point, so long as the purpose

of helping to impart knowledge and stimulate self-help is clear.

The Board believes the grant-in-aid authority was intended to be

used for one purpose only-to provide the wherewithal of an effective

technical cooperation program. It believes it neither feasible nor wise

to attempt to limit grants in aid by establishing a fixed ratio between

expenditures for supplies and equipment and expenditures for tech-

nicians and training. - This is an equation that will differ greatly from

country-to-country and project-to-project, as the circumstances in

each case differ.

The Board believes the grant-in-aid authority should be used only

to provide material, equipment, or supplies which cannot be furnished

by the cooperating government itself.

6



FAIR SHARE

The Act for International Development provides that "assistance

shall be made available only where the President determines that the

country being assisted pays a fair share of the cost of the program."

The Board fully subscribes to the "fair share" concept as a matter

of principle.

It believes the Point 4 program will be effective in proportion to

the stake the cooperating countries have in its success.

The Board believes insistence on the "fair share" principle is the

surest way to avoid the implications of a "give-away" program and

put Point 4 objectives on a sound cooperative basis.

The Board believes, however, that the "fair share" of a cooperating

country should not be computed solely in terms of direct allocations

by the host government for specific projects.

Instead, the Board believes the "fair share" of the cooperating

country should include cash, supplies, equipment, facilities and services,

which the Government, municipalities, or the people concerned may

contribute directly and expressly to the prosecution of a specific project.

The Board believes that the "fair share" so calculated, should, at a

minimum over any reasonable period, be in the ratio of at least one to

one. It believes, moreover, that the "fair share" of the cooperating

country should increase gradually as the program develops and economic

well-being increases until, ultimately, the country assumes full

responsibility.

7



INDUSTRIAL DEVELOPMENT

The Act for International Development authorizes technical

assistance programs-

". . . to assist other interested governments in the formulation

of programs for the balanced and integrated development of the

economic resources and productive capacities of economically

underdeveloped areas."

The Board believes that the "balanced and integrated development

of economic resources and productive capacities" calls, in many cases,

for the improvement of public works and local industrial facilities and,

where circumstances warrant, the development of new industrial and

commercial enterprises.

The Board feels that emphasis on improvement in agricultural

techniques, public health standards, and education should not be per-

mitted unduly to delay the extension of technical assistance for indus-

trial development. It believes, on the contrary, that in some instances

improvements in agriculture, education, health and other com-

munity services, will demand increasing emphasis on the development

of local industries and commerce.

The Board believes, therefore, that the assistance of technicians and

experts in industrial development and management should be made

available as an integral element of the technical assistance program.

The Board is opposed in principle to the use of Point 4 funds for

direct grants of capital for private industrial and commercial

development.

8



PRIVATE CAPITAL

The Act for International Development puts equal reliance upon

technical cooperation and private capital investment to do the Point

4 job.

The Board believes that technical cooperation alone, on any con-

ceivable scale, will be inadequate to give the underdeveloped countries

the degree of economic strength and stability that represents the

Point 4 objective.

The Board believes that economic development, in the full sense

of the term, requires an investment of capital resources far in excess

of any amount now or likely in the future to be available from public

funds.

The Board believes that positive efforts to open the way for eco-

nomic and social development through the investment of private

capital, local and foreign, are urgently necessary and indeed indis-

pensable to the ultimate success of the Point 4 program.

It believes that steps to this end should be taken without delay,

through incentive legislation, negotiation of commercial treaties, and

exploration of investment potentials in the underdeveloped countries.

The Board believes that foreign capital should be encouraged to

invest in the underdeveloped countries in partnership with local capital

and in a spirit of cooperation rather than of exploitation. It believes

that foreign capital in these countries should be creative as well as

profitable; contributing to economic growth and better lives for the

people of the country, recognizing their national pride and national

interests. It should make friends, not lose them.

The Board believes the initiative in developing a rounded program

to encourage private investment under the Act for International

Development should come from the agency designated by the President

to administer that Act. It believes this initiative should be expressed,

however, in terms of enlisting the active participation of other agencies

in matters properly coming within their special fields of competence,

such as the negotiation of commercial treaties.

9



PARTICIPATION OF PRIVATE AGENCIES

The Act for International Development stipulates that "the par-

ticipation of private agencies and persons shall be sought to the
greatest extent practicable" in carrying out the Point 4 program.

The Board believes this provision opens the way for a considerable
expansion of Point 4 activities abroad through the facilities of private
organizations, communities, universities, philanthropic institutions, and
similar voluntary agencies.

It believes that the efforts of these private institutions can often
be more effective than governmental operations and that they should
be employed to supplement and strengthen the Point 4 program in
each of the underdeveloped areas.

The Board notes that the assistance of voluntary agencies, in the
language of the Act, should be "sought" and not merely accepted
if proffered.

This implies the necessity of positive steps to enlist their cooperation
and the need of coordination and direction to avoid diffuse and ill-
advised undertakings.

The Board believes that TCA, as the agency responsible for admin-
istering the Act for International Development, should be prepared
to supply these essential elements of coordination and direction.

10





THE OHIO STATE UNIVERSITY
HOWARD L. BEVIS, President

COLUMBUS 10

DEPARTMENT OF ECONOMICS

August 6, 1952

Dr. R-osenstein-Ro(den, Economist,
The International Bank for
Reconstruction and D)evelopment,
1818 H Street, N. W.
Washington 25, D.C.

Dear Sir:

You may recall an interview I had with
you at your office on behalf of a research

project entitled "U.S. Private Long Term
Foreign Investment and Point Four" spon-
sored by this university. Cur conversation
was directed primarily to the in-vstment
instruxientation of the "Point Four Technical
Assistance" program. I was extremely grat-

ified by your graciousness in giving me
so much of your time.

I am writing now' to inquire if it
would be possible for mc to visit you at
your office briefly to discuss recent

dovelopments in Point Four, the changinC
investment outlook, and particularly "The
Bank's" new "Financo Corporation". T am

plannin on being in Jashington from the 18th
of August until September 10. If it is con-

venient for you to see me during this period,
would you please let no have a communication
on or before August 16.

John R. Nichols
Assistant Instructor

JR 1:ral



INTERNATIONAL DEVELOPMENT ADVISORY BOARD
WASHINGTON 25, D.C.

August 7, 1952

Mr. Robert L. Garner
Vice President
International Bank for

Reconstruction and Development
Washington, D. C.

Dear Mr. Garner:

Since some time has passed since I last spoke to
you about the proposal for a meeting in San Francisco to
discuss international development through private investment,
I thought you might want to have a report.

The San Francisco Chamber of Commerce, the World
Affairs Council of Northern California, the World Trade Associa-
tion of San Francisco, and the Propellor Club of the Port of
San Francisco, sent a telegram to Mr. Eric Johnston, Chairman
of the Board, inviting him to hold the next Board meeting in
San Francisco late in September, and to hold a conference in
cooperation with them to discuss international economic develop-
ment through private enterprise and capital investment.
Mr. Johnston accepted their invitation and sent me to San Francisco
to work out the program details with them. There is great
enthusiasm there for this kind of meeting, and they are going to
expand the participation to include Chambers of Commerce up and
down the Pacific Coast. Invitations will be sent to membership
of the Chambers and to selected businessmen and investors.

The conference will be held on September 24 and 25 at
the Fairmont Hotel in San Francisco. It will start with a key-note
luncheon at 12:00 noon in the Gold Room. Mr. Johnston will give
the key-note address. The afternoon will be devoted to a session
on the general aspects of private investment. The following day,
there will be two additional meetings, one in the morning to discuss
in greater detail the investment opportunities and problems in
Latin America, and another one in the afternoon to be concerned



Mr. Robert L. Garner

August 7, 1952
Page 2.

with the Middle East and South and Southeast Asia. We had at

first intended to concentrate solely on Latin America, but there

was considerable pressure in San Francisco, because of their

interest in other areas, to expand the areas to be considered.

There is attached hereto for your personal information

a working draft of the program as we agreed upon it in

San Francisco. All of the persons indicated thereon as speakers

or panel members have not as yet been approached. Therefore,

we cannot officially release any of this information at this time.

Just as soon as we are able to obtain the necessary acceptances

from those to take part in the program, we will issue a printed

program and special invitation, to be circulated well in advance

of the meeting.

You will notice that much emphasis is being placed on

discussion instead of formal speeches. The people in

San Francisco who are vitally interested in this insist that they

be given a chance to discuss their problems rather than be told.

Therefore, it is very important that the panel members be very

competent to handle various segments of the problem, so that

the discussion leader will have an adequate group from which to

draw out a full discussion and cover the main points involved.

We have listed under the various discussion panels more persons

than can be called upon to participate in the panels. This is

merely to provide for declinations and to afford a wide field from

which to draw in order to answer the questions that might be

proposed. Actually, when they finish up, the panels will have

only five or six members.

I had a very good talk yesterday with our good friend,

the Ambassador of Colombia. He seems to be an outstanding

person and is very interested in this conference. By the way,

he is a graduate of the University of California, which will very

much please the San Francisco group. The Ambassador tells

me he is going to have a talk with you at which he will request

you to invite Martin del Corral to come to San Francisco to

participate in the meeting. Mr. Johnston would appreciate it

very much if you could get him to attend since we hope to have

some people at the meeting who will be interested in business in

Colombia.



Mr. Robert L. Garner

August 7, 1952
Page 3.

We had originally proposed that Ambassador Merwin

Bohan be the chairman and discussion leader for the session on

Latin America on Thursday morning, September 25. I talked to

Ambassador Bohan and he told me that he was leaving for

South America and did not think it would be practical for him to

come back for the meeting, but that he would do so if requested

by the Department of State. I asked Assistant Secretary of State

Edward Miller if he thought it would be possible to have Ambassador

Bohan back here for the meeting. He felt it would not be practical

to do so and recommended that we get Burke Knapp. I understand

that Mr. Knapp is going to take over the Latin American desk in

the International Bank. Would you ask Mr. Knapp to take this

assignment?

As I told your secretary on the phone, we would also like

to have you present if it is at all possible. You have a great many

friends in the business world who would appreciate your contribu-

tion and many of them have told me we would be very fortunate if

we could get you to be present. If you can be there, we would

like to have you as a panel member for the general discussion from

2:15 to 5:00 on Wednesday, September 24.

You have been most helpful to me in getting this idea

on its way, and as a matter of fact, you were the inspiration for

going forward with it. I certainly appreciate all you have done

for me and look forward to any possible opportunity to repay your

kindness. If you have any suggestions regarding persons whom we

should put on the panels or regarding the program in general, I

would certainly appreciate having them.

Sincerely yours,

Frank C. Kimball

Executive Assistant to the Chairman

Enclosures
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August 18, 1952

Dr. Martin del Corral
Pre sidente
Banco do Bogota
Bogota, Colombia

Dear Dr. del Corral:

The International Development Advisory bfloard,

which is appointed by the President of the United States to counsel

him and others who are responsible for the administration of the

Point 4 program, has for some time been re-emphasizing the

importance of private enterprise and capital investment as a means

of international economic development.

Leading business groups in San Francisco, California,

including the San Francisco Chamber of Commerce, the World Trade

Association of San Francisco, the World Affairs Council of Northern

California, and the Propeller Club of the Port of San Francisco, have

jointly invited this Board, the Technical Cooperation Administration

of the Department of State, and the U. S. Department of Commerce,

to join with them in holding a conference in San Francisco on

September 24 and 25 to discuss international development through

private enterprise and capital investment. It is proposed that leaders

in business and industry and potential investors be invited to attend

this conference where they will be given an opportunity to participate

in a forthright discussion of the opportunities and problems relating

to this subject.

The Conference will be divided into four parts, starting

on Wednesday, September 24, at 12:00 noon, with a luncheon meeting

in the Gold Roorn of the Fairmont Hotel in San Francisco. I have been

asked to give the key-note address which will be entitled, "Let's Get

Down to Biusiness." in Wednesday afternoon, there will be a session

devoted to the more general problems of when, where, and how to

invest, which will include a general discussion of the opportunities and

problems in the field of capital investment in the less advanced

countries and will consider such matters as investment climate,



,r. i artin dei :orral

Augut 16, 1952

age 2.

incentives, deterrents, and a weighig of advantages ver
disadvantages, etc. There will be two additional sessions on

Thursday, Septe r er 25, one in the morning on Latin Amrerica

as a field for investment and o in the afternoon regarding the

I iddle East and uth and utheast Asia. Each f the sesons

wi?1 be chaired by a very competent discussion leader who will

draw out from a specially selected panei and fr the £lor as

fu a discussi a ossibe of te proble t; ec csdered.

e are developing fr the atm erican sesso
of the conference a pane f utstandin 8sess and idustrial

leaders who believe the private enterprse system and who are

anxious to see greater econmc develop ent through the invest-:at
of private capita. The atter has been dscussed with several

inent leaders here the United otates, ncuding Iebert Garner,

Vice President of the International Bank for deccinstructioa and
Developrment; Amnbas sador Re strepo - Jarainillo of Colombia;
Hlenry Drath, Vice resident of the ank o erica; and all feel

that you would be able to ake a very excellent c .ntribution if you
could find it pssble to leave your affairs long enoghi t c>me to

an rancisco for thi meeting. If you find it >ss ile to accept this

nvitation, we would like to have y:u exp ain t those resent some of

the opportumties for mivestn~ent in Como ia and also the c nditions
which rake up the investeent cli ate. The Tec nical i peration
Adcain stration of the Departr-ent of State will provide your transpor -

tation and a er die of $10.00.

e are o st anxious to cornplete arrangements for our
rogram and would theref >re apreciate it greatly if you could cable

y our ac ceptance.

Sncerely yours,

Eric Johnst-.n, Chairm an
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INTERNATIONAL DEVE[QP TN ADVISORY BOARD

(Biographic al aterial)

Egris A. Johrnston, Cha.i rman. (Appointed .February 18, 1952. Roplacing.
Nelson A. Rockefeller.) Civic Leader - Business Man. President, Motion
Picture Assn. of America, Inc., since September 1945. President Motion
Picture Export Aosn. On leave of absence during 1951, served as Adminis-
trator, Economic 5tbilization Agency, Organized Brown-Johnston Co.
electrical retail busines, .Spo ne, Wash., 1923 .and since presdent.
Orwanized Columbia Electric & Knufacturing Co., Spokane, 1933, and since

president. Board Chairan Washington Erick & Lime Co. since 1934. President
C'_oalbia Elec. Instrument Co. Director Seattle First ti onal Bank, iNew

World Life Insurance Co., Spokne andl Eastern Truat Co., United Air Lines,
Bank of America, America Security and Tr ust Co. Served as Cptain U.S.
Marine Corps., 1917-22, President Spokane Chber of Commerce, 1931-32.
Director Chamber Qf C ownerce of U.S., 1934-41, and President 1942 to ay,

1946. (A terms) President Iland Empire Mfrs. Assn., 1929. Chairman,
Washington State Pro reso Commission, 1937-42. Chairman Eastern Washington
welfare, 1931-33. Chairman inter-Auerican Econ. DevelopAent Co ittee,
Qeber Econ. Stabilization Bd., 1943, Lember Ecnomic Development Commilttee,
under Paul G. Hoffman. Member War M npower Commission and CommitLee for

Drafting of Federal Enployees, 1943, ember War Mobilization and Reconver-
sion Committee. . Awarded Mledal for Merit, 147. Director American Cancer
Society, Jan., 1945, and Borr Chairman, 1946. Memnbr Public Advisory
Doard, Economic.Co-op Administration, 1948. Trustee Wnitman College.
Home: Washington, D.C.

Robert P. Daniel. Educator. President, Virginia otate Colleg. On
faculty of Virinia Union University from 1924-36, rising to ronk of

Professor of Education and Chairman of the Division of Education,
Psuchology, and Philosophy. Also served as university's Extension
Director, President, Shaw Uaiversity, nAleigh, N.C., 196-50. Member of

North.Carolina Comnission on Inter-racinl Coopertilon; member of Tnter-
racial-Activities Com. of National Council, Bay Scouts of America; president

of the Ass 'n of Northern Baptist EIkcational Institutions, and of the

Association of Colleges and Secondary Schools for 1' roes; ':,embcr of American
Psvchological fs'n, UNEA; Ntioam Student Council, Y.M.C.A.
home: Petersburg, Virginia.

Ha y S ietsn, Jr. Businesman-Philantropist. Cheirman and Chief

Executive of Firestone Tire & aubber Co.., Presidnt 1941-48. Ativelyj
associated with compay since 1920 and has been active in the any Firestone

foreign development



foreign development projects. Dir., Firestone Steel Products Co.; Pres.,
irestone Plantations Co.,; member of Rtubber aovisory Panel, Dept. of 6tate,
of Rubber advisory Co-ai. of Munitions Board, of Industry, dvisory Committee,
iLubber Division, Dept. of CoImIerce, of National Security Policy Committee Qf
Rubber 1Mfrs. -hss'n, of Natl. Citizens Comm. of Commn ai ty icsts and Councils,
Inc., of the National Council of United Negro College Fund, and. of Int'l
Committee Of Y.M.C.. Director, National Ass'n of Mfrs. Nat'l Chairman,
Thomas ilva Edison Foundation Fund. Home; Akron, Ohio.,

John 1. Hannah. Educator. President of Michigan State College since-.1941;
poultry husbandry speciaList; member Michigan State Bard of Control for
Voc;tional Education; member ,uchigan State Council of Defense; president,
lissociation of Land Grant Colleges and Universities, 1948--9; chairman, Joint
Co-mittee on Extension projrrams, policies, and-gorls of U.6. Dept. of Agric-
ulture. Home: East Lansing, Michigan.

Mji::rret I. Hickev. Educator-Lawyer-Business JToman. Director of Miss
Hickey's Trainin, School for Secretaries, St. Louis. Practiced law 192-33;
chairman, National Woten's dlvi-ory Comittee anId observer L hor-'Ianagement
Comm .N, ar vanpowr Comission. 1942,15; me)er, Bd. of Governors., naerican
Red Cross and Chairman of Prowram 1eview Coiriittee; chairman, U.N. Com.,
InternAtional F Sederation EBiness rid Profes-sional WNomen; past pres., Nat..
Fd, of B. P. W. and V. P. of Internationl; tember o' m's.Br Association;
Voc ionl1 Consultant, vnerican Youth Founda tion; Public -ffr irs Editor,
Ladies Home Journal. Cnsultant for non-govrrnental organizations to

cnomi & Scial Couicil of Urdted Nations. Home: Univerity City, Missouri.

Lewlis Hines, Labor LeEder. Specil eopresentative, 4nerican Federation
of L:or. Member of eAl Polis hers, Iuffer, Plf tcrs & Helpers Int'l Union
for past forty years; formerBu s. igt. and er Inter national; member Bur.
of ediation, Dept of L bor, Pa. for seven :/e.rs; Penna. 5 tEte Dir. of U. S.
Emplofent Service for tliree yea'rs; Gen'1 Organizer and aeional Dir. of -Am.

.etion of Labr Dir. of Org. of in. Fed. of abor, 3 yrs; Secy,
Dept. of Labor A- Indu stry, Commhionw. of Pa. , 4 yrs; Nat. Lei s. Repr., Amn. Fed.
of Labor, 6 yrs, Home: arlion Va.

Bertha Coblens Joe n Indusial and usiness Consultat. Prs ident of
Bertha Joseph, Inc. Formerly statistician. Consultant in the field of
indlustriil accidents. Irnvestment Adviser: erecut s tary to TUnited

States Senlator.



States Senotor. Home: Washington, D. C.

Thomas Parran, D. Health Educator and Administrvtor,. Dean, Graducte
School of Public Health, Univertsity of Pittsburgh. Commissioned officer
in U. S. PuLlic Health Service 1917, appoinLed ss't Sureon General in 1926.
Health Commissioner, N. Y. tat.r , 1930-36; Surgeon General U. S. Public
Health onrvice 1936-02; Chief of for Eastern Mission for U. N. Int'l
Children's EmAerency Fund; chairman of U. S. Delegation to the First World
K alth Assehmly in eneve,. June-July, 1948; dir, council, Pen-American Sanitary
ureau; member advisory Co m.mittee National Foundation for Infntile Paralysis.

Home: Pittsburgh, Penn.

Clarence roe. Journalist Agriculturaiist. Editor of Progressive Farmer;
president of Progressive iarmer Co. since 1903. Chairman, Exec. Committe,
Board Trustees, N.C. Sta t e College of Agriculture & Engineering, 1913-31;
on exEc. com., Consolidated Univ. of North Carolina since 1931; past,
president, Stte Farners Convention, tte Dairymen's Ass'n , erican
Country Life s'n, N. C. Forestry Federation; member, Federal 0. for Voca-
tional Eduction, 136-45; N, Connission on Hospital Chre, 1944-46; member,
State 8d. of "gric, 1913-31, of tat Comittee to drafL revision of N. C
Utate Constitution, 1931-32; chairman, campaign for balanced prooperity in
the South, 1940-43. Has studied agricultural, econoaic and Locial coni tions
in Europe and asia. Home: unleigh, N. C.

Jacob F. Potofsiy Labor Leader. President, agnmated Clothing Workers
of ner ic. Wi'th inl . Clothi orers since 1914, pre s. since 1946;
pros, haalyamnted Insurance Co; Chairmn of ,ord, alam a t.ed Bank of N. Y.;
Director, "l.mated hTrut & Qvings Bank, hicago; mmber and representative,
Executive d., CIO; Cnairman, Committee on Innrnational Affairs, CIO:
mmbern Mayor's Business -dvisory Committee., N. Y. C.; ch irman, CIO Comittee
on Minu Mage; Board of Directors, kntericon Jewish Joint Distribution
Committee, Unit d Jewish Aneal. President, Sdney Hillanq Foundation.
Home: HOllis, L. I., N. Y.

Jh L. Saage. Civil Engineer. U. S. Rec'ination bervico 1903-08 and
1916-25, Chief Designing Engineer, Hoover and Gxnrand Coule tao and Power
Plants. Consulting engineer on various urojects for Govt. of Puerto Rico,U. 6, Dept. of State, Bur. of hecluombion and T.V. ., the Burrin juck and Yarra
Dams in Austrylia, and irrigtion and hydro projects to govern cots of Mexico,
India, China, Pki"t'n, CYlon, nnd projects in ^fghanisans, Paestine, Spain,and Switzerland. Home: Denver, Colo.

Charles L. Wheeler.
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Charles L. Wheeler. Businessman. Executive Vice President, Pope &
Ibot. Manager, St. Helens Dock & Terminal, subsidiary of Charles R.
McCormick Lumber Co., St..Helens, Oregon, 1917-21; organized Pope &
Talbot, Inc. (successors to McCgrmick Oteamship Co.) in 1921; Director
National Federation of aerican Shipping; trustee, Douglas fir port Co.;
dirertori California ooiety for Crippled Children. President, Rotary
International; past president of San francisco Pan Anerican Society;
member, Bd. of San Francisco State College, Internitional House at Univ.
of California, -dvisory Comnittee .to Transportation Divt of Graduate
School of Business at Stanford University, advisory Council on Latin

leitica for Dept. of Commerce, and National Explorer ConiThtee, Boy Scout
of kanerica. Home: Redwood City, Californiat
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FORM No. 58
(5.48) INTERNATIONA 3ANK FOR RECONSTRUCTION AND :VELOPMENT

OFFICE MEMORANDUM
TO: Mr. W. A. B. Iliff DATE: August 11, 1952.

FROM: John H. Adler 4

SUBJECT: Mr. Heffernants Inquiry

Mr. Rist has O.K. Id the attached memorandum on "Local Financing

of Public and Private Investment in Underdeveloped Countries", which 
I

hope covers the points raised by Mr. Heffernan.

Also, I enclose a copy of the U. N. Report on "Domestic Financing

of Economic Development", and the paper by Mr. Alter on the development

bank loans of the IBRD, in case you want to send them to Mr. Heffernan.

Attachments



E~conomic DeparW.nt
John HR. Adler
August 6, 1952#

LOCAL INCiC iiBLI AND PRIVA IWTI P T

L; U L MV~sLUkiD GtAJ iTJu.

I G eneral Observations

Two factors limit the level of pjublia and private inve1tent in

underdeveloped countrie. One is the level of private eig h other

the lack of an organised capital makt through which 8avinga can be channelled

from private savers to the financing of privat, and public invetent.

This note is concerned with the second factor i .e., with th limuited

availability of institutional arrange t throug which private savings are

channelled into productive invetent, and wit te various maeiondc by which

underdeveloped countries have attempted to overcome the ahortage of invest-

ment funds available for the financing public and private investent.

In virtually all of its loan operations, the International Bark had to

pay cloe attention to the financin local expenditures connected wih pro-

jects, te oreig exchange cost o wc was financed by IRD loans. There--

fore, a brief account of the methods by wihih local funds were mobilised for

finrancin of the local expenditures of Gak projects gives a broad eanple of

the various methode by which the orrowig countries provided means for finane-

ing investent xpenditures. But since many of the loans oi' the International

Bank wer made to governients or goverment agencies, the sample by necessity

i somewhat onesided, it reflects more the methods of financing public invest-

ment than financing the investent in the private sector of the econaiy.

In the course of its investigations of the economic problenxs of under-

developed countries and the appraisal of their fiscal and monetary policies,

the Bank has found that in many of the underdeveloped countries the auunt of

private savings i surprisingly high and caipars not too Lnfavorably with the
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rate of private savings in the countries of Western Europe and in the United

States. There is, however, one fundamantal difference between the utilisation

of the savings in underdeveloped and more advanced countries. Tn advanced

countries, a large proportion of private savings becomes available for the

financing of private and public investment through the operations o the

capital market into which funds are chaninelled through savings banks and in-.

surance companies, and through purchases of stooks and corporate and government

bonds; another important soure of investment funds in advanced countries are

the undistributed profits of corporations. In less developed countries, the

bulk of private savings does not flow into an organised capital market, but is

utilized by the savers themselves, either for the expansion of their own busi.

ness enterprises or for the financing of new ones, for the purchase of real

estate or landed property or, intermittently, for the financing of speculative

transactions in import or export commodities. A substantial proportion of

private savingqs is also held idle either in the form of currency hoards, or

used for the acqdtsition of precious metals (in the K iddle East and South :ast

Asia); or, savings are exported through the maintenance of dollar oalances in

the United States. The latter use of savings is particularly prevalent in

Latin American countries.

There are, of course, notable exceptions to this general pattern. In

countries such as Brazil, Mexico, Colombie, Chile and India - to name but a few -

an active market in corporate stocks has ueveloped and has resulted in a large

expansion in the ownership of corporate enterprises. The establishment of

stock exchanges in these countries and others has provided a suitable mechanism

for the financing of private industrial and commercial enterprises. But be-

cause of the instability of corporate earnings, the limited protection which

shareholders enjoy against unsound corporate practices, and the risks inherent
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in stock ownership, the florf savings into corporate stock has been iWaited

and has not solved the fundamental deficiencies of the ap tal markets of the

underdeveloped countries.

Gloverments and government ae.v e and inu nicialities have virtually

no access to private sayings and the ava lability 1f7edi. and long-ter

loan ca l for nrivate nterrise- is sverely iited. The th

of uiiderdeveloped countries have att e ith vary r dere s of succes,

to renedy tis situation. In essence, they had to us tax receipts for the

financing of investment expenditures. In nme of countries, however,

where an incr~ase in tax revnues was cosi imposeibl or poitil

unwise, go ernments resorted to iltioary credit expanion yorrowing

fromu ithe central uank or comercial tanka. In e countries, (.g., Meico,

India) atteps to crea a arket for governent bond or od of overnent

institutions were successful.

wovrnment revenues were used for the financing of investment ex~

penditures in two different ways. Iestent expenitur of otral and

local govr ns were inance directly out of tax receipta, supplaaented, as

metioned before, by orrowings fxo ti banking systa or, in tie postwar

period, by the lij.idation of aceumuated freasury surpluses. In aome coun-

tries, fiscal revenues were also used to fin.ance indsrial enterprises operated

directly by the govermn ts or by governme t agencies (developnent corporations)

established for that purpose. S omAe countries we t further, in a rection

more conduiv to the functioning of free enterprise economiest they used

government funds to establish financial institutions for the purpose of making

medium- and lo-em lans to agricultural anid industrial enterprises.

The establishmae t of official financial institutions engaged in lend-

ing operntios to p r vate enterprises has been hailed as a developuent of the



last few years. As a natter of fact, however, credit institutions of this

type have b en in operation for decad a large nuraber of countries in

Latin America and other underdeveloped areas. 4ortgage banks, for instance

moetly financed through public funds ani only to an i significant extent by

savin s deposits, have been operating in man countries for 25 ears or more.

rwever, the emphasis en the financing of industrial acti vties

directly the government or by govern nt-.financed ins titu tions and govern-

maent orship of industrial entorprises and such public utilities as railroads

and electric power facilities is a relatively new develoent. The adinia-

trative difficulties and the limited experience of overnt authorities in

the managenent of industrial enterprises and their financial affairs have in

recent years, hoever, ld to a tendency to disassociate the opratio.ns of

these enterprises as much as possible fro the government other activities,

and in many countries goverment enterpirise have been establisd or reorganiz-

ad, as autonouous entitie. This tendency towards grater ide - dene of

goverrment-owned enterprises is also reflected in thie loan operations of the

International Bank which has, in many instanees, made loans to autonoous

entities, or aAs taken the initiative in proposi the creation of such auton-

omous agencies or "authorities". e adainitrative independence of public

enterprises has the advantage that their revenues can be used to fnance at

least in part, the expansion of their own operations. Also, these n terprises

frequently obtain access to capital - in the form of bank credit or bond issues -

which is not readily available to tie goverment.

Local financing of economic develo pent i te subjct f an expertts

study oi "Domestic Financing of Economic Developientl prepared by the concmic

Affairs Dpartent of the Unrited Nationr. In additin- to some general observ.-



ations, it gives an account of the experience and the institutional arrangements

in a group of underdeveloped countries and colonial areas.

II. Local Finaneing in connection with I3RD L an Operations

As indicated above, the local financing of projects for which IiiD

loans have been made, reflect the various methods of investment financing of

underdeveloped countries. The summary of IP)B loan operations which follows,

does not include those loan operations which involved only parcbases free

abroad and thus did not give rise to local currency expenditures. Also, loans

to countries with well-established capital markets and investment institutions

(e.g., Finland, Italy) are not included. From the point of view of local

currency financing the experience of three financial institutions (i.e. Turkey,

Ethiopia, and Mexico) established with te cooperation of the I$RD, which made

loans to then, is of particular interest. A research memorandum prepared by

a manher of the Bank's staff, supplements the information presented below.

A. Ai

I.nLdia -

AgriaaLtural Develewent Lani for Kansprass Fradication (lO ,millian)

The local currency omponent of the loan is estimated at approximately

110 million rupees (423 million). Funds are advanced through the budget of the

central goverment and are then recovered from the State governents which, in

turn, assess the individual owners of the improved properties.

B*kar-Konar Power Loan ($18.5 million)

The local currency expenditures are estimated at 216 million rupees

(55 million). The project is part of the multi-purpose development of the

Damodar Valley by the Damodar Valley Corporation, a public agency similar to TVA.

The capital requirements of the corporations are supplied through budgetary
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appropriations of the Goverment of India and the States of Bengal and Bihar.

The two states, however, have met their share of th contributions largely from

funds advanced by the central govermuent.

2. Pakistan -

Agricultural' velopment Loan ($3.25 million) for Land Clearing
Operatiana

The local currency cost of the project amounts to approximately 13

million rupees ($I million). It is financed through the budget of the Punjab

provincial government, fran provincial tax receipts and advances froa the

central goverment.

3. Thailand -

Irrigation Loan ($18 million)

The local currency costs of this project aiiount to 504 million baht

($W million), which sum is provided for in the budget of the central govertment.

The Thai GUovernment covers its total capital expenditures mostly from fiscal

revenues and, to a anall extent, from credits from the central bank.

Railway Rehabilitation ioan ($3 million)

The local currency cost of 82 million baht ($6.5 million) is financed

by the State Railwa7s of Thailand from funds advanced by the Government.

Port of Bangkok Loan (4.4 million)

An autonoious part authority has been established for the rehabilitation

and development of the port of 3angkok. The authority obtains funds to cover

local expenditures (46 million baht or $3.7 million) from the government.

Wadi Tharthar Flood Control Project ($12.8 million)

The local currency costs of the project amounting to 5.65 million dinars

($15.8 million) are financed from the budget of the Development 3oard of the
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Government to which accrue 70% of the Government's oil royalties.

B. Africa

1. Ethiopia -

Imediately prior to the first loans granted to Ethiopia, the Ethiopian

Government revised the regulations governing the issue of currency notes. The

statutory reserve of foreign exchange was reduced from 75% to 30% of the total

note issue. As a result, some Eth.$11 million ($h.` million) of foreign exchange

was released from the currency reserve and the local currency counterpart was

earmarked for the Bank projects.

igay Project ( illion)

The local currency from this project, amounting to Eth.$l9 million

($7.6 million), came from three sourcest Eth.$5 million ($2 million) from the

currency fund an annual contribution o t . 2 million ($. millio) fro eeral

budget receipts for the first three years o te project; and th oceeds of

taxes on gasoline and oil. The amount derived from the gasoline and oil tams

was guaranteed by the governent to be not less than Et. ,12 million ($d.8 million)

for the first three years, (Eth.$4 million per year) and thereafter not less than

Eth.5 million per year.

Develont Bank Loan ($2 million)

Eth.65 mllion ($2 million) was provided by the currency fund and Eth.tl

million came from the assets of the previously existing Agricultural Development

bank.

Telecomunications Projects Loan ( 1.5 million)

Eth.$3 million ($1.2 million) was subscribed by the government, Eth.$l

million of this amount came from the currency fund.

2. Southern Rhodsia -

Electric P'aer Development Loan (,28 million)

The Bank loan financed the foreign exchar cost of one project in a



major four-year development program, the total cost of which is estimated at

&100 million ($280 million). According to present plans, 1.32 million are to be

raised in the local capital market, k40 million in the London market, and £12

million in capital markets of the European Continent; 46 million are still to be

found. These amounts include the financing of expenditures in non-dollar countries

as well as in Southern Rhodesia itself. It is expected that the amounts to be

raised in the local capital market will suffice to cover local expenditures.

3. Belgian Congo -

Equipent and aterials for Development Program ($70 million)

The 3ank loans financed a substantial part of the import requiremlent of

the development program which is also to be financed by loans in the Belgian

capital market and in other foreign countries. These loans are expected to

amount to the equivalent of Z120 million. The equivalent of 30 million is to

be raised through government loans in the Congoleae local mrarket.

C. Latin America

1. Mexico

Loans to Federal Electricity Commissions ($24.1 million and $29.6 million)

These loans were made to finance more than 95% of the foreign exchange

cost of the electrification program for the years 1949-56. The local expenditures

of the program are estimated at 990 million pesos ($114.5 million). Of this amount,

280 million pesos is to be derived from a 10/ tax on the sale of electric power,

and the remainder from government appropriations to the Federal Electricity Com-

mission. Additional governmnt appropriations also cover operating deficits

incurred in the earlier years of the program; these deficits are to be offset,

however, by profits in subsequent years.

Electrification Loan to Mexican Light and Power Company ($26 million)

hen the loan was made the Company was expected to finance the local cost
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of 165 million pesos ($19 million) entirely out of its earnings. however, due

to increases in wages and other costs without corresponding increases in power

rates, the earnings proved to be inadequate. The Company recelved loans from

the Nacional Financiera (a government-owned investment banking institution) and

from the Federal Electricity Counisaion. At the end of 1951, these loans

totalled 57 million pesos ($6.6 million).

2. Nicaragua -

Highway Construction Loan ( 3.5 million)

Funds for local expenditures for the highway construction project amount

to 7.5 cordobas ($1.5 dllion); they are covered partly by budget appropriations,

and partly by enmhange surcbarges collected by the central bank.

Ordn Storage Loan ($550,000)

Local expenditures for the construction of grain storage facilities

amount to 750,000 cordobas ($150,000). They will be provided from the exchange

surcharge funds of the central bank.

3. El Salvador -

Hydroelectric Power Loan ($12,545,000)

Local expenditures for this project amount to 13.1 million colones

($5.2h million). Thi8 azount has been raied through the sale of bonds of the

Comnision del Rio Lempa, an autonomous agerey of the government which constructs

and will operate the power plant. The 5 bnds bear the guarantee of the govern-

ment. The issue was made with the assistance of a marketing expert of the

International aank. In September 1951, the distribution of the bonds was as

follows:
Colones

Government funds h,00,000
Financial institutions 1, J00,000
Central bank 2,U97,600
Commercial banks 2,097,,400
Private investors 2, 955,000
Corporations 45000

Total Colones 13,100,000
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4. Brazil - lectric rower loans to

Brasilian Traction and Power omparg (590 million)

The local currency exponditurea in connection with these loans mut

to 3,330 million cruseiros ($180 million). e are financed out o t current

earnings of the Company and out of previously accumlated cruzeiro reserves.

Sao Francisco Electric `ower Development (15 million)

The Sao Francisco Hydroelectric Companr is an autonomous public entity.

The local currency expenditures in connection with the Bank-financed expansion

project amount to 758 mllon cruseiros (thi million); they are financed partly

out of the Compargr's earnings and partly out of government appropriations.

Railway Rehabilitation ('12.5 million)

The local currency expenditures for the rehabilitation of the government-

orned Central Do Brasil Railroad amount to 1,165 million cruzeiros (63 million);

they are to be financed through funds of the Lafer Plan.

Rio Grande do Sul Electrification ($25 million)

illon
This project involves local expenditures of 1,314 cruziers (: 71 million)

which amount is to be raised by a special electrification ta ic s ie

as a surtax on all state taxes of the State o' io rade oSul.

5. Chile-

Endesa Electric Power Develpment ($13.5 million)

The local currency expenditures in connection with the Endesa project

amount to 2,148 miion pesos ($35.8 million). They are to be financed through

the Chilean Fomento Corporation which, in turn, obtains funds throug h budgetary

appropriations of the Chilean government.

io Elqui Project for Exploration of Underground WVater Resources
1.3 million)

The local currency expenditures for this project are estimated at 24

million pesos ( 0.4 million) and are to be covered through the Chilean Fomento

Corporation.
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6. Colombia -

nydroelectric Developm~nt -'OanstoAnchicayaa insula and Rio
ler i;a Power W orks (7otal amouint-s o i3 loans 1.3ilo)

The three power companies are set up as independent publiclyowned

coporations whose share capital is held by the Federal Government, states and

municipalities - the central government participating in the corporations and in

the financing of local expenditures through the autonomous Institute of Vlater

Utilization and Electrification, Local currency expenditures are estimated at

39 million pesos ("16.9 million). They are shared in varying proportions by the

stockholders of the individual corporations.

Higlaay Construction and Rehabilitation Loan ($16.5 zillion)

The local expenditures for the highway construction and rehabilitation

program amount to 95 million pesos (a3. million), and are financed through

goverraient appropriations.

7. Paraguay

Agricultural Development Loan ( milion)

The bulk of this loan is to be used for the importation of agricltural

equipment which does not give rise to any significant amount of local currency

expenditures. A small part of the loan, however, is to be used to finance the

importation of road construction supplies. Local expenditures of $1 million are

to be financed through budgetary appropriations.

83 ?eru•

Port Developmnt Loan ($2.5 million)

The local expenditures connected with this project are expected to

amount to 15.5 million soles ($1 million); they are to come out of the investmsnt

budget of ti Peruvian Government.

Uruguay

Electric Power and Telecommunications Loan (435 million)

This loan was mde to JTE, an autonomous a ency of the ug an
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Government. The local currency expenditure. in conneaction with this loan were

estimated at 48.3 million pesos ( 25.' illion). They were to be covered in

part by the earnings of the agency and i part by a governnt bond issue totalling

30 million pesos. The proceeds of the bond issue were to be used to rehabilitate

the financial position of UTE and to cover local currency expenditures over and

above those financed by current earnings, and a small amount of import require.

ment& not covered by the I RD loan.

D. Europe

1. Turkey

Grain Storage Loan (3.9 rllion)

The local currency cost of 16.2 million Turkish lire (.1 million) is

provided through a government agency which, in turn, receives funds from the

goverment.

Port Developmnt Loan (12.5 million)
million

Domestic expenditures on this project amount to 53.7/ire (.26.1 million).

The entire amount is provided for in the budget of the Ministry of Public WorkS

and of other government departments.

Electric Power, Irrigation and lood Control Loan ($25.2 illion)

The local expendi.tures amaant to 29.9 million lire ($10.6 million). They

will be incurred by a power comparwr, the capital of which will be raised by the

Turkish Government from private investors, particularly from industrial enter-

prises wtich have a direct interest in increased power supply. It is expected

that approximately 30% of the local cost will come from private sources.

Industrial Development Bank loan ($9 million)

The local currency resources of the industrial development bank consisted

originaly of 12.5 million lire ($4.5 million) subscribed by private banks and

industrial corporations, and a loan of 12.15 million lire which the development

bank obtained from the central bank of Turkey. Later, the bank also obtained

from the government 36.6 million lire ($12.9 million) from counterpart funds of
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Marshall Plan Aid.

- 2. Iceland -

Power Development Loan (t2.h5 million)

The local currency expenditures connected with the r oject amount to

90.4 million Icelandic Kronur (-"5.58 million). Approximately 14 million Kronur

will be financed through loans from the municialities of Reykjavik and Aureyre.

The remainder through the Icelandic Government come mainly from ' A ounterpart

funds.



FILE CORI

Augst 15, 1952

Dear Martin:

The International evelopment o Board, wnich was first eaded

by T:el on rocke1 eller and now by Er cannston, is holding a meetin a ;n
San .rancisco 'eptember 2. and 25, 0-e t auspices of various. business

groups in California. They expect to have present representative busiess
and financial l eaders, as well as cert : p resntativyea. nt

Program and the 'nited c'tat art - Go ,or t si f

problems of orivate rorein leve:t 

The Board asked my opinion as to t tirability of in:iti. few

outstanding people from Latin ;0rica. t o ;ood ie , and

suggested you. Ambassador estrepo- o a also been inv -,d

hopes to attend, I have accepted an invitation to be pre3ent and sit on

one of the discusion panels.

Yo should receive a foral inv ? 7-n withiri t:e nex fe, da and
I trust ver, r ch you will be able f atd, Perhaps you inted to make
a visit to the tates after the Mexican nference and, if so, i think it

voald be worth your while to include thrs Eax an ancisc: meting.

I am hopef au that they :ill have pren some really leadii nerican

industrialists and bankers and that the iscussions will be realistic and

practical. ' am sure that it would be ver useful for you to hear the

discussions and to tell something of the problems in your co ntry and the

possibilities for investment.

I' af leving next week for Brazil and will arrive back in Mexico on
September 2. I am looking Lorward t- seeing you there.

Sincerely,

R. L. Garner
Vice resident

Mr. Martin del Corral
President
Banco de Bogota
BOGOTA, olombia

_rnr M



August 11, 1952

Dear George:

You will remember our conversation with
Paul Hef ernan. I an sending you to pass on to him,
a paper which has beer prepared by John Adler in the
Economic Department which I think will give him sce
basic material that may help him in his consideration
of this problem of local financing of public and
private investment in underdeveloped countries.

I am also sending to you to pass on
to him, copy of a study wh ich h-s just been produced
by Alter which has a bearing on the subject.

I forget whether I suggested when I
last spoke to you on the telephone that Pan3 might
find it helpful to read "Demestic 'inrncing of
Economic Development", United Nations Publication
Serial Number 1051 IIB1.

Yours ever,

W. A. B. Iliff
Assistant to the President

Mr. George L. 'hrtin
Director o rketing
Interrnational Bank for Reconstruction
a nd Development

33 Liberty treet
New York 5, . Y.

WABIliff: cl



FORM NO. 75 INTERNATIONAL BANK FOR
(3.32) RECONSTRUCTION AND DEVELOPMENT

Datt

ROUTING SLIP

NAME ROOM NO.

Action Note and File

Approval Note and Return

Comment Prepare Reply

Full Report Previous Papers
Information Recommendation

_ initial Signature
Rema-'

From



INTERNATIONAL DEVELOPMENT ADVISORY B( ) )

WASHINGTON 25, D(.

August 20, 1952

Dr. Enrique Lopez-Herrarte
Department of Technical Assistance

and Liaison
international Bank for Reconstruction

and Development
Washington, D. C.

Dear Dr. Herrarte:

Thank you very much for being so helpful to me the
other day. Your suggestions were good and I am proceeding
to take advantage of your assistance.

Already we have been able to convince the Ambassador
of Pakistan and Mr. Amjad Ali that the latter should remain
in this country for a few extra weeks to participate in the
San Francisco Conference we are planning for September 24 and 25.

Your enthusiasm and spirit of helpfulness are most
refreshing.

Sincerely yours,

Frank C. Kimball
Executive Assistant to the Chairman
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INTERNATIONAL DEVELOPMENT ADVISORY BOARD
WASHINGTON 25, D. C.

September 10, 1902

Sr. mobert . arner
Vice resident
international Bank Or

econtruction and Development
116 - K treet, 1. .
ashington, 9. C.

Dear dr. darner:

Thanks to your many courtesies and those of some of
your staff, we have eer ale to complete paI for the facifi c
Coast Corference or private capital investment in international
devel opmnt, to be held in San Franci sco on e tember 2L and 25.
. : Lphry ,raft of the program is enclsd.

ne did have some difficulty in locating top brass for
participation on the p rogra . It sees i at half of the leading
businesren in the Inited .tates are either in Europe or or their
way. e fel. however, that we have a oo representation and will
have a ood attendance.

You will notice that we have you down on the panel for
the first day of the Conference. Each person on the ranl will e
asked to make a specifac contribution with respect to the topic of
discussion. The panel leader will rely upon you for information
concerninr the work of the mank in makinv economic surveys of
various countries and also for an exlanation of how World Lank
loans have paved toe way for industrial development and capital
investment

Since the Conrence will be held at the lairmont hlotel
we have called your secretarr a d su g sted to ner that wetmake
reservatiorns for you there. Ye would rciate it ver ouch if
you would check in at the Conference :-adquarters at the f airmont
upon your arrival so that we might be able to keep in touch with
you itn respect to any receptions that mih be scheduled later,
and also so that the Cairman and Panel ear will be able to
locate you.

SE are sugest ing to the Chairman of the TrepteUber 2
panel that he hold a briefing session with all particiants that
nornLn at 10 a.m. Pleas check at the Conference ea quarters
concerning the place of tqis meeting.



Mr. Robert . Garner
September 10, 1952

Page 2.

'r. George Barnes an d, of the Board 's staff, will
be at the Fairmont Hotel or and after Septenber 19.

Sincerely yourn,

Forank C. 1im ball
Executive Assistant to the Ch airman

Enclosure



September 24, 1952

Dear Mr. Nichols:

I have been away for two months In Brasil and
find your letter of August 6 on my return. This will
explain the fact that I could not reply before, and
have missed your visit in Washington. If you were to
come through again, I should be naturally very glad to
see you.

With the kindest regards,

Yours sincerely,

P.N. Rosenatein-Rodan

Mr. John P. Uchols
f3epartment of 'conomics
The Ohio State lniversity

rol bus 10, Ohio.

cc: Files

PNRR/Js



INTERNATIONAL DEVELOPMENT ADVISORY BOARD
WASHINGTON 25, D.C.

September 30, 1952

Mr. Robert L. Garner
Vice President
International Bank for Reconstruction

and Development
Washington, D. C.

Dear Mr. Garner:

Many thanks for your assistance in putting over the
Pacific Coast Conference on Private Capital Investment in
International Development.

Mr. Kimball of my staff has told me how helpful you
have been to him in formulating the program for the conference.
We of the Board also enjoyed and appreciated your contribution
during the various sessions.

At a time convenient to you, I would like to discuss
with you what we might do to further the recommendation of the
Board that an International Finance Corporation be established
as an affiliate of the International Bank for Reconstruction
and Development.

Thanks again for your excellent help to our Board.

Sincerely yours,

Eric Johr n, Chairman





Mr Eugene R. 1310ctober 8, 1952

Leonad B. Rist

Mr, August Mafry-

Mr, Maifrey told ie today tat Mr. Andrewe, head of TC , has asked him
whether he would be avanilable to ae a new stud of th problem of developing
Aerican private foreign ignvesmet ie general idea is that this question

will be in the foregromd as soon as a new MMi stration is established in
Washington and that an up-to-date report on the sub3ect wold be very much
needed in January or ebrary.

Mr. Maffrey has not et accepted, but he is 8eriously 0ansidering
the proponal. He has made it clear that ih Ie did accept he would want to
make it a one-mn' s report and ile consulting each
who meg be interested or cormeted with the aubject, ho would not want his

report to be the work of a omittee,

He asked whether he coud t one cooperation frm the part of

the International Bank and asd tat you be informd of thi. request. I as red
him that, on zr part, I would do all I could to be of assietance to him, but
I am sure you will wish to give him personally the sme asurance on behalf of

the Bank



K.A. Bohr
Economic Staff October 9, 1952

UNITED STATES HIVATE INVESTMENT GUARANTY PROGRAM

Io Introduction

Since April 1948 the United States Government has operated two programs

to provide insurance protection for new American investments abroad against the

risk of inability to convert foreign currency receipts into dollars and against

the risk of loss through confiscation or expropriation.-/ At present the main

investment guaranty program is administered by the Mutual Security Agency,

while a specialized guaranty program dealing only with informational media is

handled by the Department of State. In both cases the actual guaranty contracts

are executed on behalf of the Government by the Export-Import Bank. This paper

is concerned with the main guaranty program; a few remarks on the informational

program are included in the final section of the paper.

All countries participating in Point Four and Mutual Defense programs

are eligible to participate in the guaranty program. (Table I)* However, before

guaranties can be made available for investments in a country an agreement must

be made between the country and the United States providing for the treatment

to be accorded foreign currency, property and claims acquired by the United

States Government if guaranties are invoked. These agreements assure that

foreign currencies acquired by the United States Government through the program

will be accorded the same treatment given to currency in the hands of private

investors arising from similar transactions. They alse deal Wh the use the

United States Government may make of such currencies and provide that any claims

acquired by the United States as the result of guaranties may be negotiated on

a diplomatic level rather than litigated through foreign j udicial or adminis-

trative tribunals.

lfUnder authority of the Economic Cooperation Act of 1948, as amended and the

Mutual Security Act of 1951 as amended.
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At the present time, of the 56 countries eligible to par ticipate in

the guaranty program the following 15 governments have signed the required

agreements and guaranties have actually been made in the six countries indicated.

Country Kind of Guaranty Covered

Austria Convertibility, Expropriation
Belgium
China (Formosa)
Denmark

* France
* Germany (Federal Republic)

Greece W
Israel

* Italy
* The Netherlands
Norway
Philippines

* Turkey Convertibility
* United Kingdom
Yugoslavia Convertibility, Expropriation

* Countries in which g rantied investments have actually been made*

The total amount of guaranties issued from April 3, 1948 through

September 30, 1952 is $38 million (Table II). Of this amount $33.6 million

in guaranties is still outstanding.l/ The extent of this activity may be

judged by the fact that during the years 1948 through 1951, United States

private direct investment in OEEC countries, the only area where the program

has been active, was $231 million with estimates for the first half of 1952

bringing it up to about $300 million. Not all the investments included in

this figure would have been eligible for guaranties and some guaranties for

investments already made in 1952 are yet to be issued. United States private

direct investment in all countries except Canada was $430 million in 1950 and

$330 million in 1951.

1/ The difference, $4.4 million, is accounted for as follows:
$1.0 million - cancellation of guaranty contracts
1.6 " - reduction in value of guaranty contracts

1.8 " - dollar payments of foreign currency earnings
effected through regular banking channels
reducing United States Government's liability,
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II* The Investment Guaranty Program

A. Eligible Investments

To be eligible for this program an investment must be new; it must

have an expected life of at least five years, (in the case of loans three

years is sufficient) and it must be approved by the foreign government for

guaranty purposes.l/ It may be in the form of an equity investment, a loan

investment or a royalty agreement and the contributions may be made in cash;

materials or equipment; patents, processes or techniques; or services.

B. Convertibility Guaranties

This type of guaranty provides protection against the risk of inabil-

ity to convert investment receipts into dollars, Both transfers of earnings

and repatriation of capital are protected. Convertibility cannot be insured

in the face of exchange regulations and practices under which it is clear

that conversion can be made only through the guaranty.

A convertibility guaranty does not insure against loss from devalua-

tion or depreciation of the exchange rate for a foreign currency. It does,

however, insure the transfer of receipts into dollars at approximately the

rate at which exchange transactions are being made at the time of the transfer.

The guaranty also protects against loss which might occur with the introduction

of multiple exchange rates,

In making payment under this type of contract a basic reference rate

for the foreign currency is used, This is usually the exchange rate for th-

currency used for assessing United States customs duties on importations from

the country.?/ If when the investment is made, transfers of local currency

1/ Guaranty for convertibility of payments for capital goods and related
services is available to a supplier if the contract has been appoved for

dollar financing under the Mutual Security Program, calls for payment after
the end of the current fiscal year and provides for payment in local currency
if dollars are unavailable from usual sources.

a In cases where different rates are used for different commodities exported
to the United States the reference rate will be the rate at which that country
provided dollars on the date in question for the largest group (by annual

value) of its imports from the United States.
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receipts from investments can be made at approximately the reference rate,

the investor is insured that he can transfer his receipts under the guaranty

contract at 95% of the reference rate prevailing at the time he desires to

make the transfer. (The 5% discount is to allow for minor fluctuations and

such ordinary expenses as transfer commissions, cable transfer charges, etc.

usually borne by foreign investors transferring local currency into dollars).

Thus, if during the life of a guaranty contract a foreign government blocks

transfers or institutes a multiple rate system under which there is a differ.-

ence between the reference rate and the exchange rate for the service in

dollars of investments, the investor is protected against loss from this

blocking or rate differential.

The amount of protection given by a convertibility guaranty can vary

within broad limits* These limits depend upon the amount and form of the

investment* In the case of equity investment the maximum is normally 175%

of the dollar amount (or dollar value) of the investment. For loan invest-

ments it is the value of the principal plus interest at a reasonable rate and

for royalty agreements the sum of payments which can be reasonably expected

over the life of the contract0

The amount of protection is distributed by years over the life of the

contract in a schedule of conversion rights known as the "face amount". The

face amount of the guaranty states the conversion rights cumulatively, year

by year, in a schedule usually based on an estimate of the expected receipts

from the investment (dividends, repayments of loans, royalty receipts, etc*).

Failure of actual receipts to equal expectations in any one year simply means

that the unused protection is carried forward to subsequent years* For equity

investments the maximum rate at which protection may accrue is 100% of the

amount invested in the first year with increments of 15% of the original

investment per year until the maximum of 175% is reached in the 6th year.
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The cost of the protection is computed from the face amount and is

composed of two parts; 1% of the face amount of the guaranty for the year in question

minus all receipts from the investment that have thus far been converted inte

dollars, and 1/4% of the largest face amount scheduled for any year during the

life of the guaranty minus the face amount for the year in question.

An example may make this more clear, Assume an investment of $100,000

with protection accruing at the maximum rate. Assume that earnings are actually

converted through usual banking channels at the rate of $10,000 per year and

that the principal is not repatriated but protected each year to maximum

allowable amount8 Under these conditions a schedule of conversion rights and

fees would appear as followes (figures in thousands),

Contract Face Conversion 1% Standby 2/ 1/4% Total

Year AMot Rights Fee Amount Fee Fee

1 100 100 1.00 75 019 1.19
2 115 105 1.05 60 .15 1. 20

3 130 110 1.10 45 .11 1.21

4 145 115 1.15 30 .08 1.33
5 160 120 1.20 15 .04 1.24
6 175 125 1.25 0 0 1.25
7 175 115 1.15 0 0 1,15
8 175 105 1,05 0 0 1.05
9 175 95 .95 0 0 .95
10 175 85 .85 0 0 .85

1/ Face amount minu-sthe accumulated receipts.
3/ Highest face minus face for each year.

Protection may be reduced or deferred during the life of the contract,

and the contract may be cancelled by the investor at any time. But the face

amount of guaranty coverage for any contract year may not be increased*
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C. Expropriation Guaranties

This type of guaranty assures investors that in case of expropriation

or confiscation they will be compensated in accordance with a formula fixed

in the guaranty contract.

The nature of the protection varies with the form of the investment.

For equity investments expropriation is deemed to have occurred if the

foreign government prevents the exercise of substantial control over the

investment for a period of one year. Taxation or regulation by the foreign

government is not considered expropriatory unless it can be shown that the

primary object is to divest the owners of the investment property. Contracts

are usually written to treat as a total loss expropriation of either all the

assets of a foreign enterprise or of a portion sufficient to destroy its value

as a going concern.

For loan investments expropriation is deemed to have occurred if the

foreign government prevents any repayment of principal for a period of one

year or any payments of interest for a period of three years in cases where

repayment of principal is deferred. This prevention of payments can occur

either by direct intervention in the payments (other than through exchange

regulations of a kind which can be covered by a convertibility guaranty) or

as a direct consequence of expropriation of the borrower's property as described

for equity investments. If the foreign government should assume the loan

obligation on expropriation, a guaranty of this type cannot be invoked.

However, under circumstances where the investor is lending to an existing sub-

sidiary or acquiring a large proportion of the borrowers stock in addition to

the loan transaction, the loan can be protected against expropriation of assets

rather than against governmental prevention of payments under the loan*
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In royalty agreements expropriation is deemed to have occurred under

circumstances similar to those cited for loans. The prevention of payment of

royalties must continue for a period of three years.

For equity investments protection under an expropriation guaranty may

be obtained for the amount originally invested plus future earnings which the

investor expects will be retained in the enterprise. For loan investments

the maximum protection is the principal plus the interest called for in the

loan instrument. In the case of royalty agreements protection can be obtained

for a minimum amount of royalty payments if there is a firm obligation on the

licensee to make payments which are of a fixed or minimum amount and if the

reasonableness of such payments can be substantiated. The criterion of reason-

ableness is more important in this case than for a convertibility guaranty for

in the latter case the earnings have already been e stablished by their receipt

in foreign currency before the liability of the United States government is called

upon.

In the event of expropriation the loss will be determined for equity in-

vestments as the amount of dollars (a dollar value of other assets) originally

invested adjusted to reflect subsequent operation by adding the investorb propor-

tionate share of undistributed earnings and realized capital gains and subtracting

the investors proportionate share of any capital distributions, operating losses

or realized capital losses. For loan investments and royalty agreements the loss

will be the sum of the unpaid obligations, principal, interest and royalty pay-

ments. But since the guaranty does not protect against insolvency of the borrower

or licensee the loss may be adjusted downward if on the date of expropriation

the books of the borrower do not show an excess of total tangible assets over

total liabilities (including the guarantied loan and excluding capital and surplus).

Such adjustment will reflect both the degree of impairment and the seniority of



other obligations of the borrower.

The annual cost of an expropriation guaranty is usually 1% of the

total dollar amount of protection. If protection is desired against partial

expropriation which does not destroy the value of the foreign enterprise as a

going concern,a higher fee is required.

III. The Informational Media Guaranty Program

This is a program for insuring convertibility for short-term transactions

dealing with the production and distribution of informational media. Guaranties

under this program do not cover investments in the usual sense but rather sales

of books, periodicals, films, etc. And contrary to the practice followed with

the M.S.A. program, guaranties are issued even when it is obvious that conver-

sion can only be made through the guaranty itself. The same countries are

eligible for this program as in the case of the M.S.A. program and participa-

tion is subject to the same conditions.

Since April 1948 guaranty contracts for over $13,000,000 have been issued

and payments of over $6,200,000 have been made to convert foreign currencies

into dollars under these contracts. Guaranties have been made in Austria, France,

Germany, Italy, Netherlands and Norway.



COUNKTRI E3'LIGIBL PR TI IIATE
IN GUARANTY POGRAMS

(Those Participating in Point Four and Mutual
Defense Programs Authori 4 tintual
Security Act) as of July I, 1 :'9.

Afghanistan Gr ece al
Austria temal * The Nether as
Belgiu-m Haiti Nicara
Bolivia Hondurs Norway
Drazil !cland Pakistan
Burma India Panama
Chile ndciaParagua
China (Formosa) Ione Peru
Colon ia Ira Philipie
C' sta Rica r * Prtugal
Cuba Israel Sai ArUi
Denmark tal
Dominican Rapublic Trd Thailand
Ecuador Korea Tries te
Eigjpt Lebanon Turkey
1 Salvador Libria United Kingd

EtipaLibya Uruguay
Frane Lu org la

Germ-any (Fe-ral Repulic C'ic 0Yugoslavia
' t Berli)

*ricluding dependent overseas territories



TABLEII

VESTYENT GUAFTIES IS bSUED

(Through 30Spt 192)

Amount of Guaranty sed
Product of oiv erti- Jxproprj-

Company Foregn Enterprise biljj tion Total

France
3o 1crete Chemicals Co. Concrete A lixeS 90,000 90,000

Carhart iefractories Co.Inc. Refractories 70,000 70,000

Dana Corp. Automotive Parts 200,000 200,000
Dow Corning Corp. Silicones 61,381 61,381
Yord Motor Company Trucka and Cars 920,108 920,106
Fcster Wheeler Cor Construction Engr. 213,500 213,500
Heydan Chemical Corp. Streptomycin 300,000 300,000

½orrison-Knudsen Co.Inc. Constriction Engr. 252,000 252 000
National Fastener Corpo Slide Fasteners 17,500 17,500

Singer Manufacturing Co. Sewving Machines 717,000 717,000
Yoder Co., The Metal-Working Mach. 204,500 20h,500

TOTAL FRANCE (11 guaranties) 3,0 4,989 $3,o 599

Germany
Gardner-Denver Co. Mine Car Loaders $ 1h0,000 1 140,000
Firestone Tire & Rubber Co. Tires and Tubes 1,841,700 $1,052,400 2,894,100
Otis Elevator Co. Llevators __ 250,000 250,000

TOTAL GER1MANY (4 guaranties) 1,981,700 $1,302,400 $3,28 ,100

Associated Seed Growers, Inc. Seed Cultivation$ 87,500 $ 87,00

Caltex Oil Products Co. Oil Aefinery 14,630,000 4,630,000
National lum.iinate Corp. Boiler Compounds 1,331,000 1,331,000

Joseph Pacifico Building Stone 20,000 20,0 0

Standard Oil Co. (N.J.) oil hefinery 14,L87,500 Lh,8 7,500
I tinghcuse Air Brake Go. Railroad Equip. 60,300 60j0

TOTAL ITALY (6 garanties) $20,616,300 $20,616,300

The Nletherlands
H. H. Sonnenberg Venetian linds 17,0)0 q 175,000

TOTAL ETHIERIANDS (1 guaranty) $ 1,000 $ 17r000

Turkey
Charles Lockton Pharmaeu. uticals $ 96,863 $ 96,863
E. R. Squibb & Sons Pharmaceutical2,1 21711, 50

TOTAL TURKEY (2 guaranties) $ 2,608,313 $ 2,808,313

Continued next page -------



Table II--Investment Guaranties Issued - page 2

Amount of Guaranty Issued
Product of Converti- Expropri-

Company Foreign Enterprise bility ation Total

United Kingdom
Barber-Greene Co. Construction Mach. $ 67,565 4 h7,565
Godfrey L. Cabot, Inc. Carbon Black 2,025,000 2,025,000
Cooper Alloy Foundry Co. Stainless Steel Valves 153,500 153,500
Dictaphone Corp. Dictaphones 350,000 350,000
Thomas A. Edison, Inc. Miners Lamps 250,000 250,000
Euclid Road Machinery Co. Earth-Moving Equip. 857,500 857,500
General Time Instruments Corp. Clocks and Watches 1,000,000 1,000,000
Jacobs Manufacturing Co. Drill Chucks 584,150 584,150
Metallizing Engineering Co.Inc. Metal-spray Equip. 103,750 103,750
McGraw-Hill International Corp. Publishing 0,000 40,000
Minneapolis-Honeywell Regulator Regulating Instru-

Co. ments 300,000 300,000
Parke, Davis and Co. Pharmaceuticals 735,000 735,000
ocket Books, Inc. Publishing 218,750 218,750

S.F. Appliances, Ltd. Home Appliances 49,000 49,000
E.R. Squibb and Sons Pharmaceuticals 735,000 735,000
Standard Brands, Inc. Soluble Coffee 75,000 75,000

TOTAL UNITED KINGDOM (16 guaranties) $7,524,215 $7,524,215

TOTAL ALL COUNTRIES (40 guaranties) $36,151517 $1302,400 $37,453,917

Forward Contracting Guaranty

France Petroleum Refining $550,000 $550,000

QTAL GUARANTIES ISSUED $36,701,517 $1,302,400 $38,003,917

Source: kutual Security Administration.



Nr eoadB. Hist Ocobr13, 195-2

J. B'urle Knapp

United States Private Inventant Guaranty Program

I vms uort intereste to read *2 bohr's imnoranam ~de etoo1 9

re: arainlc the United States Private investment Guaranty Pro gram. iay
thanks for your ready cooperation in i d rter.

There is one point on whdch I should very much like to et 'urthcr

clarification; namely, the terms and conditions governing the dpo&ition

by th e m. . Gvernment of foreign currencies which it may acquire undr

this program,h Pat are the legislative re rements on tni8 natter, a

in practice are the policies c1i have been foloed, a wat difficul-

ties, if any, have been encountered in negotiating the agreenents alth

foreign goverrwventse on this matter. It does strike me that tei pactica-

bility and usefulnesS oi the guaranty approach may denend Very lar ely upon

the ansiers to the fore oinr questions.

Would it be possible for o. ohr to prepare a supplementary state-

ment covering these questions.

JDlKa :hb

ce: Messrs.* Schmidt, Larsen



FORM No. 57

INTERNA1lONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: Messrs. Ga Somers, Demuth, Hoar, DATE: October 9, 1952

FROM: Leonard B. Rist- Knapp and Rucinski

SUBJECT: Attached memorandum

Please find herewith for your information a description of the

guaranties granted by United States Government agencies to foreign

private investors.

This study was requested by Mr. B. Knapp.
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con:u ltn on ::e jin K~ e. riLnt a Co .erce pr rsf stiu:

ein~ riVa'te~hv~'' I in~ Bntinune've'g C~nrid >. W d

A entlior re~ ly to the prog"'itiona youL mde 'e inj a~Al'1n at

I would~ beal edt t wo~ E Y yA A ek 'im gm until

'½r1. of ta eCr Z'is tiU A.'e's 2e en einer.~ in' 'ion ' e' in

ne York , j -jha c o eg c fcnu '' i- '' m

ne ra imin n iniie b1 n fr-lc a s u
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r. eten:..ey undrews
Asd in istr~i ocr -2 1/15/'52

Am regerds my headcuerterF in tn ton, i uncerrtand tn both ou
nc! hr. :chneider -. ould be rble to w e -n oxffice -vr 1i1ble to ;e,

Lince two oifice: vouw ve -n uinwarted Az un-vceserr luxury, I
ousgent that I be iven .xcce unerever it it mo v ro&diiy svQlbie;
or, if you prefer, I hould be gAd to arreng;e for my own cuarters on
"neutral" ground.

If you ws to yroceee wita tAe !:ointnent on the basi suggested in
thl letter, I an rapared tc begin sork next veek in ashington either
on Monday, October 20, or lunsdy, October 21.

Sincerely yours,

Vice rsident
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Y nay bA intersted in te attahed copy of a ltter VLih Gua 4af
sent to vr. Andrm. Aoaardci to the ltter of has acoepted Ne
position a* a consultan on the "Stkiuation of *rivdte tvotent In
-nder develped oon tries".

Tou will venenber tVAt affrV hiad infored To of Lie intention to
take on vie joo and had ased for our aooeration.

A to&, ant

: ? 3arIr
r. Xero

ir. ot

JHAdler/med.
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(5.48) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: Files DATE: October 20, 1952.

FROM: John H. Adler ,2flZ9.

SUBJECT: Stimulation of U. S. Private Foreign Investment

I had today a brief conversation with Mr. Irvin Anderson, Assistant
to Mr. R. Johnson, Assistant Director of MSA, about reports that MSA was
preparing a major study on the stimulation of U. S. private investment.
Mr. Anderson told me that only last week MSA had begun same internal dis-
cussions on the subject in connection with TCA, but that it was not plann-
ed that any action would be taken before early next year. He said that
MSA hoped that Mr. Maffry and other consultants would came up with scme
practical ideas and that, at the moment, the field was wide open for
suggestions. It was not intended to get other government departments
involved in these discussions because Mr. Harriman is anxious to establish
and clarify the position of his own agency. Mr. Anderson pointed out, how-
ever, that tentatively, intra-agency agreement had been reached on two
points: (a) that private investment, excluding investment in oil, could not
be a major source of dollars available to foreign countries since it was
not likely to exceed $500 million per year; and (b) little would be gained
through an increase of promotional and information activities by the
government, but that other incentives would have to be relied upon.

In the course of the conversation Mr. Anderson inquired about the
IFC proposal. In particular, he wanted to know what objections had been
raised against it in Mexico. I got the impression that his interest in
the IFG reflected to some extent previous discussions in his agency.

cc: Messrs. Black
Rist
Sommers



Fu Im No. -!7
F5-8) N.INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

FICE MEMORANDUM
TO Messrs. Black, Ga 'r, Hoar, Demuth, C.de Iongh, DATE: October 29, 1952

Knapp, Rucinski, Sommers

FROM: Leonard B. Rist / 

SUBJECT: Study of U. S. Department of Commerce on Private Foreign Investment

Attached please find a copy of a letter which I received from
Mr. Carlton L. Wood of the U. S. Department of Commerce requesting the
Bank's assistance in the preparation of a study on the impediments of
U. S. private investment abroad, and on means of removing those impedi-
ments.

Mr. Wood, who was recently appointed Director of the "Investment
Study Staff' at the Department of Commerce, and Mr. Sethian, his deputy,
called on me on October 28. He explained that his study was to be com-
pleted by the beginning of January and that it was concerned mainly with
assembling factual information. Policy implications or practical
suggestions are expected to be explored by Mr. A. Maffry, now consultant
to Mr. Andrews (TCA) for that purpose.

I propose to discuss the Bankts reply to the request in the Economic
Staff Committee and report on the progress of our cooperation with the
Department of Commerce to the Staff Loan Committee.

Attachments
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DEPART NT CF 00]RCE
Office of International Trade

Washington, D.C.

Mr. Leonard Rist, Director, October ?8, 1952.
Economic Staff, IBRD,
1818 H Street, N.W.,
Wshington, D. 0.

Dear Mr. Rist,

Attachoed for your information is a preliminary outline of the study
of impediments to private foreign investmaent which the Department of Coaerce,
in cooperation with other agencies, is conducting pursuant to Sub-Section

516(c) of the utual Security Act as a ended (copy attached).

The general approach employed is to select basic factors in the in-

vestment picture and then to analyze them on a topical basis in Part I and on

a geographical basis in Part 11. the analysis in Part I will draw not only
on the country material of Part II, but also on other literature available

on the subject. This will e supplemented by interviews with representative

American firms and business organizations in reepeat to sucessAful anid uni-

successful foreign investeent ventares,

As you know, the Conress has asked the Departnrst to seek the

cooperation of the International lank for Reconstruction and evelpment in

this undertaking, and we appreciate your expressed willingness to be of

assistance. Of course, we should be grateful for any suggestions, comments,
or background material which you would care to offer, but at this stage of the

study we feel the special need to have information which you can best supply
concerning studies already made and material already collected by the Bank.
In particular we have in mind the following:

1. Studies of general or specific factors affecting private invest-
ment and private foreign investments. (Such a study of legal limitations
understood to have been made by Miss virginia Mdorsey and Paul -ickens t study
of U. J. firms.)

2. Surveys of facilities for aobilizing local or foreign capital for

private investment. (Fspecially for cnuntries studied by I3RD 6rvey Missions.)

3. Any studies completed relating to the need for new international
investaent institutions.

4. Criteria used in lending, by area and by project.

5. ethods used to determine whether private capital ii available
for projects.

6. Any material relating to experienae in the marketing of Bank
securities.

Sincerely yours,

(Signed) Carlton L. Wood, fDireotor
Investment Study Staff
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0 EXCERPTS FROA MUTUAL SECURITY ACTS OF 1951 AND 1952.

P
P I. ACT OF 1951 (PUBLIC LAW 165, 82ND CONGRESS)

"Encouragement of Free Enterprise"

"SEC.516. It is hereby declared to be the policy of the Congress that
this Act shall be ach inistered in such a way as (1) to eliminate the barriers
to, and provide the incentives for, a steadily increased participation of
free private enterprise in developing the resources of foreign countries con-
sistent with the policies of this Act, (2) to the extent that it is feasible
and does not interfere with the achievement of the purposes set forth in this
Act, to discourage the cartel and monopolistic business practices prevailing
in certain countries receiving aid under this Act which result in restricting
production and increasing prices, and to encourage where suitable competition
and productivity, and (3) to encourage where suitable the development and
strengthening of the free labor union movements as the collective bargaining
agencies of labor within such countries."

II. ACT OF 1952 (PUBLIC IAW 400, 82ND CONGRESS)

"Section 7(k). Amend section 516 by inserting 1(a)l after 'SEC. 516T
and by adding at the end of such section the following new subsections:

"T(b) To accomplish the purpose of clause (1) of subsection (a) of
this section, under the coordination of the Director for Mutual Security, the
Mutual Security Agency, cooperating with private business groups and govern-
mental agencies to the fullest extent possible, shall encourage a greater
participation by private capital in the guaranty program and shall develop
broad criteria to facilitate such participation, including programs consistent
with the purposes of the Act for International Development.

"I(c) The Department of Commerce shall, in cooperation with such groups
and agencies (including the International Bank for Reconstruction and Develop-
ment), conduct a thorough study of the legal and other impediments, foreign
and local, to private investment abroad, and the methods and means whereby
those impediments can be removed or decreased and shall make recommendations
thereon to the Director for Mutual Security.

"I (d) The Department of State, in cooperation with other agencies of the
Government concerned with private investment abroad, and taking into account the
study and recommendations described in subsection (c) of this section, shall
accelerate a program of negotiating treaties of commerce and trade, or other
temporary arrangements where more suitable or expeditious, which shall include
provisions to encourage and facilitate the flow of private investment to coun-
tries participating in programs under this Act.

"f(e) The Technical Cooperation Administration, taking into account the
study and recommendations described in subsection (c) of this section, shall
encourage and facilitate a greater participation by private industrial groups
or agencies in private contracts awarded by the Adninistration, and shall, in
cooperation with the Department of Commerce and the Mutual Security Agency, find
and draw attention of private enterprise to opportunities for investment and
development in underdeveloped areas.

"t(f) The reports required by section 518 of this Act shall include de-
tailed information on the implementation of this section.'"
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IMPEDIMENTS TO PRIVATE FOREIGN INVESTMENT

Introduction
PART I*

BASIC FACTORS AFFECTING PRIVATE FOREIGN INVESTMENT

Chapter 1 Role of Private Investment in the World Economy of Today
Chapter 2 Survey of Foreign Investment Patterns
Chapter 3 Basic Non-Economic Factors Influencing Decisions of Parties

to Private Foreign Investment
Chapter h Basic Economic Factors Influencing Decisions of Parties to

Private Foreign Investment
Chapter 5 The Role of Government in Influencing and Regulating the

Flow and Pattern of Private Investments
Chapter 6 Private Foreign Investment Facilities and Methods

PART II**
AREA SURVEYS OF DETERRENTS TO PRIVATE FOREIGN INVESTMENT

Chapter 7 Topical Survey of Findings

Section At Latin America
Chapter 8 General Survey of Latin America
Chapters 9 to 15 Argentina, Brazil, Chile, Colombia, Cuba, Mexico, Venezuela

Section B: Europe
Chapter 16 General Survey of Europe
Chapters 17 to 22 Belgium, France, Germany, Italy, Netherlands, United Kingdom

Section C: Near East and Africa
Chapter 23 General Survey of Near East and Africa
Chapters 24 to 28 Egypt, Iraq, Turkey, Union of South Africa, Dependent Terri-

tories in Africa

Section D: Far East
Chapter 29 General Survey of Far East
Chapters 30 to 34 Australia, India, Indonesia, Japan, Philippines

PART III
SURVEYS OF IMPEDIMENTS AS SEEN BY U.S. FIRMS AND ASSOCIATIONS

PART IV
CONCLUSIONS AND RECaMENDATIONS

Summary and Outlook
Re commendations

* See Appendix I for detail
* See Appendix II for detail
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APPENDIX I
Part I - Detail

BASIC FACTORS AFFECTING PRIVATE FOREIGN INVESTMENT

Chapter 1 Role of Private Investment in the World Economy of Today

Characteristics of National Economies and International Economic
Relations Today

Increased Role of Public Funds in Relation to Private Investment
Role of Foreign Private Investments in Relation to Private Invest-

ment in General
Relationship between Trade and Foreign Investment

Chapter 2 Survey of Foreign Investment Patterns

Amount and Character of Foreign Investments in General
Amount and Character of Private Foreign Investments
Amount and Character of Public Foreign Investments
Patterns of Public Loans and Grants as Compared with

Private Investment
Patterns of United States Foreign Investments
Form and Types of Investment in Relation to Amount and

Geographical Distribution of Capital

Chapter 3 Basic Non-Economic Factors Influencing Decisions of Parties to
Private Foreign Investment

General Insecurity and Uncertainty
Political Instability
Weaknesses of Government Administration
Aspirations for National and Social Welfare
Nationalist Opposition to Foreign Investment
Political Orientation
Defense Preparations
Traditional and Cultural Resistance to New Ventures
Differences in Social Customs, Cultural Traditions, and

Environment
Misunderstandings as to Actual Conditions or Intentions

Chapter 4 Basic Economic Factors Influencing Decisions of Parties to
Private Foreign Investment

Lack of Economic Stability
Insufficient or Underdeveloped Resources
Inadequate Basic Facilities - Transportation, Power, Port and

Storage Facilities
Insufficient Local Investment Capital
Inadequacy of Labor Supply and Productivity
Other Labor Problems
Cost Factors and Relative Levels of Profits
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Appendix I

Inadequate Business, Banking, and Commercial Facilities
Differences in Standards of Business Practices
Limitations in Local Markets
Limitations Resulting from the Volume or Character of

Foreign Trade
Shortages of Foreign Exchange Leading to Trade and Exchange

Restrictions
Long-term Capacity to Service Foreign Debts
Limitations Resulting from International Trade and Financial

Ties

Chapter 5 The Role of Goverment in Influencing and Regulating the Flow
and Pattern of Private Investments

Goverment Policies with Regard to Economic Development and
Investment Activities

Regulatory Controls Affecting Private Investment
Taxation Policies and Practices
Effects of Direct Goverment Participation in Investment

Activities
Government Promotion of Private Investment
Treaties and International Commitments

Chapter 6 Private Foreign Investment Facilities and Methods

Forms and Techniques of Private Foreign Investments
Facilities of the Securities Market and Other Investment

Institutions
Licensing Arrangements
Locating Investment Opportunities
Bringing Potential Investor and Opportunity Together
Investment Promotion Activities in Private Field
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Impediments to Private Foreign Investment
COUNTRY STUDIES, GENERAL

A. Political, Social and Cultural Factors Affecting Private Foreign Investment

Brief analjsis of the non-economic factors which affect private foreign

investment. Consideration when pertinent of such factors as the nature

of the government, political parties, stability, responsibility and

efficiency of goverment administration, nationalism, international orienta-

tion; vulnerability to attack or invasion, defense preparations; level

of social development; health, education, population pressures, religious

and racial prejudices.

B. The Nature of the Economy

1. General nature and level of economic activity

Consideration in general terms of the principal industries, develop-

ment of natural resources, labor and technical competence, power,

transportation and communications, national income indicators, level

of profits, financial stability, general economic trends, development

programs.

2. Economic organization

Analysis of those factors of the economic organization which bear on

foreign investments, such as business structure, labor unions, land

ownership and tenure, role of government in the economy.

3. Position in world economy

Analysis of trade patterns, markets and sources of supply, financial

ties, commercial treaties, trade and payments arrangements, balance

of payments position, participation in international economic organiz-

ations.

4. Basic investment opportunities

Evaluation (in terms of basic resources, facilities, markets and other
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factors mentioned in Section B) of the investment potential

of the country.

C. Financial Resources and Facilities

Consideration of available domestic sources of investment capital such as

banks, bankers, insurance companies, investment trusts, private individuals,

and government. Consideration of character, type, flexibility, domestic

and foreign connections of local institutions. Present utilization of

foreign sources of capital. For capital exporting countries, evaluation

of these and other factors governing capital export.

D. Role of Government in Economy

Consideration of general attitude toward free enterprise and degree of

government planning and protectionism; toward expropriation and nationali-

zation. Description of nature and extent of direct government participation

in trade, industry and finance. Participation in bilateral and multilateral

commercial and financial agreements. Analysis of effects of government

policy and attitude on the promotion or limitation of private investments,

particularly foreign investments. When applicable consideration of policies

and practices toward restrictive business practices.

E. Government Controls Affecting Private Investment

Survey of government controls and practices with regard to the following:

entry and scope of foreign investment, screening procedures, foreign partici-

pation in capital and management, property acquisition by foreigners, explora-

tion and development of mineral resources by foreigners, transfer of earnings

and dividends, repatriation of capital, other exchange restrictions, rein-

vestment of profits, convertibility, guaranties, subsidies and rebates,

trade controls, labor-industry relations, access to credit and basic facili-

ties, taxation, labor legislation, entry and employment of foreign personnel,
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operating pennits and concessions, other controls and general treatment

of foreign investors by officials and courts, etc. For capital exporting

countries, consideration of controls affecting outflow of capital, con-

trols over financial institutions and capital market.

F. The Nature and Mechanism of Foreign Investment in Country X

Description of present status of foreign investments in the country by

amount, type and source. Effect of U. S. and other foreign investments

in country. Review of practices with regard to cooperation or capetition

between foreign and local interests. Presentation of as much detail as

available on the experience of private foreign firms in making or attempt-

ing to make investments, experience ith various types of private foreign

investment, experiences with application of laws and regulations, access

to appropriate officials, difficulties of locating investment opportunities,

making contacts with potential borrowers, and experiences in consummating

deals. For capital exporting countries, description of present status of

capital investments abroad by amount, area, type and current rate of capital

outflow.

G. Summary and Conclusions - Country X as a Market for Private Foreign Investment

Evaluation of the impediments to private foreign investments in Country X,

distinguishing between business and non-business risks. Consideration of

these impediments in relation to investment inaentives, including the level

of profits, and in relation to profits and degree of security in the U. S.

and other capital exporting countries. Recommendations as to feasible means

of overcoming or reducing obstacles to foreign private investment in Country X,

by government or private action, either here or abroad, within a reasonably

short period of time.



FoiM No. E7
(5-48) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: Messrs. B1 ck, Garner, Hoar, Demuth, C.deIongh, DATE: October 29, 1952.

Knapp, Rucinski, Sommers
FROM: Leonard B. Rist / 57:)

SUBJECT: Study of U. S. Department of Commerce on Private Foreign Investment

Attached please find a copy of a letter which I received from

Mr. Carlton L. Wood of the U. S. Department of Commerce requesting the
Bankfs assistance in the preparation of a study on the impediments of

U. S. private investment abroad, and on means of removing those impedi-
ments.

Mr. Wood, who was recently appointed Director of the "Investment

Study Staff" at the Department of Commerce, and Mr. Sethian, his deputy,

called on me on October 28. He explained that his study was to be com-

pleted by the beginning of January and that it was concerned mainly with
assembling factual information. Policy implications or practical

suggestions are expected to be explored by Mr. A. Maffry, now consultant

to Mr. Andrews (TCA) for that purpose.

I propose to discuss the Bank's reply to the request in the Economic

Staff Committee and report on the progress of our cooperation with the

Department of Commerce to the Staff Loan Committee.

Attachments
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DEPARTMENT OF CaMERCE
Office of International Trade

Washington, D.C.

Mr. Leonard Rist, Director, Octcber 28, 1952.
Economic Staff, IBRD,
1818 H Street, N.W.,
Washington, D. C.

Dear Mr. Rist,

Attached for your information is a preliminary outline of the study
of impediments to private foreign investment which the Department of Commerce,
in cooperation with other agencies, is conducting pursuant to Sub-Section
516(c) of the Mutual Security Act as amended (copy attached).

The general approach employed is to select basic factors in the in-
vestment picture and then to analyze them on a topical basis in Part I and on
a geographical basis in Part II. 'Ihe analysis in Part I will draw not only
on the country material of Part II, but also on other literature available
on the subject. This will be supplemented by interviews with representative
American firms and business organizations in respect to successful and un-
successful foreign investment ventures.

As you know, the Congress has asked the Department to seek the
cooperation of the International Bank for Reconstruction and Development in
this undertaking, and we appreciate your expressed willingness to be of
assistance. Of course, we should be grateful for any suggestions, comments,
or background material which you would care to offer, but at this stage of the
study we feel the special need to have information which you can best supply
concerning studies already made and material already collected by the Bank.
In particular we have in mind the following:

1. Studies of general or specific factors affecting private invest-
ment and private foreign investments. (Such a study of legal limitations
understood to have been made by Miss Virginia Morsey and Paul Dickenst study
of U. S. firms.)

2. Surveys of facilities for mobilizing local or foreign capital for
private investment. (Especially for countries studied by IBRD Survey Missions.)

3. Any studies completed relating to the need for new international
investment institutions.

4. Criteria used in lending, by area and by project.

5. Methods used to determine whether private capital is available
for projects.

6. Any material relating to experience in the marketing of Bank
securities.

Sincerely yours,

(Signed) Carlton L. Wood, Director

Enclosures Investment Study Staff



EXCERPTS FROM MUTUAL SECURITY ACTS OF 1951 AND 1952

1. ACT OF 1951 (PUBLIC LAW 165, 82ND CONGRESS)

"Encouragement of Free Enterprise"

"SEC- 516. It is hereby declared to be the policy of the Congress that
this Act shall be administered in such a way as (1) to eliminate the barriers
to, and provide the incentives for, a steadily increased participation of
free private enterprise in developing the resources of foreign countries con-
sistent with the policies of this Act, (2) to the extent that it is feasible
and does not interfere with the achievement of the purposes set forth in this
Act, to discourage the cartel and monopolistic business practices prevailing
in certain countries receiving aid under this Act which result in restrict-
ing production and increasing prices, and 'o encourage where suitable com-
petition and productivity, and (3) to encourage where suitable the develop-
ment and strengthening of the free labor union movements as the collective
bargaining agencies of labor within such countries."

IIo ACT OF 1952 (PUBLIC LAW 400, 82ND CONGrESS)

"Section 7(k).Amend section 516 by inserting '(a)' after esEC. 516.1
and by adding at the end of such section the following new subsections-

"11(b) To accomplish the purpose of clause (1) of subsection (a) of
this section, under the coordination of the Director for Mutual Security,
the Mutual Security Agency, cooperating with private business groups and
governmental agencies to the fullest extent possible, shall encourage a
greater participation by private capital in the guaranty program and shall
develop broad criteria to facilitate such participation, including pro-
grams consistent with the purposes of the Act for International Development.

RI(c) The Department of Commerce shall, in cooperation with such groups
and agencies (including the International Bank for Reconstruction and Develop-
ment), conduct a thorough study of the legal and other impediments, foreign
and local, to private investment abroad, and the methods and means whereby
those impediments can be removed or decreased and shall make recommendations
thereon to the Director for Mutual Security*

"v(d) The Department of State, in cooperation with other agencies of
the Government concerned with private investment abroad, and taking into
account the study and recommendations described in subsection (c) of this
section, shall accelerate a program of negotiating treaties of-commerce and
trade, or other temporary arrangements where more suitable or expeditious,
which shall include provisions to encourage and facilitate the flow of pri-
vate investment to countries participating in programs under this Act.

"(e) The Technical Cooperation Administration, taking into account the
study and recommendations described in subsection (c) of this section, shall
encourage and facilitate a greater participation by private industrial
groups or agencies in private contracts awarded by the Administration, and
shall, in cooperation with the Department of Commerce and the Mutual Security
Agency, find and draw the attention of private enterprise to opportunities
for investment and development in underdeveloped areas*

"'(f) The reports required by section 518 of this Act shall include
detailed information on the implementation of this section.'"
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Mr. !aner November 3, 1952

Harold 'raves

The meeting on a proposal to estaltish a clearin ho se for
information about international private invest ent is to be held
tomrrow mowrning, Niovem er 4, fro a . to noon. The place of
the meeting is at the offices o0 thA. Motion Picture :ssociation at
1600 1 treet, I.

Amon, the other participants in the conference will be repre-
sentatives of the U. . international Development 'dvisory :oard,
of the Lxport-import Bank, of the :cial ecurity Admidnistration,
of ICA, and of the Office of £nternational Trade in the ceupartment
of Conaerce.

cc: Mr. Patterson French

HGRAVFS:mb
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FORM No. 57

(5-4 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: Mr. h. A. Wheeler DATE:November b, 1,52

FROM: C. 'W. Flesher

SUBJECT: Foreign Investment Guarantees
by Mutual Security Agency

The information contained in this memorandum was obtained from
Mr. Mattingly who is in the Guarantee Section of M.6.A.

M.S.A. was created by a law in ly49. One of the first functions of

M.S.A. was the guarantee of U.S. investors against inconvertibility in
Marshall P.Lan countries. Guar-intees in the aggregate were limited to
$200 million and guarantees are to remain in force until 1962. In 1951
the law was amended to include a guarantee against expropriation, and in
1952 it was further amended to include all countries outside the "Iron
Curtain".

To date, M.S.A. has guaranteed investments of about $40 million
against inconvertibility. While the latest amendment (1952) has greatly
increased the number of applications for guarantees, they do not approach
the total value permitted by the law.

According to Mr. Mattingly, the U.S. investor is satisfied with the
protection which M.b.A. offers. In his opinion, the reason why industry
has not shown more interest is because of factors which make foreign
investments financially unattractive. The more important factors are:

1. Payment of foreign, corporate, social and income taxes.

2. Payment of taxes on earnings brought into the U.S.

3. Too much U.S. and foreign government interference.

h. Guarantee fees of 1% against expropriation and 1/h% against
inconvertibility while desirable further reduce the margin
of profit.

It was Mr. Mattinglyl s belief that greater interest in foreign
investments on the part of industry would be obtained only by tax law
revisions which would permit the investor to retain a greater percentage
of earnings, The amount of net return on invested capital is apparently
the controlling factor.

cc. Dr. E. W. Rembert
Mr. S. Aldewereld



UNILEVER HOUSE,

BLACKFRIARS, E.C.4.

7th November, 1952.

Mr. Eugene R. Black,
President of the
International Bank for Reconstruction and Development,
Washington 25, D.C.

Dear Mr. Black,

You will no doubt have noted that the Norwegian
Government have tabled a "Prices and Rationalisation Bill", which is
intended to give the Government absolute control over industry and trade.
The alleged object of this Bill, of which you will find a summary enclosed,
is to ensure a stable economy, but the proposed means are such that the
function of business leaders is reduced to a mere guardianship under the
active direction of government officials. The Bill contains numerous
restrictions, one of them being the limitation of dividends of joint stock

companies to a maximum of 5 s. It is true that exceptions from this rule
would be possible for new ventures, but these would no doubt be granted for
a certain time onlyafter which nobody knows what will happen. From the
summary you will see that the state administration would get enormous powers
which they could use arbitrarily.

Whilst realising that the Norwegian Government will
not particularly welcome criticism from abroad, I cannot help thinking that
this is a matter of more than domestic importance, and I wonder if nothing
could be done to warn them of the damage they are doing to their chances of

attracting foreign capital. I can think of no one who could utter such a

warning with greater authority than the President of the International Bank.

Do you think you could, either privately or in public, make a stand against
these harmful proposals ? In case you think it unwise in your position to
do so yourself, you would certainly be able to induce some authoritative

American official, businessman or editor to raise his voice. I would very

much like to know how you feel about this,

With kind regards, I am,

Yours, sincere,

P. Rykens.
encl.



NORWEGIAN PRICE CONTROL LEGISLATION

One of the most controversial bills ever submitted

to the Norwegian Parliament, the Labour Government's proposal for a permanent

price law, was published in Oslo on September 19. Combining the provisions

of the temporary price law of 1947 and of the trust law of 1926, the new

proposal is based principally on the recommendations of the Price and

Rationalisation Committee of 1947, though these have been substantially revised

and the scope of the bill, prepared by the Ministry of Finance, is more

limited than that of the Committee's recommendations.

It is proposed to give the Government power to decree

ceiling and minimum prices and to promulgate rules for calculating current

prices, estimating costs and price labelling, and also rules covering

production, distribution, and other economic factors deemed essential for the

control and regulation of prices, profits, and trade terms.

The provisions of the bill would be administered by

the Ministry of Finance through the Price Directorate and its regional offioes.

In addition, there would be a government-appointed five-member Price Council

with limited authority.

The imposition of improper prices or trade terms

would be a punishable offence. Unreasonably high prices might be checked

either by direct control or by the threat of control. The right to sell below

ceiling prices is established in principle, but the specific provisions for

establishing this right are to be drawn up by the authorities. Industrialists

and traders will be forbidden (1) to refuse to sell goods which they have

produced or obtained for the purpose of selling; (2) to curtail, alter or

discontinue their business without the approval of the authorities. The

authorities can compel the owner of a firm to modernise or improve production

and working methods if they consider it necessary and also to introduce such

standardisation of goods and services as they may deem necessary. It will be

an offence to start new businesses or expand existing ones without permission
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from the authorities; owners of firms may also be compelled to restrict their

business or move it to another locality.

Annual dividends on corporate stock are to be

limited to 5 per cent on company profits totalling 10,000 kroner or more.

However, the Price Directorate could approve the distribution of higher

dividends, and also give advance assurance of such approval if this would

facilitate the adoption of a socially desirable rationalisation plan, the

establishment of a new enterprise, or the expansion of an established company.
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Mr. Bobrt L. Garner November 10, 19>2

Leonard B. : Rist

Study on Foreigp Investmento b Departmen of Conerce.

Mr. Bury called me u o find out what we were doing in connection
with the Department of Commrce inquir. I showed him the letter cent to Mr. Wood.

He was particularl:y pleased that Miss 1orsey'a study of the legal
limitations to insurIcOe companica investment in foreig bonds had been included,
and quite understandably, expresed the great intrrst of the Autraliano in thi8

particular aSpect of the problem. As a matter of fact, Australia is probaly the
only country beside. Canada in which inurance companies and savings banks mis'ht
be tempted to invest at present.

I told Mr. Bur t At the Department of Commoree study was not

concerned with reoOMndations but that GV Mffr;; wa-s working on th ae. I also
told him that I would suggest to you to talk to ue about thi act o the problem
when he coAms next week.



UNITED NATIONS NATIONS UNIES

W O R L D HEALTH ORGANISATION MONDIALE
ORGANIZATION DE LA SANTt

Office of the Director General Palais des Nations, GENtVE

Bureau du Directeur G6n~ral T41gr.: UNISANT2, GENPVE

Ref.
GENEVA, 10 November 1952,

WBG ARCHVFS
PERSOWAL ATTENTION

Dear Mr. Black,

One of the important aspects of economic development
with which all of us have been concerned is exploring methods
of encouraging private enterprise to invest its capital in the
parts of the world which are so badly in need of such development.
Under Council Resolution 368(XIII), your Organization is entrusted
with the task of exploring methods to promote the financing of
productive private enterprise. It is for this reason that I am
passing on to you what seems to me to be an idea of some merit
which relates to this important question.

It seems that the political situation acts as a deterrent,
especially as a result of the nationalization of industries or
expropriation which has occurred in some countries. A plan to
guarantee to private enterprise its capital investment against
hazards such as these seems to us to warrant consideration. This
could be achieved by providing insurance for such capital investment,
the insurance being provided through an international finance
corporation and designed to cover only the hazards which could
result from nationalization or expropriation. This provision for
insuring capital investment by private enterprise should be considered
as supplemental to some of the other plans being pursued relative
to the establishment of an international finance corporation4

Should you and your staff find that this idea has merit,
I would be quite content if you would pursue the development of it
in such manner as may be warranted.

Yours sincerely,

Mr. E.R. Black Brock Chisholm, M.D.
Executive Director Director-General
International Bank for Reconstruction
and Development

.ASHINGTON 25, D.C.
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Mr. Leonard B. Rist
ir. Richard H. Denuth November 24, 1952

:-r. Davidson Somers
J. Burlas Knapp

Please find attached two articles recently published by Norman
Littell regarding private investment abroad. The first of theseem
to m pretty worthless, but the second has an interesting account of
some specific actions being taken by individual foreign countries to
create a favorable "climate" for foreign investment.

JBKnapp: eb
Encl.



November 19,1952.

Dear Mr. Rykens:

Blr. lack has re d your letter of M.ovntiber 7

about the "Prices qn, ati nalzetion ,ill" recently introiuced

into the :orwegian Parliment. Ar. l1lck has just gone to 'urope

and before he left he asked ,e to sei you his reply.

We agree that the measures proposed in

the Bill my affect the inflow into -ioray of private investmftnt

cevital. It wouli be i"Lcult to evise nny set of i sures as

comprehensive as these which would not have eixternal repercussions
as the price of the search for internal monetary stability.

Mr. Black f'els, however, that any inter-

vention by him (or te cank) at this suge would be construed as

pressure, rat' -r than as disintrted advice, and might there-

fore have the opposita ofet to the one which you intend.

Alhough r. BLack cannot follow your

sughestion, he ha asked m to say that he was a to ave your

point of view. y hnve this whole qu-stion of "clistn'U for
private for ign inv-:stent very much in mind. Any concrete ex-

arples of hiarances to a freer. '.'low of invest ent capital are

helpful to us in vking a general case in pvavor of the removal of

obstructions to foreign investment.

I am,

Yours sincerely,

A. . Ilff
Assistant to the President.

r. . ykens
3nilever Pouse
lackfriPrs

, . cIL

WABIif'f/mo. cc: Messrs. Cope, Stevenson, Miss Ladue.



December 8, 1952

Mr. Luis G. Legorreta
ienco Nacional de Mexico
Mexico, D.F.

Deer Mr. Logorreta:

Thank you for your letter of 'Deeetber 3.

Please call on us if we can be of Nurther assistance.

Sircerely yours,

(Signed) Davids otniomrs

1avidson Somvers
General Counsel
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December 3, 1952.

Mr. Arthur H. Pattou
5031 Cedar Springs
Dallas 9, Texa".

Dear Mr. Pattou:

Ur. Garner has asked that some references to literature
on the problems of private international investment be for-
warded to you. A list of selected references is attached.

In the U.S. Goverment, the Technical Cooperation Admin-
istration and the Department of Commerce are presently engaged
in exploring methods of increasing private investments in
Point Four countries. More extensive information might be
available from these agencies.

Very sincerely,

John H. Adler
Assistant to the Director

Economic Staff

Atts

JHAdler/jab
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SELECTED ~PZEENE ONi AFA FC IGN INVESTENT

U.S. Jepartment of Commerce: The U.S. in the World Economy
(Statistical data on prewar U.S. investments)

Balance of Payments, 1949-1951;
Supplement to the Survey of Current 3usiness
(Statistical data on postwar U.S. investents)

Frane: Data on New Investments by Area, 1945-51, in
Le Monde - October 28, 1952.

Economic Commission for Latin America:
Economic and legal status of foreign investments
in Latin America. (Individual country survey*)

United Nationst Foreign Investment Laws and 1egulations of the
Countries of Asia and the Far last, 1951 II.F.1

Effects of Taxation on Foreign Trade and Investment
1950 - 1VI - 1.

National Planning Association.sCase Studies of U.S. Business Experience Abroad
(in progress).

National Foreign Trade Council: Private Enterprise and Point IV, 1949.

National Industrial Conference B ,oards Obstacles to Direct Foreign Investment.
New lork, 1951.

International Chamber of Commerce - Financing Economic Development - Paris, 1950.

Draft International Code for Fair Treatment of
Foreign Investment.

Government Guaranties to Investors - Paris, 1951.

Lague of Nations: Conditions of Private Foreign Investment. Princeton,
1946.

Virginia Law Review; N. Littell, Obstructions to Private Investment
November, 1950 Abroad.

U.S. Chamber of Commerces Investment Opportunities in British Africa

U.S. Department of State "Achievements of Public and Private Investment in
Bulletin, Vol.XXVII No.699, Underdeveloped Areas".
tovember 17, 1952s

Mutual Security Administration: "Investment Guaranty Manual".
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I.B.R.D2 Report on Proposal for an International Finance
Corporation, 1952.

U.N: Debate on IfDi Rport (Plenary leetings 606 to 610,
613 to 615 of the 1th Session of ECiSOC).

"Government Funds and Private Investment" (E/C2/328).
Written statement presented by the International
Chamer of Cnoierce before the lth Session of

SSOC.

Debate on fiscal incentives to increase the inter-
national flow of private capital. (Plenary Meetings
626 and 627 of the lhth Session of ECOSOC).

Columbia Federal Savings Private Capital Formation in Latin America, 1951.
& Loan Association:

More General References$ Sir Arthur Salterl Foreign Investment. Princeton, 1951.

Gray Report to the President on Foreign Economic
Policies, 1950.

Partners in Progress: Report to the President by the
nternational Development Advisory Board, Varch, 1951.

FAG Report on International Investment and Financing.
Washington, 1949.

Report on International Investment. ;Paris, 1950.

Investment in Overseas Territories.

National Association of Capital Faxport Potentialities After 1952.
anuafacturersj 1949:

. a Methods of Financing 'Economic Development in Under.
developed Countries, 1949 - II.I.1.

M ieasures for Economic Development of Underdeveloped
Countries, 1951 - II.B.2.

See Also Studies of particular areas. These generally contain
references to the problems and achievements of
private foreign investment in these areas.

Studies of particular industries such as petroleum.
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November 25, 1952.

Dear Dr. Chisholm:

In ir.Yk's bsence in -'irope I am
rea;ing to your letter of 10 'ov ber about a pln, to gaantee
to private enterprise its eapital investment against haze is re-
sulting from nationaliz tion or expropriation.

In our studies connected with the proposal
to establish an International rinance Corporation, wq )eve kept
this idea in mind. I may say, however, that we have reason to
think that the idea wo.Li not be altogether accptable to an
important segment of the financial community, in the 'nited
States at all .vents, ant, anyhow, the practical difficilties
of working out some t! in- of the kind are not easily surnounted.
Moreover, the experience under existing United States legislation
authorizing guarantees of this kind, sup orts our view tbnt the
idee does not meet with wide acceptrnce. We are, however, con-
tinuing to study this particalar proposal together with other
measures which have been suggested as a means of increasing the flow
of private investment in the underdeveloped parts of the worli.

I shall put your letter before Mr. BLack on
his return to Washington.

Yours sincerely,

W.A. B. Iliff
Assist'nt to the President.

;r. 9rock Chisholm
Director-G ene-al

World uealth `rganization
Palais des Nations

WABIlif f/no.
cc: Miss Ladue



INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

November 21.

Mr. Iliff:

I think this is good but I
would add that the experience
under United States legislation
authorizing such guarantees
supports our opinion that the
idea will not meet wide accept-
ance.

D. Somers
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November 20, 1952.

Dear Dr. Chisholm:

In Mr. Black's absence in rope I am
replying to your letter of 10 lovemoer about a plan to narantee
to private mnterprise its capital investment agInst hazerdl re-

sulting from nationalisation or expropriation.

In our studies connected with the proposal
to establish an International finance Corprrtion, we h ve kept
this iiea in mini. I -iay se;, however, that we have reason to
think ;hat the id sa would not b altogehhr accptable to an
i-portant segment of the fi nenci. crmnity, in the Inited
trtes at all events, sn d, anyhow, the prac tical Jlif'icAl i s

of working out something of' th kind are not e sA'y surmounted.
We are, however, continuing to study this >articular proposal
tog ether with other measuires whit have been sug ,ested as a
riie-ns of incressing the flow of private invest-ient in the under-
develop-d parts of the world.

I shall put you letter before Mr. Black
on his return to Washington.

Yours sincerely,

W. A. B3. Ilif f
Assistant to the President.

fr. -rock Chisholm
Airector-G eneral

World Health rganization
Palis des Nations

WABIlif f/mo.
CC: Miss4 Ladu
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I. PROGRAM OF ACTION

1. All agencies of government concerned with promoting private investment

abroad should launch a program of total diplomacy directed towards im-

proving the climate for foreign investment in friendly foreign coun-

tries.

2. The issue which has arisen as regards the right of foreign countries

to "screen" new investments of American and other outside capital

should not be allowed longer to impede the conclusion of additional

bilateral investment treaties which are otherwise satisfactory.

3. Industry advisors should be assigned without delay to key diplomatic

missions.

4. The Export-Import Bank should aggressively extend its activities by

providing loan capital on attractive terms to domestic corporations

willing to extend their operations in foreign countries and to

foreign corporations for economic development, in both instances

without the requirement of government guaranties.

5. It should be made clear to Congress that it is entirely feasible to

establish a government investment guaranty system which would effec-

tively stimulate private investment abroad and at the same time be

fully self-supporting.

6. A policy decisjon should be made promptly as to whether tax measures

for the stimulation of private foreign investment will be recommended

to the Congress. If so, the partia tax exemption now extended to

Western Hemisphere Trade Corporations should be extended to qualified

corporations operating in other parts of the free 'world, and tax in-

ducements should be offered to individual and institutional purchasers

of foreign securities.
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II. FINDINGS AND RECOMMENDATIONS

Findings

1. There are no pronounced trends-in the amount or character of American

.private ivestment in foreign countries during the postwar period.

Private Investment abroad since the war has been very largely special

purpose investment and highly concentrated geographically in the

western hemisphere and in a few other areas with oil resources. There

has been very 'little general purpose or portfolio investment except

in .Ganadian; securities and in obligations of the.World Bank.

2. The:problem of increasing private investment in foreign countries

breaks down into three -constituent problems of:

a.. Improving the climate for investment by large corporate investors

already operating extensively abroad.

b. Improving the interest in, and knowledge of, investment opportun-

Ities abroad, especially in the manufacturing field, on the part

of small corporate investors.

c. Reviving portfolio investment in foreign countries by individual

and institutional investors.

3. The fields of public and private investment in foreign countries.are

largely mutually exclusive. The fields of transportation, communica-

tions, water control, and power generation fall almost entirply in the

public sector. The production and distribution of goods and services

fall almost entirely in the private sector. Existing sources of public

or quasi-public capital have for policy and practical reasons stayed out

of the field of manufacturing and distribution. An increase in private

investment will not reduce the need for public investment but rather

increase it, because basic facilities such as transportation, irrigation,

and power are prerequisite to agricultural and industrial development.
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4. Great emphasis should be placed in any program for increasing American

private investment abroad on reviving the flow of portfolio investment

from the United States to the industrialized countries of Europe and

Japan in order to enable them to send venture capital in turn to the

underdeveloped areas of Asia, Africa and Latin America. -Less emphasis

should be placed on the stimulation of a direct flow of private capital

from the United States to these underdeveloped areas. Efforts in this

direction are likely to be largely abortive because of the deep-seated

inhibitions of Ameican investors as regards investments in unfamiliar

areas where the climate of investment is considered uncongenial.

5. The counterattraction of investment opportunities in the United States

is strong and is likely to remain so. Accordingly,, except where special

motives are involved, extraordinary measures will be required to pro-

duce a substantial increase in the volume of American private invest-

ment in foreign countries.

6. The problem of increasing American private investment abroad presents

massive difficulties. It will yield to action by the U.S. Government

in the short-run only by the application of radical inducements with

particular reference to noncontrolling investmens in foreign securi-

ties by individuals and institutions. In the absence of such radical

measures, the problem becomes one of bits and pieces to be attacked on

many fronts by many agencies by many techniques. Results. will be slow

in coming, but the effort must be continued and intensified. There is

no plausible way other than the stimulation of private investment to

assist friendly foreign countries to achieve balanced economic develop-

ment.



vi

Recommendations

1. All agencies of Igovernment coicerned. should Join- in an effort of total

diplomacy directed tewards improving the climate of inVestment- in

ff-,endly foreign countries.

2. The work of the Department of Commerce in assembling and -disseminating

information on investment conditions abroad should be continued and

extended.

3. The program of the Department of State for the conclusion of -additional

bilateral treaties containing assurances of fair treatment of JAerican

investors should proceed in regular course. The "screening' issue

should not be allowed to block the conclusion of treaties which are,

otherwise satisfactory.

4. The U.S. Government should assist in every way possible'the, efforts of

individual private investors to obtain concessions from foreign

countries with a view to getting them extended to other private inves-

tors.

. Tle dissemination of information on specific investment opportunities

'ab-ioad is- useful but should be concentrated in one agency and kept

Vithin the boundAs consonant with the limited results to be obtained

by this means.

6. Industry advisors should be assigned without delay to key diplomatic

missions.

7. The Export-Inport Bank should aggressively extend its activities by

(a) providing loan capital on attractive terms to domestic corporations

willing to extend their operations in foreign countries and (b) making

loans to foreign corporations for economic development without the

requirement of government guaranties.
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8. Every effort should be made by iision and tangible inducements to secure

the creation of international mutual funds, to induce the purchase of

foreign securities by investment trusts and insurance companies, and in

this way to assist in reestablishing a broad market in the United

States for foreIgn securities.

9. The competent conmittees of Congress should be fully informed regarding

the elements of an investment guaranty system which would effectively

stimulate private investment abroad and be fully self-supporting. How-

ever, it should also be made clear to the Congress that there are al-

ternative ways of accomplishing the same purpose, such as by extending

the operations of the Export-Import Bank.

10. The Treasury and the Executive Branch should decide promptly whether

tax measures to stimulate foreign investment are to be recommended to

the Congress. If so, the emphasis should be on measures designed to

encourage investments abroad by individual and institutional inves-

tors through the purchase of foreign securities and on measures designed

largely or exclusively to attract new investment rather than to give

tax relief to existing investors.

In line with this principle, the partial tax exemption now accorded to

Western Hemisphere Trade Corporations should be extended to qualified

corporations operating anywhere in the free world, and tax inducements

should be offered to individual and institutional purchasers of

foreign securities.

11. Government responsibility for promoting private investment abroad

should be fixed at some point in the Executive Branch in order to

secure coordination of the activities of various agencies concerned

with different phases of the problem.
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12. TCA and MSA should contribute to the stimulation of 'private investment

a. by joining in the total diplomatic effort of the United States

to improve investment climates in foreign countries.

b. by promoting in every way possible the mobilization of local

capital for productive investment.

c. by identifying areas of private investment, especially in the

industrial sphere, and assisting potential private investors to

explore specific opportunities within these fields.

d. by continuing in underdeveloped countries programs of technical

assistance in government administration, education, public health

and sanitation, and agriculture and. in this way laying a necessary

foundation for private investment.



III. PROGRAM FOR INCREASING PRIVATE INVESTMENT IN FOREIGN COUIIRIES

A. THE PROBLEM

The investment of private American capital in foreign countries since the

end of the recent war has ranged between $400 million in 1946 and $1,700

million in 1951, including the reinvestment of earnings. A high propor-

tion of these additions to private foreign investment during the postwar

period has been in extractive industry, particularly in oil producing and

refining properties, and has been concentrated geographically in the

western hemisphere and in a few other areas such as the Middle East where

investments by the oil companics have been important. Manufacturing invest-

ment has been mainly in the western hemisphere and in Europe.

1. Types of Investment

Of the two types of investment, namely, direct or controlling investment in

foreign corporations by American corporations and the purchase of noncon-

trolling foreign securities by individual investors, the first accounts for

the great bulk of the new investment abroad of private Anmerican' capital

during the postwar period, as it has, indeed, ever since the early thirties.

The second type of investment, or portfolio investment, has consisted largely

of the purchase of Canadian securities and of obligations of the World Bank.

Two features of private American investment in foreign countries since the

end of the labt war stand out. One is its dynamic character. As invest-

ment by the oil companies has fallen off, investment in mining and smelting

operations in foreign countries has increased. In the field of manufactur-

ing and distribution, there have been many new corporate investors going

into foreign operations in many new and old fields of industry. As regards

portfolio investment, the Interhational Bank has appeared as an entirely

new vehidle for private investment abroad.
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The second outstanding feature of postwar private investment abroad is its

special motivation. In the case of investments in extractive industry, the

motivation has been the need for additional sources of raw materials, par-

ticularly oil, outside the United States and the desire on the part of the

individual investing companies to maintain and, if possible, improve their

relative position in the industry. In the case of investments abroad in

manufacturing industry, the motivation has been the desire on the part of

investing corporations to gain or maintain markets which would otherwise

be closed to them because of currency and other restrictions on trade.

There has been very little general investment in the sense of investment

primarily or exclusively for the sake of a higher return. This is another

way of saying that the amount of portfolio investment in foreign countries

since the war has been very small.

2. Types of Investors

This analysis of the character of postwar private investment serves also to

identify the principal types of investors. These are: (1) large corporate

investors in extractive and manufacturing industry; (2) small corporate

investors, chiefly in the manufacturing field; and (3) institutional and

individual investors.

The problem of increasing private American investment in foreign countries

resolves itself into a problem of:

(1) enhancing the already great interest of large corporate investors
in foreign operations, which is largely a matter of improving
the climate of investment;

(2) extending the interest of small corporate investors in foreign
operations, which is a matter both of improving climate and
spreading information regardiii investment conditions aid
investment opportunities. abroad; and

(3) reviving the interest of institutional and individual investors
in foreign investment which, as indicated below, is the greatest

potential possibility but one which calls for extraordinary
measures of inducement.



3. Problem of "Climate"

The climate of foreign investment is correctly regarded as a fundarmen:tal nean;s

to any substantial or sustained increase in private investment abroad. The

improvement of climate calls for the removal of existing obstacles to the

flow of private American capital to foreign countries.

The approach to this problem in the business community in the United States,

and especially in the leading business organizations, is what might be callea!

a "purist" or "perfectionist" approach. The usual position is that, if

investment climate were favorable, private capital would flow abroad in large

volume and there would be no need for special inducements or extraordinary

,expedients. Indeed, in the view of the business community, the responsibi-

lity for removing obstacles to private investment rests squarely and solely

on countries desiring outside capital. They have the choice between creat-

ing and maintaining a favorable climate for private foreign capital or not

doing so and taking the inevitable consequences.

Furthermore, the argument runs, any measures taken by capital-exporting

countries such as the United States to increase investment abroad by their

nationals will serve only to weaken the incentive of capital-importing

countries to improve the climate of investment. In this connection, the

case of Canada is frequently cited as an example of correct behavior.

Canada maintains obviously favorable conditions of investment for outside

investors. Hence, if other countries followed the example of Canada,

private capital, and American private capital in particular, would flow

abundantly to all parts of the free world, and there would be no problem

of stimulating private international investment.

In the same context, spokesmen for the business community frequently contend

that loans by governments or government agencies or specialized institutions

such as the International Bank for Reconstruction and Development, by
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offering "easy" sources of public capital to foreign countries, weaken the

pressure on them to attract private capital. The business community often

declaims, as a consequence, against government loans and insists that they

be kept to an absolute minimum.

By contrast with this perfectionis3t busii oc , there is what might be

called the "practical" approach. This approach is based on the assumption

that obstacles to private foreign investmert ar. Ikv to persist despite

all efforts to remove them or, in other words, tLat the ideal world envisaged

by spokesmen for the bu.iness community will not in fact be achieved. The

problem, therefore, is to find practical means, if possible, of overcoming

existing obstacles to private foreigrn investment, wh:.A doing everything

possible at the same time to reduce and eliminate thrn. This is the approach

which has been emphasized in the foreign economic policy of. the United

States in the postwar period and especially since the baginning of large-

scale foreign aid in 1948.

4. Special Problem of DOT's

There is a special problem of investment climate in the colonial possessions

of European cc::ies. The countries concerned are the United Kingdom,

France, Port I;c. and Belgium in respect of their dependent overseas terri-

tories in Af.- c:, Asia and elsewhere. The problem here is one of breaking

through the v-Ily exclusive access to these territories enjoyed by

nationals of the countries concerned. Foreign interests are effectively

excluded by a variety of means, some open and sone veiled. These include

the close control by colonial offices of develorment activities in the

public sphere (often broadly defined) and, in the private sector, the ex-

clusive financial relationships between the financial institations of

metropolitan countries and the colonies. While there has been in recent

years some lip service given by the governments of the countries concerned

to the admission of foreign investment, the dependent overseas territories
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of European powers remain effecttvely closed to outside capital, including

American tapital.

5. Public vs Private Investment

It is fundamental to the problem of increasing private investment abroad

that a clear distinction be made between the roles of public and private

capital. Failure to make this distinction is responsible for the commonly

held view that public investment abroad -can be reduced to- the degree that

private investment is increased. This is not only fallacious; the contrary

is actually the case. The fact is that large areas of investment are no

longer of interest to private capital. These include land transportation and

harbors, communications, development of water resources, and, for the most

part, the generation of electric power. Investment in these fields will be

public investment, either local or foreign, whatever the amount of private

investment. Furthermore, public investment in these fields is a prerequi-

site for private investment in its particular field, which is-that of the

production and distribution of goods and services.

This is by no means a theoretical distinction. The Liternational- Bank, as a

source of quasi-public funds for international investment, has made and is

making loans almost exclusively for projects in the fields of tran'sportation,

water resources, and power. Loans to finance industrial projects are excep-

tional. The same thing is true of the loans of the Export-Import Bank, made

entirely out of public ca;tal, to finance foreign economic development. Neitht

institution operates in any significant way in the field of manufacturing

investment.

There is also the notion that an increase in the flow of private American

capital to foreign countries will help to fill the dollar gap and make less

necessary the use of other means, such as increased imports or continued

large-scale foreign aid, of financing United States exports at their current

high level. This is also a misconception for several reasons. One is that

private investment is not susceptible of short-run increase even by the
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application of altogether extraordinary expedients. Another is that private

capital may not go at all to the countries or areas suffering most acutely from

dollar shortage. Canada, Venezuela and the Middle East are examples of countries

and areas which have received very large amounts of private American capital in

re3cent years but which are not-sbnw of dollars. On the other hand, Europe, which

has a chronic dollar shortage, has received a very small volume of private invest-

ment funds from the United States. A third reason is that private investment

abroad, if successful, sets up a return flow of dividends and interest. Hence,

unless the volume of new invetent is continually accelerated, it will soon be

exceeded by the return flow of investment service.

The investmpnt of private American capital in foreign countries should.be desired,

not in order to reduce the need of public investment and not as a means of closing

the dollar gap, but for its cum essential economic purposes, which are to help

foreign countries develop their resources and to .improve their productivity to

the mutual advantage of themseles and of the United States. Private inveetment

is preferable, where a choice exista, to the investment of public capital,

primarily because it carries.with it the technology and management so necessary

to the effective use of capital.

6. Role of Other Capi; gputries

A third common misconception of the problem of foreign investment is that it is

primarily a question of incraaing the direct flow of capital from the United

States, as the principal source of international capital, to the underdeveloped

areas of the world which moat need it. This is an over-simplification of the

problem and one which leads to major errors in the attempts to solve it. It

fails to take sufficiently into account the broad processes of international

trade and investment in the -free world and, in particular, leaves out of account



the vital role of capital-exporting countries in Europe and of Japan in developinE

the resources of Africa, Asia and Latin America. To be specific, much more

emphasis,.hould be placed upon reviving the movement of private capital. from the

United States to Western European countries and to Japan it. order that:tbese

countr ie, will .e better -able in tyrn to expert capital to underdeveloped areas.

Unless the international movement of capital is restored in this sense, the

problem of providing the underdeveloped areas -ith adequate outside capital will

not be,.solved.

The advantages of this approach are several-fold. Western Europe and Japan have

been familiar areas of investment for American investors in the p&t and could

become so again under suitable inducements. On the other hand, the underdevelopei

arcas are familiar fields of investment for European and Japanese investors,

who are prepared to invest in these areas free of many of the inhibitions which

frustrate American investors. Furthermore, a movement of private capital from

the United Statep to.other .industrialized countries -of the free orld and from

them to underdevejped areas. could contribute significantly to the solution of

the rld' a payments problem.

.Counter~attraction of Domectic Investment

Another aspect of the problem of private investment abroad which must be kept

continually in miad is the -.strong counterattraction of.4nyestment opportunities

in the United States. Statistical comparisons between the return C ftoreign in-

vestment and domestic. investment are difficult at best- and may be misleading. It

is clear, however, that the return on existing foreign, inestaent is not suffi-

ciertly higher. than the return on. comparable domestic -investment to compensate

for greater risks of foreign investment. This is wVy, to repeat, there has been

in recent years so little investment abroad by American investore mainly or pri-

marily for the sake of higher returns and why, -by -the same token, most of-the
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foreign investment in recent times has been corporate investment under special

motivation.

Furthermorey there is no reason to believe that the counterattraction of domest:

investment. will become less in the years ahead or. that, .if it should become less

there would be an increased outflow of private capital for investment.abroad as

a consequence. The return on domestic investments will be.come less attractive

only if there is a downturn in business activity in the United States. If this

should happen - and there are no good grounds for believing that it will in the

near future - the repercussions on the world economy would be such as to make

investment opportunities abroad even less attractive by comparison than they are

today. It is a gross misunderstanding of the problem to assume that a business

recession in the United States will produce a plethora of investible funds which

lacking outlets in the United States, will be forced into investment in foreign

countries.

If the attraction of domesti investment. remains strong and if, therefore, no

considerable amount of private investment abtoad can be expected except under

special motivation, if follows that extraordinary measures will be required to

produce a substantially increased volume of private American investment in

foreign countries.

B. MFALURES FOR JNCRBASI PRIVATE FOREIGN INVESTENT

1. Improving Climate

The improvement of the clipate for foreign investment throughout the free world

is a basic measure for increasing private foreign investment in friendly foreign

countries. To' the extent that this- is achieved, the need; for other measures of

stimulation will, be obviated. However.,: improying conditions of investment in

foreign countries belongs to what might be- called the "slow accretions" *ppreech

to increasing private investment abroad- as opposed to what might be called the
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"quick increase" approach involving the application of extraordinary expedients

such as guaranty and tax measures.

Investment climate is not susceptible 'of quick or easy betterment and -oeosional

setbacks must be expected, such as have occurred recently ini Argentina, Bolivia,

and Iran. Furthermore, fair and equitable treatment for American investors in

foreign countries cannot be legislated by the American Congress or imposed by the

exetv eries of the U.S. Government by any manner of bargaining or "threat"

tecrniques. Such methods do not work as between free and equal countries.

2, Tnfa mation on Conditions of Investment

.h;2 improvement of the climate for American private investment in foreign count2ift

eePui.res a wi4ty of methods. The collection and dissemination of infrmationze

garding conditions of investment in itself contributes to -a better climate simply

because knowledge of these conditions and of the existing obstacles to private in-

vestment is more reassuring than ignorance. Such efforts are particularly impor-

tant with respect to areas not familiar to American investors, including, for

example, countries recently transformed from colonial status to political indepen-

dence. The work of the Department of Commerce in assembling the disseminating

information on investment conditions abroad should be continued and extended.

Since it represents a type of activity which should be a permanent function of the

Department of Commerce as the business department of the U.S. Government, the

Department should be provided with adequate staff and appropriations for this

4 purpose.

3. General Measures

Among the general measures for improving investment climates in foreign countries

are (1) the reduction of barriers to larger imports into the United States, which

will improve the capacity of foreign countries to service foreign investments in

ozeneral and American investments in particular; (2) restoring convertibility to
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the major currencies of the world, which win contributs greatly to the willing-

ness of investors to place their capital abroad; and (3) the credtiondof beid

facilities, suha . transportation, waerresources, power and labor, ". 4. means

of improv.th economic .environment for private investment,.

These general measures for, improving investment climate are obvioiisly'measures

which will take time and which therefore offer ho quick stimulantsto~ private

investment. (Restoring convertibility wou-a operate in a perverse seuse, s.nce

one of the important present motives of private corporate investment in manufac-

turing facilities is to secure or retain markets in foreign countries. ot4ervise

inaccesble because of exchange controls. This ia one of the anomalies, ofthe

.foreign investment problem.) Without them, however, no9 sustained incre

private foreign Iivestment can be expected.

Total Diplomacy

The improvement in investment climato in freindly countries by more ldirect meas-

ures should be the objective of a total and sustained diplomatic effort by the

United States. The conclusion of bilateral treaties containing assurances of fair

treatment for American capital should come as the culmination of a broad 'diplo-

matic effort. The result of over-reliance on the treaty technigue alone or of an

attempt to negotiate bilateral treaties under forced draft will almost certainly

be treaties which fall far short of what is desirable and necessary to reassure

private investors.

The efforts of the U.S. Government to improve conditions of investment in foreign

countries by diplomatic means have fallen far short of what would be poursIble with

a coordinated program. Although major responsibility in this area rests With the

Department of State, other agencies of government can make significant conitribu-

tions. The Technical Cooperation Administration in its administration of

technical assistance, the Mutual Security Agency in the administration of foreign
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aid and investment guaranties) the Department- of Comerce through the foreign

service,, and the Export-Import nk in thy extension of loans out of public

funds to foreign countries can all play their part in a total effort designed

to remove obstacles to private investment abroad.. So also can the U.S. repre-

sentatives in the International Bank, the Monetary Fund, nd the United Nations.

The end purpose of this combined effort should be to obtain by means of bila-

teral treaties, or by unilateral declarations or legislation, assurances

against nationalization or expropriation without prompt, adequate and effec-

tive compensation and of non-discriminatory treatment of American investors in

the application of all laws and regulations affecting their interests. 3y the

same token, all agencies of the U.S.Government concerned with foreign economi::

development should exercise constant vigilance for discriminatory or other ac-

tions by foreign governments adversely affecting the interests of American in-

vestors and employ all possible diplomatic pressures to forestall or remedy then

5. Treaty Program

The treaty program itself has made progress despite the fact that it has been

regarded more as an independent effort by the Department of State than as a task

for all agencies of government concerned with foreign economic policies and

operations. Treaties have been concluded and ratified with three countries and

executive agreements of a simple character entered into with two other doinit-

ries. Treaties have been concluded with seven additional countries, of which

one has been ratified by the United States although not by the other country

concerned, while the remaining six await ratification by both parties. Other

treaties are under active negotiation with several countries important from the

point of view of potential private investment, and still others are under pre-

liminary discussion.

6. The "Screening" Issue

One major obstacle to the conclusion of additional treaties has developed which
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should not be allowed to stand in the way of the conclusion and ratification of

additional commercial treaties. This is the obstacle created by the insistence

on the part of. the U.S.Government, supported by substantial business sentiment,

that foreign countries permit free entry of business enterprises. Many-of the

countries concerned insist, however, on their right to scrutinize contemplated

investments and to admit only those which they believe will contribute to bal-

anced development or to the foreign exchange position or which are considered

desirable ffm other points of view.

This attitude on the part of foreign governments is not only understandable but

indeed inescapable, especially in the case of underdeveloped countries seeking

to develop their resources in the shortest possible time.. However, if the busi-

ness comunity persists in its objections to clauses in commercial treaties

which recognize explicitly or implicitly the right of foreign countries to scru-

tinize proposed investments, then it would be better to omit the relative

clauses altogether and leave the matter to diplomatic negotiation as individual

cases arise, rather than to permit this issue to continue to be a stumbling

block in the conclusion of treaties which are otherwise satisfactory. It would

seem that threaty provision for full national treatment of admitted investments

would be a satisfactory compromise.

7. Private Diplomacy

There is still another and a very promising way in which the U.S. Government can

assist in achieving better conditions for investment in foreign countries. This

is by aiding and abetting by all available means the efforts of private investors

to obtain concessions from foreign countries in connection with specific proposed

investments. The concessions recently granted by the Government of India in con-

nection with the building of oil refineries by private companies in India con-

stitute a case in point. Once concessions have been won through combined private
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and official efforts in. a particular gase,; then the :Way is open to generalize

them for the benefit of all other private Investors.

8. Dissemination of Specific Investment Opportunities

The collection and dissemination of information regarding specific invest-

ment opportunities in foreign countries and propaganda co1paigns designed to

stimulate interest in foreign investment generally also belong to the "$low

accretions" approach to- the problem of foreign investment, The .Department

of Commerce has for years been engaged in the dissemination of trade -

opportunities abroad and, in recent years, also in the dissemination of

investment opportunities. Opportunities in both categories are reported

to the Department of Commerce under standing instructions .to the Foreign

Service and distributed by the Department of Commerce through its publica-

tions and field offices and further by means of secondary distribution media.

This dissemination is carried out at small cost largely by the use of

facilities which would exist in any event for other purposes. The result

obtained in the case of investment opportunities in terms .of investor

interest and investments actually consummated is difficult to ascertain

but is probably very small.

9. Contact Clearing liouse

Another azid more ambitious effort to bring together investment opportunities

abroad and private investors in the United States is the Contact Clearing

House located in the Mutual Security Agency. This program, originally set

up for European countries, is now being extended 'to c6driti-'ies in other parts

of the world. Opportunities for the investment of capital, patents,

processes or services are collected from a large number of private sources

in the cooperating foreign countries and distributed in the United States
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to potential investors through a variety of public media and private channels.

Again, it is difficurt to appraise the actual results obtairied by this

technique. Judging by the nnmber of letters received by the Contact Clearing

House from recipients of its material, there has been a considerable stimula-

tion of investor interest, and some investments have been actually consummated.

The usefulness -of this dissemination of information on specific investment

opportunities is directly related to the importance, actual and iotential, of

smaller corporate dinvestors. Such a service is of no value to large

cormorate investors, who are well'aware 6f foreign investment opportunities

in their own fields. It is of value only in the case of medium and small

corporate investors who do not have the same facilities for obtaining in-

formation on their own resources. By this and other means the number' of

American corporations operating abroad may- possibly be considerably increased,

but the amount of additional investment secured will be' quite small as cam-

pared with ine dinvestments of large corporate investors. Since the results

to be obta:&n . are therefore limited in the nature of the case, the amount

of money and effort spent by the U. S. Goyernment in collecting and disseminating

information on specific investment opportunities should be restricted acbordingly(The Contact Clearing office in the Mutual Security Agency is a fairly ex-

pensive operation. What is more, it is difficult to see why two such similar

activities as those tin the Department of Commerce and the MSA are not combined

in the interests of efficiency and economy. This is a problem for the Budget

Bureau to resolve.

10. Central Clearing House

Proposals for stimulating in other ways the interest of private Linvestors in

investment opportunities in foreign countries are of very questionable feasibi-

lity and utility. One proposal is for the creation under private auspices of a
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central clearing house for investment opportunities abroad on -the theory that

a private entity could more effectively bring together investment opportunity

and potential investor' than could a government agency. The difficulty ds

that private contributions will scarcely be forthcoming in support of such a

clearing house designed to serve the interests of private investors in general

but of no investor or class of investors in particular. This is especially

true since many private entities, including commercial banks, investment

banks, international development companies, and individual promoters!Are

already active in the field and not anxious, naturally to be superseded by a

central clearing house in pursuit of noble idea. As indicated'belov, however,

it is quite possible that'existing private agencies could coe to play a more

important role as intermediaries and "finders" than they now do.

11. Industry Advisors in Diplomatic Missions

The-assignment to diplomatic missione of industry advisors can be' a veryl good

means-of promoting investments by private American investors in foreign coun-

tries. Their prescribed duties are"among those which a commercial attache was

once expected to perform. However, these officers have become so boirdehed with

administrative and reporting duties thd.t they cannot, give the ptoblem &t in-

vestment the attention which it requires under present circumstance:l. 'tndus-

try advisors, as specialists unburdented by routine and: freE to treteli, can

perform three useful functions. :'They caft assist 16cal' interests in rteparing

investment proposals'and put them in touch-with prospective American±investors

or with reputable-finders who will undertake to locate interested Americtn cap-

ital. They -can assist visiting representatives' of Ameriean interests'toobtain

essential information on conditions of 'inveatment and on Opedific igvestment

opportunities and put them in contact with local groups interested in joint

undertakings with American capital . ey can k , ' qietstetto..do so by

the foreign government -concerned, 'on measures Vfch will; iprove the climeate of

investment in the eyes of Amertican investors.



The difficulty as zegards industry a4visors is not in finding useful things

for them to. do but .to find qualified men who are wiling to serve. urther-

more, there are major pitfalls to be avoided,. In the first place, the Job of

assisting industrial development is totally different from that .of giving

technical. assistance in the fields of public health, agriculture, education,

and public administration- In these latter fielps, there agje accepted tech-

niques which are cemmon property and which pp.n -bp tra.smitted often by pilot

demonstrations. In the industrial field, up-to-date technology is private

property, and can be had only ati a price, Industrial technology is moreover

largely useless unless accoante- by the capital; and manasgement necessary for

Vts effective 4pplication. Bence, it should not be imagined that industry ad-

visors can give technical assistance to foreign goutries. in the same way that

this is being done in agriculture and public health.

In the second place, the, bringing together of investment opportunities in

foreign countries andi potential AmsrianA investors is a function which, 1w.st

be eagried out almost entirely by private agencies In the United States. The

function of finder cannot.,be successfully performed byan industry advisor.

All he can usefully dQ is to assist local entrepreneurs and capitalists to

obtain the services of. competent finders in the tnited States among banks,

development companies, industrial research organizations, and individual pro-

motors and, if appropriate, to see that informat:on about general and specific

investment opportunities is dUssemipated thr oug offici4 and private hannels.

In short, an industry advisor should undertake ,to give advice and concern him-

self primarily with isroving.climte,;.reporting:conditions of investment, and

giving tehniCa assstanc ona bilizingIoca4 capital for .prodctive invest-

ment..

12. Increased Activities by Ucport-Iport Benk

An extension of the activities of the Etcp.rt-Xaport ,Bgr 1Athe field of:

development financing offers oze qf .the *o*t promisag possibilise. for -en-

copaging new private investment abroad. The Eport-Import Iank has for many
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years extended loans to both foreign and domestic borrowers in order to assist

in financing development projects in foreign countries. The statutory powers

of the Bank for this purpose are broad and flexible and make possible practi-

cally any type of international financial operation save only the provision of

equity capital, which is not permitted to the Bank.

What is required on the part of the Bank in order to induce new private invest-

ment in foreign countries is increased activity in two directions and perhaps

an increase in the Bank's lending authority. A third possibility, which is

that of putting the Bank into the field of investment guaranties in its own

right, is considered elsewhere.

Partnershin with Private Capital

The Export-Import Bank could as a matter of deliberate policy go into extensive

partnership with American corporations willing to extend their operations in

foreign countries. The Bank could advertise its willingness to supply loan

capital for approved development projects, on relatively easy terms as regards

interest and amortization, to be combined with equity money, technology and

management supplied by American corporate investors. The inducement to corpo-

rate investors would be the frank offer of relatively cheap loan capital.

It may be objected that the availability of lQan, capital at low rates of inte-

rest is not one of the important obstacles to increased private investment

abroad because high-grade American corporations willing to do so could now,

and could have at any time during the postwar period, used their own funds or

raised funds in the market for investment in foreign countries. The fact is,

however, that they have been willing to do so, and accordingly to increase their

own commitments, only, within definite. limitations. If the Export-Import Bank

is effectively to stimulate increased investment abroad by American corporatiors

it must stand ready not only to provide them with loan capital on easy terms on

the security of their own names but also to provide such capital to foreign



borrowers affiliated with American corporate investors in such a way as to

create no direct obligation on the part of the American corporate investor

to the Bank. To be concrete, an American corporation may be quite willing

to borrow from the Export-Import Bank through a foreign affiliate, although

it would not be willing to do so against its own obligations.

The Export-Import Bank could go still further in this direction. It could

select in various fields of manufacturing the relatively few American corpora-

tions possessir.g the financial and technical resour ces and the managerial

talents which would qualify them to extend their operations outside the United

States. Having identified these eligible potential corporate investors, the

Export-Import Bank could quite properly make coimitments of loan capital on

agreed terms to any who were prepared to go into partnership with the Export-

Import Bank and to bring to the Bank specific development projects for its

consideration and approval. It should be repeated that this would involve no

essentially new activity on the part of the Bank but only an extension of past

activities under an aggressive policy for increasing private investment in

foreign countries.

14. Loans Without Government Guaranty

The second direction in which the Export-Import Bank could extend its activi-

ties would be to make loans for development purposes to qualified foreign

corporations not affiliated with American corporate investors and to make such

loans without the requirement of government guaranties. The Export-Import Bank

has made such loans in the past. The suggestion here is that it stand ready

to extend its activities of this kind and vigorously to seek opportunities for

combining its loan capital with equity money, technology and management pro-

vided by local or other foreign sources.
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An extension of the Bank's activities in these two directions would pu.t the

Export-Import Bank souarely in the role envisaged for the proposed International

Finance Corporation. It would be a much ea4er s.olution to the problem which the

International LFinance .Corporation was expected to solve, because it would re-

quire neither a new institution nor new statutory authority, except perhaps an

increase in the lending limit of the Export-Import Bank. Under an aggressive

pursuit of the proposed policies by an alert management in the Export-Import

Bank, the Bank could quite conceivably commit several hundred million dollars a

year to the cause of foreign economic development, particularly in the manufac-

turing sphere.

5. Division of Field With International Bank

There would be another signal advantage to these new departures on thie part of

the Export-Import Bank. It would carve out for the Bank a unique field of in-

ternational finance in which it would not be competing in any true sense with

private capital and in which the International Bank cannot operate because of

the express provisions of ito charter., Thus could be ended the confusing and

frustrating competition between the Export-Import Bank and the International

Bank as regards the financing of basip facilities in foreign countries.' Except

- where there is a compelling national interest to be served, the Export-Import

Bank should remove itself entirely from the financing of basic facilities such

as transportation, water control, and power generation in countries which are

MeMbers of the International Bank and which, as members, have access to its re-

sources. By the same token, this would give the International Bank a clear field

of action and remove one of the most embarrassing anomalia in the international

financial relations of the United States.

.6. Equity Investment

As indicated above, the suggested expansion of the .activities of the Export-Imp-

ort Bank would require no action by Congress, escept possib],y to increase the
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Bank's lending authority over the $4.5 billion now authorized. It would be

useful to amend the Bank's charter to give it authority to make equity invest-

ments in foreign countries and thus provide the Bank with all of the powers of

the proposed International Finance Corporation. However, while d-3sirable, the

authority to make equity investments is not indispensable to increased partici-

pation by the Export-Import Bank in foreign economic development. If the power

existed, the Bank could by means of equity investment facilitate in many ins-

tances a sounder financial structure for the foreign enterprises to which it

was contributing capital; it could by means of equity investment participate in

the profits of successful enterprises to the benefit of the United States Trea-

sury; and it could proceed in a general sense to its task of encouraging pri-

vate investment with a more ccmplete kit of tools at its disposal.

17. Staff Requirements

If the Export-Import Bank is to go into development financing on a much broader

scale and on somewhat different terms than in the past, there would be required,

in addition to new aggressive policies on the part of its Board, a considerable

increase and upgrading of staff. The latter would be required in order to

equip the ank to deal expeditiously and competently with what is hoped would be

numerous proposals from private interests for loans by the Bank. There should

be no possible objection to an expansion and upgrading of the Bank's staff in

view of its very large earnings over and above the cost of the public money

which it uses and the present extremely small administrative expense which it

incurs.

18. Stabilization Loans

There is still another -field in which the Export-Import Bank could play an im-

portant role, although one only indirectly related to the problem of stmwlat-

ing private investment in foreign countries . This would be the extension by the

Bank of stabilization loans in order to assist foreign countries to make their
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currencies convertible. The Export-Import Bank would be an excellent instru-

mentality for this purpose, and its assumption of the role would avoid the ne-

cessity of creating machinery elsewhere for the extension and administration of

stabilization loans. Furthermore, it is a function which the International.

Monetary Fund is not authorized to perform under its statutes and one which

the International Bank, although authorized, would probably carry out reluc-

tantly and with considerable concern for its effect on its credit standing in

the private capital markets of the world.

19. International Finance Corporation

There are several new institutional devices which might be used to stimulate

private investment in foreign countries. The report to the President of the

International Development Advisory Board, entitled Partners in Progress, sug-

gested the creation of an International Finance Corporation as an international

institution affiliated with the International Bank for Reconstruction and Deve-

lopment and authorized to make loans without the requirement of governments

guaranties and also to make equity investments. The basic idea was to repair

two existing deficiencies in the powers of the International Bank and to over-

come what was believed to be a reluctance on the part of the Export-Import

Bank to make loans without the requirement of a government guaranty. It was

conceived that an International Finance Corporation, using capital subscribed

by the United States Government and other members of the International Bank,

would respond to the initiatives of private investors by making available

either equity money or loan capital as required to assist in the financing of

sound development projects in membera countries. It was conceived that the

International Finance Corporation, although sometimes in the role of equity

investor, would under no circumstances assume a controlling interest in enter-

prises in which it participated and would not share in the responsibilities of

management except to the extent indispensable to the protection of its minority

interest.
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The proposed International Finance Corporation has been the subject of .careful

study by the International 'Bank, which, while taking no formal position, has

come to the conclusion that it could be a very useful device for encouraging

private investment. The proposal has also received the attention of the Econ-

omic and Social Council, in which it has been the subject, on the whole, of

favorable comment. On the other hand, the attitude of the United States

Government towards the proposal has been lukewarm at best and in same interes-

ted agencies actually hostile. It is now evident, moreover, that there will

be no support for the proposal from leading business organizations..in the Uni-

ted States. The National Foreign Trade Convention meeting in November 1952 re-

solved in strongest terms against the creation of the proposed International.

Finance Corporation. Another business organization, while so far taking no

public position on the proposal, has tested the sentiment of its Executive

Committee and found it almost unanimously opposed in principle to the new

institution.

Thus, the business community, in whose interest the proposal for an Interna-

tional Finance Corporation was ostensibly brought forward, indicates through

some at least of its major organizations that it -thinks the idea is bad and

should be abandoned. It would be difficult or impossible under these circu4m-

stances to push the project forward and to secure the support of the new Ad-

ministration and the necessary enabling legislation from the new Congress.

It is suggested, therefore, that the same purposes be accomplished in other

and easier ways, the most important of which would be, as reccended above,

an-extension of the activities of the Export-Import M~ik in the field of un-

J guaranteed development loans.

20. International Mutual Funds

Another institutiornal device for the mobilization -of private capital for invest-

ment abroad isethe creation of international mutual funds. Such funds, set up

as open-end investment trusts, would offer their shares to individual private in-
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vestors and use the funds thus mobilized for investment in the securities of

foreign enterprises and foreign governments, Ideally, the establishment of

mutual funds of this character should be left entirely to private initiative.

The fact is, however, that private initiative, left alone, has not so far seized

upon the device.

The question, therefore, is whether or not private initiative in this direction

might not be stimulated in one way or another. It is suggested that high

officials of the new Administration, such as the Secretary of the Treasury or the

Secretary of. Comerce, could, if they were so disposed, stimulate interest in the

establishment of international mutual funds through their personal and official

connections in the business and financial community. It should not be difficult

for a cabinet officer to persuade leaders in the financial community to raise

the necessary starting capital and to make an experiment along the lines

suggested.

The Government could, however, do more than this. It is suggested elsewhere

that one of the tax measures which might be adopted for stimulating private

investment abroad would be. the creation of a class of foreign securities either

partially or completely exempt from federal income tax. Consideration should

be given in this connection to the possibility of extending such tax preference

to international mutual funds qualified by appropriate government authority to

mobilize private capital for investment abroad. This would have the advantage

of restricting the tax benefits to areas in which additional private investment

is most .desired and withholding it from areas where there is no real problem of

stimulating private investor interest. For example, international mutual funds

making investments in Latin America, Africa and Asia might be qualified fdr. tax

preference, but investments in Canada might not qualify.

2InJvestment trusts

A third possibility in the category of institutional devices would be increased
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int erest in foreign securmvLiesr on the* part of the numerous Wdxstifg- inveStMent

trusts. At present, the portfolibs of these tirusts include negligible amounts

of foreign securities. It should be possible' by Imeahs of- suasion and gossiblr

by the offering of tangible inducements to stimulate interest in foreign securitia

on the part of nonspecialized ihvestment trugts. - The tangible benefits Which

might be offered would coniirt presumably of tax benefits, aS suggested above in

connection with international mutual funds;, and guarahties, as suggested b'elow.

If the investment truste could be persuaded- to go to some extent into foreign

securities, a very large pool of investment funds would be tapped -and a lon'g

step taken towards the' reestablishment of a market in the United States for

foreign 'securities.

22. isurance Com abies

An even larger pool of private capital could be tapped for investment abrca d if

insul'ande companies, particu3arly life insurance copanies, were permitted ani

disposed to invest even a small portion of their assets in foreign obligations.

The problen is, in the first instance, one of securing necessary chahges in

state laws governing the investments of insurance companies. This is the same

problem which exdsted with respect to insurance company investment in the

obligations of' the International Bank for Recostruction and Development.

These obligations are now eligible in most states as a result 'of an extensive'

campaign on the part of the Iriternational Bank 'nd the insurice Odopanies,

assisted in-many instances t sympathetic state insurance authorities. It

uist -be recognised, of coure, .that International.-Bank obligations.invoivt

a minium of rJsk; as compared with foreign .securities in .eneral.

The problem in thq second instance as regards insurance corjanies would

be to persuade them that opportunities for safe investment are to be found

among foreign securities and, again, to offer tangible induceinents by iafy

of tax benefits or guaranties.
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13. Investment Guaranties

The investment guaranties 'whiahthe irector of Mutual Security is authorized

to extend under existing legislation are being ably- and imaginatively

administered. It is clear, however, that the eiisting system is of very small

consequence indeed as a means of stimulating private investment abiroad. The

reasons for its ineffectiVeness are not far to seek. In the first place,

Congress has authorized guaranties against only two of. the risks of foreign

investment, namely, the risk of inconvertibility of foreign currencies and The

risk of loss as a result of expropriation or nationalization by a foreign

public authority. But there is no provision for guaranties against a third

major risk of foreign investment under existing conditions - and in large areas

of the world by far the greatest risk - which is the risk of loss as a result

of w ar or civil disorder.

In the second place, the cost of the guaranties now offered to prospective

investors, at one percent per annum of the guaranteed amount for each of the

two types of coverage, is a very high cost in relation to the anticipated re-

turns from many contemplated investments and one which many prospective

investors are unwilling to assume in view of the limited risk coverage which

they get in return.

In the third place, there is undoubtedly great reluctance on the part of many

prospective investors to submit their investment plans to the detailed scrutiny

of government agencies or to expend the time and effort which may be required

to negotiate a guaranty contract.

It is worthy of note, on the other hand, that the corporate investors which

have availed themselves of the present guaranty system have been iin almost all

cases really first-class companiesln their iespective fields. This would

seem to indicate that investment .guarapties, if offered on a satisfactory

basis and at a reasonable cost, might be widely availed- of and not be a

facility, as has been
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suggested in some quarters, chiefly for the benefit of fringe elements in the

American business .community.

24,J1ementa of an Effective System.

It should be made clear to-the:Congressthat a guaranty system could be devised

which would not only effecively stimulate private investment abroad but which

would be completely self-supporting except under circumstances of an inter-

national cataclysm. The elements of an effective and self-supporting guaranty

system would be the followingt

1. The administering agency should be authorized to offer guaranties against

risks peculiar to foreign investment. These would include all risks of

foreign investment other than ordinary business risks and would specifi-

cally include the risk of loss as a result of international or civil war.

2. This all-risk coverage should be offered to investors to the very maximum

extent possible by means of standard contracts available at standard rates

to all bona fide investors. In other words, the system should be, insofar

as possible, on what the British call a nonvetting principle, so that it

would not be necessary, save in exceptional cases, to examine in detail

into a proposed investment and so that it would not be necessary under any

circumstances to examine into the business merits of a proposed investmenV,

This nonvetting principle, long applied in the British and Canadian

systems of export credit insurance, is based on a sound insurance

principle. The principle is that, with a sufficiently large number and

with a satisfactory dia.tribution of individual risks, the individual risk

need not be subjected to examination except to the extent required to

see that it is eligible on its face.

3. The cost of all-risk coverage to the investor should be as low as possible

in order to attract the largest possible volume of guaranteed investment
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and in orer thus. to secure, again on a sound insurance principle, an

adequate volume, and distribution of risk. To the same end (and also as

indioted below to ,remove. or.e of the principal business objections to

investment guaranties), the uaranties should be offered to old and new

invastors alike,.

Novj it is iuMni estly 'impossible to )fix -a -"correot". ..rate by any actuarial

calculation. The rate'should.be fixed rather on the .basis of .a desired

aocumulation-of premium payments out of which claimes could be paid. For.

example', if, by. an extension of the -existing guaranty. system, tg include

war risk as well as .convertiblity and expropriation. risk and to existing

investors as well as.to new investors, 4 volume of guaranteed investments

of, say, $5 billieu could, be secured, then a rate of.one percent per annum

of the principal amounit would produce annual premium payments. of-$50 million.

If there'were n6 claims other than sporadic claims over a: period. of five

years,: there would then be a reserve: fund of $250 m4lion out of which to

meet- loseet.

There is ~am analogy here iith the reserve accumulation by the Exporttmport

Bank. The Export-Impo't Baik useszputilic funds -w hibh cost the~ Utdted Sjates

Government approximately two percen't per annum. The Bank's e'tage lebding

rate is at least one percent higher. This maigiri hs enabled the Bank td

accumulate during the postwar peribd a reserve lagainst 'contingencies of

nearly $300 million, out of which it could meet any future loses 'withbut

ocst to the Government.

It is suggested here that a fee of not to exceed one percent per anm for

all-risk coverage of private foreign investaient would attract a large volume

of guaranteed investment and make possible a rapid accumltion of Ios ieserve.
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4. It is implicit in what has been suggested above that the agency adminis-

tering a system of investment gua should be given wide administra-

tive discretion. Specifically, there should be no detailed specifcation

of guaranteed risks but only the stipulation that they be risks peculiar

to foreign investment. There should be no statutory requirement of

agreements with foreign countries to make them eligible for guaranteed

ixestmentsj ard there ahouid'be no statutory fixing of -fees.

5. Investment guaranties shoula 'be applicable not only to investments-abroad

by American corporations but also to foreign obligations publicly offered,

or privately placed with individual and institutional investors in the

United States. (This is possible under existing legislation authorizing

ESA guaranties but there have been no cases to aate.)

25. business Attitudes

The organized business community has opposed the extension bjr the United States

Government of investment guaranties. All of the majoi- business organizations

have publicly declared their objections. This opposition is largely one of

principle, on the ground that It is the responsibility of the capital-import-

Sng country to create a' investment elimate attractive to private capital and

not the rssponsibility of, the goyernment of the capital-esporting country to

oompensate for any unsatiefaptory i:-westment climate by offering gua-anties to

investors and assuming the consequent f4nancial liability. Furthermore, it is

the view of the business commnity that the offering by the United States as

a capital.-exporting country of investment guaranties may weaken the incentive

of capital-importing countries to give fair treatment to foreign investors.

These objections of principle cannot be overoome by any revision of the

existing guaranty system. It should be noted again, however, that the

existing guaranties have been availed of by corporate investors which are

first-class companies in
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their respective fields. This indicates that many corporate investors, acting

as individual business organizations, would be able to overcome their objections

of principle if comprehensive guaranties are offered on an attractive basis.

There are other objections of the business community to investment guaranties

which can be overcome and which would be overcome if the suggestions made qbove

were adopted. One of the strongest objections to the e3Oisting system is that it

applies to new investments only, so that old investors are discriminated against

and are faced with competition from what they regard as government-assisted

new investments. This objectior. would be overcome, of course, by making

guaranties available to new and old, investors on the same basis. As .already

indicated, this would also have the advantage from an insurance poinlt of view

of obtaining a larger volume and better distribution of risk and making possible

a more rapid accumulation of loss reserves.

A third objection to guaranties from the hiusiness community is that there is

too much red tape involved and too much haZard of "getting, the Government in

their hair". This difficulty could be largely overcome, as suggested 'abo4,

by offering to the maximum extent possible standard cont'acts at standard rates

to all bona fido investors on a nonvetting prihoiple-

6. Private Insurance

It would be highly desirable if private initrance omanies woUld indertake to

'insure American investors against'the risks peculiar to ±foreign investment

under an arrangement fcr reinsuringnw t of the tisk '(Say 9% th the U.S.

GoVernment. This would avoid all ot the prdblems incident to a large-scale

govertubent operation. However, exiorations of private intest iii this field

'f insurance have been sjhofly :negative, and thre is no indication' that private

capital would' b fortheoming fot the purpose.
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27. Alternative ApproaCh1e5

All of this should be made clear to the Congress. However, the Congress may be

unwilling to authorize a guaranty system which would be effective in stimulat-

ing private investment abroad. It should therefore also be made clear to the

Congress that there are other and, all things considered, perhaps more desirable

ways of accomplishing the same purpose. The easiest of these bbi be the

extension of the activities .of the Export-Import Bank as recommended aboerg This

would amount to putting the Bank into the field of meobant bankinag on a large

scale. It would involve, however, the assumption by the'Bank, as ah gency of

the United States Government, of the whole risk of business loans fot foreign

economic development, whereas under a guaranty system the U.S' Governmeiot would

assume only a contingent risk. There' is the added differenoe that under the

loan technique it is necessary to raise pudblid funds whereas onder the guaranty

technique all of the funds come from; private sources.. The rese --shuld be put

to the Congress in terms'of alternatf:ves and the pros and aons of ie4h alterna-

.tive made clear. Then it is up -to the Conigress.to: decide 1tch.of :the alterna-

tives it is'prepared to accept:if it wished to::authotie further .evernment

measures for the encouragement-of private- investment.;abro*d.

28. Tax Measures

Undoubte1ly the mosto pffetye single ,maAs of stimulat1ng.dd ionlo private

investment; in foreign c9uqprie.e woul4 be, tax measures. This i.s beqause of the

prevailiig higkplevl are incox and; caitoL gans taxes in tJ ited States and

the -oorresponding -stag& ap44tes en all; classes of twaysers to redsuce their

:tax .billa; abA tAers.by ipaso d#spo*ab,inzom.., The .pesial taz indsguents

to domestic 1ietstment 4A s tsotve idustq, pand ;.spsotall. A i o thopi in-

dustry, provide a striking exap3, tho eC$.otivenss~ t tax apaarea in

inducing capital to flow into particular fields of investment,
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29. Basic Policy Decision

Before specific tax measures for stimlating jrivate inveetment abroad -can be

considered, there must be a policy decision to- use such measures and to depart

further from the principle of equal tax treatment of all income vhether receive4

from domestic or foreign sources, a principle which hae already b.een breached

with respect to -Western Hemisphere and Qhina Trade Act Corporations, income

derived from.sources within U.S. Possessione, and the excss profits levy.

Since the Treasury Department, has primary responsibility for the revenue system

and f"r formulating tax proposals for the consideration of Congress, The. re-

quired policy decision must be made, in the first instane, .nathatepatment,

Howerer, , since the, problem of foreign investment is. a problem which * of in-

terest: to all agencies-of governmn- ooncerned with foreign economic policy,

the reseury should have no monopoly either of tax expertneossi br of tax policy

wAth respect to foreign investment. Thereshould be oreated without delay a

staff of :tax experts in the Department of Commeroe, as the Debartmet -which

can most apprppriately represent both the business: ana the--iationtal interest in

u&ing tax devices. to,.stimulate priyate -nvestment in foreign countties

30. Fundamental Distinctions

As regards specific tax measures to encouragenheflow oftprivate capital to

foreign: countries, t-wo; ft daient.ditinctieu mait' be made. The firist is the

distinction between measuirea d-et9dt atimunate:a4ddtional inveatidbt abroad

by cornorate investors .and thJe meaaUres deigne& to stimulate ihvestment. by

individual, investors. The. con4,-4AitRtidpa ia betieen measures which ttld

primarily benefit existing: izvestpre: 1a foreigh oinuntrie# and maanree- designed

mainly or exclusively tq$ at tract nminvest or*,

Unfortunately, practically all of Shs; discuasion "in Peqnt. years-of tax Induce-

ments to foreign. iivestmentr bas. Jnvoltedmeasu*es affeettg- corporate Anvestment,
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to the virtual exclusion of measures affecting investment by individual and

institutional investors.. Enrthermore most of the measures brought forward in

connection.with corporate investment have been measures which would benefit

existing investors rather than attract new investors.in any significant way.

The emphasis here will be on tax measures designed to encourage investments

abroad by individual investors through the purchase of foreign securities and

or .measares designed largely or exclta ively to attract new investment rather

than to give tay. rq9,ief to existing investors. This is not to say, of course,

that tax relief to existing investors is not justified or desirable.

31. Categorie of 2ax Ieasure!

The tax measures. applying tp foregn investment vh ich have been brought forward

during recent years fall into three categories.or levels. These are:

1. the correction of anomalies and inequities of existing tax laws appli-

cable to American inyestments abropd.

2. the extension to other areas of the free world of the partial tax exemp-.

tion accorded to Western jleqisphere Trade Corporations.

3. complete exemption from. Federal- Income tax of corporate income from

foreign investments and partial or complete exemption of individual

income from forpign sou.rcoq,.

In the. firat categnry fal, mejurs. to postpone until brought home the, perment

of tax or coporpteoione $.rivsd, from fereign branches as well as from- foreign

affiliates (as is nqw the easp) and maawes to give more complete credit for

taxes paid abroad. Tre&-sry -sp ored billprvidin6 for the postppnement of

tax on income received from foreIgn brancb operations untila the inc999 is trans-

ferred to the United States was, intXQdogcnI at the last session of Congres. (the

Simpson Bill) and. approv4 in. principle by- the Mouse Wars and H=eas Cos"ttee

but not reported gut. The Treasury has also proposed the elimuiation or
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liberalization of the overall limitation onforeign tax credits, which operates

to reduce the amount of the allowable credit where an investor suffers a lose

from operations in one country which has to be offset against profits from

operations in another country in determining total not income from foreign

sources. However, no legislation to accomplish this purpose ban been placed

before the Congress.

These limited tax reforms are clearly desirable from the point of view of tax

equity. Moreover, the postponement until transferred to parent companies of

earnings of foreign branches of American corporations irill encourage their re-

investment abroad. The main effect of the reforms, however, would be to benfit

existing corporate investors rather than in any important way to stimulate new

corporate investment in foreign countries. It cannot be emphasized' too strongly

tdat tax considerations a:'e not, in the great majority of inatances, the prime

inducements for corporate investment abroad. As pointed out elsewhere,

corporate investment in foreign countries is undertaken for business reasonc.

Tax considerations are distinctly subordinate.' They may under Some'crcum

stances cause a contemplated investment to be abandoned, but they would 6n1l in

rare .cases constitute the main reason for investment abroad by American coZpora-

tions. This meanb that the tax reforms mentioned alcvo may have soifie effect in

inducing marginal investments in foreign countries; they cannot b4 expected to

provide an important stimulus to private corporate investment abroad.

32, Western HerI phere Trade Corporations

The extension to other areas of the partial tax ezumption given to 'Western Hemi-

iphere Trade Corporations has a great deal to recommend it. The reasons for

the adoption of the partial exemption in the case of corporations deriviving moat

of their income from operations in this hemisphere are equally valid with res-

pect to operations in other parts of the world. The main purpose, was to. place

American corporations on a more equal footing as regards taxes with other foreigp
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corporations operating in Latin America. The present exemption works out at

approximately fourteen percentage points and has the effect of reducing the tax

rate from a normal 52 percent to approximately 38 percent. This partial exemption

combined with the tax credit allowed for taxes paid locally, means that the

residual tax liability of corporations qualifying as ;estern Hemisphere Trade

Corporations may be small or nil.

The extension to other areas of this principle of partial tax exemotion (through

what might appropriately be called "Point IV Corporations"),,together with the

rmaximm possible allowance for foreign taxes paid, would undoubtedly constitute

a considerable stimulus to new corporate investment in areas outside Latin

America, although, as argued above, it wculd still affect only ; arginal invest-

ments and could hot be expetted to produce any quick or spectacular results.

Moreover, in view of the heavy concentration of existing corporate investment

in the Vestern Hemisphere, the extension of the mestern Hemisphere Trade Ccrpcr-

ation principle to other areas, where existing investment is comparatively small,

would not do great violence to the objective of stimulating new investment rather

than benefitting existing investors. Something should be done, however, to con-

fine.the tax exemption to income from bona fide investments*

33. Tax Exemption

The complete exemption from Federal income tax of corporate income from-foreign

operations is an attractive idea. It can be justified in principle on the ground

that capital should be taxed where it is at work and not in the country in which

it happens to originate. This is a principle followed by numerous other countries

including a few capital-exporting countries in the same position as the United

States. Furthermore, it involves no departure from the principle of prcgressive

taxation of individual incomes since the income involved, although received free

of tax by the parent corporation, would be taxed at full rates if and when

distributed to individual stockholders.
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Complete exemption from income tax of corporate income from foreifg operations,

however justifiable in principle and however desirable as a means of btimlating

private investment abroad, would nevertheless be politically difficult to cbtain;

and much the same result can be achieved by an extension of the partial exemption

accorded to "'e4starn Hemisphere Trade Corpratibn, as suggested above.

All of the foregoing has to do with tax inducements to corporate investment in

foreign countries. It is manifestly important to increase this type of nirest-

merit if the foreign policy objectives of the United States are to be attained-

for the. obvious reason that eorporate investment carries with it the technology

and management so greatly needed in the developed as well as the unaerdeveloped

areas of the wrld. Everything possible should be done, accordingly, to increase

the volume of American corporate investment in foreign countries. Tax measures,

while -not; in 'themselves sufficient to induce a greater increased flow of acr-

pordte capital to foreign countries, will nevertheless, when :combined with

efforts to improve elimate and the provision of loan capital on satisfactcry

terms by the Export-Import Bank where needed, give a substantial fillip to

Amercan .corporate investment abroad.

34. Tax Inducqgants to Individual Investcr s

A much more important possibility for increasing private investment abrcad by

means of tax measures concerns, however, not corporate investment but the pur-

chase of foreign securities by individual and institutional Amtde an investor s.

The objective should be,- by tax and other measures, nothing less than the re.

establishment of a broad market in the Uniped States for foreign eq4ty and

fixed-incme. securities. 'This is a matter for the tax experts to eqplCr e.

Howevery the types of tax measures which would- be effective are apparent. In

the first place, -there is -a possibility of creating. a class .of tax-exempt, or
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partially tax-exempt, securities. The exemption might be a blanket exemptien

for all new issues of foreign securities placed in the United States or an E-

emption accorded only to income on foreign securities held by mutual fundi

especially qualified for this purpose. Dy the latter means, as ppposed to

blanket exemption, it would bespossible to restrict the tax benefit to invest-

ments in specified areas exclusive, for example, of investments in Canada,

where, under present circumstances, no special ,inducements of any kind are require.

A second possibility would be the reduction 'or elimination of the capital gains

tax as applied to foreign equities. This would be especially effective with

respect to investors in the highest income-tax brackets.

A third possibility would be the allowance of individual lco ses from fareign

inyestment as an offset, not to taxable income, but to tax liability. It should

not be supposed that tax measures of the kinds outlined above would result in

ar*y outpouring 'of private capital irit- foreign investment. tven substantial

exemption would only partially compensata for the higher i-eal risks of fcr eign

investment as contrasted with domestic investment and would compensate still less

for the typical exaggeration of the !'isks of foreign investment in the mina of the

individual investor.

It would also A possible 'to.:use tax meaures as an alternative to some of the

other iMeans prop edfar:r9du-eing the risks of. foreign investment. For example,

one of the greatest of these fisks, affecting both the- corptrate and the indi-

vidhalinvestory is the risk of expreitiation without-adequate or effective

compensation. It would be entirely feasible, 'by- setting up loss allowinces agains

ihcome-taX liability, to caoer this'Majer tisk of foreign investment, and it

might be easier to do this by a tax measure rather than under an investment

guaranty system.
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35. Revenue Considerations

Needless to says most of the tax measures suggested above can be justified only

if the Administration and the Congress decide that the encouragement of 'rivate

investment abroad is an overriding national purpose calling for extrat dinary

expeditnts and only if it is judged tha tax measures, with the direct lces of

revenues which they would entail, are preferable, all things considsred. to

alternative methods of achieving the same enda., In' any case, the amount of

revrenue involved is very small as compared with total Federal tax revenues and.

amounts to perhaps one-half of one percent of existing revenues from. all a-upces.

The revenue involved is also small as compared .with the amount of money aprzo-

priated in recent years for grants and other forms. of aid to foreign countries.

As emphasized elsetihero, hciever, it should not be conceived, and Congresa

should not be led to believe, that additional private investment which may be

induced by tax and other measures would reduce the necessity, such as it is,

for grants and loans to foreign countries out of pelie7 funds*

36. Anti-Trust Laws and 3C Registration

There are two further problems of foreign investment which urgently need ex-

amination. One is the application of the anti-trust laws to foreign investment,

especially in the light of the Tinken case. The other is the requirements of the

Securities and axchange Commission for the registration of fr qeign issues, par-

ticulirly small issues, offered in the United States mirketg

C. ORGANIZATION

The organization of the activities of the Executive Bianch directed towards the

encouragement of private investment abroad cannot be, considered in isolat4 on

from the general problem of government organizatipn for the f9rmlotion of for eigr

economic policy and the conduct of fareign economic operations. The ;rincipal

current issue is whether government activities in this sphere can or should be
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centralized into some sort of foreign economic administration. Whatever may be

the decision on this issue as affecting other aspects of foreign economic prCbtlUn.

the problem of increasing private investment abroad involves so many facets and

so many varied activities that it would probably be impractical to concentrate

them in any one agency of government.

For example, the matter of improving investment climate in foreign countrie

involves not only the negotiation of treaties, which is reserved to the Depart-

ment of State, but also, as suggested elsewhere, a total diplomatic effort by

all agencies of the United States Government involved in foreign economic policy

and foreign economic operations.

The collection and dissemination of information regarding investment conditions

and investment opportunit-ies is a natural function of the Department of Coamarce

and one which should be an integral part of its ngrmal information and research

activities carried out in the interests of American business and the general publif

Again, the admintistration of an in-estment guaranty system, either in its present

or in some extended form, is a spesialized operation which pr6bablg ought to be

lodged in an agency of government such as the Sxport-Import Bank, which ha

corporate continuity and the aathorityr to execute contracts.

The use of public funds in combination with private capital, in order to encourage

the latter to go abroad, is clearly a function of the Export-lmpQr t Bank, which

must maintain its present degree of autonon if it is to maintain its prestige

in the eyes of Congress and the business community.

The promotion of the use of existing and new institutional devices for mobiliuirg

private capital for foreign investment would seem to be a logical function of the

Department of Commerce.
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Tha formulation of tax measures to incourage private investment abroad is an

activity to which the Treasury can contribute expertness and to which the De-

partment of Coc:rce, as recommended above, ought to contribute a business point

of view, as well as some expertness of its own.

Thus, it would seem that the various phases of the foreign investment ;roblem

would fallj in the nature of the case, within the provinces of a number of

government agencies certainly as regards operations and to some extent as re-
nevertheless

gards policy formation. It -odd seam highly desirable to fix

responsibility for the pr oble-t as a whole at some point in ti;E-cative Breach,

so that ono agency and one responsible official would be in a position to co-

-ordinate the activities of tle whole government establishment towards the giv en

end, If the foreign economi, issistance activities of the United States Govern-

ment were centralized in on 7 - ency instead of being divided as they now are

between MSA, with respect to certain parts of the world, and TCA, with respect

to other parts of the world, the responsibility for promoting private investment

would properly be placed in such a single agency, Lacking a single agency of

this type, there is no apparent alternative to fixing this responsibility on

the official responsible for coordinating the foreign economic aid programs

of the United States, that is, on the Ddrector of itual Security or his

successor. As regards TCA and MSA in their respective fields, these agencies

should contribute to the program for stimlating private investment in the

following mys:

1, by joining in the total diplomatic effort of the United States to

improve investment climates in foreign countries,

2. by promoting in every uqy possible the mobilization of local capital

for productive investment.
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3. by identifying areas of private investment, especially in the industrial

sphere, and assisting potential private investors to explore specific

opportunities within these fields.

D. VONCLUSION

The problem of increasing American private investment abroad presents massive

difficulties. It will yield to action bythe U,- S. Goverranent in the hort-run

only by the application of radical.inducements with particula reference to

non-controlling investments ,in foreigni seuritiep by individuals and institutions,

tn tlhe absence of such radical measures, the problem becomes one of bits and

pieces to be attacked on many fronts by many agencies by many.techniques. Re-

sults will be slow in cohing, but: the effort must be continued and intensified.

There is no plausible vay- other than the stimulation of. private investment to

assist friendly foreign countries. tq achieve balanced economic development.
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MARCH 30, 1959
My dear Mr. Secretary:

I am transmitting herewith the study which you asked me to make under the authority con-
tained in Section 413(c) of the Mutual Security Act of 1954, as amended, entitled, "Expand-
ing Private Investment for Free World Economic Growth."

When you requested me to undertake this assignment for the Department of State, you
asked me to concentrate on a study of the role of private foreign investment in advancing the
purposes of the Mutual Security Act and the foreign policy objectives of the United States.

In connection with this study the Department of Commerce prepared and sent to 955
domestic companies, firms, organizations and their executives a letter and questionnaire,
requesting opinions and recommendations on expanding private enterprise abroad. Copies
of the replies to this questionnaire were made available to us as they were received. In addi-
tion, the Department of Commerce prepared a summary and analysis of these answers and
recommendations, which were most valuable in the preparation of my report. The summary
and analysis of the Department of Commerce is being published separately as an Annex to
this report.

The text of Section 413(c) follows:

"Under the direction of the President, the Departments of State and Commerce and
such other agencies of the Government as the President shall deem appropriate, in co-
operation to the fullest extent practicable with private enterprise concerned with inter-
national trade, foreign investment, and business operations in foreign countries, shall con-
duct a study of the ways and means in which the role of the private sector of the national
economy can be more effectively utilized and protected in carrying out the purposes of this
Act, so as to promote the foreign policy of the United States, to stabilize and to expand its
economy and to prevent adverse effects, with special reference to areas of substantial labor
surplus. Such study shall include specific recommendations for such legislative and admin-
istrative action as may be necessary to expand the role of private enterprise in advancing
the foreign policy objectives of the United States."

The problem of increasing private investment in the newly developing countries has been
explored extensively since World War II, and many reports and studies have been prepared
on the subject by both the Legislative and Executive branches of the Government and by
private organizations and individuals. It seemed essential to review this mass of literature
and to abstract from it pertinent recommendations for Government action. This research
task was carried out under a contract with the Stanford Research Institute, whose summary
of this work and bibliographies will be found as an appendix to this Report.

In accordance with Section 413(c), the Report was prepared "in cooperation to the fullest
extent practicable with private enterprise concerned with international trade, foreign invest-

The Honorable C. DOUGLAS DILLON,
Under Secretary of State for Economic Affairs,

Washington 25, D.C.
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ment, and business operations in foreign countries." This was accomplished in the following
principal ways:

a) A series of round table discussion meetings were held attended by specialists from govern-
ment departments concerned and by private consultants in the pertinent fields of inquiry;

b) The many suggestions contained in replies to the questionnaire sent out by the Depart-
ment of Commerce were considered; and

c) Consultations were held with individuals interested and knowledgeable in these matters,
including businessmen, bankers, and lawyers.

Representatives of the Departments of State, Treasury, Commerce, the International Co-
operation Administration, the Development Loan Fund, and the Export-Import Bank have
been most cooperative and have contributed much of their time and ideas.

I am particularly indebted to Professor Lincoln Gordon, of the Harvard Graduate School
of Business Administration, and to Professor Kingman Brewster, of the Harvard Law School,
for their contributions of time and thought. Mr. Leroy Stinebower of Standard Oil Company
(New Jersey), Mr. William B. Dale of the Stanford Research Institute, and Messrs. Vincent
V. Checchi, James L. Morrisson and Steuart L. Pittman of Washington were particularly
helpful with certain parts of the report.

I am especially indebted to Mr. Hamlin Robinson of your staff and Mr. Solomon H1.
Chafkin of ICA, both of whom have been of invaluable assistance throughout; and to Mr.
Dayton H. Frost of ICA who, as Executive Officer, has ably handled the administrative
work load.

The representatives of the Government agencies and the private individuals who assisted
me in the preparation of this Report may not necessarily agree with all of its conclusions and
recommendations. The responsibility for the final document is mine alone.

Respectfully submitted,

Ralph I. Straus,
Consultant to the Under Secretary of State

for Economic Affairs

Enclosure
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I. INTRODUCTION

This report has been undertaken in response in preserving and enlarging the scope of freedom
to section 413(c) of the Mutual Security Act of and individual dignity.
1954, as amended. It attempts to identify prob- This report does not claim that private foreign
lems and to suggest measures related to increas- investment will solve all of our foreign policy
ing the participation of private business in the problems. Indeed, it recognizes that increased
economic growth of the less developed countries. foreign investment may itself create certain addi-
There have been several previous legislative ref- tional foreign policy problems, ranging from the
erences to this subject and the literature on it is fear of foreign economic domination in the devel-
voluminous. oping nations to their difficulties in allocating

We do not here purport to restate the foreign scarce foreign exchange among competing de-
policy objectives of the United States. We accept mands.
as basic our national economic, political, and This report does not claim that private Ameri-
humanitarian interests in helping the less de- can or other outside investment will solve all
veloped countries in their efforts to achieve the problems of economic growth. The primary
economic development; our national interest in requirements include a healthy growth of local
meeting the politically motivated challenge of the investors and a local tradition of private initiative,
Soviet economic offensive; and our national in- operating within a framework of sound govern-
terest in achieving expansion of the world's econ- mental institutions and policies. We do believe
omy generally by facilitating the international that a better understanding in the developing
movement of capital and goods. countries of the American system of private enter-

Why then do the Government and people of prise, its methods and its sources of strength, is
the United States concern themselves with the essential if our cooperation in furthering their
relationship of the private sector of the American economic growth is to be most effective.
economy to our foreign policy objectives? Private enterprise offers a unique advantage in

The answer lies in part in our own experience the development effort-adaptability. The under-
as a nation. Through an economic system which developed world is one only in its intense desire
has relied principally on individual initiative, we for economic growth. In every other respect it is
have achieved our high standard of living while highly diverse. The peoples demanding develop-
preserving and enlarging the area of human rights ment range from the nearly primitive to the very
and individual freedom. advanced, from the nearly destitute to the nearly

The answer lies in part in our recognition that developed. No single formula, either of govern-

most of our great economic assets as a nation- mental or of private assistance, will assure success.

capital, know-how, and resourcefulness-are in In the history of development in the West, private

private hands and have not been brought ade- enterprise has had to adapt itself to almost every
kind of economic and political situation. Wherequately to hear on the problems of the newly ithsbe alodtowrthsgnrly

developing countries. it has been allowed to work, it has generally

The answer lies in part in an awareness that scedd
It is crucial to generate the resourcefulness, or-the human and financial resources which the ganizational talent, and technical skill withoutgovernment can devote directly to foreign eco- which capital cannot achieve economic expan-

nomic objectives are limited and that their effec- sion. It is especially in these skills that the de-
tiveness will be greatly enhanced by comple- velopmental potential of private enterprise lies.mentary private activity abroad. Each business enterprise sets in motion a chain

This report is based on the conviction that, reaction of constructive economic activity and
even in countries which have adopted a large broadens the base of local technical competence
measure of central economic direction, the en- which will determine, in the end, the degree of
couragement and release of private initiative will success of any development program.
greatly accelerate the rate of growth. Further- Private U.S. business abroad can have a dynamic
more, dispersion of economic power is important and beneficial effect on the economies of other



countries which cannot be created by government- owned industrial operations in countries without

to-government activities alone. In supplying a healthy local enterprise system of their own

capital, providing new production facilities, and can easily become a target for resentment and

creating employment, private foreign investment suspicion.

expands tax bases and increases tax revenues for An effective program to stimulate private in-

the governments of the developing countries and vestment abroad should take into account not

enables these countries to earn and save more only the large companies and those interested in

foreign exchange. It often broadens local capital extractive industries but also the potential of

markets and induces local capital to embark on small- and medium-sized American enterprises.

complementary investments. It encourages mod- It should also take into account capital which is

ern marketing techniques and low-margin, high- concerned with investing in, as distinct from con-

volume production, enabling a larger number of trolling, local enterprises. For this reason, many

people to have more goods at lower prices. of the proposals in this report are designed specifi-

It is recognized that American business cannot cally to encourage the flow of capital on a loan

be expected to abandon the profit motive as the or partnership basis to local enterprises. An effec-

normal basis for its decisions. Private capital tive program will be more likely to evoke the

rightly seeks sound investments and, if the risks support of foreign governments if it emphasizes

appear to be high, it demands a rate of return opportunities for association and cooperation.

commensurate with the possibilities of loss. This report does not pretend that public policy

A great deal of private investment has already and private business are always in harmony. There

gone abroad from the United States, particularly is, however, an important area where the interests

to Canada, Western Europe, and Latin America, of private business, of the U.S. Government, and

and private activity in the developing nations has of the people and governments of the less

been increasing.1 In addition to such investment, developed countries coincide. This is the area

private American firms and individuals have been that this report seeks to enlarge. Such a com-

increasingly active abroad and, indeed, have been munity of interest must go beyond measures to

employed under contract with the government facilitate and assist investment projects. It must

throughout the history of the Mutual Security find expression in the efforts of all countries con-

Program. cerned to foster an international legal system

The program we are suggesting is aimed at which makes reliable the obligations of both states

breaking through some of the barriers that have and businesses. It must also be reflected in our

thus far kept private investment out of certain trade policy, for investment will not take place

areas, or out of many lines of development, and without confidence in the foreign country's

at creating the conditions in which American ability to earn sufficient foreign exchange for the

and foreign capital can together and coopera- transfer of earnings and capital.

tively-with each other and with the govern- It may be argued that the recommendations of

ments involved-accelerate economic develop- this report, if successful in assisting industrial de-

ment. velopment abroad, will adversely affect our own

This report proposes the use of government exports and will provide increased import com-

authority and public funds to induce more private petition. History has demonstrated, however,

economic activity abroad. Because we should that the highest levels of trade take place between

spend only what is necessary to achieve our ob- developed countries to their mutual advantage.

jectives, certain of these proposals are limited to Moreover, the surge toward economic progress

the least developed areas of the free world. in the developing countries is too strong to be

This report recognizes that in many of these denied, and their lasting commercial and eco-

areas the basic problem of the place of private nomic ties will be with those countries which

enterprise is still unsettled. Governments are in respond to their needs. It is in our interest to

some cases subject to continuing pressure to keep identify the United States with the achievement

out "foreign economic imperialism." Foreign- of their aspirations by the broadest American

1Statistical information regarding the nature and extent association-governmental and private-in their

of U.S. foreign investment is contained in appendix A. development effort.
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Our approach reflects a policy and administra- A degree of selectivity is inherent when the U.S.
tive preference for those measures which will Government affords direct or indirect financial
release and stimulate as much private activity as assistance by way of loan, guaranty, or grant.
possible with a minimum of government inter- Even here, however, there is a preference for
ference in the free play of private decisions. We those techniques whose administration can be
feel that business will do more, and do a better decentralized through non-U.S. Government
job, to the extent that it does not have to seek financial institutions rather than requiring cor-
government approval or negotiate for government porate borrowers to negotiate in Washington.
assistance before going ahead on its own. The These possibilities are discussed in the first part
sequence of the chapters which follow reflects of chapter IV.
this perspective by moving from those govern- Case-by-case negotiation is inevitable when the
mental activities which interfere least with par- U.S. Government is asked to make a direct loan
ticular transactions to those types of govern- or to guarantee a loan for a particular project.
ment assistance which require case-by-case scrutiny When to commercial factors are added a variety
by a public agency. of foreign economic and political considerations

U.S. Government services and assistance di- which may warrant governmental assumption of
rected toward encouraging local private enter- a large part of the cost, financial assistance begins
prise and improving the investment situation to merge into techniques of government contract-
within developing countries operate without in- ing for private services. Problems of extraor-
volving the Government in particular private dinary governmental financial participation,
business decisions. The possibilities of such whether by loan or contract, shift the center of
assistance we discuss in chapter II. decision-making more nearly into government

When turning to measures bearing directly hands. The spectrum of public financial assist-
upon American business abroad, there is again a ance, from direct lending through government
preference for techniques which do not require contracting, is discussed in the second part of
transaction-by-transaction scrutiny prior to gov- chapter IV.
ernment help. Thus we next turn to tax measures This report then turns to two matters which
of general applicability in the first sections of bear on administration: first, the specialized field
chapter III. Some tax measures, however, may of antitrust in chapter V and, finally, in chapter
have to be restricted to selected geographical areas VI some of the general administrative responsibili-
if they would not be justified for investors else- ties within the executive branch for encouraging
where. These selective tax measures are discussed private participation in foreign economic develop-
in the latter parts of chapter III. ment.
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11. PRIVATE ENTERPRISE IN DEVELOPING COUNTRIES

The Background administration, and other services vital to the
development process. In this sense, government-

The nature and rate of economic growth in the to-government economic programs are basic to
developing countries, as well as the encourage- the encouragement of private enterprise.
ment of private enterprise, depend primarily on Within the framework of U.S. assistance pro-
the efforts and decisions of the leaders and citizens grams, projects have been established or are being
of those countries. Capital and know-how from planned to provide managerial training, industrial
outside sources-public or private-can help but development centers, development banks, labor
cannot substitute for those efforts. education, industrial research, industrial zones

As govcrnments succeed in meeting initial or districts, and assistance in developing laws and
needs for public works and other facilities, they legal institutions conducive to effective business
will be faced with a steady growth in the number operations. In recognition of the need for in-
and complexity of needed economic activities creased private economic activity for the accom-
which are less susceptible to central planning. The plishment of their development objectives, a
hundreds of varied enterprises upon which eco- number of countries have proceeded independ-
nomic growth depends and the thousands of ently to adopt programs to encourage private
decisions that go into establishing and operating enterprise. There is reason to believe, on the basis
them call for a vigorous and growing private of what is already being done, that many of the
business community. developing countries are prepared to move more

It is significant that the impediments which rapidly in this direction.
tend to inhibit private initiative are frequently This is a significant area where the coincidence
the same as those inhibiting economic develop- of interest of the U.S. Government, of U.S. busi-
ment. ness, and of the developing countries can be

Private investment cannot flourish nor can identified and enlarged. The private sector of the
development be accelerated where the attitudes United States can promote the foreign policy of
toward the treatment of private enterprises are the United States by stimulating the growth of
hostile, where there is internal or external in- the private sector in the less developed countries.
security, or where chronic foreign exchange At the same time, foreign capital will be attracted
shortages accompany chronic monetary instability. by an energetic and successful class of local in-
In addition, both governments and local busi- vestors.
nesses are also handicapped by weak banking Where developing countries demonstrate an
systems, inadequate government services, and in- interest in receiving help for making the best use
effectual legal frameworks for business activity. of the private potential in their own countries,

Most of these conditions can be changed, how- U.S. Government and U.S. business should be
ever, where there is a will to change them. ready to respond quickly, systematically, and

Most governments in the developing countries effectively.
are already attacking the deficiencies in the physi-
cal base on which private economic activity must U.S. Government Cooperation With Local
rely-the highways and the railroads, the ports,
the communications, the power grids, and the Efforts
irrigation systems. Foreign assistance has been
and continues to be made available to govern- Program Emphasis
ments and to public utility enterprises for these The U.S. Government has instruments to
purposes. assist governments where they want to stimulate

Foreign assistance has also in some cases local private enterprise and attract private
helped to provide the financial stability necessary foreign investment. Assistance of this kind
for development activity. Likewise, technical coupled with the measures recommended later
assistance and equipment have been furnished to in this study relating directly to American private
improve health, agriculture, education, public investment can help to develop links between

5



local and American investors which strengthen the United States to bring specific oppor-

the concept of a partnership approach to eco- tunities to the attention of possible investors.

nomic development. Local Institutions Serving Local Enterprises

WE RECOMMEND that projects designed to de-
velop private enterprise in the participating During the last 10 years many of the newly
countries be made an integral part of foreign developing countries have created promising in-
assistance programs. This will require clear-cut stitutions which have furthered private initiative

policy decisions and the assignment of specific and business development. These include indus-
responsibilities to competent, specialized U.S.
staff, both in Washington and in the field, to trial development centers, development banks,
secure as great an organized concentration upon industrial research institutes, productivity centers,

the private sector as has heretofore been accorded small business and handicraft centers, agricultural

to agriculture, health and public works programs. credit banks, and various types of cooperatives.

This recommendation would facilitate more Among the most promising have been the in-

systematic use by U.S. Embassies and economic dustrial development centers and the develop-

aid missions of the experience and expertise of the ment banks.

local and foreign business and financial com- Industrial development centers are generally

munities. In programming projects U.S. missions designed to furnish the broad range of technical

abroad must have flexibility and techniques to and other skills needed in creating, expanding,

enable them to respond quickly and effectively to and operating business enterprises.1 Centers of

e emergn oorunies nd uikl s n effecivelt this kind or similar institutions can provide
emerging opportunities and problems n each host specialized channels for exploring fully the possi-
country. No standard formula to encourage pro- bilities of private investment in, and private op-
ductive enterprise can be devised to fit all coun- eration of, specific industries which might other-
tries. There is a wide variety of diplomratic wise never come into being or by default be
approaches, technical assistance arrangements, une ver nment Thy can an

and possible uses of available dollars and local undertaken by governments. They can and

currencies which can he applied. The initial focus should particularly encourage private ventures in

in the programming process must be on the new production activities as part of the diversifi-

diagnosis of the problems on the ground to de- cation required by so many countries.

termine which among the various elements Development banks include any institution,

should be emphasized and in what order. public or private, which has as its principal func-
tion the making of medium- or long-term invest-

WE RECOMMEND that the analysis upon which ments in basic development projects or in

to base a program for stimulating private industry industrial, mining, or agricultural projects, or in
be carried out on a trial basis by means of a combination of these. Such banks have already
specially qualified survey teams in a few selected been established successfully in some countries

countries that demonstrate mterest m such pro- with technical and financial support from the
grams sInternational Bank for Reconstruction and De-
These survey teams should, in consultation velopment (World Bank), the U.S. Government,

and private capital sources.

1. Appraise on the ground, in each country, what For example, the Industrial Credit and In-

should be done to expand private business vestment Corporation of India, Limited (ICICI),

activity, was capitalized by private Indian, British, and

2. Suggest measures for encouraging locally American capital and assisted by a World Bank

owned private enterprises, including improved loan and rupee funds derived from the sales pro-

arrangements for bringing together opportuni- ceeds of commodities provided as a grant by the

ties, men, and capital. United States to India.

3. Specify those fields of needed local enterprises In some countries, the establishment of a full-

in which American capital might be inter- fledged self-supporting development bank is not

ested and indicate (a) the steps that might immediately practicable and other financial

be taken within the country to attract Ameri- 1 See appendix B for description of two examples of such

can capital, and (b) the steps to be taken in centers.
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arrangements, such as special loan funds, are can increasingly bring to foreign nations not only
more suitable. The formation of privately the direct benefits of investment but also many
owned and managed savings, investment, and indirect benefits. One of the chief virtues of this
special purpose institutions, such as banks to aspect of private investment is the natural, in-
serve agriculture and cooperatives, should be en- formal, and day-to-day manner in which it
couraged. Countries should be assisted in estab- achieves secondary benefits in the normal course
lishing investment and loan guaranty arrange- of business. Each U.S. enterprise abroad is in-
ments administered by their banking systems. evitably a source of technical assistance and a
In particular, consideration should also be given training center for personnel, contributing signifi-
to devising techniques to assist small business, cantly to the total quantity of skills available in
analogous to our own small business legislation. the country. Each tends to be a focal point of

WE RECOMMEND that the U.S. Government be capital accumulation for further useful invest-

prepared to extend support in the form of tech- ment, particularly in service and supply mdus-
nical assistance to strengthen existing local in- tries-e.g., stores, production of components,
stitutions specifically designed to assist private transportation, and housing.
enterprise and to create new institutions of this Some American companies operating abroad
kind where deemed desirable.2 have followed a deliberate policy of helping in the

The formation of trade and management asso- development of locally owned enterprises to which
ciations among the small as well as large busi- they have provided financial and technical assist-
nesses can do much not only to help the indi- ance in order to generate local sources of supply.
vidual members but also to build up a respected This is a type of developmental assistance im-
private enterprise "presence." Developing links possible to duplicate in any government assist-
between local universities and business groups ance program. For example, American companies
through management training courses and spon- operating in Latin America spent locally more
sorship of legal, economic, and business research than $4 billion in 1955, of which $1.8 billion was
can also be mutually beneficial in a social as well for local purchases-materials, services, and equip-
as economic sense. The operations of these in- ment-and the balance for wages, salaries, and
stitutions should bring them into contact with taxes. During the same period, they employed
entrepreneurs for whom further training should 625,000 persons of which only 9,000 were sent
be provided. from the United States.3

WE RECOMMEND that U.S. aid programs in- Business Behavior and Technical Assistance
creasingly emphasize:
1. Training of foreign teachers and students at American companies can increasingly help create

American business schools; a favorable climate for private business by careful
2. University contracts whereby American busi- effort in harmonizing their own interests with

ness schools establish programs and assist local those of the people and governments of the coun-
institutions abroad to train businessmen; tries in which they operate. They can improve3. Analogous arrangements for training in public their relations abroad by careful selection, orien-
administration, law, and economics bearing on
the institutional framework for effective busi- tation and language training of their American
ness activity; personnel. They can-as some have already done

4. Programs for establishing local trade, manu- on an extensive scale-assist directly in programs
facturing, and business management associa- for the betterment of health, education, and socialtions; welfare. They can set up-and this, again, is being5. Practical on-the-job training in industrial doeb smec pai-pcfctrnng r-
plants. done by some companies-specific training pro-

grams to teach industrial, commercial, and finan-
cial skills, thereby making a direct contribution

American Business and Local Efforts to development. Their research facilities can be
focused on the solution of local technical prob-

American private investment has brought and lems, including additional uses of local products.
2 The subject of financial assistance to such institutions ' U.S. Investment in the Latin American Economy, U.S.

is discussed in chapter IV. Department of Commerce, 1957.
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Establishment of quality standards for products expectations must in many respects become

and the introduction of modern management- adapted to conditions abroad which would be

worker relationships can exercise a beneficial in- unpalatable at home, the business stakes in the

fluence on local business. economic success of these countries are great

American business and professional associations enough to warrant such accommodation.

can promote and sponsor international business Business, of course, shares the national political,

conferences and exchanges of study groups. Par- economic, and humanitarian interest in the

ticular attention could usefully be devoted to world's economic growth. But private business in

establishing contacts and the flow of information particular has a stake in demonstrating that private

between American organizations and such local management and private capital offer a prospect

institutions as development banks and industrial of economic development no less promising than

development centers. Private American business the offers of the propagandists of ruthless regi-

organizations are in a position to help provide or mentation. Disillusioned rejection of the poten-

recruit specialized technical and managerial talent tialities of private enterprise by large segments of

for employment by local business, banks, and pro- the developing world is bound to mean a shrink-

motional organizations. The creation of links of age of private commercial freedom everywhere.

this kind provides an important source outside Failure to invest in world economic development

governments for local entrepreneurs or investment carries with it the prospect of losses no less real

institutions to seek advice, partners, capital, and than the risks of investment.

know-how.
There may also be possibilities of pooling the Even if the U.S. Government continues and

talent of a wide range of American firms in a increases its assistance to foreign governments
private cooperative effort to provide technical designed to foster private enterprise, even with in-

assistance to one or more developing countries. It creasing awareness on the part of private firms of
is difficult for government personnel to transmit their Iongrun self-interest, and even if the govern-
U.S. business procedures and to assist in the meir and elest f the gon-

establishment of credit and other institutions ments and peoples of the developing countries

abroad as effectively as could be done by personnel pursue policies favorable to private enterprise, an
draw diecty frm bsinss.adequate flow of private capital and skills from

drawn directly from business, this country will require U.S. Government action
to assist directly those willing to invest. This

The Challenge to U.S. Business justifies close examination of the positive things

Private business itself is increasingly aware of the U.S. Government might do in the fields of

its own self-interest in the growth of the less de- tax incentives and financial assistance as set forth

veloped countries. Even if business practices and in chapters III and IV.

8



1I. TAXATION OF FOREIGN INVESTMENT

Introduction stockholders or otherwise diverted from foreign
uses.1

Tax considerations often determine where A Foreign Business Corporation would, we be-
American firms invest, how much, and for what lieve, stimulate foreign investment by U.S. firms
purposes. Experience in Puerto Rico and in other by permitting eligible companies to defer their
countries, and with our own World War II pro- U.S. tax on income accumulated abroad, provided
gram for accelerated amortization for defense such income is reinvested abroad. In addition, the
facilities, shows that tax incentives can be effec- proposed FBC would enable companies operating
tive in stimulating particular investments. Tax abroad to integrate the management of their
incentives for private foreign investment, how- foreign activities, to decide without regard to tax

ever, which are equitable and acceptable in the considerations whether to operate abroad through
light of other policy objectives affecting taxation, a U.S. branch or through a foreign subsidiary,
cannot overcome all the obstacles to needed and to transfer their foreign earnings from one

private investment in developing countries. None- country to another without tax liability.
theless, appropriate changes in taxation are the Many U.S. companies presently achieve similar

broadest type of device for promoting the objec- objectives through foreign subsidiary "tax haven"

tives of this study without requiring direct or in- holding companies. The FBC will create an in-

direct case-by-case administration. centive to domesticate such companies and at the
same time subject them to the requirements ofWe have considered a number of tax measures filing U.S. income tax returns annually, whether

designed to stimulate foreign investment i gen- or not tax liabilities exist.
eral, as well as special devices that give added We favor a system of tax deferral instead of tax
incentives for investment in the less developed exemption or tax reduction because either of the
countries. Consequently, our tax proposals for latter would cause a permanent revenue loss with-
foreign investments fall under two general head- out important reciprocal incentives to foreign
ings: investment.

There are, of course, practical limits on the in-
1. Those applicable to all foreign investment; and centives resulting from U.S. tax reduction or
2. Those that apply only to investments in the exemption. The tax rates in such countries as

less developed countries. India, Pakistan, Burma, Ceylon, Ghana, and

Nigeria, for example, are so high that the credit
We have attempted to weigh these measures now allowed by our tax law for the tax paid in

and their objectives against the requirements of those countries offsets most, sometimes all, U.S.
our tax system and to choose tax incentives that do tax liability on income from those countries.
not threaten to create windfalls, special privi- Neither a U.S. rate reduction nor U.S. tax deferral
leges, or revenue losses without corresponding would give an incentive to a potential U.S.
advantages that further the foreign policy ob- investor in some countries in the absence of either
jectives of the United States. a rate reduction or a period of tax forgiveness or

tax deferral by the foreign country.
We believe that there should be no geographi-

The Foreign Business Corporation cal limitation on the foreign activities and sources
of income of an FBC because the diplomatic

WE RECOMMEND that the Internal Revenue problems and domestic pressures involved in
Code be amended to give special tax treatment to choosing particular countries or areas would make
domestic corporations known as Foreign Business a general system of legislative or administrative
Corporations (FBC's), such special treatment to
have the effect of deferring payment of U.S. The effect would be similar to the Foreign Business
income taxes on the profits of an FBC arising Corporation proposed in section 2 of the bill recently in-
from foreign investments and operations until troduced by Representative Hale Boggs (H.R. 5, 86th
those profits are actually distributed to U.S. Cong., 1st sess.).
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selection very difficult. Moreover, since the FBC Foreign Business Corporation (FBC) are con-

involves tax deferral rather than tax reduction, tained in appendix C. A table of foreign tax rates

it is appropriate for investment both in developed and charts showing the tax effect of three leading

and underdeveloped countries. tax proposals currently under discussion are con-

When a U.S. investor is hesitant because of tained in appendix D.

unfamiliarity with local conditions and un-

certainty as to political stability, the tax deferral Other Proposals Applicable to All Foreign
approach offers a substantial incentive by pro-
viding an opportunity to expand foreign activities Investment
from earnings that would otherwise be taxable.
On balance, therefore, we believe that tax deferral Tax on Branch Banking Abroad

through an FBC would be a conservative, practi- U.S. banks normally operate abroad through
cal, and potentially very useful element in a branches, rather than foreign subsidiaries, so as
program to stimulate foreign investment. to provide the added confidence of their full

Two Alternative Methods of Tax Accounting capital and resources. Consequently, there are

o a nav M special reasons for conducting banking operations
for an FBC abroad through branches that do not apply to

An FBC would pay U.S. income taxes only other foreign operations. However, banks are de-

when and to the extent that earnings and profits nied the tax advantage of operating through for-

are distributed or loaned to stockholders of the eign subsidiaries.

FBC. Corporations owning stock in FBC's WE RECOMMEND that branches abroad of U.S.
would have a 100 percent deduction for dividends banks be permitted to treat their foreign branches
received from the FBC instead of the 85 percent as FBC's for tax purposes, under appropriate
deduction applied to dividends received from U.S. accounting regulations, in the event that such

subsidiaries by their parent corporation. Under branches would qualify as FBC's if separately

this method, however, an individual stockholder incorporated.

of an FBC would be subject to double taxation: Foreign Taxes "In Lieu Of" Income Taxes
by the payment of U.S. taxes by an FBC and

by payment of personal income taxes. Under present law U.S. taxpayers may credit

A second method would be to exempt an FBC against their domestic tax liability foreign income

from U.S. income tax on income derived from taxes and foreign taxes "in lieu of" income taxes.

sources outside of the United States, as in the case The great variety of foreign taxes has presented

of existing foreign base or tax haven corporations. a difficult problem to the Treasury Department

A U.S. stockholder would be granted no deduc- in determining those which are "in lieu of" in-

tion for dividends received from an FBC. Thus, come taxes. However, the present interpretation

the U.S. income tax would be paid by the U.S. of "in lieu of" is restrictive in that it is inter-

parent corporation or individual stockholder on preted as meaning a tax directly substituted for,
the full amount of dividends from an FBC. or replacing, an income tax that otherwise would

Both alternatives should achieve substantially apply.

the same tax result when applied to the U.S. We have considered the possibility of an

corporate shareholder in an FBC. The choice amendment to the Internal Revenue Code de-

between them should be made by technicians signed to bring within the tax credit system for-

concerned with the problems of drafting and eign taxes other than those directly substituted for

administering the legislation. However, to make income taxes. The problem of defining which of

the first method of benefit to individual share- the many kinds of foreign taxes have effects simi-

holders without subjecting them to double taxa- lar to income taxes is practically insurmountable.

tion would seem to create complicated problems Accordingly, we have concluded that the best

regarding the tax treatment of domestic corporate practical way of dealing with this problem is

dividends to individuals. For this reason we through the negotiation of tax treaties, where the

recommend the second method. full effect and impact of particular foreign taxes

The suggested characteristics of the proposed can be examined.
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WE RECOMMEND that: Tax Treaties
1. The problem of recognizing foreign taxes for

tax credit purposes be dealt with in tax treaty We believe that tax treaties are a very useful
negotiations; and mechanism for mutually adjusting the tax juris-

2. The Treasury Department reexamine its inter- dictions of the United States and other countries.
pretation of the present statutory language and The negotiating process itself provides an effective
seek legislative support for a more liberal in- frmfrtcnclrve ftetotxss
terpretation of such taxes. forum for techmcal review of the two tax sys-

tems and their impact on each other. We are con-

Portfolio Investment cerned, however, at the length of time which fre-
quently elapses between an expression of interest

Under existing law (as amended in 1954) regu- by a foreign government and the initiation of a
lated investment companies, 50 percent of whose tax treaty negotiation-and its eventual conclu-
assets are in foreign securities, are permitted to sion. We feel that a serious effort should be made
pass foreign tax credits through to their share- to accelerate the negotiating process.
holders. This provision has been little used. As we have indicated in the section of this

WE RECOMMEND that all regulated investment chapter on the Foreign Business Corporation, tax
companies should be able to pass their available reduction or deferral by the United States may
foreign tax credits through to their shareholders. not be an effective incentive to foreign investment

in some cases because the tax rates of the other
Devaluation of Foreign Balances country are as high as, or higher than, the U.S.

Financial losses due to depreciation or devalua- rate. Consequently, when high foreign taxes are

tion of foreign currencies is a major source of applied as a credit against the U.S. taxes the lat-

concern to U.S. foreign investors. We have found ter are virtually eliminated. Thus, the deterrent

no generally applicable method of protecting or to investment is often the foreign rather than
d o the U.S. tax.

insuring investors against these losses which is
both administratively and legally practical and Several tax conventions are in the process of
which would not expose the U.S. Government to negotiation, whereby the United States is pre-

unwarranted risk and cost. pared to recognize for tax credit purposes tempo-
rary income tax reductions offered by foreign gov-

We believe, however, that there is one prac- rnmom e t oneroductvein-
tical method of providing limited relief through ernments as an incent e to new, productive t-

tax reament Wokingcaptal und hel aboad vestment under local legislation and procedures totax treatment. Working capital funds held abroad beseiidi h ovIosThsteUS
by U.S. corporations in the form of cash balances be specified m the conventions. Thus, the U.S.

and short-term accounts receivable will sustain taxpayer would be permitted a tax credit for the

a loss in dollar value whenever a devaluation oc- foreign income tax waived under such incentive

curs in the currency in which they are held. legislation. This would achieve a mutual tax re-

Under applicable Securities and Exchange Com- duction which should be quite effective in stimu-

mission regulations, this loss must be shown by lating investment. We believe that tax treaties

the U.S. company in reporting its financial posi- embodying this "tax sparmg concept should be
tion as an operating loss due to exchange rate negotiated as rapidly as is feasible with under-

changes. The loss shown must be the difference developed countries.

in the dollar value of working capital, computed In endorsing the tax sparing policy, we believe

at the applicable exchange rates at the beginning that further consideration should be given to al-

and at the end of the year. It is not clear how- lowing special U.S. tax credit for the foreign tax

ever that existing law recognizes this loss for tax "spared" or deferred by tax legislation which of-

purposes. fers other incentives such as special or accelerated
depreciation allowances.

WE RECOMMEND that existing law be clarified to We believe that a foreign government is likely
provide that the loss due to exchange rate change, to be less willing to reduce its foreign tax rate in
required by the Securities and Exchange Coin-
mission to be shown in published financial state- response to a U.S. rate reduction than to defer its

ments, also be recognized as an ordinary loss for tax on reinvested earnings as a counterpart of simi-
tax purposes. lar U.S. action. Thus, tax deferral as contemplated
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with respect to an FBC may provide a more fa- These benefits should be available for a definite

vorable basis than tax reduction for international statutory period, say 10 years, or be made re-

tax negotiations with foreign countries. liably and permanently applicable to any eligible
investment made prior to a change in policy, even

WE RECOMMEND more rapid negotiation of tax if the losses themselves are incurred thereafter.
treaties with "tax sparing" and similar provisions, The tax benefits afforded by these recomenda-
and the use of such treaties to achieve a more
liberal recognition of foreign taxes in allowing tions would correspond directly to some of the
tax credits. major fears and risks which now deter foreign in-

WE ALSO RECOMMEND negotiations leading to vestment, that is, risk of total loss for noncommer-
deferral by foreign governments of income tax on cial reasons and risk of intermittent interruptions
reinvested earnings to match the recommended of foreign operations and other harassments
U.S. tax deferral through the device of a Foreign which may from time to time cause large oper-
Business Corporation.

ating losses. Moreover, the government would not
lose revenue except when the feared risks have in

Proposals for Investment in Less Developed fact turned out to be real and the desired invest-
Countries Only ment has actually been made and lost.

The following proposals are presented in order Deferral of U.S. Tax on Investment of
to meet one of the major objectives of U.S. for- Property and Technical Services
eign policy, namely, to accelerate the rate of U.S.
investment in the less developed areas. These Investments of property for stock and securities
proposals offer special incentives not accorded are discouraged by the provisions of U.S. tax laws

under existing law to foreign investment and requiring that unless the U.S. investor has the

should be limited in their application to invest- prior approval of the Commissioner of Internal

ment in the countries of Asia, Africa, and Latin Revenue, and unless he and other investors own

America, with provision for the addition or dele- 80 percent or more of the stock of the foreign

tion of individual countries by the Secretary of subsidiary when they complete the investment,

State depending upon the requirements of na- he will have to pay a U.S. tax on his paper profit,

tional policy. even though he has received no cash from the
transaction with which to pay the tax.

U.S. Tax Treatment of Foreign Capital Losses Moreover, under existing law, even if an engi-
neering firm or some other technical service

Under existing law capital losses on foreign in- organization is willing to take stock or securities
vestments, like capital losses incurred on domestic for its labors, it would have to include the value
investments, can generally be deducted only of the stock or securities in its taxable income.
against capital gains. Losses on foreign invest- The obligation to pay a tax before receiving any
ments in the less developed countries deserve spe- cash from a transaction with which to pay it
cial treatment. Fear for the safety of capital has obviously deters investment of property and
been a major deterrent to private investment technical services. This puts pressure on those
abroad, especially in the less developed and less investors who have actually taken stock or securi-
familiar areas. ties to liquidate their investment, thus terminating

WE RECOMMEND that a deduction against or- the partnership between the American investor
dinary income be allowed for capital losses sus- and the foreign enterprise.
tained by individual investors and corporations We believe that it is highly desirable to encour-
(including Foreign Business Corporations) on
their new investments in the less developed areas. ge American businessmen to invest not only

WE ALSO RECOMMEND that capital losses sus- money, but also plant, equipment, inventory, and
tained by a Foreign Business Corporation on its services in the less developed countries. Such
new investments in the less developed areas should investments enable these countries to receive
be carried through to its stockholders and made valuable capital equipment without any equi-
available to them as a deduction against their valent drain on their limited dollar supply. Where
ordinary income and applied by them to reduce va ent irvlved dollatiapply. notre
the basis of their stock in a Foreign Business Cor- the investment involves a substantial but not a
poration. controlling equity, it puts American business in
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partnership in the foreign enterprise to the obvi- ments made under the terms of a guaranty to
ous advantage of both the United States and the meet a defaulted loan would be deductible under
host country. existing law from the corporation's gross income.

WE RECOMMEND a change in existing tax law The advantage of this arrangement is two-fold:

so that: 1. It permits the borrower to assure the lender
1. Where technical services are rendered in ex- that the loan is fully guarantied at the time

change for the stock or securities of companies it is made even though only 48 percent of it
in the less developed countries, the U.S. tax is a drain on the borrower's domestic borrow-
will be deferred until the stock or securities ing capacity; and
are sold; and

2. Where property is invested in a company in 2. Neither the borrower nor the lender would
one of the less developed countries in exchange have to negotiate for anything from the gov-
for stock or securities, the U.S. tax will also be ernment in advance of the transaction.
deferred until the stock or securities are sold,
provided the U.S. investor has an interest of In order to prevent perpetual deferral of taxes
10 percent or more in the foreign company. through indefinite renewal of loan guaranties,

it would be essential to specify that the govern-
Tax Deferral for Reserves to Guarantee Loans ment's obligation would in no case extend beyond

the loan period initially contracted for. The gov-
Institutional lenders in the United States (i. e., ernment might also want to set limits on the

insurance companies, pension funds, savings insti- duration of loans eligible for this tax treatment.
tutions, and the like) have large financial re- Also, of course, the borrower would be subject to
sources but are generally precluded by law and normal tax obligations and appropriate interest
practice from lending to foreign borrowers with- charges and penalties if he could not demonstrate
out the guaranty of a U.S. corporation. 2  Such the genuineness of any default which invoked
a U.S. corporation may, however, be reluctant to the guaranty. The policing problem would be no
reduce its own credit resources for domestic opera- different than that now presented when a pay-
tions in order to guarantee a loan to its foreign ment of similar kind is claimed as a proper de-
affiliate. duction from taxable income.

To facilitate access to institutional sources of
capital, it is suggested that a domestic corporation WE RECOMMEND that the Internal Revenue
should be permitted to defer the U.S. corporate Code be amended to permit a domestic corpora-

tion to defer its U.S. income tax on that amounttax of 52 percent on that amount of its gross of its gross income equal to its guaranty to in-
income equal to the face amount of a loan ex- stitutional lenders of loans made to its foreign
tended to its foreign affiliate by an institutional affiliate in the less developed countries.
lender and to pledge that amount to guarantee
the loan. Exemption of an FBC From the Personal

In order to permit the Treasury to obtain the Holding Company Tax
current use of the taxes thus deferred, it is
suggested that the borrower be required to pur- The proposed FBC would ordinarily be subject
chase an interest-free government note which then to the penalty tax imposed on personal holding
can serve as security for 52 percent of the loan. corporations when owned 50 percent or more by
When the loan is in fact paid off without resort five or less individuals and members of their
to the guaranty, the deferred tax could be paid families.
by a cancellation of the note.

If thelon is deaute WE RECOMMEND that consideration be given tocl the loan is defaulted, the lender would exempting from the personal holding company
collect on the government note for 52 percent of tax FBC's which receive 90 percent or more of
the amount in default and from the guarantor their gross income from the less developed coun-
corporation for the balance. This would represent tries.
no loss of tax revenue in any case, since pay- We recognize, of course, that this recommenda-

2 The special problems of certain institutional lenders tion might raise political issues because it would
are discussed further in chapter IV. give wealthy taxpayers and their families certain
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tax advantages which they do not now enjoy. On closely held corporations which could fruitfully

the other hand, a large potential source of ingenu- be employed in the less developed countries, might

ity and investment, available from individuals and otherwise be lost.

14



IV. U.S. GOVERNMENT FINANCING AND CONTRACTING FOR
PRIVATE ENTERPRISE OVERSEAS

Introduction tions-designed in each case to create a finan-
cial package tailored to meet the special needs

It is our hope and belief that the measures of individual situations, particularly those of
covered in previous chapters, for action in the special importance to national policy objec-
developing countries to encourage private enter- tives.
prise and for certain changes in U.S. taxation of 4. Wider use of government contracts with pri-
foreign investment, will go a long way in broad- vate concerns for exploration and operation of
ening the scope and expanding the volume of con- specific investment opportunities and projects.
structive private participation in economic devel-
opment. All these measures have the great merit The specific techniques will need to be adapted
of not requiring case-by-case negotiation between to individual business and political situations
the private companies concerned and agencies of which present varying degrees of risk to the private
the U.S. Government. Nevertheless, it would be participants and varying degrees of importance to
unrealistic to suppose that such measures can do U.S. Government objectives.
all that is needed in the face of the political, The recommendations which follow are not
economic, and social uncertainties which charac- intended to replace the current programs for
terize much of the underdeveloped world. assisting the development efforts of other coun-

The urgency of more rapid development, com- tries. They are clearly complementary to such

pounded by the pressures of the cold war, requires programs. Their initial impact will be modest.

in many cases direct governmental sharing in Their effect on future requirements for U.S.

some of the risks if the full potential of private Government resources for foreign economic de-

participation is to be realized. This chapter deals velopment can only be determined after a serious

with specific techniques for such risk-sharing, effort is made by both government and business

ranging from various forms of U.S. Government to use the techniques presently available, and
financial participation with private enterprise to those which are recommended in this study, in
outright governmental contracting for private imaginative ways to bring to bear on develop-
services in the exploration and operation of ment problems private resources of capital, skills,
specific development investment projects. energy, and initiative.

In order to achieve the maximum private parti- While substantial flexibility is essential to

cipation in enterprises overseas, and to retain the meet the policy objectives of the government and

advantages of private initiative and decision- to reflect the wide variety of investment problems

making insofar as possible, the recommendations and situations, there is also a need for well under-

in this chapter follow four major general lines: stood standards and procedures in administering
U.S. Government financial assistance to private

1. Greater use by the government of intermediate business. Failure to identify as clearly as possible
financial institutions, both here and abroad, the criteria of eligibility for such assistance could
such as commercial banks, development banks, arouse false hopes, with consequent resentment
investment companies, and insurance com- and charges of unfair discrimination when such
panies. hopes prove illusory. The methods employed

2. Greater use by the government of partial guar- should be designed to accelerate progress toward
anties against nonrepayment of private loans our goal of having private trade and investment
for any reason. take over more and more of the task of economic

3. Imaginative use of techniques of financial growth.
participation in private enterprises, including We have not attempted in this study to specify
such devices as nonvoting equities, dollar loans all the criteria and standards because of the
repayable in local currencies, loans in local cur- complexity of the political, economic, and com-
rencies, and partial guaranties by foreign banks, mercial problems which face the developing
American banks, or American parent corpora- countries, American business, and the U.S. Gov-
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ernment. For this reason, some of our principal eign development banks primarily serving local
recommendations envisage pilot programs. Only enterprise. We see real merit in a similar delega-
out of case-by-case experience can meaningful tion of responsibility to American private invest-
standards and procedures be expected to evolve. ment and financial organizations in a position to

Furthermore, we recognize that the combined share the financial risks of foreign investment ac-
effect of our recommendations in this chapter on tivity. In fact, there is a domestic precedent for
financing and contracting techniques and in chap- this kind of intermediate arrangement in the re-
ter IV on taxation, if adopted, may present prob- cently enacted Small Business Investment Com-
lems to the administering agencies and those who pany Act (see below) which has stimulated our
may translate our legislative recommendations thinking in this regard. The government supplies
into specific statutory proposals.1 long-term debt capital to Small Business Invest-

ment Companies which, in turn, invest their
funds together with the government funds in a
variety of small businesses. The government pre-

Decentralization-the Greater Use of Inter- scribes the rules and regulations by which the
mediate Organizations investment companies make their investments in

small businesses but does not participate in the
Strong financial and developmental institu- individual investment decisions.

tions, such as investment and commercial banks, WE RECOMMEND that the U.S. Government givedevelopment banks, and investment companies, further encouragement, by means of financialare essential to the dispersion of initiative and support, to soundly organized foreign develop-decision-making characteristics of an effective pri- ment banks. In addition, WE RECOMMEND that the
vate enterprise system. They enable private busi- government undertake to supplement the re-
ness to obtain capital with a minimum of direct sources of American financial institutions pre-
nesgtovopared to invest in private enterprises contribut-governmental involvement, particularly in the ing to economic development in the less devel-numerous cases where the financial assistance oped countries.
needed is small.

Theded Ussmll. The U.S. Government should satisfy itself, ofThe U.S. Government can encourage and sup- course, that the organizations involved are finan-port these institutions in various ways. In this c ou a the ranz t invoe ae fn-
section we are concerned primarily with broaden- cially sound and have the ability, purpose, and re-

ing hei roe as"reail insituion whih srve sources to assist private enterprise contributinging their role as "retail" institutions which serve to local economic growth in the less developedas intermediaries between the U.S. Government countries. U.S. Government financing in suchlending agency and the private enterprise needing cases should be carefully circumscribed as to
financial assistance. This necessarily involves camounthod be but cischeas
placing responsibility for the use of limited amount and purpose, but on a basis which leaves
amounts of public funds with a wider group of to the private institution substantial discretion in
private American and foreign organizations. making individual investment decisions. For ex-

This is already being done in the case of for- ample, advance U.S. Government approval of in-
dividual transactions should not be required

1The appendixes to this report contain material re- where U.S. Government funds involved do notgarding certain foreign financial activities of the U.S. exceed a specified amount or a specified propor-Government related to private enterprise. The principal exce a secifi amount rasied propor
lending agencies are the Export-Import Bank and the tion of the total financmg required and periodic
Development Loan Fund. The main differences in their reports of operations are submitted for review by
lending objectives, together with the tables covering their the U.S. Government lending agency.
financing activities relating to private enterprise, are con-
tained in appendix F. The authority to guarantee U.S. Main Types of Intermediate Institutionsinvestment abroad against defined nonbusiness risks is
administered by the International Cooperation Adminis- The following types of institutions aretration, and appendix G contains detailed information illustrative of those which would be eligible forregarding this program. Information regarding the uses of the kind of activity outlined above:foreign currencies derived from the sale of surplus agri-
cultural commodities under P.L. 480 will be found in Foreign Development Banks. Development
appendix H. banks and similar institutions have been estab-
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lished in several of the underdeveloped countries can, with the consent of the Federal Reserve
because of the absence of sources of medium- and Board, purchase and hold stock in other corpora-
long-term capital for private ventures. Both the tions, including foreign banks. The Edge Act sub-
International Bank for Reconstruction and De- sidiary of one American bank, for example, has
velopment and the U.S. Government have sup- acquired minority interests in three development
ported the establishment of many such banks by banks in the developing countries. Thus, these
supplying financial and technical assistance. De- specialized American banks are in a position to
velopment banks are important particularly to assist the less developed countries in mobilizing
small local businesses as sources of capital on rea- their own capital resources and in obtaining out-
sonable terms. Such banks are familiar with the side capital for their economic development
local scene and the soundness and credit-worthi- programs.
ness of the local businessman-knowledge which Very few Edge Act Corporations have been
obviously would be impossible or impracticable established since the passage of the act in 1919,
for a U.S. Government agency to obtain. Where although U.S. commercial banks are currently
local governments furnish a major part of the showing some increased interest in its provisions.
initial capitalization of development banks, they Various reasons have been given for this previous
should be encouraged to permit the progressive lack of interest. Among other things, it has been
replacement of their interest by private capital. suggested that the regulations affecting Edge Act

It may not always be feasible or practicable to Corporations2 are unduly restrictive in requiring
establish new development banks, particularly in the consent of the Federal Reserve Board prior
very small or extremely undeveloped countries. In to their investments in shares of other corpora-
these situations a special local development fund tions. We have not had the opportunity to de-
may be more practical, administered by a local termine the extent to which this has, in fact,
government agency or by some existing private been an obstacle to greater use of the Edge Act,
institution. Thus, alternative arrangements should although it is likely that this requirement has at
be sought for accomplishing the same purposes ]cast had some adverse psychological effect. In any
if an adequate development bank does not exist case, the desirability of expanding American bank-
or if there is no immediate prospect for establish- ing operations, particularly of an investment type,
ing one. into the less developed countries warrants further

Edge Act Corporations. Section 25(a) of the review of the use and potentialities of the Edge
Federal Reserve Act, normally referred to as the Act and the regulations issued thereunder.
Edge Act, authorizes the Federal Reserve Board

to harer ankng nd inacin coportios:WE RECOMMEND that the Federal Reserveto charter banking and financing corporations: Board be requested to review, in the light of needs
"for the purpose of engaging in international or and conditions in the developing countries, the
foreign banking or other international or for- adequacy and effectiveness of the regulations re-
eign financial operations . . . either directly or garding Edge Act Corporations, with particular
through the agency, ownership or control of local reference to the requirement that the Board's
institutions in foreign countries . . . and to act consent be obtained in advance of purchases by
when required by the Secretary of the Treasury such Corporations of stock in other corporations.
as fiscal agents of the United States . . ." U.S. Investment Companies. Investment com-

An Edge Act Bank is permitted a much greater panies (including "investment funds" and "in-
range of activities than the ordinary commercial vestment trusts") have become major instruments
bank operating outside the United States. In in the U.S. for the mobilization of capital for a
general, Edge Act Banks may conduct all types of wide variety of industries. To a limited extent
banking activity permitted within a particular they have also been used for equity participation
country. There are important exceptions, e.g., in foreign enterprises, primarily in Canada and
they cannot buy or sell commodities for their Western Europe. Similar organizations in West-
own account. ern Europe have served as a channel for European

An Edge Act Corporation can provide credit investment in the less developed areas. Managers
on terms longer than those normally extended by 2 Regulation K of the Federal Reserve Board, as amended
commercial banks. Another advantage is that they January 15, 1957.
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of such companies are familiar with a wide variety small business. The regulations are silent, how-
of financing practices and are in close contact ever, on whether the proceeds of financing by
with sources of capital. Being responsible for the Small Business Investment Companies can be
funds at the disposal of their companies, they applied to the foreign as well as the domestic
insist on sound management of the individual activities of U.S. small businesses; by making this
enterprises in which they invest. possibility clearly permissible, both the small

This kind of managerial competence, together business program and foreign economic policy
with the financial resources of these companies, objectives would be advanced. The experience
makes them an important potential instrument in of small business might be more readily adaptable
filling the needs of local enterprises in the less to many situations in the developing countries
developed countries. than that of a large corporation.

Because existing companies do not normally WE RECOMMEND that the Small Business
invest in the less developed countries, we believe Administration be requested to consider, in con-
that the possibilities of government action to stim- sultation with appropriate congressional com-
ulate the adaptation of the mechanism of the in- mittees, authorizing Small Business Investment
vestment company to the needs of these countries Companies to finance foreign investments of U.S.
warrants serious study. It should be feasible by companies qualifying as small businesses.

means of special tax and financial incentives to
interest the private American financial commun- Commercial Banks

ity in organizing special International Develop- The special characteristics of commercial banks
ment Investment Companies (IDIC's) for the both American and foreign, present possibilities
specific purpose of participating in new productive which require treatment separate from the institu-
enterprises in Latin America, Asia, and Africa, tions described above. Because of their concen-
on a partnership basis with local businessmen in tration upon short-term commercial financing,
which the latter would normally retain the major- they probably should not be considered as a po-
ity interest. Illustrative characteristics of such tential source of large amounts of long-term pri-
special companies, as well as the suggested tax vate developmental capital. Nevertheless, Ameri-
and loan incentives which could be provided by can commercial banks are already participating
the U.S. Government, are set forth in appendix E. with government lending agencies in foreign fi-

WE RECOMMEND that appropriate legislative and nancing activities, for example, by taking the early

administrative action be taken on the basis set maturities on government loans, and they should

forth in this report to provide governmental fi- be encouraged to play a larger role in promoting
nancial, tax, and legal support for the formation developmental objectives.
of International Development Investment Com- There is reason to believe that under certain
panies to invest in new or expanded private enter- circumstances American commercial banks will
prises in the less developed countries, undertake longer term financing. They can do

Small Business Investment Companies. The this in some cases when they have recourse to
Small Business Investment Company Act of 1958 partial government repayment guaranties of their
was passed by the Congress for the purpose of loans. In other cases groups of banks may be
providing equity and long-term loan capital for prepared to form syndicates to share in a particu-
the domestic needs of small business. The Small lar financing activity. By means of this kind,
Business Administration is empowered to license American banks could help to provide the me-
investment companies and to provide debt capital dium-term capital needed by many private enter-
in amounts related to the capital raised privately prises in the developing countries and hence
by these companies. Such companies also are could serve the "intermediate" function cited
given certain tax advantages. above.

Since these investment companies are formed In addition, local private commercial banks,
solely for the purpose of providing capital to including branches of American banks, could
domestic small business, the regulations prohibit assist U.S. lending agencies and missions abroad
investments in, or loans to, foreign enterprises, in appraising the soundness of, and availability
even though they may be subsidiaries of U.S. of local and foreign private capital for, projects
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being considered for U.S. Government loans. of some investment bankers, a workable program
Some of these banks also have direct channels of credit guaranties, which encourages reputable
to the capital markets of the world through their commercial lenders to extend credits abroad in
main offices and correspondents, and can thus connection with particular transactions, would
bring promising investment opportunities and greatly increase the possibility of finding in the
related information to the attention of potential United States and other capital-exporting coun-
investors and obtain advice regarding private tries individuals and companies who would be
sources of capital. willing to invest in the same transactions on an

equity basis or on a loan basis subordinated to
the senior, guarantied credits.

Expanded Use of Guaranties From the standpoint of the investment banker
attempting to find financing for a project abroad,We are proposing in this section a new empha- it is quite helpful if a commercial lender is pre-

sis on government guaranties of private lona pared to supply what may be called "senior" debt.investments as a means of unlocking additional In many cases, therefore, it may be anticipated
sources of private U.S. capital for foreign eco- that a guaranty of "senior" debt advanced by a
nomic development purposes. This emphasis con- commercial lender may attract very substantial
tributes to assuring that private applicants make amounts of private risk capital.
full use of private financing and that government aonal Reerves-rcin h e s
assistance will be limited to what is necessary to Fractional Reserves-Stretching the Resources

complete the financial package. of Government Financing Agencies. Because pri-
vate rather than public funds would be disbursed

Government Guaranties of Loan Repayments to the borrower, it should not be necessary to back
fully the government's contingent liability with

The government has had very limited exper- appropriated funds. No cash payment by the
ience in the use of guaranties of the repayment government is involved in a guaranty of a private
of private loans for foreign enterprises. Wider loan unless and until default occurs; and it is
use of such guaranties would enlist the skills and highly unlikely that defaults would occur on all
resources of private financial institutions, would or even a substantial proportion of such loans.
tend to preserve the normal banker-client relation- The necessary legislation or legislative clarifica-
ship, and would stretch the financing which can tion should be sought to enable the government
be accomplished withn the resources of U.S. financing agencies to establish reasonable fraction-
Government financing agencies. al reserves to back up guaranties issued on private

Greater Use of Private Skills and Resources. loans, since it is unnecessary to tie up funds
The main function of this type of guaranty should beyond a conservative estimate of reserves needed
be to draw upon the resources of American insti- to meet anticipated defaults on loans covered by
tutional lenders such as the commercial banks, guaranties. In addition to determining the proper
insurance companies, and pension funds. The reserve proportion, a ceiling should of course be
special problems of the last two categories are established on the amount of guaranties that can
discussed in the section on Special Problems of be extended.
Certain Institutional Lenders. There must be assurance that the full faith and

Even though the government guaranty might credit of the government is pledged to the total
cover most of the risk taken by a private insti- amount of guaranties issued regardless of the
tutional lender, there are frequently sound reasons resources actually earmarked for covering defaults.
to use guaranties rather than direct government Without such assurance, it is questionable
loans. The fact that some portion of the risk, whether most financial institutions would be in
even a relatively small portion, is assumed by the a position to participate in the program. The
private institution assures the government that Federal budget documents should disclose clearly
the financial judgment and experience of the the full amount of contingent liability, as well as
guaranteed lender are employed in setting up the the reserve amounts established on a fractional
financing and in administering the loan. basis. It should be borne in mind that the budget

It is worth emphasizing that, in the judgment already reflects credit programs under which
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domestic private obligations of nearly $60 billion can courts. In order to lend abroad, the insurance

are wholly or partially guaranteed by the govern- companies and pension funds are likely to insist

ment.? on the full guaranty of principal and interest by
.the U.S. Government or by a domestic U.S.

WE RECOMMEND that government guaranties corporatio
of the repayment of loans made by private lend- corporation.
ers for enterprises in the developing countries be However, a partial government guaranty on
used more extensively in lieu of direct loans; that loans to enterprises in the developing countries,
an expanded program be undertaken to test the such as we recommend, need not be a bar to such
effectiveness and feasibility of such guaranties; loans by insurance companies and pension funds,
and that the reserve against such guaranties be if U.S. corporations affiliated with foreign enter-
based on a conservative estimate to cover amply
the maximum foreseeable net cost to the govern- prises are prepared to guarantee the difference be-
ment, rather than 100 percent of the amount of tween the amount of the government guaranty
guaranties issued. and the full amount of the obligation. This tech-

Rediscount Facilities. Of special concern to nque suggests a way of dealing with the special

commercial banks in connection with any foreign problems of the insurance companies and pension

credit guaranty program is the problem of liquid- funds which encourages association between U.S.
ity. Unlike life insurance companies and many and foreign enterprises, and should be fully x-

other institutional investors, commercial banks plored in administering a repayment guaranty

must be in a position to convert a substantial program.

portion of their assets into cash on relatively The use of this technique would be greatly

short notice by disposing of their assets or bor- facilitated by the adoption of the recommenda-

rowing against them. Therefore, in order to make tion in chapter III, the section on Tax Deferral

the guaranty program of greater appeal to com- for Reserves To Guarantee Loans, that U.S. cor-

mercial banks, consideration should be given to porations be permitted a tax deferral for their

according them rediscount facilities at the Federal guaranty of loans made to their foreign affiliates

Reserve Banks for relatively short periods (say, by institutional lenders. This would greatly

up to 90 days), against the guaranteed portion lessen the financial burden on a company's do-

of loans made under the guaranty program. mestic assets of foreign investment. We believe
that the combination of government and corpo-

Special Problems of Certain Institutional rate guaranties of private loans may be a very ef-
Lenders. The situation of the life insurance com- fective way of drawing upon the resources of the

panies and pension funds warrants special men- institutional lenders.
tion. In recent years they have become a most Relation of Government Guaranties to Treas-
important source of capital for domestic invest- ury Obligations. We have carefully considered
ment purposes. They are largely uninterested in the possible effect of loan guaranties on the mar-
investing abroad (except in Canada) because of ket for U.S. Government securities. A full gov-
the limitations of State laws and the basic policies ernment guaranty of payment of interest and
governing their operations. Also, the range of in- principal is so close to the character of a Treasury
vestment opportunities within the U.S. has been obligation that the private lender should receive
so great that there has been no pressure upon the little return over what he would receive by in-
insurance companies or pension funds to invest vesting in a government bond of comparable
abroad. maturity.

Security of investment is of prime importance There are a number of variables that can be
to the insurance companies and pension funds. injected into the terms of a guaranty to differ-
This security is normally achieved by limiting in- entiate it from a Treasury obligation and at the
vestment to U.S. and State governmental obliga- same time make it attractive to the private lender.
tions, securities guaranteed by Federal or State The guarantied lender can be required to assume
governments, and securities of U.S. corporations responsibilities in addition to the interest and the
having assets in the U.S. within reach of Ameri- part of the principal of the loan which is not guar-

'Special Analysis E of the U.S. Government Budget anteed. The guaranty can impose responsibilities
for FY 1960, pp. 957-969, Federal Credit Programs. on the lender to take preventive action to avoid
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defaults. It might also impose collection responsi- excess of $1 billion. Statistical information on this
bilities on the lender for a defined period of time program is contained in appendix G.
or up to a limited amount of collection expenses. We believe that this guaranty program has an
In cases where a lender incurs extraordinary ex- important place among government financing
penses in connection with a guarantied loan, devices. Guaranties against defined risks are par-
part of these costs might properly be covered by ticularly useful as a way to associate the U.S.
specific fees rather than be included in the in- Government financially with private U.S. financial
terest charges. institutions. The defined risks are primarily po-

We assume that a guaranty of less than full litical in character and thus are distinguished from
repayment of principal and interest can carry a the commercial risks with which private financial
higher rate of return than a Treasury bond of institutions are accustomed to dealing. The pro-
the same maturity. The agency extending the visions of guaranties against defined risks, there-
guaranty might set up a sliding scale of fees fore, do not involve as much need for govern-
whereby the return to the private lender increases ment appraisal of the commercial merits of the
as the amount of the government's guaranty de- project as do loan repayment guaranties or direct
creases, as in the Regulation V Loan Program ad- loans.
ministered by the Federal Reserve System during A guaranty against loss resulting from revolu-
World War II. The scale of guaranty fees should tion, insurrection, or civil strife appears to be a
be designed to build up a reasonable reserve logical and feasible extension of the present war
against probable losses but must not be so high damage guaranty.
that, when added to the reasonable interest WE RECOMMEND that the investment guaranty
charges of the lender, the cost of the capital to the provision of the Mutual Security Act be amended
ultimate borrower will be prohibitive. to include coverage of losses arising from revolu-

Our recommendation for a policy of partial tion, insurrection, or civil strife associated with
rather than full guaranties is based principally on war, revolution, or insurrection.

the benefits that accrue to the government financ- Based on the current rate of guaranty applica-
ing agency from the financial judgment and ex- tions, the present ceiling on outstanding guaran-
perience of the private guarantied lender when he ties, $500 million, will soon be exhausted and
bears a portion of the risk. At the same time, should be increased to something like $1 billion.
our recommendation significantly differentiates An increase in the authority will maintain the
such guaranties from Treasury obligations. confidence of the business community in the con-

tinuity of the program, as well as facilitate further
Guaranties Against Defined Nonbusiness Risks negotiations of guaranty agreements with foreign

The investment guaranty program, operating governments.

under the authority contained in section 413(b) WE RECOMMEND that the Mutual Security Act
of the Mutual Security Act, authorizes guaranties be amended to increase the issuing authority for
of American overseas investment against losses investment guaranties to $1 billion, with such

additional borrowing authority as may be con-
due to expropriation, nonconvertibility of earn- sidered necessary.
ings and return of capital, and war damage.

About $400 million in guaranty contracts have Combined Use of Loan Repayment Guaranties
been issued as of December 31, 1958, with nearly and Nonbusiness Risk Guaranties
half of this amount issued in the last 6 months. Guaranties against nonrepayment of loans for
The program has resulted in a fee income of over any reason, discussed in the section on Govern-
$3 million, without a single call having been made ment Guaranties of Loan Repayments, clearly
on the guaranties during the 10 years of the pro- also cover the defined nonbusiness risks discussed
gram's operations. There has been a progressive in the section on Guaranties Against Defined
increase in the importance attributed to these Nonbusiness Risks. On the other hand, loan re-
guaranties by investors as the program has been payment guaranties are addressed only to private
broadened in scope, become better known, and lending, whereas the nonbusiness risk guaranties
more widely used. Pending applications are in also apply to private equity investments. There
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may well be situations in which both typcs of such a system to avoid overstimulating exports to

guaranty could be used to advantage. For exam- countries facing balance of payments difficulties.

ple, if a private loan is partly covered by a repay- In this connection it would become increasingly
ment guaranty, the balance might be covered by important for the United States to consult with

a guaranty against inconvertibility, or the private other interested countries, particularly those hav-

borrower's equity might be covered by one or ing export credit systems.
more of the defined nonbusiness risk guaranties. Because this subject has ramifications not re-

lated directly to the basic objective of our study,
Export Credit Insurance we are not proposing any specific plan of export

Consideration of guaranties raises the ques- credit insurance. However, we believe that the

tion of the possible benefits of a system of export subject should be reexamined at this time.

credit insurance. The ability of foreign importers WE RECOMMEND that consideration be given by
to obtain favorable credit terms from American the government, in consultation with representa-

exporters of industrial and capital equipment tives from private business, to the desirability of
clearly affects the economic development of the establishing a system of credit insurance for ex-

ports, especially to the underdeveloped areas of
particular country as well as U.S. export oppor- the world, privately organized and administered,
tunities. To the extent that credit availability with the government assuming the political risks
makes it possible for a foreign private company only.
to obtain needed equipment, the growth of pri-
vate enterprises abroad is facilitated-a principal
objective of this report. Moreover, the fact that Direct Dollar Financing
private investment frequently follows private trade The techniques of indirect U.S. Government
suggests an additional reason why considerations financing through intermediate financial institu-
which motivate trading relationships have invest- tin the inerm eenralisti-
ment implications. However, because the imme- tions (see the section on Decentralization-the
diate purpose of export credit is to assist American Greater Use of Intermediate Organizations) and

exports rather than foreign investment projects, through guaranties (see the preceding section)

this subject is frequently given insufficient atten- cannot meet all the situations requiring U.S. Gov-

tion in the consideration of foreign development ernment financial assistance. It will also be neces-

financing, sary for U.S. Government lending agencies to con-

In addition to export credits presently extended tinue to provide financial assistance directly for

by the Export-Import Bank and private commer- individual projects abroad, U.S. and foreign. It is

cial banks, the Export-Import Bank is currently in this field that the U.S. Government has ac-

considering arrangements whereby it will guaran- cumulated a substantial body of experience in as-
tee against losses resulting from political risks on sociating private capital with government loans.

export financing where private interests are pre- Private Bank Participation
pared to assume the commercial risks. Further-
more, we believe that there would be particular The government lending agencies have been

merit in a privately organized and administered able to reduce their part of the financing of a

system of export credit insurance whereby pri- particular project by making loans on terms which

vate parties would underwrite the commercial risk reduce the risk of parallel private loans to the

and the political risk would be insured by the same borrower. Furthermore, the Export-Import
government. A system of this kind, particularly Bank has established the willingness of com-

if designed for exports to the underdeveloped mercial banks to take notes maturing in up to

areas of the world, would encourage more private 3 years and, less frequently, up to 5 years. The

trade and financial relationships with the develop- Development Loan Fund may also be able to

ing countries. It would have particular advantages find private loan capital on similar terms.

for banks and small exporters throughout the In the case of a development loan for 10 to 15

country whose facilities and resources for financ- years, the government participation could be re-

ing export transactions are frequently limited. duced by requiring the borrower to issue serial

Care would have to be taken in administering notes, the early maturities of which would be
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taken by private banks. These notes would have with the right to acquire equity securities with
the intangible but significant protection of being restricted voting rights are:
part of an issue which also constitutes an obliga-
tion to the U.S. Government. The government 1. It would make the securities more marketabletionto he US. ovenmen. Te goernent so that the government could more easily selllending agency's participation may be progres- to private investors participation its financ-
sively reduced under an arrangement whereby the to aterey revolne its fidly.
private bank has an option to purchase additional ings and thereby revolve its funds more rapidly.

serial notes from time to time which will mature An equity security is likely to be more readily

within a period of time acceptable to the bank. saleable to private investors than a debt security
dressed up to give it some of the same features.
The resulting complexities of the latter instru-

Extent of Government Participation in ment will limit its appeal to all but the most
Private Projects sophisticated private investors and thus greatly

impair its marketability.There should continue to be a strong pre- 2. Convertible debentures or other debt securities
sumption against the government's providing giving the holders certain preemptive rights
more than half of the total capital required for raise problems under the legal system of many
an enterprise or project. The government has foreign countries. Equity securities, with re-
on occasion exceeded this proportion in projects stricted voting rights, would raise no such legal
of particular importance. Care must be taken in problems.
such cases, however, to prevent excessive profits 3. Equity securities would not add fixed obliga-
from accruing to the private investor because tions to the foreign exchange burden of coun-
of an unusually high percentage of government tries facing balance of payments difficulties.
funds. Arrangements should be made for the 4. The ability to acquire equity securities may
government to participate in any such profits, enable the government to reduce its initial por-
through convertible debentures, stock warrants, tion of the total financing.
income bonds, and similar instruments, or by It can be argued that the U.S. Government
providing for accelerated repayment of the loan should not have an ownership interest in a foreign
when the earnings of the enterprise in any one enterprise. However, since the voting rights of the
year exceeded an agreed reasonable rate of return. security would be suspended until it is sold to
This would enable the government to turn over a private investor, the practical effect of the
its loan funds more rapidly. transaction is very little different from the case

in which the government extends substantial
Nonvoting Equity Securities in Government financial assistance to a foreign enterprise on some
Financing other basis. Questions of possible legal difficulties

or conflicts with local laws would, of course, have
It would be advantageous for the U.S. Govern- to be carefully examined in each case.

ment to have the power to acquire equity securi- We do not propose the indiscriminate use of
ties in private foreign firms in the course of financ- the nonvoting equity security in government
ing certain special projects with an unusually financing. We believe, however, that there are
high percentage of government funds. The voting situations in which this technique could be used
rights of such securities would be suspended dur- to the government's advantage and that it should
ing the time they are held by the government. be available for use in appropriate cases.
The Development Loan Fund, as well as the WE RECOMMEND that existing legislation be
International Finance Corporation (IFC), cur- amended to authorize U.S. Government financial
rently has power to acquire securities that permit assistance to be extended in the form of non-
participation in profits such as convertible deben- voting equity participation in private enterprises
tures, stock warrants and contingent income abroad.
bonds. It cannot, however, acquire equity secur-
ities under existing legislation. Local Currency Repayment of Dollar Leans

The advantages of providing the government The question has been raised as to the pro-
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priety of making dollar loans repayable in local frequently at least as important to potential in-
currency to private borrowers, American or for- vestors as dollar capital. The substantial amount
eign. Were this authority restricted solely to of local currencies already available to the U.S.
loans to foreign governments, it might lead to Government will continue to be augmented in
discrimination against establishing enterprises in large amounts from several sources, including
private hands by governments facing balance of sales of surplus agricultural commodities under
payments difficulties. Public Law 4805 and repayments of past and

The necessity for local currency repayment of future loans under P.L. 480 and the Mutual
private loans is related to the balance of payments Security Act.
situation of a country and not to the credit- These financial resources represent an impor-
worthiness of the private borrower. It follows, tant asset, alone and in conjunction with the dol-
therefore, that when the Development Loan Fund lar resources discussed in preceding sections, for
makes a dollar loan repayable in local currency the development of private enterprise, both local
to a private company, U.S. or foreign, that loan and foreign, in less developed areas. Missions in
should carry a maintenance of value clause. This the field should have substantial discretion in de-
would preserve the dollar value of the local cur- veloping uses for local currencies to encourage the
rency repayment and avoid possible windfall growth of local financial and service institutions
profits to borrowers if repayment is made in a which will substantially improve the climate and
depreciating currency. (This situation should be facilities for private enterprise.
distinguished from local currency loans to private For the immediate future, certain useful ad-
enterprise which, as is the present practice under justments would be desirable in connection with
the Cooley Amendment,'4 should carry interest section 104(g) of P.L. 480 as follows:
charges consistent with the going rate in the
countries concerned and should not be subject WE RECOMMEND that Public Law 480 legislative

to a maintenance of value provision.) On loans history with respect to section 104(g) make clear
that local currencies accruing from sales under

to private local borrowers repayable in local that section are available:
currency, it would be useful to obtain the guaranty
of a local bank in order to preserve the banker- 1. For lending by the Development Loan Fund

client relationship and to obtain the judgment of in connection with its dollar loans to private
borrowers-either U.S. or local; and

the bank in appraising the project. 2. For grants to nonprofit organizations in the
Dollar loans to American companies or their less developed countries which extend technical

foreign subsidiaries repayable in local currencies, assistance and other services for the encourage-
moreover, present the difficult problem of the ment of local private enterprise.

proper division of the risk of inconvertibility be- Experience under the Cooley Amendment of
tween the borrower and the U.S. Government. P.L. 480 since its enactment in 1957 suggests that
To protect the government and to return dollar there is likely to be insufficient demand by Ameri-
capital to the Development Loan Fund in such can business to use up the local currencies avail-
situations, the American company might be re- able under this amendment in several countries.
quired to apply some portion of any earnings re- We believe it would be inconsistent with the
ceived in dollars to the repayment of the Develop- spirit underlying the Cooley Amendment for
ment Loan Fund loan. large amounts of such local currencies to be thus

immobilized. Flexibility should be built into the
Local Currency for Private Enterprise program to permit the allocation of such local
Projects currencies for lending to other private enterprise,

The availability of local currency financing is both American and, in some cases, foreign. This
could be accomplished by broadening the defini-

' The Cooley Amendment, section 104(e) of P.L. 480
(The Surplus Commodity Disposal Act), provides for loans See appendix H for statistics on local currencies gen-
of local currency generated from the sale of surplus com- erated under P.L. 480.
modities abroad to private American and, in certain lim- ' This section authorizes use of local currencies to pro-
ited conditions, to private foreign enterprise. These funds mote multilateral trade or economic development through
are administered by the Export-Import Bank. established local banking facilities or otherwise.
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tion of American enterprise to include loans for private business to be supervised by a single U.S.
economic development to private enterprise Government agency in each country.
owned by U.S. citizens living abroad or in which
American individuals have a substantial interest. Financing the Identification and Explora-

In addition, funds found by the Export-Import tion of Investment Opportunities
Bank to be in excess of current requests and fore-
seeable requirements of American business, and Despite the well-known shortage of capital in
which would revert to U.S. Government uses at less developed countries, there appears to be an
the end of 3 years under present loan agreements, even greater shortage of specific, well-planned in-
should be released at the end of 18 months for dustrial projects seeking to attract capital. Thus,loans to private foreign business in that country, there is considerable need and scope for a more
by agreement with the foreign government under active U.S. Government program to assist the de-
section 104(g). veloping countries to identify opportunities for

WE RECOMMEND that necessary action be private foreign investment and to bring them
initiated to permit: to the attention of potential investors.

1. Economic development loans under the Cooley Sheer unfamiliarity with the problems and po-
Amendment to private enterprises owned by tentials of business abroad is a major deterrent
U.S. citizens living abroad; to overseas investment by Americans. This is re-

2. Economic development loans under the Cooley flected in the fact that most new foreign invest-
Amendment to foreign private enterprises in ment is made by firms already operating abroad
which American individuals have a substantial in the areas with which they are most familiar.interest, e.g., over 10 percent of the voting
stock; The much greater expense and effort of exploring

3. The transfer after 18 months, at the sole dis- investment opportunities overseas, both because
cretion of the United States, of Cooley Amend- of distance and because of the larger number of
ment funds-in excess of present and estimated unknown factors to be studied, discourages some
requests for loans by U.S. companies-to be
used by the foreign country to encourage companies contemplating their first investment
private enterprise. abroad or considering expansion into unfamiliar

areas.

Three U.S. Government agencies now admin- Foreign entrepreneurs who have projects that

ister local currency funds available for lending to, might be of interest to American investors are

or otherwise supporting, private enterprise: likewise discouraged by the high cost of surveying

namely, the International Cooperation Admin- and proving projects to the extent needed to at-

istration, the Development Loan Fund, and the tract American investor interest. In underdevel-

Export-Import Bank. We are concerned about the oped countries, where the concept of long-term

possibilities for confusion and lack of flexibility risk taking is not deeply embedded, the idea of

inherent in this situation. Moreover, the problems spending thousands of dollars on technical and

will increase rather than decrease as new P.L. 480 exploratory work that is not certain to show a re-
agreements are negotiated and loan repayments turn is a radical departure from the traditional
begin mounting up. way of doing business, and only a small minority

The present legislation makes no provision for of the businessmen in these countries have the
the use of the repayments (also in local curren- means or the desire to take such a step. Because
cies) of P.L. 480 loans, including those extended of this unwillingness to spend on technical pre-
under the Cooley Amendment. liminaries, many projects that might otherwise

WE RECOMMEND that any legislation which be of interest to American or other private in-

may be enacted to clarify the lending of local vestors die or remain dormant or, in some cases,
currency repayments should take into account the are eventually undertaken as government projects.
desirability of (a) making available maximum These obstacles are most severe in the less de-
amounts of these funds to encourage private veloped countries where the U.S. foreign aid pro-
enterprise, and (b) procedural arrangements
which would make it possible for such local gram is now primarily concentrated.
currencies as may be available for lending to There are two basic techniques which would
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reduce these obstacles within the framework of adequate and effective procedures be designed for
the existing foreign aid program: this purpose.

1. Investment identification survey contracts with The main responsibility for the followthrough

engineering and economic consulting firms, de- should rest with local governments and institu-
engneeingandecoomi cosulingfirs, e- tions in the developing countries. The survey

scribed in the section on General Surveys of firm, inedeon n cas neede si can ro-
Investment Opportunities and Priorities; and firm, retained on an as needed' basis, can pro-

2. Financing detailed exploration of specific ven- vide valuable assistance for this purpose. In some

turs b oeraingan inesten copane. cases it may be desirable to mnclude in survey con-tures by operating and investment companies, tracts arrangements for the survey firm to explore
desnbed m the section on Financing Explora- the availability of local and foreign capital for
tion Costs.

the proposed projects. In other cases, separate
Wherever possible, these arrangements should contracts may be desirable with financing institu-

be made by local development banks or industrial tions or other qualified organizations to use the
centers with the foreign firms, and should be fi- surveys as a basis for interesting potential in-
nanced by funds from local as well as U.S. vestors and operating companies in putting to-
Government sources. This would give greater gether workable proposals.
assurance of local support for foreign investors
and foster the partnership approach discussed in Financing Exploration Costs
chapter II. For a limited number of project possibilities of

General Surveys of Investment high priority, a program should be adopted for
Generatures ofd Pnvestmet financing part or all of a potential investor's ac-
Opportunities and Priorities tual costs of detailed exploration, including such

There should be some expansion, on a selective matters as market surveys, studies of availability
basis, of U.S. financing of surveys, normally by of labor and raw materials, site location studies,
private American consultant firms, to identify engineering studies, preliminary design, cost
and broadly evaluate in particular countries the analyses, financing arrangements, studies of ap-
most promising general fields or specific projects plicable legal requirements and political condi-
for private investment and their relative priority tions, and salaries, travel, and subsistence of per-
in terms of the country's overall economic growth. sonnel engaged in making or arranging for such
The contractual arrangements for such surveys studies. The financing could cover all costs re-
would be most effective if made between the pri- quired to make a project "investable."
vate organization and the foreign governments or Financing of this kind could be provided to op-
local development-promoting institutions. erating companies and to investment institutions

Surveys should be conducted only where ade- for whom detailed exploration costs represent a
quate information is not available, where there real obstacle. The advance would have to be re-
is a basis for believing that private investment paid only if the borrower went forward with the
could effectively contribute to the country's econ- project. If it elected not to go forward, all studies,
omy, and where there are reasonable grounds to reports, data, and technical information devel-
believe that the surveys can be put to early prac- oped in connection with the project would be-
tical use rather than adding to the already overly come the property of the United States, which
large library of unused studies. In this connection, could make them available without limitation to
it would be desirable after completion of the sur- other potential investors and to the government
vey for the consultant firm to be retained on an of the country concerned.
"as needed" basis so as to utilize its experience in It is not contemplated that this type of assist-
dealing with future problems related to the sub- ance could be made available generally on the
ject of its survey. basis of private applications. Rather, it is expected

The followthrough on such surveys is of prime that such assistance will normally result from
importance. The results of previous surveys have cases in which the U.S. Government and the host
not always gotten into the hands of potential country, having identified a project as of suffi-
private investors, either in the U.S. or in other de- ciently high priority to warrant such assistance,
veloped countries. It is essential, therefore, that take the initiative in inviting proposals for ex-
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ploratory financing. If more than one proposal Management Contracts
were received for the same project, they would
be evaluated not solely on the basis of the finan- The U.S. Government will find it necessary to
cial aid requested, but also on the basis of the finance contracts for projects for fulfilling urgent
manner in which the firm could successfully carry development objectives for which private capital
out the project, taking into consideration its fi- is not forthcoming. In such cases the U.S. Gov-
nancial and technical capabilities. ernment should endeavor:

Advances would be approved after a deter- 1. To make the best use of the business and tech-
mination that the proposed project would con- nical skills of American operating companies
tribute to the development of economic resources nicass of Amein ang m ane
or to the increase of productive capacity in the and
country involved; that there is reasonable promise and
that the technical and economic soundness of the 2. To build into the financing arrangements the
project can be established; that the applicant is maxium possibility for later private financial
capable of obtaining adequate technical and participation.
financial resources to carry out the project; and Present foreign aid contract regulations and
that the proposed program of detailed exploration techniques encourage a segmented approach to
is sound. contracting. They encourage separate contracts

The financing agreement should make it clear for feasibility studies, architect-engineer services,
that the U.S. Government assumes no obligation and construction, as opposed to centralizing man-
to make available further financing for the proj- agerial responsibility for an entire project in a
ect after completion of the exploration study. The single company. These policies also lend them-
recipient, however, would not be precluded from selves to the selection, as prime contractors, of
subsequently applying to U.S. lending agencies, architect-engineers and construction companies
under normal procedures. rather than companies with operating experience.

The scope of the exploration financing arrange- There are important advantages in a manage-
ment makes this technique valuable in two impor- ment contract, following the necessary feasibility
tant ways. First, it brings together a potential in- studies, whereby the U.S. or foreign government
vestor and an investment opportunity which, in the contracts with a single company to undertake on
absence of private initiative, might not be explored a cost-plus-a-fixed-fee basis to design and construct
at all. Second, it provides a possibility for operat- a plant, train local operating personnel, and op-
ing and investment companies to participate in erate the plant for a period such as 3 to 5 years.
the resulting project in ways which reduce the The full support and cooperation of the foreign
financial and managerial burden on the foreign government is vital to the successful use of this
governments for those projects which otherwise technique. Some of its advantages are:
would be financed, owned, and operated wholly 1. The judgment of an experienced operating
by governments. company is obtained as to such matters as site

The availability of survey contracts and explora- selection, size and design of plant, and nature
tion financing, even on a limited basis, can provide of product.
important instruments for governments or local o proct.
investment promotion institutions in breaking the 2. Local personnel are given training in efficient

climate barrier. Further, they provide U.S. aid production, sales, and distribution methods.

missions on the ground with specific tools to 3. The American management Is enabled, at no

increase the effectiveness of economic aid pro- out-of-pocket cost or risk to itself, to gain ex-
graming tperience in foreign operations which, if favor-gramming. able, could lead it to undertake other projects

WE RECOMMEND that survey contracts and ex- with its own funds and at its own risk.
ploration financing be employed under the 4. Contacts are made by the local communityMutual Security Program for encouraging new with private American businessmen and their
ventures which contribute to economic develop- vprate meric busine and te
ment in less developed countries and that special operating methods which should help build up
funds be reserved for these techniques from ap- local acceptance and support for private invest-
propriated funds. ment and business activities.
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WE RECOMMEND that, where necessary to ac- Arrangements for Later Private
complish high priority projects, greater use be Financial Participation
made of management contracts which centralize Since the contract concept contemplates only a
managerial responsibility for an entire project, in- .
cluding its operation for an initial period, in a limited period of contract operation, it would be

single operating company; and that these con- appropriate to try to develop means, by agree-
tracts be developed in close cooperation with the ment with the recipient government, for later
foreign governments, conversion into a private project. The contractor

could be given an option to purchase an interest
in the project at the end of the operating period,
at an agreed price or a price to be arrived at by

In many cases there will be a problem in finding agreed formula, subject to local legal requirements

a contractor who is both qualified and willing to regarding the percentage of local ownership. The

undertake a task which will require him to devote contractor could be encouraged, as consideration

important personnel to a new investment activity. for such an option and as an earnest of its interest

The problem of contractor selection requires care- in the project, to contribute some of its own

ful attention and understanding on the part of funds to the cost of the project to be credited

the American business community and the Con- against the option price. Conceivably some form

gress. Elements other than cost, which enter into of incentive to efficient management could be

decisions on projects important to foreign policy provided in the fee or other terms of the contract.

objectives, require at some point the exercise of Nevertheless, the project, until such an option

qualitative judgment. We recognize the con- was exercised, would be wholly government-owned

gressional and public concern with some of the and must be regarded as a government and not

problems of contractor selection but believe they a private project.

are inherent in the situation. We have been It may sometimes be desirable to finance for

unable to uncover any suggestions which will ad- local government the construction and equipment
uabl to et un e antsuggsio whifi cwill a- of the particular plant to the specifications of a

equately meet the mtrnsic difficulties of con- potential U.S. private investor. The plant could
ntractor selection then be leased (outright or on a lease-purchase

The problems of contractor selection must not basis) to the investor so that his investment would
adversely prejudice the prime objective of in- be limited to know-how and working capital.
creasing effective private participation in the This device has been used by some U.S. com-
economic development process. Problems of this munities seeking to attract new industry.
kind which become a major issue within the In addition to specific arrangements looking
executive or legislative branches not only delay toward ultimate private investment participation
the very project which is designed to achieve U.S. by the project contractor, it may be feasible for the

objectives but also influence adversely the atti- foreign government to undertake to offer, at a

tudes of other contractors as well as foreign stated future time or times, opportunities for

countries. The aid agency cannot in the final private investment participation in the project.

analysis avoid responsibility for contractor selec- WE RECOMMEND that procedures be established
tion decisions. It should, however, obtain the to assure consideration and exploration with

most qualified disinterested advice available from foreign governments of possible arrangements for

the American business community whenever later private financial partici ation prior to ex-
tending financial assistance for foreign govern-

possible. ment owned and operated projects.
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V. ANTITRUST AND FOREIGN INVESTMENT

The application of the antitrust laws to Ameri- private restrictions on trade and investment,
can business abroad raises many complicated either through local laws such as the recently en-
questions of national and international policy. acted British and German laws against restrictive
This report is concerned only with those aspects business practices or through international action.
of the problem which bear on fostering more use- In particular, where protectionist restraints have
ful private investment in developing countries the effect of excluding investment, or where cartel
and on creating a world economy in which eco- restraints have the effect of restricting trade, we
nomic growth can flourish. We are, therefore, would urge diplomatic efforts to achieve their re-
concerned principally with the role of antitrust moval in order to foster a higher level of develop-
policy as an instrument of U.S. foreign economic mental investment and trade.
policy and with the role of antitrust law in busi- However, even though law and diplomacy
ness decisions. Only incidentally is this report should continue to be used to remove private
concerned with the role of antitrust law in our barriers to world development, both legal stand-
relations with foreign governments and the de- ards and administrative procedures should take
velopment of international law. account of the difficulties caused by attempting

to apply our law to foreign transactions. These
difficulties fall into two main categories: first,

General Policy and Problems deterrents to useful private foreign investments;
second, clashes with the interests and preroga-

Continued U.S. opposition to international tives of other sovereign states. We feel that wise
cartels and monopolies has a triple significance and orderly administration can handle these prob-
for the foreign economic objectives which are the lems better than would be likely by new legisla-
concern of this report. First, keeping business tion.
accountable to the public interest by bargaining In part this is because we do not think that
in competitive markets is a cardinal element in the variety of considerations demanding flexibility
our belief that free enterprise is a superior way lend themselves to statutory direction. In part
of organizing economic activity. If we were to also, however, it stems from the particular terms
retreat from this insistence in any significant way, of reference of this report. We are concerned
we would be playing into the hands of those primarily with fostering productive investment
propagandists who preach that capitalism inevit- in the least developed areas of the world.
ably means exploitation by cartels and monop- With the possible exception of some large-
olies. Second, we believe that world economic scale extractive investment, it does not seem to
development can ultimately be achieved only by us that investment in Asia, Latin America, and
assuring ever-higher levels of multilateral trade, Africa is likely to raise as many or as difficult
increasingly free of private and public barriers antitrust problems as those encountered when
alike. Agreements that curtail developing coun- American firms are doing business with major
tries' export or investment potentials are directly competitors in the industrialized countries. For
opposed to our objectives of economic growth. one thing, investment in such areas outside the
Third, we believe that smaller and medium-sized extractive field is not likely to involve any signi-
private American businesses abroad would be ficant export or import commerce of the United
placed at a disadvantage if they could easily be States. Further, local firms with which partner-
foreclosed or excluded by restrictive or monop- ship is to be affirmatively encouraged are not
olistic practices on the part of larger rivals. likely to be significant enough in world markets

For all these reasons we would oppose any to raise cartel fears. Antitrust problems in rela-
wholesale withdrawal of the antitrust laws from tions with our industrial allies fall outside the
the maintenance of competition in American ex- scope of this report. We do not think that new
ports or imports. On the affirmative side, we legislative treatment by way of substantive change
would urge even greater efforts by the Department or exemption on the grounds of fostering invest-
of State to encourage other countries to forbid ment in the less developed areas is warranted.
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We are, however, making certain administrative WE RECOMMEND authoritative indication of the
recommendations which follow. extent to which the Department of Justice will

take into account elements of legal or quasi-legal
compulsion or business necessity in assessing the

Administrative Determinations legality of a foreign arrangement under the anti-
trust laws.

Weighing of Special Considerations

Deterrents to useful investment must, of course, Advance Clearance

be balanced against the positive advantages of A second technique, aimed at the deterrent
freeing investment and trade from private re- effect of antitrust policy in private foreign invest-
straints generally. On balance, as we have said, ment decisions, would be greater resort to advance
we think more good than harm is done by the clearance of proposed transactions with the De-

general policy of prohibiting restraints. However, partment of Justice. The Department is now will-

some language in recent court decisions has gone ing to give a limited clearance to proposed ar-

beyond what was necessary to decide the particu- rangements submitted to it if, upon examination,

lar cases, and has implications which seem to ex- it is felt that they involve no violation of the law.

ceed the actual application of the law either in The availability of this willingness should be

the courts or by the Department of Justice. These publicized. Especially where the restraint stems

have the effect of inhibiting initiative in some sit- from the requirement of a foreign government,

nations involving the formation of subsidiaries, prior examination might permit either U.S. dip-

the establishment of joint ventures, licensing ar- lomatic action to remove the compulsion or per-

rangements, and managerial assistance by Ameri- mit the acquiescence of the Department of Justice

can firms. in the restraint as a matter of antitrust policy.

As long as a restraint or arrangement does not We do not think, however, that any regime of

substantially limit American export or import po- advance clearance as a matter of routine procedure

tential as a whole, it is our understanding that for foreign transactions would be a healthy thing

conclusions regarding its legality would take into either for the business community or for anti-

account the extent to which it was forced upon trust enforcement. If clearance became the rule

the American firm, either by foreign laws or for- rather than the exception, business would be

eign business practices, as a condition of doing saddled with one more burden of negotiation with

any business at all. Thus, a restraint which might government. Also, the antitrust agencies would be
beleany y buine at hus, arint whicpheld mit r burdened with an impossible administrative task
be clearly illegal at home might be upheld as rea- which would lead either to an unwarranted relaxa-
sonable in foreign commerce because it was es- tion of standards or to casting doubt on a host of
sential in order to do business abroad. To the ex~ transactions which otherwise could have taken
tent that the Department of Justice would take place undisturbed.
such considerations into account in deciding

whether or not to prosecute, it would seem highly WE RECOMMEND clarification of and more

authoritative public information concerning the willingness of
advantageous for it to say so in some athe U.S. Government to consider in advance the
way. legality under antitrust laws of proposed invest-

Even though the Department of Justice does ments abroad.

not have a formal rulemaking power and would
not want to tie its hands by generalized declara- Consultation With Foreign Governments

tory pronouncements, it would seem possible for Relations with foreign governments may be
it to make clear that it does not intend to prose- upset by precipitous filing of complaints or re-
cute a foreign arrangement on the grounds that quests for relief which are thought by a foreign
all joint ventures or license restraints are illegal state to infringe its sovereignty. The Departmeit
per se or on the grounds that cooperation among of Justice in recent years has not taken any action

a parent and majority-owned subsidiaries is, in involving foreign relations without prior con-

itself, a basis for a conspiracy charge. sultation with the Department of State.
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If an application to the Department of Justice as opportunity to take into account the overall
for the advance clearance of a proposed foreign foreign policy interest of the United States.
transaction involves the interest of a foreign gov- WE RECOMMEND that, barring unusual circum-
ement or a possible conflict with foreign law, stances, time should be permitted for consultation
again the State Department should be consulted with representatives of the foreign government
prior to a definitive ruling. Such consultation affected if the basis for the proposed antitrust

should leave room for diplomatic efforts to remove action might be removed by negotiation or if
advance notice might soften the impact on foreign

the legal or official compulsion to restraint as well opinion.
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VI. GEARING THE GOVERNMENT MACHINE FOR INCREASED

AMERICAN INVESTMENT ABROAD

It is important to recognize that the less de- the responsibility of states toward each other and

veloped countries are undergoing a process of toward each other's nationals and their property.
change, the results of which cannot now be If the recommendations of this report are
foreseen clearly. Therefore, the recommenda- adopted and succeed in inducing a substantial
tions set forth thus far in this report can do no increase in American investment in the newly
more than point the direction in which we be- developing countries, the need for such support
lieve the United States should move. will become correspondingly greater. A major

The recommendations themselves contain the diplomatic and private effort will be required to

seeds of new problems for the U.S. Government. make clear to them how American business op-
To the extent that they are adopted, they will erations fit into and contribute to their economic
have to be translated into specific actions by life and aspirations. Without such understand-

many individuals in a number of agencies in ing, the very increase of American private busi-

Washington and in farflung missions abroad. ness activity and the accompanying negotiations

To the extent that the recommendations suc- could create a false impression of our basic ob-

ceed in stimulating markedly greater interest of jectives.
U.S. private business in exploring investment in Our official missions abroad are responsible
the less developed countries, corresponding U.S. for representing and supporting American inter-

Government efforts will be needed to assure that ests in the widest sense. One of the most impor-
such momentum is not lost. However, our ree- tant functions of the Foreign Service officers en-

ommendations would require primarily a redirec- gaged in economic and commercial work abroad

tion of the machinery of government concerned is to receive American businessmen and to give
with these problems, rather than increased per- them prompt, courteous and efficient assistance.

sonnel. This includes providing general economic in-
The chain of the investment process is diffi- formation and specific commercial and invest-

cult to forge and is breakable at many points. ment information and making introductions to

Incentives which arouse interest and expectations local businessmen and government officials. Such

among private investors and foreign countries assistance is rendered daily by Foreign Service of-

must be supported by sound and comprehensive ficers stationed abroad, within the limitations
followthrough measures. The potential frustra- imposed by competing demands upon their time.
tions and dangers in a poorly understood set of Officers should not, of course, favor or appear
partial measures suggest that in this case no loaf to favor any one among competing American
might well be preferable to half a loaf. enterprises or seek preferential treatment for one

over the others. Where actual competition exists
there may be problems; but theoretical or imag-

Diplomatic Activities Abroad ined competition should be no bar to the ex-

Even if the government were not to adopt tension of appropriate official support and as-

special measures to expand the role of private sistance.

investment in foreign economic development, . A program of government-business partnership

Americans doing business abroad deserve the in overseas operations requires a close relation-

strong diplomatic support of their government. ship between official and business representa-

On a day-to-day basis this means the good of- tives abroad-and on a two-way basis. The result-

fices of our diplomatic representatives and vig- ing interchange of information, opinions, and
orous representation in the face of unfair or dis- problems can be mutually beneficial. Moreover,
criminatory treatment. More fundamentally, it the early identification of problems and potential

means persistent efforts on the part of our De- conflicts affecting American interests often facili-

partment of State to encourage the development tates remedial action; whereas frictions which are
of an international legal system which assures permitted to develop into fires are unlikely to be
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susceptible to the same treatment. American en- of American individuals and enterprises abroad
terprises abroad, assuming that they have not give added force to official representations with
abused their hospitality, are entitled to fair and respect to discriminatory or unfair treatment and
nondiscriminatory treatment. We understand are directly related to our foreign economic de-
that our official missions abroad have standing velopment objectives. The 17 modern treaties
instructions to take steps to insure that they re- of friendship, commerce, and navigation which
ceive such treatment, through sound public rela- have been signed since World War II contain
tions or missionary work of an educational na- important provisions affecting the rights and
ture and through appropriate representations treatment of American individuals and enter-
when the occasion warrants. prises and constitute real progress in developing

We have noted with particular interest the recognized standards. As these standards be-
personal request by Secretary Dulles early last come more widely accepted, they become less
year that the chief of each diplomatic and con- identified with purely U.S. objectives and thus
sular mission abroad review the relations of his more acceptable in the eyes of other potential
mission with visiting businessmen and other rep- signatories. Moreover, the negotiating process
resentatives of the American business community itself provides a valuable forum for the technical
and take any steps for improvement that he review of all aspects of the investment climate in
might deem appropriate. The replies to this re- the other country, in an atmosphere uncharged
quest were most encouraging, and we believe that by the heat that controversies in particular cases
every post is aware of the importance of this as- usually develop.
pect of its responsibilities. WE RECOMMEND that the program of com-

Efforts of American missions abroad to im- mercial treaty negotiation be given continued
prove their services would be facilitated if busi- attention and emphasis and that every reasonable
ness representatives who felt that they had not effort be made to initiate or pursue negotiations
received adequate support and assistance gave full with those less developed countries which are

particulars to the Departments of State or Com- not already party to such treaties or to active

merce. General charges of failure to cooperate negotiations.

can never be as effective as the examination of The support and protection of American busi-
particular cases in which such cooperation is felt ness interests and the negotiation of commercial
to be lacking. treaties must, of course, be considered in the light

It is important, of course, that overseas posts of other national objectives. Thus, the govern-
be manned with competent and sufficient staff ment's ability to support individual business in-
to conduct their economic and commercial activi- terests may face practical limitations imposed by
ties and to express the American faith in private considerations of national policy with respect to
enterprise. Personnel should be selected and the particular foreign country involved.
trained with this purpose in mind. We have
noted with approval the efforts in recent years
to strengthen the economic and commercial Services to Business at Home
staffs abroad, both in numbers and in quality. The pace of economic and commercial events
The arrangement for the limited interchange of abroad, the need for greater emphasis on invest-
officers between the Departments of State and ment in the developing countries, and the widen-
Commerce is a step in the right direction, but we ing interests of American business in overseas
believe that there is scope for considerable ex- operations need to be reflected in the services
pansion in the arrangements for tapping outside rendered to American business by the U.S. Gov-
resources of economic and commercial talents. ernment. These services include commercial

WE RECOMMEND that efforts be intensified to intelligence and the reporting of specific invest-

provide adequate economic and commercial staffs ment opportunities abroad. In the context of
for U.S. official missions in the less developed our foreign policy objectives and the Soviet eco-
countries, including expansion of arrangements nomic offensive, it is essential to have effective
for drawing talent from business and industry, government services to, and communications with,

Treaty commitments regarding the treatment American business. We have not been able to
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appraise these services and we doubt that the integrated with the foreign political objectives of
government agencies concerned are in the best the United States.
position to evaluate their effectiveness to the WE RECOMMEND that a senior official at an
business community. Hence, we suggest that an appropriately high level within the Department
independent survey be made by a private con- of State, and supported by the necessary staff, be
sulting firm based on comprehensive consultations assigned responsibility for assuring the fullest
with business end-users. possible use of private enterprise in foreign eco-

nomic development.
WE RECOMMEND that the Departments of State

and Commerce undertake a comprehensive re- This official would have a three-fold responsi-
view of their services to business, preferably by bility:
employing an independent firm or organization 1. To follow for the Department of State on aworking in collaboration with the American busi- P
ness community. continuing basis the activities of the operating

agencies in enlisting the participation of pri-
vate enterprise in achieving the objectives of

Continuing Government Attention the Mutual Security Act.
e .a 2. To provide a focal point within the Depart-

The principal need within the U.S. Govern- ment of State to identify projects fulfilling
ment is to assure that adequate attention on a particularly urgent foreign economic develop-
continuing basis is devoted to expanding "the ment requirements in which private participa-
role of private enterprise in advancing the foreign tion is desirable and to initiate appropriate
policy objectives of the United States," as stated measures to facilitate such participation.
n section 413(c) of the Mutual Secuity Act of 3. To take the initiative, within the Department
1954, as amended. . . of State, for recommending such legislative or

The various operating agencies now carry on a administrative measures as he may consider
number of highly useful activities designed to necessary for making fullest possible use of
discharge their responsibilities in this regard under private enterprise in foreign economic develop-
existing legislation. What is lacking is continuity ment e
of high level attention and coordination.

Because of the large potential benefit to the In carrying out these responsibilities, this official
United States of greater private participation in will need to maintain close working relationships
the economic development process, we feel that with the principal operating agencies. It is not
special administrative arrangements are warranted intended that he supplant the functions of these
within the U.S. Government to realize this po- operating agencies in any manner. In fact, it is
tential. It is impossible to consider allocation assumed that each agency will reinforce its own
of responsibilities regarding private investment organization, where necessary, to carry out the
except in the context of the administration of recommendations of this report if they are
foreign economic policy as a whole, which is adopted.
beyond the scope of this report. It seems clear, He should also maintain close contact with the
however, that as a minimum there should be an private financial and business community on
identified point of responsibility within the De- broad policy problems-as distinct from the op-
partment of State at an appropriately high level erating problems of individual agencies. For this
to assure adequate and continuing attention to purpose, it may be desirable to establish a panel
the utilization of private enterprise in overseas of consultants drawn from outside the govern-
economic development. It is in this Department ment who would be available as and when neces-
that foreign economic policies and activities are sary.
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APPENDIX A

Table A-1

International Investment Position of the United States, 1939-1957

(billions of dollars)

1939 1946 1950 1953 1955 1957
1. Total U.S. investments abroad..................... 11.4 18.7 32.8 39.5 44.9 54.2

A. Private investments........................... 11.4 13.5 19.0 23.8 29.0 36.8
1. Long term................................ 10.8 12.3 17.5 22.2 26.7 33.6

a. Direct................................. 7.0 7.2 11.8 16.3 19.3 25.3
b. O ther.................... ............. 3.8 5.1 5.7 5.9 7.4 8.3

2. Short term ................................ 0.6 1.3 1.5 1.6 2.4 3.2
B. U .S. G overnment credits and claims a .......... . - 5.2 13.8 15.7 15.9 17.4

II. Foreign assets and investments in the United States .... 9.6 15.9 19.5 23.6 29.6 31.4

|11. Net U.S. investment abroad (I minus l). ............ 1.8 2.8 13.3 15.9 15.3 22.8

• Excluding World War I loans, of which the principal was $11.4 billion at end of 1939. Includes U.S. Government claims
on international institutions.

Source: Department of Commerce.

Table A-2

Geographic Distribution of U.S. Long-Term Private Foreign Investment, Selected Years,

1946-1957
(billions of dollars)

Direct Investment

Area 1946 1950 1953 1955 1957
Canada............ 2.5 3.6 5.2 6.5 8.3
Latin America. .e.r. .0.. 0.0.0. . 3.0 4.7 6.0 6.6 8.8
W estern Europe......0........... 1.0 1.7 2.4 3.0 4.0
Other countries............. ..... 0.7 1.8 2.7 3.2 4.2

Total .... 7..7..7 ... .... 2.2.. 2.. .. 7.2 11.8 16.3 19.3 25.3

Other Investment

Area 1946 1950 1953 1955 1957
C ana daa .............................. 0.... 3.0 3.4 3.3 3.8 4.2
Latin A merica............................. 0.6 0.4 0.4 0.7 0.9
Western Europe .. 2. .ope.1 .2... 1.2 1.4 1.4 1.6 1.8
O ther countries........................... 0.2 0.3 0.4 0.8 0.8
International institutions a. ................... - 0.2 0.4 0.5 0.6

Total ........................... 5.0 5.7 5.9 7.4 8.3

a Mainly private holdings of securities of the International Bank for Reconstruction and Development.
Source: Department of Commerce.
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Table A-3
Geographic Distribution of Value of U.S. Direct Private Foreign Investment, 1950-1957

(billions of dollars)

End of 1950 1n50e1s57 End of 1957

Geographic Areas Amount % Amount %
Canada ......................... 3.58 30.4 4.75 8.33 33.0
Latin America.................... 4.74 40.2 4.07 8.81 34.9
W estern Europe................... 1.72 14.6 2.27 3.99 15.9
M iddle East....................... 0.73 6.2 0.55 1.28 5.1
Other countries. .............. 0.79 6.5 1.48 2.27 9.0
International institutions .t.i.t.u.t.i.o.n.s. 0.23 2.0 0.34 0.57 2.3

Total............................... 11.79 100.0 13.46 25.25 100.0
Source: Department of Commerce.

Table A-4
Average Annual Increase in Value of U.S. Direct Private Foreign Investment, 1946-1957

(billions of dollars)
1946-50 1950-53 1953-55 1955-57

1. C anada.......................................... 0.28 0.55 0.62 0.92
2. Latin A merica..................................... 0.43 0.43 0.29 1.10
3. W estern Europe................................... 0.17 0.22 0.31 0.50
4. A ll others........................................ 0.26 0.30 0.29 0.45

Total ...................................... 1.14 1.50 1.51 2.97
Of which:
a. New dollar investment a ......................... n.a. 0.70 0.72 1.96
b. Reinvestment of earnings of subsidiaries. ............ n.a. 0.80 0.77 1.01

n.a.-Not available.
• Includes reinvested earnings of branches.
Source: Department of Commerce.
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Table A-5

Value of U.S. Direct Private Investments Abroad by Major Industries and Geographic Areas,
End of 1957

(billions of dollars)

Latin Western Middle
Industries Canada America Europe East Others Total

M ining and smelting a. ............ 1.00 1.24 - - 0.39 2.63
Petroleum....................... 2.15 3.16 1.18 1.18 1.31 8.98
M anufacturing a................ 3.51 1.69 2.08 b 0.64 7.92
Public utilities ................... 0.35 1.29 0.05 - 0.18 1.82
Trade...... ................... 0.47 0.54 0.34 - 0.24 1.59
All others......8...... ........ 0.85 0.89 0.29 0.10 0.18 2.31

Total..................... 8.33 8.81 3.99 1.28 2.94 25.25
."Mining and smelting", and "Petroleum", include substantial amounts of investment in manufacturing activity directly asso-

ciated with those industries.
b Included in "All others."
Source: Department of Commerce.

APPENDIX B

Description of Examples of Industrial Development Centers

Statement by J. P. Grant, Deputy Director for Programs and Planning, International Cooperation Administration, be-
fore the Subcommittee on Foreign Trade Policy of the Committee on Ways and Means, House of Representatives,
December 1, 1958.

Mr. Chairman, I should preface my description and private local industry is looked upon with con-
by noting that no two of these development in- siderable suspicion because of its non-Ceylonese
stitutions operate in exactly the same pattern. origin.
Each is tailored to meet the needs and the situ- The United States has helped to develop the
ation of the country in which it operates. Ceylon Institute of Scientific and Industrial Re-

However, the purpose can be described gener- search, designed to meet in part at least this
ally as being to provide in one central institution problem. The CISIR is a nonprofit institution
the broad range of technical and financial skills which makes its advisory services available to
needed by local private industry and by local in- private industry, usually, but not always, for a fee.
stitutions lending funds for development pur- Management services and training are provided
poses. to industrial establishments, entrepreneurs desir-

We in America, where such skills are so widely ing to set up a factory and secure advisory services
dispersed and readily available, frequently fail to on market studies, plant layout, and equipment.
recognize the extent of the absence of such skills New and developing industries can receive advice
in many underdeveloped countries and the con- on cost accounting and production problems. It
sequent retarding effect on the development of is the situs of the best library on industrial tech-
private enterprise. nology in Ceylon.

In Ceylon, the last country I was in, private The second major function of the CISIR is
industry establishments hardly exist. Such few to serve as the technical arm of the recently es-
establishments as do exist are primarily foreign tablished Development Finance Corporation of
owned. This means that American investors seek- Ceylon, a privately operated credit institution
ing to establish themselves in Ceylon have the which for the first time in Ceylon provides a source
greatest difficulty in finding local partners. There for medium- and long-term credits for the estab-
are few Ceylonese looking for Americans. There lishment of new private enterprise.
is nothing to provide for further growth unaided The Development Finance Corporation sends
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loan applications to the CISIR for evaluation as supervisory methods and techniques, well over
to the technical and economic feasibility of the 1,000 in inservice plant courses alone.
proposed new establishments. The Harvard Graduate School of Business Ad-

If the proposal is sound in principle, but needs ministration has participated in conducting a
considerable further development before imple- series of advanced management seminars. More

mentation, the CISIR will help the applicant than a thousand firms have received assistance in

refine his proposal. The extent of the contribu- the field of cost control accounting. Labor-

tion of such an institution in an underdeveloped management principles have been widely dissemi-

country almost has to be seen to be believed, Mr. nated and an industrial informational research

Chairman. program has been undertaken.

The United States has provided assistance to The Center also provides services to principal

the CISIR in several ways: Through a contract credit institutions in the Philippines. It operates

with an American engineering firm, three Ameri- a loan guaranty fund under which local banks are

can industrial engineers and management spe- guaranteed repayment of long- and medium-term

cialists are provided on a several-year basis and loans in a field in which such banks were not

short-term consultants can be called for from the previously engaged.

United States as needed. The Center will also provide time deposits in
e .a local banks as these banks make loans to indus-

The American personnel are actively trainn raletepiss
their Ceylonese replacements. Necessary techni- trial enterprises.
cal equipment and informational materials have At the conclusion of the first 3 years of this
been provided to the Institute. Staff members program, 9,700 new production jobs in related
are sent abroad for training in various industrial enterprises could be identified, plus a large volume
fields. of secondary employment. One hundred and
f imie bfourteen million dollars have been added to the
A similar but broader organization, the Indus- annual industrial output of the country.

trial Development Center, exists in the Philip- These are two illustrations, Mr. Chairman, of
pines. This institution provides technical serv- the wide variety of ICA programs designed to
ices in such matters as plant layout, production promote small- and medium-sized industry.
methods, product design and quality control. I should repeat again that these programs not
More than a hundred Filipinos in the past 3 years only add to the economic growth of the country,
have been sent to the United States and other but they assist private foreign investment through
countries for advanced training in various manu- improving the investment climate of these coun-
facturing fields. Top and middle management tries and increasing the availability of the fre-
trainees are given courses in the Philippines on quently indispensable local partners.

APPENDIX C

Suggested Characteristics of the Foreign Business Corporation (FBC)

A. A domestic corporation could elect to qual- technical, engineering, and similar services).
ify as an FBC if at least 90 percent of its income This exemption would be subject to the following
is derived from sources outside the United States limitations:
and at least 90 percent of its income is from the 1. Income derived from sources within the
active conduct of trade or business abroad, either United States would be subject to United
directly or through equity participation in foreign States tax;
subsidiaries so engaged. 2. Income from foreign dividends, interest, and

B. An FBC would be exempt from U.S. tax royalties would qualify for exemption only
on income derived from foreign sources in all when received from a foreign corporation at
categories (e.g., sales of goods or services, profits, least 10 percent of whose voting shares were
dividends, interest, royalties, compensation for owned by the FBC;
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3. A corporation which earned more than 50 per- credit. Thus, they can enjoy as a credit the tax
cent of its gross income from exports would not imposed in excess of 52 percent by certain coun-
qualify as an FBC. Moreover, eligible income tries through averaging such higher tax with a
from exports would be only that income attrib- lower tax (less than 52 percent) imposed by other
utable to merchandising activity abroad. Man- countries. In order to make a similar result avail-
ufacturing and wholesaling profits actually able to stockholders of an FBC, the FBC should
earned in the U.S. would remain subject to be allowed the alternative of choosing the overall
U.S. tax by strict enforcement of the existing limitation on the foreign tax credit instead of the
pricing provisions now applicable to transac- per country limitation.
tions between U.S. parent corporations and F. In order to enable domestic corporations
their Western Hemisphere and foreign sub- with existing foreign investments and operations
sidiaries. This provision is included in order to take advantage of an FBC, the proposed law
to prevent purely trading activities that take will make possible the tax free transfer at any time
place without substantial overseas investments of property, such as the assets of foreign branches,
from enjoying the tax benefits of an FBC. stock and securities of foreign subsidiaries, patent

C. The stockholder in an FBC (corporate or and trademark rights and license agreements,

individual) would be subject to regular U.S. in- from a U.S. corporation to an FBC in exchange

come tax on dividends from an FBC in the same for stock or securities of the latter. Furthermore,

way that dividends paid by a foreign subsidiary it will be possible to reorganize existing foreign

to a U.S. stockholder would be taxed, i.e., with- branches mto foreign subsidiaries, wholly owned

out any deduction for dividends received. The or owned jointly with others, without U.S. tax

dividends to the corporate stockholders should consequences. The tax treatment of such trans-

be taxed even where the FBC is a member of a fers of property and reorganizations will be sub-

group of affiliated corporations filing a consoli- ject to safeguards which prevent an FBC or its

dated return, or it may be advisable to make U.S. parent from realizing ordinary income as a
capital gain and which prevent reorganizations

FBC's ieligible to participate in such groups. otherwise designed to avoid U.S. tax.
D. Foreign tax credits, including those avail- G. Percentage depletion is not now available

able under tax-sparing treaties, would remain to foreign corporations since their income is fully
available as at present as an offset against the exempt from U.S. tax and, therefore, should not
U.S. tax on dividends paid by the FBC to its be available to FBC's.
stockholders. H. An FBC would be exempt from the ac-

E. Under existing law a foreign base corpora- cumulated earning tax since its stated purpose is
tion can be used by U.S. stockholders to overcome to stimulate the accumulation and reinvestment
the per country limitation on their foreign tax of earnings from foreign investment.

APPENDIX D

Data on Taxation of Foreign Source Income

This appendix provides data on the effective generally applied by 53 foreign countries to the
rates of foreign and U.S. tax on foreign-source earnings of the locally incorporated subsidiary of
income. An effort has been made to provide ac- a U.S. corporation. Throughout this appendix
curate information of general applicability, with- the data refer to taxation of the earnings of the
out entering too deeply into the more technical subsidiary of a U.S. corporation for two reasons:
aspects of taxation and without considering in
detail all of the special factors of taxation that a. The subsidiary form, rather than the branch
may apply to particular cases. form, is the most commonly used method of in-

vestment abroad and covers by far the largest
1. Foreign Tax Rates proportion of the value of U.S. direct investment
Table D-1 shows effective rates of taxation abroad in all areas of the world.
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b. Among investments abroad in the form of in extractive activity, are not covered in the
branch operations, a large proportion is in ex- table.
tractive industries. The availability of percent- 3. Where there is a progressive corporation in-
age depletion and other tax advantages to these come tax, the rate shown is based on the high-
operations makes them rather special cases which est overall effective rate that would apply to in-
are not comparable to other investments in terms come on a good-sized U.S. investment.
of the definition of earnings which are actually 4. Where there is an excess profits tax based on a
taxed. relationship to capital, and the taxpayer can

The figures in table D-1 were supplied by the avoid it by paying a smaller capital tax, the
Bureau of Foreign Commerce, Department of latter alternative is chosen. Where the ex-
Commerce. The figures for Western Hemisphere cess profits tax is progressive, it was assumed
countries have been brought up' to date through that the U.S. subsidiary corporation earned 40
the end of 1958, while those for other countries percent on its capital.
were applicable as of early in 1958. Few changes 5. There is strict enforcement.
of major importance occurred during 1958 in these 6. All corporate profits of the subsidiary, after
countries so that the data are believed to be ade- foreign taxes, are declared as dividends to the
quately representative. U.S. parent company.

It is of considerable importance to recognize 7. The rates shown include both taxation on the
that the tax rates shown in table D-1 are the effec- earnings of the subsidiary as such and taxa-
tive rates which apply in the absence of special in- tion on the dividends transferred to the U.S.
centives provided by the foreign countries. Many parent corporation.
of the countries shown offer to foreign investors 2. Total Foreign and U.S. Tax on Income from
generally, or to selected foreign investors (some- Foreign Subsidiaries
times on an individually negotiated basis), such
special incentives as complete or partial elimi- Tables D-2, D-3, D-4, and charts A, B, and C
nation of income tax for a limited time, or special show the combined incidence of foreign and U.S.
or accelerated depreciation allowance for new taxation on the income of a U.S. corporation
investment. The rates shown in table D-1 are earned through and by a wholly owned foreign
those that apply in the absence of such incentives subsidiary. In all instances it is assumed that all
or after they have ceased to operate. The suc- of the profits of the foreign subsidiary, after for-
ceeding charts and tables, which show the com- eign taxes, are declared as dividends to the U.S.
bined incidence of foreign and U. S. taxation, do, parent corporation. While this assumption de-
however, also show the incidence for a situation parts considerably from common practice (since
where there is no foreign tax, as would usually a large volume of U.S. direct investment abroad
be the case during the limited period when special occurs through reinvestment of the profits of sub-
foreign tax incentives operate. sidiaries), it is necessary in order to achieve rea-

Conditions and rules of income taxation vary sonable comparability in the data.
considerably from one country to another. Hence, The tables and charts are based on the figures
table D-1 can only be an approximation to com- for foreign taxation shown in table D-1. To
parable tax rates. It is especially important to these are added the U.S. tax, if any, that would
recognize that the definition of taxable income apply under one of three alternate methods of
may vary among countries. The following as- U.S. taxation on foreign income, which have been
sumptions were made in arriving at the figures in proposed:
table D-1: 1. The existing system which would effectively re-
1. All countries have about the same deductions main the same for distributed dividends under

and exemptions. the proposal for a Foreign Business Corpora-
2. The rate given is the one generally applicable tion contained in this report;

to foreign subsidiary corporations, wholly 2. The 14 percentage point tax reduction pro-
owned by a U.S. corporation. Special income posal contained in the Boggs Bill (H.R. 5,
tax regimes in some countries designed to apply 86th Cong., 1st sess.). This proposal is used
primarily to a few enterprises, especially those for comparative purposes because it is currently
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under consideration and because it is necessary on income from a foreign investment (when dis-
to have a specific form of such a proposal, since tributed as dividends in the U.S.) would be 38
there are technical differences of tax compu- percent. There would usually be no intercor-
tation among different 14 point proposals. porate dividend tax on the dividend from a cor-

3. The Committee on World Economic Prac- poration qualifying for the 38 percent rate, be-
tices (CWEP) proposal (c below), which cause in nearly all cases it would also qualify as a
would replace the present tax treatment of in- Foreign Business Corporation, dividends from
come from foreign investments (held by a which would carry a 100 percent dividends re-
Foreign Business Corporation) by an effective ceived deduction. In these circumstances the cal-
flat tax of 7.8 percent in many instances. culation of the total incidence of foreign and U.S.

e .i taxation would be the same as under the above
The calculation of the total tax icidence under system but substituting a 38 percent rate of U.S.

each alternative is shown briefly below, taxation for the existing 52 percent rate. The cal-
a. Existing System. After foreign tax is taken culation is as shown below.

from profits, the remaining profits are distrib- No foreign
uted as dividends. The dividend is subject to taxa- tax Panama

tion at 52 percent on the U.S. parent corporation, 1. Profit of subsidiary 100 100

but the foreign tax credit system as applied to 2. Rate of foreign tax on 0% 26%

foreign subsidiaries provides, in effect, that the profit

rate of foreign tax is deducted from the rate of 3. Amount of foreign tax 0 26

U.S. taxation, with only the remaining rate of
U.S. tax being applied. Note that this provides 4. Profit of subsidiary, after 100 74

relief from foreign taxation twice; once because foreign tax

the foreign tax is deducted from the profit of the 5. Dividend to U.S. parent 100 74
subsidiary before it declares a dividend, and once 6. U.S. tax rate (38%) 38% 12%
when the rate of foreign tax is deducted from the minus foreign tax rate
rate of U.S. tax on the dividend. This double 7. Net U.S. tax (6 times 5) 38 8.88
relief often has the effect of making the combined --- --

incidence of foreign and U.S. tax less than 52 per- 8. Total tax (3+7) 38 34.88
cent, as the tables and charts indicate. Illustra- c. The Proposal of the Committee on World
tive calculations are shown below for a country Economic Practices (CWEP) (shown as "An Al-
with no income tax, and for Panama, with an ternate Proposal" in appendix D, charts A, B, and
effective income tax of 26 percent. C). This proposal would permit income from

No foreign foreign investment to be received by a tax-exempt
tax Panama Foreign Business Corporation. Dividends from

1. Profit of subsidiary 100 100 this corporation to an ordinary U.S. corporation
2. Rate of foreign tax on 0% 26% would be taxed under one of two alternatives:

profit
3. Amount of foreign tax 0 26 1. They would carry the usual 85 percent divi-

dends received deduction common to divi-

4. Profit of subsidiary, after 100 74 dends declared from one U. S. corporation to

foreign tax another. This would have the effect of making
them subject to a 7.8 percent tax rate (52 per-

5. Dividend to U.S. parent 100 74 cent times 15 percent).

6. U.S. tax rate (52% ) 52% 26% 2. They would receive the same foreign tax credit

minus foreign tax rate treatment as at present, but would not enjoy

7. Net U.S. tax (6 times 5) 52 19.24 the 85 percent dividends received deduction.

8. Total tax (3+7) 52 45.24 Wherever the effective rate of foreign taxation
on the foreign subsidiary is below 44.2 per-

b. Representative Boggs' 14 Percentage Point cent, the first alternative will give the lowest
Proposal. Under the Boggs bill (H.R. 5, 86th U. S. tax. Wherever the foreign tax rate is
Cong., 1st sess.) the effective rate of U.S. taxation 44.2 percent or above, the second alternative

41



will minimize the U. S. tax. When the second a. The lower the rate of foreign taxation, the
alternative is used, the net effect is to subject greater the incentive provided by the CWEP
income from foreign investment to the same proposal. This is especially true where there is
over-all incidence of tax as the existing system no foreign tax, as during the period when a special
referred to above. foreign tax incentive applies.

The same two cases are shown below in illus- b. In the absence of special foreign tax in-

trative calculation, using the first alternative. centives, or after they have ceased to operate,
the advantage of the CWEP proposal is much

tax Panana less marked. It ceases to have any advantage

1. Profit of subsidiary 100 100 over the Boggs 14 percentage point proposal
2. Rate of foreign tax on 0% 26% when the foreign tax rate reaches 30.2 percent.

profit Hence, referring to table D-1, the CWEP pro-
3. Amount of foreign tax 0 26 posal would provide particular incentives to in-

- - - -- vestment in countries with special tax incentives,

4. Profit of subsidiary, after 100 74 in some of the Central American countries, and

foreign tax in Iran, Turkey, and the Belgian Congo.
_ _ _ ---c. The Boggs proposal would provide the

5. Dividend to U.S. parent 100 74 greatest degree of incentive for foreign invest-

6. Effective U.S. tax rate 7.8% 7.8% ment in countries with tax rates of from 30.2 to

(no foreign tax credit) 52 percent.

7. U.S. tax (6 times 5) 7.8 5.77 d. Except for countries with special tax incen-
tives (for the period during which they operate)

8. Total tax (3 + 7) 7.8 31.77 and countries with very low rates of taxation
(some Central American countries, Iran, the

3. The Effect of Taxes on Net Return From Belgian Congo, and Turkey), the difference in
Foreign Investment the effect of the three systems on net return after

Tables D-5, D-6, and D-7 illustrate the effect tax is not as large as may be commonly supposed.

of the total incidence of foreign and U. S. This may justify the following distinctions:

tax on the net return, after all taxes, from a 1. For many existing investments, either the
foreign investment. It is assumed illustratively Boggs proposal or the CWEP proposal may
that, in all cases, a return of 20 percent of bring considerable tax relief.
capital, before any taxes, is earned or anticipated 2. However, for newly contemplated invest-
from investment in a foreign subsidiary. ments, the question arises whether the addi-

These tables portray only the tax results to the tional net return provided by either of these
U. S. stockholder on the theoretical complete dis- two proposals would swing many investment
tribution of accumulated foreign earnings. They decisions substantially, when the prospective
do not show for any of the three methods the investor is faced with a multitude of uncer-
tax advantages of reinvestment of accumulated tainties, especially in the more unfamiliar
earnings which would be made available by the countries.
proposed deferral of U. S. income tax. However, e. It is clear that in many countries where the
it should be noted that the three methods of et icertt i ou ries wher the
taxation discussed in this appendix would all national interest would be served by larger U.S.
provide the same effect for reinvested foreign investment (including the larger and more im-
earnings. portant Latin American countries and many

hearin. tcountries in Southeast Asia and Africa-except to
The total tax incidence, shown in the previous the extent special initial incentives apply), neither

three tables, when applied to this 20 percent o hs w lentvswudpoieaysg
level of return before tax, yields the net rates of of these two alternatives would provide any sig-
return, after foreign and U. S. tax, shown in the nificant additional incentive.
following three tables. Non:: In the foreign tax data in this appendix,

The following interpretive comments appear information on a number of foreign countries
merited by these tables: and territories has been omitted. The data for
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Europe are intended to be for comparative pur- data in this appendix are only representative of

poses only, and for this reason no special effort tax rates under certain specific assumptions,

was made to make them complete. The omitted some countries were omitted when it was not

countries or areas also include several in the possible to verify what the tax effect of these

Middle East and a number in Africa and South- assumptions would be.

east Asia. The reasons for the omission of these 2. In other cases, the country's income tax sys-

countries from the tables are the following: tem is so complex, or so uncertain, that it could
not be calculated on a comparable basis with

1. In some cases, adequate factual detailed in- the other figures given herein. This included

formation is not available in Washington on some countries whose major sources of revenue

the country's tax system. While all of the are other than income taxes.

Table D-1

Effective Foreign Tax Rates on the Locally Incorporated Subsidiary of a U.S. Corporation
(percent of taxable income)

Western Hemisphere Europe and Australasia Asia and Africa
(Selected countries) (Selected areas)

N icaragua............. 13.0% G reece............... 35.0% Iran.................. 16.0%

Paraguay.............. 19.0 G ermany.............. 40.5 M orocco.............. 20.0

Ecuador............... 22.0 A ustria............... 40.8 Turkey................ 23.5

El Salvador............ 24.0 Italy... 41.1 Belgian Cono......... 25.0

H onduras............. 25.0 A ustralia.............. 42.2 Iraq .................. 30.0

Panama ............... 26.0 Bel ium ............... 45.3 Syria................. 30.0

Costa Ric2 ............. 27.0 United Kingdom........ 45.5 Ethiopia............... 31.1

Cuba................. 31.9 N etherlands........... 46.5 Saudi A rabia.......... 34.0

Dominican Republic..... 32.1 Norway.............. 47.5 Lebanon.............. 35.0

Guatemala............. 35.0 Sweden............... 48.4 Federation of Rhodesia

Haiti................. 35.5 New Zealand.......... 50.8 and Nyasaland........ 37.5

Venezuela. ... .... .. 37.5 Spain. ................ 51.0 Union of South Africa ... 37.5

Brazil4.......... ...... 42.0 France................ 53.7 Sudan................ 40.0

Canada ............... 43.0 Philippines ........... 41.2

C hile. ................ 44.0 G hana................ 45.0

M exico ... ........... 44.6 N igeria............... 45.0

Peru . ................ 45.0 Japan................ 52.0

Colombia............. 45.2 Ceylon............... 57.7

Argentina............. 48.5 India 58.0

Bolivia................ 52.0 Israel................. 63.0
Uruguay.............. 75.0 Pakistan............... 64.2

Burma ................ 69.4

Note: The above are the effective total rates of foreign taxation. The figures are based on generally applicable rules and do

not account for special incentives such as initial tax forgiveness or liberal depreciation allowances.

Source: Bureau of Foreign Commerce, Department of Commerce.
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WESTERN HEMISPHERE Table D-2

Effective Total (Foreign Plus U.S.) Tax Rates on Earnings of a Foreign Subsidiary of a U.S.
Corporation Under Three Alternate Methods a

Total foreign and U.S. tax
Foreign

Country tax Existing 14% point pro-
system and posal in Boggs CWEP

proposed FBC Bill (H.R. 5) proposal

1. No foreign tax.......................... - % 52.0% 38.0% 7.8%
2. N icaragua............................... 13.0 46.9 34.8 19.8
3. Paraguay................................ 19.0 45.7 34.4 25.3
4. Ecuador................................ 22.0 45.4 34.5 28.1
5. El Salv dor .............................. 24.0 45.3 34.6 29.9
6. H onduras............................... 25.0 45.3 34.8 30.9
7. Panama................................. 26.0 45.2 34.9 31.8
8. Costa Rica.............................. 27.0 45.3 35.0 32.7
9. Cub ................................... 31.9 45.6 36.1 37.2

10. Dominican Republic....................... 32.1 45.6 36.1 37.4
11. G uatem la .............................. 35.0 46.1 37.0 40.1
12. H aiti.............5 ........... . 35.5 46.1 37.1 40.5
13. V enezuela.............................. 37.5 46.6 37.8 42.4
14. Bra zi.................................. 42.0 47.8 42.0 46.5
15. Canada................................. 43.0 48.1 43.0 47.4
16. C hile.................................. 44.0 48.5 44.0 48.4
17. M exico................................. 44.6 48.6 44.6 48.6
18. Peru................................... 45.0 48.7 45.0 48.7
19. Colombia............................... 45.2 48.7 45.2 48.7
20. A rgentina. .................. ............ 48.5 50.3 48.5 50.3
21. Bolivia. . . . . . ........... ................ 52.0 52.0 52.0 52.0
22. Uruguay ............................... 75.0 75.0 75.0 75.0

-When all foreign earnings after foreign tax are declared as dividend to U.S. parent corporation.
b This would be the case during the application of any period of initial tax forgiveness offered by a foreign country as an in-

centive to foreign investment.
° Shown as an alternate proposal on chart A.

Source: From data on foreign tax rates supplied by Bureau of Foreign Commerce, Department of Commerce.
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WESTERN HEMISPHERE Chart A

TAXATION OF CORPORATE FOREIGN INVESTMENT

Effective Total (Foreign plus U.S.) Tax Rates on Earnings of d

Foreign Subsidiary Under Three Alternate Methods

Rate of
Foreign Tax Total Tax Rate 0 10 20 30 40 50 60 70
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f0 EXISTING SYSTEM AND PROPOSED F.B.C.
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AN ALTERNATE PROPOSAL- 85% DIVIDENDS SOURCE: SEE TABLE D-2
RECEIVED DEDUCTIONS
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EUROPE AND AUSTRALASIA (SELECTED COUNTRIES) Table D-3

Effective Total (Foreign Plus U.S.) Tax Rates on Earnings of a Foreign Subsidiary of a U.S.
Corporation Under Three Alternate Methods a

Total foreign and U.S. tax
Foreign

Country tax Existing 14% point pro-
system and posal in Boggs CWEP

proposed FBC Bill (H.R. 5) proposal

1. No foreign tax........................... 52.0% 38.0% 7.8%
2. G reece................................. 35.0 46.1 37.0 40.1
3. G ermany................................ 40.5 47.3 40.5 45.1
4. A ustria..... ........................... 40.8 47.4 40.8 45.4
5. Italy.................................... 41.1 47.5 41.1 45.7
6. A ustralia................................ 42.2 47.9 42.2 46.7
7. Belgium ................................. 45.3 49.0 45.3 49.0
8. United Kingdom.......................... 45.5 49.0 45.5 49.0
9. Netherlands............................. 46.5 49.4 46.5 49.4

10. Norway................................ 47.5 49.9 47.5 49.9
11. Sw eden................................ 48.4 50.3 48.4 50.3
12. New Zealand........................... 50.8 51.4 50.8 51.4
13. Spain.................................. 51.0 51.5 51.0 51.5
14. France.................................. 53.7 53.7 53.7 53.7

1 When all foreign earnings after foreign tax are declared as dividend to U.S. parent corporation.
b This would be the case during the application of any period of initial tax forgiveness offered by a foreign country as an in-

centive to foreign investment.
I Shown as an alternate proposal on Chart B.

Source: From data on foreign tax rates supplied by Bureau of Foreign Commerce, Department of Commerce.
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EUROPE AND AUSTRALASIA (SELECTED COUNTRIES) Chart B

TAXATION OF CORPORATE FOREIGN INVESTMENT

Effective Total (Foreign plus U.S.) Tax Rates on Earnings of a
Foreign Subsidiary Under Three Alternate Methods

Rate of
Foreig.n Tax Total Tax Rate 0 10 20 30 40 50 60
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RECEVED EDUCIONSSOURCE: SEE TABLE D-3

RECEIVED DEDUCTIONS
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ASIA AND AFRICA (SELECTED AREAS) Table D-4

Effective Total (Foreign Plus U.S.) Tax Rates on Earnings of a Foreign Subsidiary of a U.S.

Corporation Under Three Alternate Methods a

Total foreign and U.S. tax
Foreign

Country tax Existing 14% point pro-
system and posal in Boggs CWEP

proposed FBC Bill (H.R. 5) proposal

1. No foreign taxx........................... 52.0% 38.0% 7.8%
2. Iran .................................... 16.0 46.2 34.5 22.6
3. M orocco.............0........ 20.0 45.6 34.4 26.2
4. Turkey.................... 23.5 45.4 34.6 29.5
5. Belgian Congo ............. 25.0 45.3 34.8 30.9
6. Iraq 3.................... 30.0 45.4 35.6 35.5
7. Syriaa ................... 30.0 45.4 35.6 35.5
8. Ethiopia..... . ..................... 31.0 45.5 35.8 36.4
9. Saudi A rabia... ....................... 34.0 45.9 36.6 39.1

10. Lebanonn........................ ..... 35.0 46.1 37.0 40.1
11. Federation of Rhodesia and Nyasaland ...... 37.5 46.6 37.8 42.4
12. Union of South Africa. .r.c.5.5.....5... . 37.5 46.6 37.8 42.4
13. Sudan .an... .0.... . 40.0 47.2 40.0 44.7
14. Philippines......... 41.2 47.6 41.2 45.8
15. Ghana .5 .0... . 45.0 48.9 45.0 48.9
16. Nigeria..... ........ 45.0 48.9 45.0 48.9
17. Japan..2...2.. ........ 52.0 52.0 52.0 52.0
18. Ceylon .lon7.7.7.... . 57.7 57.7 57.7 57.7
19. India............. 58.0 58.0 58.0 58.0
20. Israel .el. 63 .0.0...0.0.. . 63.0 63.0 63.0 63.0
21. Pakistan .stan. 64 .2.2....... . 64.2 64.2 64.2 64.2
22. Burr6. .a.9...6.6.6... . .4.....4.4.4. . 69.4 69.4 69.4 69.4

* When all foreign earnings after foreign tax are declared as dividend to U.S. parent corporation.b This would be the case during the application of any period of initial tax forgiveness offered by a foreign country as an in-
centive to foreign investment.

c Shown as an alternate proposal on Chart C.
Source: From data on foreign tax rates supplied by Bureau of Foreign Commerce, Department of Commerce.
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ASIA AND AFRICA (SELECTED AREAS) Chart C

TAXATION OF CORPORATE FOREIGN INVESTMENT
Effective Total (Foreign plus U.S.) Tax Rates on Earnings of a

Foreign Subsidiary Under Three Alternate Methods
Rate of

Foreign Tax Total Tax Rate 0 10 20 30 40 50 60 70
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AN ALTERNATE PROPOSAL-85% DIVIDENDS SOURCE: SEE TABLE D-4
RECEIVED DEDUCTIONS
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WESTERN HEMISPHERE Table D-5

The Effect of Three Alternative Tax Proposals on Net Return From Investment by a U.S.

Corporation in a Foreign Subsidiary a

Net earnings after foreign and U.S. tax would be:

Subsidiary earns 20% on capital, before tax, in: Existing 14% point pro-
system and posal in Boggs CWEP

proposed FBC Bill (H.R. 5) proposal

1. No foreign tax .. . . . . . 9.6% 12.4% 18.5%
2. Nicaragua........... 10.6 13.0 16.0
3. Paraguay............ . 10.9 13.1 14.9
4. Ecuador ..1.1.o. 0.0.... . .. 10.9 13.1 14.4
5. El Salvador. ..... .. 10.9 13.1 14.0
6. Honduras. .d...as. .9... 10.9 13.0 13.8
7. Panama. .... 0.0.0.0.0.0.. 11.0 13.0 13.6
8. Costa Rica. .. . . ......... 10.9 13.0 13.5
9. Cuba............. 10.9 12.8 12.6

10. Dominican Republic. .10.9 12.8 12.5
11. Guatemala. .t.l.a..8.8. 10.8 12.6 12.0
12. H aiti............. 10.8 12.6 11.9
13. Venezuela. .e.e.l.a.. .. 10.7 12.4 11.5
14. Brazil. ... .. .4...... 10.4 11.6 10.7
15. Canada .ada..10 ..4........ 10.4 11.3 10.5
16. Chile .... 3.3.3.3.3.3.3.3.. 10.3 11.2 10.3
17. Mexico .i.0.c.0.o...3.3.3.. 10.3 11.1 10.3
18. Peru. .u.....1.1.1.... . .. 10.3 11.0 10.3
19. Colombia. .m..... 0 .. 10.3 11.0 10.3
20. Argentin. ..... 9.7 10.3 9.7
21. Bolivia. ..... 9.6 9.6 9.6
22. Uruguay..... ........ 5.0 5.0 5.0

a Assuming all foreign earnings after foreign tax are declared as dividends to U.S. parent corporation.
b This would be the case during the application of any period of initial tax forgiveness offered by a foreign country as an in-

centive to foreign investment.

Source: From tax rate data in Table No. D-2.
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EUROPE AND AUSTRALASIA (SELECTED COUNTRIES) Table D-6

The Effect of Three Alternative Tax Proposals on Net Return From Investments by a U.S.

Corporation in a Foreign Subsidiary a

Net earnings after foreign and U.S. tax would be:

Subsidiary earns 20% on capital, before tax, in: Existing 14% point pro-
system and posal in Boggs CWEP

proposed FBC Bill (H.R. 5) proposal

1. No foreign te X.... .... . . 9.6% 12.4% 18.5%
2. Greece ......... 10.8 12.6 12.0

3. Germany....... 10.5 11.9 11.0
4. A ustria .. . . ........ 10.5 11.8 10.9
5. Italy 1. ..5............ 10.5 11.8 10.9
6. Australia ........ 10.4 11.6 10.7
7. Belgiumi.um. 10. .2. 10.2 10.9 10.2

8. United Kingdom.. 10.2 10.9 10.2

9. Netherlands ... . 10.1 10.7 10.1
10. Norway .......... 10.0 10.5 10.0
11. Sweden 9 . ..9. . 9.9 10.3 9.9
12. New Zealand .. . . . .. 9.7 9.8 9.7

13. Spain .... 9....7.7.. .. .7.7.7.7.. . . 9.7 9.8 9.7

14. France .................................. 9.3 9.3 9.3

-When all foreign earnings after foreign tax are declared as dividends to U.S. parent corporation.
b This would be the case during the application of any period of initial tax forgiveness offered by a foreign country as an in-

centive to foreign investment.
Source: From tax rate data in Table No. D-3.
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ASIA AND AFRICA (SELECTED AREAS) Table D-7

The Effect of Three Alternative Tax Proposals on Net Return From Investment by a U.S.

Cor poration in a Foreign Subsidiary a

Net earnings after foreign and U.S. tax would be:

Subsidiary earns 20% on capital, before tax, in: Existing 14% point pro-
system and posal in Boggs CWEP

proposed FBC Bill (H.R. 5) proposal

1. No Foreign taxb 9.......... ............... 9.6% 12.4% 18.5%
2 . Iran .................................... 10 .8 13 .1 1 5.5
3. M orocco............................... 10.9 13.1 14.8
4. Turkey ................. .. 9............. . 10.9 13.1 14.1
5. Belgian Congo .......... ................ 10.9 13.0 13.8
6. Iraq . 1.................. ................ 10.9 12.9 12.9
7. Syria ....................... .......... . 10.9 12.9 12.9
8. Ethiopia ................................ 10.9 12.8 12.7
9. Saudi A rabia ............................ 10.8 12.7 12.2

10. Lebanon................................ 10.8 12.6 12.0
11. Federation of Rhodesia and Nyasaland ....... 10.7 12.4 11.5
12. Union of South Africa ............... 7.... 10.7 12.4 11.5
13. Sudan ............................. 5.. .. 10.5 12.0 11.1
14. Philippines ......... ..................... 10.5 11.8 10.8
15. G hana.................................. 10.2 11.0 10.2
16. N igeria ........................ 2...... .. 10.2 11.0 10.2
17. Japan ... .............................. 9.6 9.6 9.6
18. C eylon ...... .......................... 8.5 8.5 8.5
19 . Ind ia ................................... 8.4 8.4 8.4
20 . Israel................................... 7.4 7 .4 7.4
21. Pakistan ................................. 7.2 7.2 7.2
22. Burma .................................. 6.1 6.1 6.1

,When all foreign earnings after foreign tax are declared as dividends to U.S. parent corporation.
b This would be the case during the application of any period of initial tax forgiveness offered by a foreign country as an in-

centive to foreign investment.

Source: From tax rate data in Table No. D-4.

APPENDIX E

Illustrative Proposal for an International Development Investment Company

In order to provide greater substance and de- 1940. Consideration would also have to be given
tail to the recommendation for the establish- to amending the National Bank Act and the
ment of a class of U.S. corporations known as Internal Revenue Code.
International Development Investment Com- Much of the concept and substance for this
panies (IDIC's), the following is presented as an illustrative proposal may be found in the gen-
illustration of specific proposals which might be eral framework of legislation passed in 1958 for
adopted. Affirmative action on the proposals, as U.S. domestic Small Business Investment Com-

presented here, would require consideration of the panies (SBIC's).1 The experience of existing
impact of applicable securities statutes, including investment companies operating abroad has also

the Securities Act of 1933, the Trust Indenture been drawn upon.
Act of 1939, and the Investment Company Act of 'Small Business Investment Act of 1958, P.L. 85-699.
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Objectives capital and surplus. This would require an amend-

The International Development Investment ment of the National Bank Act.

Companies would provide a private corporate c. An existing or newly organized Edge Act

form for partnership investment between U.S. in- Corporation should be able to subscribe to shares

vestors and foreign private businessmen. The of IDIC's, or to be treated as IDIC's if they other-
ivestmnts nd foren ri vat bsneste Te wise qualify. An Edge Act Corporation is organ-
investments of an IDIC would be restricted to ized under section 25(a) of the Federal Reserve
new investment and business activity mn Asia' Act-
Africa, and Latin America-the less developed Act:
areas of the world. "for the purpose of engaging in international

It should not be the purpose of IDIC's to seek or foreign banking or foreign financial operations

majority control of foreign businesses. However, . . . either directly or through the agency, owner-

to incorporate a rigid restriction against majority ship or control of local institutions in foreign

control either in the legislation or the administra- countries . . .

tive regulations would probably unduly hamper d. In order to assure diversity of activity, an
the management of IDIC's. The burden of proof IDIC might be prohibited from investing more
should be on the IDIC, however, to show that than a specified proportion, e.g., 15 percent, of its

its acquisition of majority control is required in capital and surplus in any single foreign corpora-
particular cases to protect its investment. tion. For this purpose, "foreign corporation"

The functions of IDIC's would be to: should be defined to include affiliates of a corpo-
ration whose securities were owned by an IDIC.

a. Provide a private financing source whereby e. A minimum initial private capitalization
management and other services important to the should be required for an IDIC, e.g., $500,000.
establishment and growth of sound business enter- The government should be prepared, under ap-
prises abroad could be made available to new or propriate conditions to be determined by regula-
expanding private enterprises in the less developed tions, to make loans and/or guaranties to IDIC's
countries. or to foreign corporations in which IDIC's in-

b. Provide a mechanism by which private vest. It would be necessary to outline general or
American capital can be accumulated for invest- broad standards which would govern the rela-
ment abroad in partnership with local business. tionship of the government lending agencies to

c. Provide a private point of contact in the these companies in connection with the avail-
United States for entrepreneurs in the less devel- ability of government loans or guaranties. Suit-
oped countries who wish to obtain private U.S. able broad contractual arrangements could be
capital and/or technical assistance, worked out for loan and guaranty relationships

d. Create private U.S. organizations which have between the government and appropriate IDIC's
a strong business incentive to search out and de- whereby the latter would have substantial discre-
velop private investment opportunities in the less tion in individual investment decisions subject to
developed countries. agreed criteria and post audit by the government.

Such arrangements could, of course, be termi-
Specific Characteristics nated in specific circumstances.

The following illustrative provisions for an f. An IDIC should be authorized to hold only

IDIC will identify some of the basic features that such assets in the U.S. as are indispensable to its

will need to be considered: operations.
g. In order to assure full protection to the gov-

a. Fundamentally it would appear most prac- ernment and to ultimate investors that might
tical for IDIC's to be organized in the normal purchase the securities of IDIC's, it would appear
corporate way under State law. However, con- desirable to require that books and records of
sideration might be given to the alternative of IDIC's be available for inspection by the appro-
providing for Federal licensing or chartering un- priate government agency or agencies.
der specific statutory authority. h. Some or all of the following tax incentives

b. National banks should be allowed to sub- might be offered to provide encouragement for
scribe to shares of IDIC's up to 1 percent of their the establishment and operation of IDIC's:
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1. The net income of an IDIC would not be the extent the dividends are distributed from
subject to U.S. tax until such time as dividends capital they would not be ordinary income to
were distributed to U.S. stockholders. the stockholder for tax purposes but would

2. Capital losses sustained by an IDIC, upon reduce the basis for his stock in the IDIC.
disposal or liquidation of its investment in a 4. Capital losses incurred by shareholders in an
foreign corporation, would be deducted from IDIC, when they dispose of or liquidate their
its ordinary income in a manner similar to the shares, would, as in the case of a Small Busi-
capital loss deduction available under existing ness Investment Company, be deductible from
law for Small Business Investment Corpora- their ordinary income.
tions. 5. An IDIC would be exempt from the 75 per-

3. Dividends distributed by an IDIC would be cent to 85 percent penalty tax imposed on
regarded as distributed from capital to the full the accumulation of profits from dividends,
extent of any foreign capital loss incurred by interest and royalties, and the like, imposed
the IDIC, instead of being distributed from by existing law upon personal holding com-
accumulated earnings and profits. Thus, to panics.

APPENDIX F

U.S. Government Lending Agencies

The two agencies authorized to extend loans is extending such large amounts of defense sup-
to private enterprises abroad are the Export- port assistance as to make loans repayable in
Import Bank (Eximbank) and the Development dollars inappropriate.
Loan Fund (DLF). Statistical information on b. The DLF is prepared to extend loans to
their resources and lending operations are con- enterprises in politically sensitive or exposed areas
tained in the tables which follow immediately where the Eximbank may be unwilling to do so.
Without attempting to describe their authority This arises not so much from the legislative
in detail, it should be noted that both agencies authority of the two institutions as from their
have broad authority to extend loans and guaran- different histories and basic purposes. For ex-
ties. Their authority is contained in the Export- ample, the Eximbank normally takes a fixed in-
Import Bank Act of 1945, as amended, and in terest debt obligation on its loans, whereas the
section 202(b) of the Mutual Security Act of DLF is prepared to take convertible debentures
1954, as amended. For the purposes of this re- . .
port it may be useful to note some of the differ- on similar instruments permitting it to share in
ences in the authority and policy of the two the profits of an enterprise in those cases where
agencies insofar as their loans to private enter- the DLF provides an unusually large share of the
prises are concerned. total financing of an enterprise.

a. The Eximbank must require dollar repay- c. The Eximbank requires that its loans be
ment on its dollar loans; the DLF can and does used to purchase U.S. commodities and equip-
accept local currency repayment. The practical ment; borrowers from the DLF, on the other

effect is to enable the DLF to make loans to hand, are free to make purchases on a worldwide
enterprises in countries whose unfavorable foreign competitive basis. (The Eximbank normally does
exchange prospects preclude loans by the Exim- not make dollar loans to finance local currency
bank or in countries to which the United States costs although the DLF occasionally does so.)
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Table F-1

Export-Import Bank Dollar Credits and Guaranties' by Type of Borrower and Purpose"

(millions of dollars)

Active creditsc at Credits authorized
December 31, 1958 During calendar 1958

Number Amount Number Amount

Group I-Loans to foreign governments, to enterprises
controlled by foreign governments, or to
government agencies

Public w orks.......................... 53 $209.8 8 $31.2
Transportation......................... 145 887.6 33 76.3
Irrigation and land reclamation ........... 15 145.8 1 24.2
Industry.............................. 44 370.3 3 17.5
M ining............................... 12 74.6 2 5.5
M iscellaneous......................... 26 73.5 1 0.4

Total group I...................... 295 1,761.6 48 115.1

Group Il-Loans to foreign governments or government
agencies for special purposes

Lend lease and reconstruction ............ 11 1,585.6 - -
Balance of payments assistance ............ 12 1,295.6 5 257.8
A griculture commodities, etc............. 1 11.1

Total group I..................... 24 2,892.3 5 257.8

Group Ill-Loans to or for the benefit of private enterprised
Public utilities......................... 48 268.6 8 55.3
Transportation......................... 100 63.2 13 4.0
M ining............................... 71 337.8 1 15.0
industry.............................. 796 403.0 114 68.8
A griculture........................... 126 399.7 46 80.7
M iscellaneous......................... 65 16.6 - -

Total group Il ... 2.................. 1,230 1,488.8 181 223.8

G rand total .. 5.......................... 1,549 6,142.7 234 636.7

a Guaranties are included on the same basis as loans since they are required to be charged in full against the Export-Import
Bank's lending authority. Total guaranties outstanding at December 31, 1958, were less than $53 million, of which nearly $41
million were to nine U.S. commercial banks for loans to the Government of Colombia and approximately $8 million were for
cotton export credits to Japan.

b The breakdown is by the ultimate use abroad of the commodities or financing provided, not by the nature or activity of the bor-
rower, especially in the case of exporter credits.

I "Active credits" include total credits authorized since 1934, less cancellations, less credits completely repaid. Partial
repayments and undisbursed amounts have not been deducted. For this reason, the total of this column is considerably larger
than the actual amount of loans outstanding on December 31, 1958. The total authorized lending authority of the Export-Import
Bank is $7.0 billion, of which $2.1 billion was uncommitted on December 31, 1958.

d Including loans to governments, government enterprises, or government agencies for relending to private enterprise.

Source: Export-Import Bank.
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Table F-2

Private U.S. Financing in ConnectionWith Export-Import Bank Loans to All Borrowers

(Public or Private), 1952-1958

(millions of dollars)

1952 through 1958 Calendar 1958

1. Gross Eximbank loans authorized................................. $4,603.5 $992.3
2. Gross Eximbank loans with which there was private participation 1,476.6 417.5
3. Private financinga associated with Eximbank loans through:

a. Participation in Eximbank credeiitst . ............................ 199.0 12.4
b. Concurrent bank loans....................................... 167.4 137.6
c. Concurrent loans from other U.S. sources .............. 0........ 205.0 32.5
d. Concurrent equity investment .................... 7............ 264.7 35.0

Total private financing................................. 835.6 217.5

,All private Financing shown is by private U.S. lenders without guarantee of, or recourse to, Eximbank. Guaranteed loan,
are included in Eximbank loans since they are charged fully against its lending authority.

b "Participations" refer to loans in which priavte organizations participate jointly with the Eximbank (but without its guaranty)
in disbursing and collecting loan funds under what is, in effect, a single joint loan. The private participations are normally in
the shorter maturities with Eximbank holding the longer maturities. Participations have been almost entirely by banks.

Source: Export-Import Bank.

Table F-3

Development Loan Fund Status of Funds and Loan Proposals as of January 31, 1959

(millions of dollars)

Amount

A. Status of available funds
Lending authority availablea.................................................. $ 698.7
Less: Commitments against available funds:

(a) Loans and guaranties approved..................................... - 593.6
(b) O ther project commitments......................................... - 85.5

N et available for loans........................................ 19.6

B. Status of loan proposals
Total loan proposals received (adjusted) ............................... 3........ $2,828.3

Less: Loans and guaranties approved........................................... - 593.6
Less: O ther project commitments................ ......... ............. 85.5
Less: Proposals no longer under consideration ..i..e..i............................ - 601.8

Net proposals under consideration ................................. 1,547.4

a An additional $225 million has been requested from the Congress for fiscal year 1959, and an additional $700 million will
be requested for fiscal year 1960.

b $138.0 million of proposals inappropriate for DLF financing; $255.6 million of proposals withdrawn by borrower or having
insufficient information; plus $208.1 million of proposals being considered by other lending institutions.

Source: Development Loan Fund.
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Table F-4

Development Loan Fund Summary of Loans Approved as of January 31, 1959

(millions of dollars)

Type of project and industry Borrower area

Near
East and

Far South Latin
Europe Africa East Asia America Total

A. For public projects
1. Food, agriculture and irrigation . $ 7.7 $ 2.0 $ 0.7 $ 28.8 $ 0.3 $ 39.5
2. Mining .... . - - 1.4 - 1.4
3. Water resources - --- -

4. Transportation and communications 19.9 5.4 47.2 140.5 12.4 225.4

5. Pow er. ........................... .. - 5.0 43.0 50.4 - 98.4

6. Industry ............... 5..5........ 22.5 - 15.4 83.6 5.0 126.5
7. Health and sanitation ................ . - - 19.5 5.5 1.6 26.6

8. Community development, etc. . . .3.0 - - 9.3 - 12.3

9. Miscellaneous. --

Total ........ . . 53.1 12.4 125.8 319.5 19.3 530.1

B. For private projects
1. Food, agriculture and irrigation - - -- 0.6 0.6

2. Mining.. - -

3. W ater resources.o.u.r.c---s--.---.-.---
4. Transportation and communcatons -
5. Power ............... - 1.2 - 1.2

6. Industry. ........ ......st. 16.4a 14.9"' 25.3 5.1 61.7

7. Health and sanitation
8. Community development, etc .
9. Miscellaneouse.llan. - -

Total ..-..... . 16.4 14.9 26.5 5.7 63.5

Total loans approved .... . 53.1 28.8 140.7 346.0 25.0 593.6
Funds earmarreed ....- 26.3 34.5 24.7 85.5

Grand total .a. . 3...1... . 53.1 28.8 167.0 380.5 49.7 679.1

a Including $6.3 million to a mixed private-government enterprise.
b Including $2.5 million to a mixed private-government enterprise.
e Including $4.5 million in the form of guarantee to private loans.

Source: Development Loan Fund.
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Table F-5

Development Loan Fund Summary of Proposals Under Consideration as of January 31, 1959

(millions of dolldrs)
Near

Europea East and
and Far Latin South

Africa East America Asia Total

A. By status and geographic area
1. Scheduled for Board action ... $ 8.7 - $ 19.1 - $ 27.8
2. Under active review ............... 5.. 5. 98.5 $108.4 21.9 $166.3 395.1
3. Projects of lesser priority ............... 325.9 138.7 66.5 567.0 1,098.1
4. New proposals........................ 3.8 16.7 2.0 3.9 26.4

Total 4......... ................... 436.9 263.8 109.5 737.2 1,547.4

B. By type of project and geographic area
1. For public projects. .................... 276.5 169.0 84.7 488.2 1,018.4
2. For private projectsb . . . . . . . . . . . . . . . . . . . 160.4 94.8 24.8 249.0 529.0

Total .. 3.......................... 436.9 263.8 109.5 737.2 1,547.4

C. By industry
1. Food, agriculture, and irrigation .......... - - - 113.0

2. Mining. ... . .... - - - 37.9

3. W ater resources ..................... - - - 61.0
4. Transportation and communications ........ - - - - 371.9

5. Power. ...... - - -- -- 319.0
6. Industry ......... - - - 560.6
7. Health and sanitation ..-....... . - - - 33.4

8. Community development, etc .......... - - - 36.6

9. Miscellaneous ....... - - - 14.0

Total. ............................. - 1,547.4

Includes Spain and Yugoslavia.
b Including a small amount in mixed private-public enterprises.

Source: Development Loan Fund.
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APPENDIX G Table G-1

ICA Investment Guaranties Issued 1948-December 31, 1958

(value in millions of dollars)

Type of guaranty

Convertibility Expropriation War risk Total

Europe (9 countries). . . . . .. .. .... .. .... .. $170.8 $ 79.1 - $249.9
Latin America (4 countries). . . . . . . . . . . . . . . . 26.5 3.5 - 30.0
A frica (1 country). . . . . . . . . . . . . . . . . . . . . . . . - 72.0 - 72.0
A sia (9 countries) ....................... 26.6 21.2 - 47.8

Totals-Dec. 31, 1958. .5...2. 224.0 175.9 - 399.9*

* While total of $399.9 million represents all guaranties issued as of Dec. 31, 1958, the maximum outstanding liability was
$340 million.

Source: Investment Guaranties Staff, International Cooperation Administration.

Table G-2

ICA Investment Guaranty Applications Pending at December 31, 1958

(value in millions of dollars)
Type of guaranty

Convertibility Expropriation War risk Total

Europea(10 countries) ............. $182.4 $156.8 $ 77.1 $416.4
Latin America (11 countries)u .n. 118.2 57.4 0.9 176.5
A fricab(3 areas)......................... 98.2- 58.5 156.7
Asia'(12 countries)........... .......... 189.5 70.8 30.7 290.8

Total (36 areas) ..8................. 588.3 284.8 167.1 1,040.2

aIncluding Greece.
b Including French Africa.
e Turkey accounts for $96.7 million in convertibility guaranty applications and $147.4 million in total applications.

Source: Investment Guaranties Staff, International Cooperation Administration.

Table G-3

Countries With Which ICA Investment Guaranty Agreements Were in Force, December

31, 1958
Type of guaranty covered

Area and country Convertibility Expropriation War risk

Europe (15 countries)
A ustria .a. .............. - - . . -..--.. . X X X
B e lg ium . . . . . . . . .... .. .. .. ... . . . .. .. ... . .. .. .. ... . .. X X
D enm ark . . .. .......... .......... .......... .......... X X
France ........ ........... ......................... X X
G erm any . .. .... .................................... X X
G reece ....................................... ...... X X
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Countries With Which ICA Investment Guaranty Agreements Were in Force, December
31, 1958

Type of guaranty covered

Area and country Convertibility Expropriation War risk
Europe (15 countries)-Continued

Ireland. .................... .X.X.. X X
Italy . ....... X..X... ...... X.. . .. I..... X X X
Luxembourg . . . .. our... . . .... X X
N etherlands .. a........n... . ........ X X
Norway. . .. .... ...... X.. X......... X X
Portugal ............. a..l......... X X
Spa in .......................... X X
United Kingdom. ........ x......... X
Yugoslavia ............ l.a..v...... ... X X

Totals ...................... 15 14 2
Latin America (10 countries)

Bolivia .... ........ . .... .. . ....... X X
C olombia ................. . ........ . X
C osta Rica........................ X X
Cuba ................... X.. X....... X X
Ecuador ................... ........ X X
G uatemala .................... . ...... X X
Haiti .................... x.. .. x....... X X
H onduras. .. u.....s................. X X
Paraguaya.......................... X X
P e ru . . . . . . . .. . . ... . . . . . . . ..... . . X

Totals ........ ............. .... 10 8

Africa (1 country)
Ghana. .x.x.x.x.x.x.x.x.x.................. X X

Asia (12 countries)
A fghanistan .............. n....... . . .. X X X
China (Ta iw an) .................. . . X X X
India . ............. X... .... X.. ..X.. . .... .. X
Iran . . . . . . . . .. . . . . . . . . .. . . . . . . . . .. .... X X
Israel . ............ X... ...... . .. . .... X X X
Japan................................ X X
Jordan ............................... X X X
Pakistan .......... n..... .... .. . .......... X X
Philippinesp..e..s..... ...... X.. X.. . ....... X X
Thailand ..................... n..d....... X X X
Turkey ........... ........ . .. ...... X X
V iet-N am .................... a....... X X X

Totals ................. ......... 12 11 6

G rand total ......................... 34 8
Source: Investment Guaranties Staff, International Cooperation Administration.
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Chart A

CONTRACTS ISSUED FOR INVESTMENT GUARANTIES

IN MILLIONS OF DOLLARS

400 400
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SOURCE: SEE TABLE G-1
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Chart B

INVESTMENT GUARANTY PROGRAM
Pending Applications vs. Remaining Issuing Authority

as of December 31, 1958
IN MILLIONS OF DOLLARS

Pending

Ap ivect $1,040

Remaining
Issuing $160

Authority

SOURCE: SEE TABLE G-1

Chart C

ACTION ON PENDING APPLICATIONS FOR
INVESTMENT GUARANTIES CALENDAR 1958

IN MILLIONS OF DOLLARS

APPLICATIONS AT BEGINNING 1958•...........-................ $631

NEW APPLICATIONS RECEIVED IN 1958........................... 939

TOTAL..........................-........ $1,570

ACTION

APPLICATIONS WITHDRAWN.................... $265
ADJUSTM ENTS.*...................................53
GUARANTIES ISSUED.............................212.........530

BALANCE PENDING 12-31-58 .............................. $1,040

*Over estimates of investments, etc. SOURCE: SEE TABLE G-1
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APPENDIX H

Planned Uses of Foreign Currencies From Sale of Surplus Agricultural Commodities Under

P.L. 480 Agreements Signed July 1, 1954 Through December 31, 1958

(million dollar equivalents at the

deposit rate of exchange)

Loans to
private

enterprise Loans to All
(Cooley foreign other

Area Total amendment)a governmentsb uses

A. Latin America
1. A rgentina ........................... $ 31.1 $ 20.0 $ 11.1
2. Brazil .l ... ................ .. 179.9 149.2 30.7
3. C hile ...... ....... ................ 39.6 31.6 8.0

4. Colombia.... ....... ................. 39.2 $ 3.4 25.3 10.5
5. Ecuador. .. .......................... 9.9 0.5 7.2 2.2

6. M exico ............................ 28.2 7.1 13.6 7.5

7. Paraguay............................ 3.0 - 2.2 0.8

8. Peru ................................ 25.2 1.9 16.0 7.3

Total......................... 356.1 12.9 265.1 78.1

B. Asia
1. Burma............................... 40.7 - 32.5 8.2

2. C eylon .............................. 6.3 1.5 2.2 2.6

3. China (Taiw n)....................... 21.9 3.0 - 18.9

4. India............................... 658.2 73.9 383.8 200.5

5. Indonesia ......................... 7.. 96.7 - 77.4 19.3
6. Iran ....... ........................ 12.4 - 2.5 9.9

7. Israel ............................... 130.3 19.7 91.4 19.2

8. Japan .............................. 8 150.8 - 108.9 41.9

9. Korea............................... 132.0 2.0 - 130.0

10. Pakistan............................. 268.3 28.7 89.1 105.5

11. Philippines.......................... 14.4 1.0 5.2 8.2

12. Thailand ..................... ........ 4.6 - 2.1 2.5

13. Turkey.............................. 162.6 7.8 23.6 131.2

14. United Arab Republic ................. 44.5 6.2 13.6 24.7

15. V iet-N m........................... 6.0 1.5 - 4.5

Total......................... 1,749.7 145.5 832.3 772.1

C. Europe
1. A ustria.............................. 42.9 - 26.3 16.6
2. Finland .............................. 40.0 3.3 19.0 17.7

3. France.................... .......... 29.7 6.9 - 22.8

4. G ermany............................ 1.2 - 1.2

5. G reece............................. 66.0 2.9 37.4 25.7

6. Iceland .............................. 5.9 0.8 3.9 1.2

7. Italy................................ 152.9 6.2 100.5 46.2

8. N etherlands......................... 0.3 - 0.3
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Planned Uses of Foreign Currencies From Sale of Surplus Agricultural Commodities Under
P.L. 480 Agreements Signed July 1, 1954 Through December 31, 1958

(million dollar equivalents at the
deposit rate of exchange)

Loans to
private

enterprise Loans to All
(Cooley foreign other

Area Total amendment)a governments' uses

C. Europe-Continued
9. Poland .............................. $ 138.0 - $ 138.0

10. Portug l.................... ......... 7.1 - $ 3.4 3.7
11. Spain............................... 295.7 - 153.7 142.0
12. United Kingdom...................... 48.2 48.2
13. Yugoslavia........................... 389.3- 204.5 184.8

Total......................... 1,217.2 $ 20.1 548.7 648.4
G rand total.......................... 3,323.0 178.3 1,646.1 1,498.6

a The Cooley amendment (section 104e of P.L. 480) has been in effect only since August 1957. Loans of $20.9 million had
been made from the currencies of four countries (Mexico, Israel, France, Pakistan) up to December 31, 1958.

b Of which appreciable amounts, in some cases, are to be used in support of institutions providing financial assistance, or services,
to private industry.

Source: Ninth Semiannual Report on Activities Carried on Under Public Law 480, 83rd Congress, as Amended.

APPENDIX I

Stanford Research Institute Literature Search Project'

Introduction period from October 6 to November 24, 1958.
Among the several sources of suggestions, ap- In this interval, three senior research economists

proaches, and information for the conduct of the participated in the project, together with the
study presented in this document, one was a necessary clerical persons.
thorough review of existing literature in the field. Review of Literature
This review was conducted by Stanford Research
Institute, under contract with the International The result of the series of steps to select litera-
Cooperation Administration. The results of this ture for review, as described below, was to identify
review were prepared for and delivered to Ralph approximately 1,100 pieces of literature judged
I. Straus to be used in connection with the special appropriate for review. In the literature review
report being prepared for the consideration of the itself, several standards and methods of proce-
Departments of State and Commerce. dure were established, in consultation with Mr.

The literature search was carried on in the Straus and members of his staff. The objective
Washington Office of Stanford Research Insti- of the literature review project was to produce
tute and thus benefited directly from the coopera- material for use by Mr. Straus and his staff,
tion of the interested U.S. Government agencies though not to produce material suitable, in it-
and many private persons and organizations in self, for publication. Because of this objective,
Washington. The review was conducted in the the summaries of literature which were prepared

' Prepared and subnitted by Stanford Research Institutc. were very brief and cryptic and were thus of use
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only to individuals already expert in matters of elaboration as was essential to understanding it.
international investment and business operations. In addition, data were included which would

The major standard applied in deciding permit the reader quickly to locate the original
whether to summarize a particular piece of literature reviewed in the collection maintained
literature, or any part of it, was one relating to by Stanford Research Institute. Each review was
the degree to which a specific course of govern- then placed in a category by subject, so that the
ment action was suggested or implied by the compendium of reviews as a whole would com-
writing. Since the study conducted by Mr. Straus prise a comprehensive indication of suggestions
was obligated to recommend specific legislative by subject area.
or administrative action by the U.S. Government, Many specific recommendations appeared more

this criterion of exactness was placed on the con- than once in the various pieces of literature re-
duct of the literature search program. Thus, a viewed. In these instances the first piece of
general recommendation that there be "tax in- literature reviewed was regarded as the source
centives" for U.S. private foreign investment had of the recommendation for the purpose of the
no place in the literature search results nor did a compendium. Unless a subsequent piece of litera-
recommendation that such tax incentive take the ture added substantially to the definition or the

form of either "tax deferral" or "tax reduction." substantive content of a recommendation, the
All of these general approaches to stimulating subsequent literature was not included in the

private foreign investment could readily be identi- review. There was no attempt to maintain statis-
fied as possibilities before the study began; the tics on the frequency with which specific sugges-
purpose of the literature review was to identify tions appeared in the literature, since there was

specific suggestions as to how best these and other no indication that such data would have any
general recommendations could be placed in force great significance to the study. In this connection
and carried out. the frequency with which a suggestion was made

In a few cases summaries of important and in replies to the Department of Commerce ques-
representative points of view were prepared, but tionnaire would have much greater significance.
generally the literature review concentrated on The literature looked at included a large
precise recommendations for U.S. Government number of internal Government documents.
action. Similarly, a few suggestions were reviewed, Wherever possible, a particular recommendation
even though they were not well developed as included in the compendium was taken from a

specific recommendations, in cases where it ap- nongovernmental source. In nearly all cases this

peared that the germ of a useful idea that had could be accomplished, so that it was not neces-

not appeared elsewhere was presented. sary to cite documents which are not available

In deciding which pieces of literature should to the general public.
be summarized and in preparing the summaries, The particular recommendations were classified

no analysis or evaluation of the recommendations under the following nine subject categories:
being summarized was made. In this respect, 1. General support to U.S. investors
the purpose of the review was solely to provide
a compendium of the various specific courses of 2. Improvement of general climate abroad for
action which had been suggested and not to private investment

attempt to determine which actions would be 3. Measures for U.S. Government protection for

desirable or what the ultimate effects might be private investment abroad

of the actions suggested. Thus, the persons work- 4. U.S. taxation of foreign source income

ing on the overall study would have before them 5. U.S. Government financial assistance to pri-
substantially all of the proposals which had been vate enterprise abroad

made, so that these could be evaluated and alter- 6. Measures to encourage forms of private foreign

natives chosen. investment not now flowing on a large scale

Each separate suggestion for action was re- (e.g., portfolio investment)

viewed and summarized very briefly, usually on 7. Antitrust laws and private foreign investment

a single page. The purpose was simply to present 8. Proposals for major reorganizational steps by
the central point of the suggestion and such the U.S. Government to emphasize and en-
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courage the role of private enterprise in eco- matters. These Departments also made avail-
nomic development able many internal documents for review.

9. Other proposals 4. A search for published material was conducted
The resulting compendium was made available through the use of standard library methods,

to Mr. Straus and the people working directly including the following:
with him. a. Nineteen published bibliographies on
Source of Literature economic development and related subjects

were used. A list of these bibliographies is
In conducting the literature review, the first attached (exhibit 1).

step was to identify and obtain literature that b. A search was made of such standard
would yield ideas and approaches likely to be periodical indexes as Index to Legal Periodi-
useful. For this purpose, four methods were em- cals, Public Affairs Information Service, Busi-
ployed simultaneously. ness Periodicals Index, Industrial Arts Index,
1. A letter was addressed to approximately 100 and Reader's Guide to Periodical Literature.

individuals and institutions generally regarded c. The card catalogs of the libraries of the
as knowledgeable about the subject. This Department of Commerce and the Inter-
letter explained the project and solicited both national Cooperation Administration were
literature and suggestions regarding literature searched under a number of headings.
that should be included in the survey. While the resulting identification of literature

2. A number of individuals in Washington and to be reviewed could not be considered exhaus-
New York were personally contacted for their tive, owing to the severe time limits placed on the
suggestions. project, there was good evidence that the cover-3. The Departments of State and Commerce and age was very thorough. This evidence was the
the International Cooperation Administration high degree of redundancy with which titles
provided many suggestions by requesting them appeared through the various methods of iden-
from staff members concerned with inter- tifying literature. A selected bibliography of the
national private business activities and related literature reviewed is attached (exhibit 2).

Exhibit 1

Bibliographies Used in Identifying Literature for Review

Baster, J.-"Recent Literature on the Economic Develop- Trager, Frank N.-"A Selected and Annotated Bibliog-ment of Backward Areas," in Quarterly Journal of Eco- raphy on Economic Development, 1953-1957," in Eco-nomics, November 1954. nomic Development and Cultural Change, July 1958.
Documentation, Inc.-Technical Assistance in Latin United Nations Economic and Social Council-Bibliog-
America, a bibliographical study prepared for the Ford raphy on Industrialization in Under-developed Countries.
Foundation. Washington, D. C., 1952. New York, 1956.

Hazlewood, A.-The Economics of "Underdeveloped" UNESCO-Assistance to Under-developed Countries; An
Areas; An annotated reading list of books, articles and annotated bibliography. Paris, 1957.
official publications. London, Oxford Press, 1954. UNESCO-International Bibliography of Economics.
Organization for European Economic Cooperation- Paris, annual.

"Social Implications of Technical Change; A Tentative U.S. Library of Congress-The Economic Development of
Bibliography." International Social Science Bulletin, sum- Underdeveloped Countries; A selected bibliography of
mer, 1952. books and journal articles. September 3, 1958.

Rand Corporation--A Selected Bibliography of Economic U.S. Library of Congress-International Economic and
Randeopentin Foenl ctibliobrpy o EcoSocial Development; A selected background reading list.Development and Foreign Aid. October 22, 1957. Washington, D. C., 1952.
Stanford University-Bibliography on the Economic De- U.S. Library of Congress-Need for More Foreign Invest-velopment and Industrialization of Under-developed ment by U.S. Individuals and Corporations in the Under-Areas, mimeographed, Palo Alto, Calif., 1953. developed Areas of the World; A brief bibliographical
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estimate of the work accomplished by existing organiza- U.S. Department of State-Point Four, Latin America
tions. Washington, D.C., April 10, 1957. and European Dependencies in the Western Hemisphere:
U.S. Department of State-Economic Problems of Under- A Selected Bibliography of Studies on Economically Un-
developed Areas. Prepared by the Office of Intelligence derdeveloped Countries. Washington, D.C., 1950.
Research, External Research Staff. Washington, D.C., U.S. Department of State-Point Four, Near East and
1956.U..DprmnofSae-onForNerEsad

Africa: A Selected Bibliography of Studies on Econom-
U.S. Department of State-Point Four: A Selected Bibliog- ically Underdeveloped Countries. Washington, D.C.,raphy of Materials on Technical Cooperation With For- 1951.
eign Governments. Washington, D.C., 1950.

U.S. Department of State-Point Four, Far East: A Se- Wolf, C., Jr., and S. C. Sufrin-Capital Formation and
lected Bibliography of Studies on Economically Under- Foreign Investment in Underdeveloped Areas. Syracuse,
developed Countries. Washington, D.C., 1951. N.Y., 1955.

Exhibit 2

Bibliography

A Selected Bibliography of Literature Containing Sugges- rencies, Washington, D.C., International Cooperation Ad-
tions for U.S. Government Action To Encourage Private ministration, August 5, 1958.Business Activity Abroad

BbotnessAtivit, C Arle d CBlack, Eugene R.-Address before 23d session of theAbbott, Charles C-The International Position and Economic and Social Council of the United Nations,Commitments of the United States, Washington, D.C., New York, April 18, 1957, issued by International BankAmerican Entcrprise Association, 1953. for Reconstruction and Development.
Allen, G. C. and Audrey G. Donnithorne-Western En- .
terprise in Far Eastern Economic Development, New Blair, Floyd--"Proposed Amendments to Internal Reve-
York, Macmillan, 1954. nue Code To Promote Foreign Investments by Regulated

Investment Companies," revised May 25, 1955.
Alvord, E. C.-Private Investment in Underdeveloped Bodfish, Morton-Prsidential Addrcss, International
Countries, memorandum submitted to International D- Union of Building Societies and Savings and Loan Asso-velopment Advisory Board, January 1954. ciations, 7th Congress, Stuttgart, September 1957.
The American Assembly, Graduate School of Business, Bowles, Chester-"A New Approach to Foreign Aid,"
Columbia University-International Stability and Progress: Bulletin of the Atomic Scientists, February 1957, pp. 42-
United States Interests and Instruments, New York, N.Y., Bmr
Columbia University, 1957.

American Friends of the Middle East-The American Brewster, Kingman, Jr.-"Legal Aspects of the Foreign-
Businessmen and the Middle East, 1955. ness of Foreign Investment," Ohio State Law journal,

summer, 1956, pp. 267-273.
American Management Association-The Taxation of
Business Income From Foreign Operations, New York, Bronfenbrenner, M.-"The Appeal of Confiscation in Eco-
1958. nomic Development," Economic Development and Cul-

tural Change, Chicago, April 1955, pp. 201-218.
The American Society of International Law-Interna-
tional Investment Law Conference, Washington, D.C., Brown, William Adams, Jr.-"Treaty, Guaranty, and Tax
February 24, 1956. Inducements for Foreign Investments," American Eco-

Baker, Russell-United States Tax Laws Relating to In- nomic Association-Papers and Proceedings, Vol. XL, No.

come From Foreign Trade and Investment, 3d Institute 2, May 1950, pp. 486-521.

on International Trade, University of Illinois, June 1955. Butler, W. Jack-"Business Fights Communism Over-

Baker, Russell-'"Frustration of National Objectives by seas," Harvard Business Review, Vol. 34, No. 4, July-
Tax Policy and Practice," Export Trade and Shipper, August 1956, pp. 96-104.

March 22, 1954, pp. 4-6; March 29, 1954, pp. 13-14; Carroll, Charles R.-Private Investments Abroad, No. 454
April 5, 1954, pp. 7-9, 19. in the series "National Economic Problems," Washing-
Barlow, E. R. and Ira T. Wender-Foreign Investment ton, D.C., 1954.
and Taxation, Englewood Cliffs, Prentice-Hall, Inc., 1955. Carroll, Mitchell B.-"How Tax Treaties Benefit U.S.
Beitz, Berthold-"Needed-International Credit Guaran- Companies Doing Business Abroad," The Journal of
ties," Deutsche Entwicklungsarbeit im Ausland, Supple- Taxation, April 1958, pp. 248-249.
ment to Der Volkswirt, July 19, 1958, pp. 22-24. Carroll, Mitchell B.-"Administration's Program of Tax
Berenson, Robert L., William M. Bristol, and Ralph I. Incentives for Foreign Investments," Export Trade and
Straus-Accumulation and Administration of Local Cur- Shipper, April 18, 1955, pp. 7-9, 14, 15.
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Carroll, Mitchell B.-Foreign Tax Attractions, Treaties, Friedman, Milton-"Foreign Economic Aid: Means and
and General Developments, National Foreign Trade Coun- Objectives," The Yale Review, summer, 1958, pp. 500-
cil, Inc., New York, 1956. 516.

Chamber of Commerce of Greater Philadelphia-Interim Fulton, David C.-Proposal for an American Corporate
Report on the "Proposal for the Establishment of an Technical Assistance Program (ACTAP), mimeographed,
Executive Board To Coordinate Governmental and Private n.d.
Overseas Investment and Production Activities," October Funston, G. Keith-Problem for Latin Ameica-Import-
1, 1958. ing Growth Capital, pamphlet, November 11, 1957.
Chamber of Commerce of the United States-What
American Businessmen Abroad Think of Foreign Aid, Gaston, J. Frank-Obstacles to Direct Foreign Invest-

February 1958. ment, report prepared for the President's Committee for
Financing Foreign Trade, April 1951, National Industrial
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