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to Mr. Black by Mr. Bachem.

The attached memorandum has been given

follow pretty closely the lines that I under-
stand are being discussed in your Committee.
J.Birke Knapp

It seems to me to
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Frankfurt-Main, May lo, 1961

Memorandum

from: H. Erich Bachem
to : Mr. Eugene R. Black

subject: Proposal to create an "World Bank-Pre-Investment

Some time ago you asked me to give you in writing my ideas
about a World Bank Fund for pre-investment studies -
similar but supplementary to the UN-Special Fund. Here 1is

my proposal:

1. I propose to create a funa for financing pre-investment
studies which - under present policies - cannot be

financed by World Bank loans.

2. Such World Bank-Pre-Investment Funda would prooably
require initially only US % 3-5 millions but would have
to be fed with subsequent allocations as required. The

funds would come out of our net profits.

3. The principal purpose oi the funa would be to allow
preparation and evaluation of development projects
which cannot or would not be prepared or studied without
the funds assistance. This includes feasibility studies
of alternatives to projects sponsored or beling prepared

by governments or private parties.

L. Tne principal differences between the World Bank's ana
the UN-Special Fund would pe the following:

Fundm®.



a)

c)

e)

The World Bank Fund woulid not be restricted by any
minimum limit regarding the total foreign exchange
cost of the studies. I expect - in fact - tnat the
great majority of studies to be financed by the World
Bank Fund would be under the US $ 250.000 foreign
exchange cost limit set as a minimum for UN-Special
Fund assistance.

World Bank financed studies would not require any
formal agreement with & government, therefore no
parliamentary action, ner require granting oIl any
immunity or dipilomatic privileges. An informal
communication by letter or cable exchange irom the
Bank's memoer government that it elther sponsors
or has at least no objection to tne proposed study

snhould be sufficient.

The World Bank Fund should be able to approve financing
ol a study within a tew weeks as comparea to the
© to L& months period requirec under UN-Special Fund

procedures.

worla Bank Fund financing could cover tne entire cost
ol the studies although 1t should normally be limitea

to the toreign excnange component.

Wworld Bank ifinanceo studies could be undertaken
regardless of whether they may benefit a government
(municipality etc.) or a private party. However, if a
study is likely to lead to an investment from which

a private party will draw a direct financial benefit,
arrangements should be made under which the cost of
the study would then be regarded as an interest
bearing loan repayable over a period suited to the

-



investment made. All other studies should be financed

as a grant.

5. The advantage of creating a separate fund (though no

legal entity) with a very few general regulations for

its operation - as compared to the possibility to

consider financing the same studies on a case-by-case

basis under IBRD's technical assistance budget are the

following:

a)

The initiative for finding and proposing projects
which need such studies has to come largely from our
operations officers and the chiefs of our operational,
technical and economic missions. Such staff members
need to know in advance what can and what cannot be
done by the Bank. They should follow established
policies and not be expected to make a case requiring

new or changing present policies.

The knowledge that the World Bank can finance such
studies on a grant basis is likely to spread quickly
in our member countries. It will be much easier to
reject outright at the very beginning requests for
financing which seem unwarranted on the grounds of
established policies than to refer them already at

a very initial stage to the Bank's management for

consideration.

6. The objective of the World Bank Pre-Investment Fund is

to help starting new development projects and to propose
better alternatives to (or modifications of) unsound

develpment projects or project-ideas.

& b =



Examples for possibilities of the first category (within
my area of responsibility) are:

Malaya: Fertilizer factory
Cement factory
Northern East-West Highway
Industrial Estates
Palm-0il Industries

Philippines: food processing plants

nickel-iron ore mines

Examples for the second category (alternatives) are
(or would have been in recent years):

Singapore: Free-piston power plant St. James
Steam power plant Pasir Pajang
Water supply project

Malaya: New Butterworth port
Johore Steam Power Ctation
PRAI Railway extension + station

Philippines: Integrated Steel Mill
Pan-Philippine Inter-Island Highway

Manila harbor-works

The effectiveness of any effort to prevent wasteful
investments depends in my view mainly on the possibility
to propose a suitable alternative at a very early stage -
vefore people, emotions or money have become firmly
committed. A flexible and fast operating World Bank will

= 8 =



be a useful weapon against waste.

Post secriptum:

I cannot answer your question of how to convince
Mr. Paul Hoffman of the need for a World Bank Fund
because I do not know Mr. Hoffman perscnally. If I
knew him well enough, 1 am sure I could give you a

proposal for your consideration.
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Jamuary 20, 196

Rry Lleyd K, Beldlinger

Essentive Jireetor

U. 8, Counell of the 100

309 Park Avenme

Bew York 17, New York e

P

:
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your letter of Jamuary 12 and the enclosed sopy of a /
from Walter lill dated Jamusry 6, both regardirg
international investaent guarenty scheme,

one significant difference between my proposal as put
.tmmmmmummm
f the Ketherlands  clegation to thet Confersace, Under my
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e his scheme, some provision would bave to be nade for starting
Gapital, aines his formuls, strietly luterpreted, would have the corporation

vith & sere sapitol). Seeond, I doubt that underdeveloped, sapttal-
faporting countries would be prepared or should be expeste’ to subsoribe %o



Nre Lloyd K. Neldlinger i January 20, 1961

sapital to the extent of %) ,epoent of the lusured lnvestments asde in
thame This eould resdily resuli {2 very large subseriptions by certaln
developing sountrics and noainal subocription: by eertein induetriellsed
sountyries. NMurihersore, [ don’t baliuve thet investors would flad
soosptalle guarcaties base upou Ar. ven Peghes's allocatl.cn of sube
soriptions % capitale Thixd, it {8 wnreelintic to divide scuniries inte
L d eatagories of ea ltal-sx urting sountries, on the one band, snd
rting conmtiries, on the other, Many eountrivs ure both,

spprecdate, o f cvurse, ‘nt Are wa Hegben's foremuls eould be applied

both m’- :

1 hope that the above comments are nseful to you and tWw 100/ Parise A
eapy of this lutter is golog %o Mr. van Neghem for his (nformation.

finoernly yours

fugust Aaflyy
Vlse President



January 16, 1961

Dear Mr. Darling: / /
On my return to Washington last week, I found v

your letters of December 29 and January 6, T appreciate
very much your writing them and sending me the material
about the Small Business Investment Company program.

I shall look forward to reading this with interest.
Sincerely yours,

HL_

Henry H. Labouisse

Mr, Jeseph W. Darling
11 Fourth Street, 5. .
wWashington 3, D. C,

HRL: P

X Da clin g, Josep b
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THE INTERNATIONAL CHAMBER OF COMMERCE, NG

CABLE ] USAINTOHAM 1B PREs AVED v VE ) ) MUREAY e 638t

Janeary 12, 10431

‘ ' ‘:-J‘ .
Dear Gus: (&é{"’ jﬁ‘ﬁ /

I enclose.a copy of a letter from ICC headquarters asnnq uste =
explain the status of our investment guarantee plan which we circulated
al the Karachi conference and whet'er we feel we can harmonize owr .
plan with that of van Eeghen. '

[ would welcome your suggestions for my reply to this letler
and particularly your analysis of any differences between our planand
the van Eeghen plan that 1t m! jht be difficult to compromise, R A
It 18 my understanding that our Committee on Foreign Investments
expressed a genuine tuterest in the plar Halph Straus presented to them
and raised a number of questions tha! he intended to investigate. At the
next meeting of our committee, | would expect that thi. plan would again
be discussed and | would appreciste it if you would report the discussions
at Karachi that were relative to the need for a guaranter system. I'll

appreciate your giving some thought to this,
With cordial regards,

Slncerely yours,

Lloyd K. Netdlinger
Executive Director

Mr. August Maffry
Vice President

Irving Trust Company
One Wall Street’

New York 15, New York

Chgromam; Miren T Mo Tasve K Nempooesown, Keeestioe [

Viee Chairmin Watren L laseie, Je Ban . Wit » . Foame ¥V paveans Troapures



114 Fourth St., S. E.
Washington 3, D. C.

January 6, 1961

Mr. Henry Lsboulsse

Special Assistant for Africa

International Bank for Reconstruction and Development ‘- /
1818 H Street, N. W. frcl, A
Washington 25, D. C.

Dear Mr. Laboulsse:

The enclosed "Resume' of SBIC Financial Transactions with
Small Businesses as of September 30, 1960" supplements my letter
dated December 29, 1960. It is vivid evidence of the working of the
Small Business Investment Company program and the potentlal of the
new financing technique for underdeveloped countries.

Most sincerely,
[}

<Er,,45f£5\\4/, Oizaxaizaa-1k

Joseph W. Darling

o . e i
VX :DFL o 5 l os® ' o,
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Jemusry 6, 1961
m'umwmmnmm

and §19,500
5000 fow
with the

mmuwlmnzs
wvorked out
m Business

finally actually

and

searching
: transaction with the saell business is a

I

Joseph W. Dexling
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CHAMBRE DE COMMEACE INTEANATICONA §
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Feomowdc & Elnc__hl Peliey -

.

i iR AVION

e T

Y o l% ‘ 3 i -9 . -‘;/‘f'="? “.,; F:ﬁ*ﬁd&ﬁ 1_157';;,‘_‘ ;

GOURS &8 ™ - BERIS |
Wi asasar o S s WH/RR & 111 - 61,7961 wtp
Dear Lloyd, : ol i
Gomdsaion am foreign iuvewtwents sod frvicaic Nevelopment e
R
(e of the recommendations of W Rarschi Couferwce was Lhat the -

i0C sheuld stady ths proposels e faverd for providing guarssdies ar 1,,'li.'.:‘}' -
insurance facilities on an ‘stermationsl basis to cover Con- muareisl (i
risks lncurred by private foruip: imvestasuty, '1 _

We bave nov had a Tetter from e Neliarlsnds Netlomal Cossd ttoe #‘r— .
rexinding vs of this rocome ndstim and mitmitiing for - asideration the Sl
proposal drewn up by Nr, ven Eeghen and circulates ty tra Netharlands uiT'- '
delegetion in Karachi, Por your convenlsme, 1 as wcliieing & copy of
this paper, i

]
There ia nothing o prevent gs golng ebesd W th this stady, &8 m:hﬁ N
1I0C's Council bas already incladed the question in the program of the =
Commisalon oo Porelgn Tuvewlssnie sod & onewmtc Developmant, :

We imow, however, wbat the U.4 Council ‘s givlry the mAttar e TSN
sctive considarstion sn! we have 1o cur basds wob culy ithe van Eaghan TN
proposal but alse the dreft sube'ited iv Larsshi by toe 0.8, Delagetion,

Bafore declding on & couree o sctie, we shon)d wUnrefore -
ciate your letting us know weiber the U.8. Cewncil hHis sade any further =
progrees 1o 1us stady of this suoect ploce the Bare ! Coofsretcs and 'r ._
in particular to what wtent you feal your Jdeas cio Le combined or .
harmonized with thoes of W, o Zeghem, It ia obvimaly sssential
that ary conmultation we mks should be based on a *'agls preoject, i
Amy other idems or sug.estiocns yau sy wizh 4o gut foseerd in relstion.
to the ipdtiative of the Netharlends Committes and ag regards the best
way of handling this gquestion vithin whe JCC would of course also be

welcome*
Lookdng forward Lo rearing lrom yoy,

Tours sipesrely,

1 N -
wmm
7\ sl Ay Welter RiYL

Sacrestary Jeosacal

Richara furion
PArector

Mr. Lleyd X, NELLLTRUSH
Expcutive | !re=top
7.5 Pouncil of Lha TC

. .‘ g " 3 5 9
M ;._:‘é-. : e i ¥ d s TRENE = e BELE SO L e _I!"_ric."ch




114 Fourth St., S. E.
Washington 3, D. C.

Decenber 29, 1960

Mr. Henry Labouisse

Special Assistant for Africa

International Bank for Recomstruction and Development
1818 H Street, N. W.

Washington, D. C.

Dear Mr. Labouisse:

Congratulations on your new assigument as Special Representa-
tive for Africa, this should be one of the more challenging jobs you have
undertaken, nearly equal to the Germesn assignment. I am sure you will
do & splendid job in helping the emerging nations of the dark continent
solve their long term finamcing problems in connection with development
and expansion of their production facilities.

The enclosed materisl is descriptive of the workings of the
Small Business Investment Companies.

Wishing you a healthy and prosperous New Year.

Sincerely,

*

Ww.%nﬂa.-%

Joseph W. Darling

“% Dacling » fose
ey S LC
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SMALL BUSINESS ADMINISTRATION
WASHINGTON 5, D. C.

November 23, 1960

TO ALL LICENSED SMALL BUSINESS INVESTMENT COMPANIES:

From the figures reported by the licensed Small Business
Investment Companies for the six months ending September 30, 1960, com-
bined statements of the financial condition and of the income and expense
have been made up. The accuracy and quality of the reports received have
improved very greatly since the first ones were made in March; the majority
of companies sent in their data within the stated 30-day period. This re-
port to you, therefore is more complete, will reach you promptly and hence
we trust will be of greater service than previous ones.

Figures are presented to cover three size groupings according to
statutory capital and surplus; namely:

1. OSmall companies -- not more than $325,000;
2. Medium companies -- from $325,000 to $1,000,000;
3. large companies -- more than $1,000,000.

Since operating experience is known to be an important factor in
this financial field, separate figures are presented:

1. For all Licensees reporting on their operations
for the six months ended September 30, 1960; and

2. For reporting companies licensed for six months or
longer.

Blank columns have been provided in which your company may record
its own comparable figures. In addition to the dollar figures, ratios are
presented for all items as a percentage of total assets or of total income.

The rate of formation of Small Business Investment Companies, as
measured by the Proposals that we are receiving, has shown an important
increase in recent months both in comparison with 1959 and from month to
month in 1960:

Receipt of Proposals - Number by Months

1960 1559
November 32% e}
October 24, 8
September 19 10
August 18 7
July 12 .
June 19 12

¥* Partially estimated.
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The figures currently reported by companies licensed for six
months or more when compared with those derived from reports as of
March 31, 1960, bring out clearly the changes that have taken place in
the operations of Licensees during the six-month period:

Operating Ratios (Percantage of Total Assets or of Total Income)

Companies of Small
All Sizes Companies
September#*Marchi September*Marchist
Assets
Cash and Government Securities 67% 75% 32% 63%
Small Business Financing 32 23 66 35
Other Assets 4 - 2 2
100 100 100 100
Liabilities
Current Liabilities 1 2 2 3
Borrowings 8 4 35 18
Capital and Surplus 91 91 &3 ]
100 100 100 100
Income -
Interest from Government
Securities 36 69 16 39
Interest from Small Businesses
Financed 46 #1 65 i
Income from Fees 9 9 16 16
All Other Income B - _ 3 J,
100 100 100 100
Expense
Financial Expensé, Interest
Paid, etc. 12 7 24 24
Operating Expense 58 T 38 74
Total Expense . 70 T a3 98
Net Income before Tax and Loss
Provisions 30 24 il 2
Provisions for Losses and Taxes 28 19 10 23
Net Income 2 4 o loss

* Companies licensed six months o~ more reporting at September 30, 1960.

#* All reporting Licensees at Marca 31, 1960.
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Particularly in the case of the small companies, a strong shift
has occurred; assets predominantly in the form of cash and Government se-
curities in March, now appear as investments in and financing of small
business concerns. This in turn has increased income to the investment
companies paid by the small businesses financed. Expenses appear well
controlled. There have been substantial increases in net income before
provisions for losses and taxes. In general, a definite trend toward
putting capital to work and toward earnings improvement is observed.

‘ The figures now available will be analyzed further to bring out
additional information, and from time to time such analyses will be pre-
sented. Meantime your comments and suggestions will be welcomed. We
trust you will find these reports informative and helpful to you in con-
ducting your own affairs.

Yours truly,

/ /""‘ "_/ ’,‘:’- * f?uﬂ-"u‘“{:.’_-'
. = i

A. D. Harvey

Director

Office of Investmen



Item Nos,
SBA Form 468

Page 1

7, 13
7(a), 13(a)

9, 1
15

Uile

27

« . Form L5B
Page 2

30 thru L2

L9
28, Lh(a)
29, Lh(p)

L5 thru LB

50

51(e),s 54

52(a

52(b
52(c

5

)

)
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Small Business Administration

Washington, D. C.

Licensed 3mall Business Investment Companies
Combined Statement of Financial Gondition

as of Sept

ber 30, 1960

Asgets

Cash
U, S. Government Obligations

Total Cash & U, S. Government Obligations

Loans and Investments
Loans to Small Businesses (Sec. 305)
Lass: Participation by Othars
Net Loans
Convertible Debentures of 5BCs (Sec. 30L)
Capital Stock of SECs
Gross Loans & Invesatments
Less: Allowance for Losses

Net Loans & Investments
A1l Other Assets

Total Assets

liabilities, Capital Stodc and Surplus

Acoounts Payable, Accrued and Deferred Items

Term Liabilities
Subordinated Debenturss Issued to SBA (Sec. 302)
Funde Barrowsd from SBA (Sec. 303)
Total SBA Obligations
Funds Borrowed from Others than SEA

Total Barrowings
All Other Liabvilities
Total Liabilities

Capital Stock and Surplus
Capital Stock
Surplus
Pald=in Surplus
Retained Earnings
Net Operating Barnings
Net Realized Gain or (Loss) on Investments
Total Surplus

Total Capitsl Stock and Surplus
Total Liabilities, Capital Stock and Surplus

Companies with Licenses in
Force September 30, 1960 -
130 Reporting Companies as
of November 8, 1960
(136 Licenses in Force)

Gompanies Licensed for
Six Months or More -
79 Reporting Companies as
of November 8, 1960
(83 Licenses in Forea)

For Your For Your
Amount Percent Company Amount. Percant Company
$ 27,726,178 22.0 $23,1i66,302 29,4
6li, 711,863 Sl.h 29,861,767 3Tah
92,438,641 734 53,328,069 6648
16,3h0,L27 13.0 13,001,253 16.3
681,923 0.5 666,998 0.8
3 £ - * » I;.;
15,498,179 12.3 12,658,879 15.8
892,930 0.7 556,130 0.7
¥ f] - 3 s 32.0
427,778 0.3 323,385 O
31,621,835 25.2 25,265,879 3.6
1,857,801 L. 1,25h,937 1.6
§125,918,277 100.0 $79,805,88 _100,0
$ 1,131,188 0.9 $ 90,612 pi
6,212,450, 4.9 h,g’i%g,wh ijg
1,110,000 0.9 000 N
13 » ;'E » » .
686,851 0.6 636,851 0.8
8,009,305 6al 6,309,645 149
31,229 - 31,229 -
2,171,722 Ts3 7,245,186 9.0
33,202,828 26,4 25,095,001 3.
83,539,127 66,3 47,468,512 5945
14,403 = 50,072 0.1
59:803) - {10,586) -
2 2 53'3 2 2 L)
116,746, 555 92,7 72,603,399 9140
$125,918,277 100,0 $79,808,885 100,90

Investment Administration Division

Office of Investment
November 16, 1960



Item Nos,
SBA Form L6568

Page 1

-

7, 13
7(a), 13(a)
gy 1

15

1h(a)

27
A Form Lé8
—Page 2
30 thru 42

Ly
28, Lh(s)
29, Lh(b)

45 thru L8
50

51(e), Sk
52(a)

52(b)
52(c)

55

Small Business Administration
Washington, D, Ce

Combined Statement of Financial Condition as of September 30, 1960

Licensed Small Business Investment Companies

Having Statutory Capital and Surplus of Not More Than $325,000

Comparies with Licenses in
Force September 30, 1960 -
99 Reporting Compenies as
of November 8, 1960

Assgets Amount Percent
Cash $ L,110,068 17.0
U. 8. Governmemt Obligations 5,782,113 23,9
Total Cash & U, 8, Covernment Obligations 9,899,811 40.9
Loans and Investments
Loans %o Small Businemses (Sec. 305) 11,558,523 UT.7
Less: Participation by Others 3,430 Ll
Net Loans 11,105,093 L&.0
Convertible Debentures of SBCs {Sec. 30L4) 2,606,016 10.8
Capital Stodk of SECs 138,940 0,6
Oross Leoans & Investments ’ s L{un
Less: Allowance for Losses 107,610 Oult
Net Loans & Investments 13,762,439 5740
All Other Assets 520,802 2.1
Total Assets $24, 203,082 100,0

Iiabilities, Capital Stock and Surplus

Accounts Payable, Accrued and Deferred Items $  L31,55L 1.8

Term Liabilities
Subordinated Debentures Issued to SBA (Sec. 302) S,ggg,hﬂ; 23.3
000

Funds Borrowed from SBA (Sec, 303) 3.6
Total SBA Obligations B R 26.9
Funds Borrowed from Others than SBA 386,139 1.6
Total Borrowings 6,879,593 28,5
All Other Liabilitles 31,229 0.1
Total Lisbilitles 7,342,376 30.4
Capital Stock and Surplus
Capltal Stock 12,561,269 51.?
Surplus
Pald-in Surplus li, 390, 785 18,1
Retained Earmings
Net Operating Earnings (105,598) (0.ls)
Net Realized Gain or (Loss) on Investments 1,250 -
Total Surplus Eﬁﬁ?.ﬂj? 6Ty Pl
Total Capital Stock and Surplus 16,860,706 69.6
Total Liabilities, Capital Stock and Surplus $2l, 203,082 100.0

Companies Licensed for
Six Months or More =

53 Reporting Companies
aa of November B, 1960

For Your
Company Amount Percent:

& 1,016,891 6,8
3,759,746 25.3

L, 776,637 32.1

8,259,349 556
358,50

2e7

] > gi.;
1,914,516 12.9
52,140 Ouly

» » L
79,217 0.5
78,283 65T

324,u8 2.2

$14, 819,405 100,0

$ 298,732 2.0
e
*336,139 2.3
5,179,933 3.9
31,229 0.2

5,509,891 el

7,081,437 L7.7
2,296,508 15.5
(52,016) Q1)
55,01 152

9,339,511 62.9
$1h!5h9!h05 100.0

Investment Administration Division
Office of Investment
November 16, 1960

For Your



Item Nos,
SBA Form L4168

Fage 1

Ty 13
7(‘-)] 13(a)
9, 1

15

U{e)

27

8A Farm 168
Page 2

30 thru L2

Ly
28, Ll(a)
29, lii(b)

45 thru L8
50

51(e), 5k
52(a)

52(b)
52(c)

25,

Small Business Administration

Washington, D, C,

Combined Statement of Financial Condition as of September 30, 1960
Licensed Small Bueiness Investment Companies
Having Statutory Capital and Surplus of from $325,000 to §1,000,000

Assets

Cash
U. S. Government Obligations

Total Cash & U. S, Government Obligations

Loans and Investments
Loans to Small Busineeses (Sec. 305)
Less: Partiecipatien by Othars
Net Loans
Convertible Debenturss of SBCs (Sec. 304)
Capital Stock of SBCs
Gross Loms & Investments
Less; Allowance for Loases

Net Loans & Investments
All Other Assets

Total Assets

Iiabilities, Capital Stock and Surplus

Accounts Payable, Accrued snd Deferred Items

Term Liabilities
SubLordinated Debentures Issued to SBA (Sec,302)
Funds Borrowed fram SBA (Sec. 303)
Total SBA Obligations
Punds Borrowed from Others thanm SEA

Total Borrowings
All Other Liabilities
Total Liabilities

Capital Stodc and Surplus
Capital Stock
Surplus
Pald=-1n Surplus
Retained Earnings
Net Cperating Farnings
Net Realized Gain or (Loes) ocn Investments
Total Surplus

Total Capital Stock and Surplus

Total Lisbilitles, Capital Stook and Surplus

Companies with Licenses in
Force September 30, 1960 =-
16 Reporting Companies aa
of November B, 1960

For Your
Amount, Percent Company |
$1,803,526 2,2
3,016,372 35.8
L4,8l49,898 57.0
1,ng,§21 17.4
268,433 3.2
¢ 51 IE'E
2,lhg,263 25.2
138,990
’ ) EI:E
5,000 -
3,482,981 41,0
168,801 2,0
$6,501, 660 100.0_
$ 229:522 2.7
Lh2,000 5.2
250,000 2,2
'y 8.1
50,000 0.5
742,000 8.7
il -
971,523 1l.ls
L,263,150 50,1
3,25L,069 38,3
g,;‘sg 0.1
? 0,1
_‘_‘_ ﬂ‘
7,530,157 88.6
$8, 501,680 100.0

Companies Licensed for
Si.x Months ar More =

1L Reporting Companies
as of November B, 1960

Amount Percent
$1,1146,628 15.3
2,748,270 3647
3,890,698 52,0
1,476,621 19.7
268,493 36
t Jl IB.I
2,090,863 28.0
138 1.8
] ¥ E;c;
_5_,_@0 =
3,132,961 45,9
_18ka 24
7,186,300 100.0
$ 219,523 2,9
hhz,g 5.9
0 3.5
» B
50,000 0.7
— 142,000 10,0
e -
961,523 12,%
L, 162,690 55.6
2,3h9,569 31.3
3,970 0.1
8 Qa1
6,524,777 _B7.1
$7,186,300  100.0

For Your

Inveatment Adwinistratlon Division
Office of Investment

November 16, 1960
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Assets

Cash

U. 8. Government Obligations

Small Business Administration

Washington, D. Ce

Combined Statement of Financial Condition as of September 30, 1960
Ilcensed Small Business Investment Companies
Hﬂ'ixg Statutory Capital and Surplus of More Than $1,000,000

Total Cash & U. S. Government Obligatlons

Loans and Investments

Loans to Small Businesses (Sec. 305)
Less: Participation by Others

gs
(Loas) on Investments

MNet Loans
9, 1 Convertibls Debentures of SBCa (Sec. 304)
15 Capital Stock of SBCm
Gross Loans & Investments
1h(e) Lesst Allowance for Losees
Net Loans & Investments
A1l Other Asssts
27 Total Assets
b Farm 68
Page 2 Lisbilities, Capitsl Stock and Surplus
30 thru L2 Accounts Payable, Accrued and Deferred Items
Term Liabllities
L9 Subordinated Debentures Issued to SBA (Sec. 302)
28, Lhi(a) Funds Borrowed from SEA (Sec. 303)
Total SBA Obligaticne
29, bli(p) Funds Barrowed from Others than SBA
Total Borrowings
L5 thru U8 All Other Liabilities
50 Total Liabilities
Capltel Stock and Surplus
51(e}, 5 Capital Stock
Surplus
52{a) Paid-in Surplus
Retained Earnings
52(b) Net Operating Earnin
52(c) Net Realized Gain or
Total Surplus
Total Capital Stock and Surplus
55 Total Liabtilities, Capital Stock and Surplus

Compandies with Licenses in
Force September 30, 1960 -
15 Reporting Companies as
of November B, 1960

Amount Percent
$21,813,18) 23.4L
58,875,718 5949
77,688,902 83.3
3,305,283 3.5
=0 -
3!3633 Ea! 3‘;
10,751,300 11.5
615,000 0.7
] t] Ig':
315,168 0,3
1, 356,415 15.k
1,168,198 1.3
Phuoss  0e

§ L70,101 05

Companies Licensed for
Six Montha or More -
12 Reparting Companies
as of November 8, 1

137,000 0.1
—57mw s
250,712 o 03
387,712 T
=0 2
___ 857,823 — 03
16,376,362 _1%.6
75,89L,273 81,k
Garon) -
wirsiir g v
92,355,692 321
$93,213,515 _100,0

For Your

Company Amount Percent
$21,302,783 37.0
23,353,751 140.6
L), 656,53l 176
3,305,203 5.8

=0= -
3:3531283 ;'E
8,653,500 15.1
365,000 0u6
1 3 Z's
239,168 0.l
12,08L,615 2.1
772,031 1.3
$57 180 _100.0
$ 386,357 0.6
137,000 0.2

=0 -

s 0.2
250,712 Os
387,712 Oa7
=0~ -
174,069 1,3
13,850,87h 2.1
42,822,835 Thas
98,172) 0,2

2,7 60.1!

56,739,111 98,7
BLisas e

Investment Administration Division
0ffice of Investiment
November 16, 1960

For Your
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Small Business Administration

Washington, D. C.

Licensed Small Business Investment Companies
Combined Statement of Income and Expense
For the Six Months Ended September 30, 1960

Tneome

Interest on Loans (Sec., 305)

Interest on Convertible Debentures (Sec. 304)

Interest on U, 5. Govermment Securities
Total Interest Income

Dividends and Contingent Earnings

Fees (Management, Counselling, etec.)

Other Income
Total Fees, Other Income, Dividends, etc.

Total Income

Expense

Interest and Commitment Fees on SBA Obligations
Interest and Commitment Fees on Other Obligations
Other Financial Expenses

Total Financial Expense

Operating Expenses
Salaries, Officers
Salaries, Employees
Advertising & Promotion
Space Occupled & Office Expense
Auditing & Examination Coste
Legal Services
Appraisal, Consulting & Engineering Costs
Investment Advisory & Supervisory Costs
Travel and Cemmunisations
A1l Other
Total Operating Expenses

Total Expenses

Net Income before Prov. for Losses & Inec, Taxes
Estimated Provision for Losses
Provision for Income Taxes
Total
Net Income from Operations

Realized Gain (Loss) from Investments
Less: Provision for Income Taxes
Net Realized Gain (Loss) from Investments

Total Net Income (Losa)

Gompanies with Licenses in
Force September 30, 1960 -

Companies Licensed for
Six Months or More -

130 Reporti Compani Report: Ci
P oi’eﬁgvmnul;gr 3?19635 2 7901 E’gfra;%:r %TD?LE%%’ a
(135 Licenses in Force) (83 Licenses in Force)
For Tour For Your
Amount, Percent Company Amount Percent Company
$ L65,236 2.8 $ L13,1h5 26,2
333,882 17.8 306, 725 19.5
705,657 37.5 65,916 36.0
B0.2_ i3 9
3 0.1 ' 0.2
dovher 0 Lo b
x 134,91 :
372,131 15.9 287,200 18.3
$T,876,506 .0 3 100.0
$ 164,900 8.8 $ U137 9.0
:L'L,D%lﬁ; 0.7 tO,gS; O.g
&3;3 2.3 0,51 2
2 1.8 102,119 10.2
246,31l 13.1 183,71 1,7
150,716 8.0 121,509 7.8
50,269 2.7 L1,234 2.6
147,849 7.9 119,900 7.6
45,181 2.4 42,485 2.7
89,391 L.B Th, 689 b7
32,259 1.7 26, 708 1.7
136,912 7.3 121,301 Te7
:IJZ?,EO h.i 66,6],3 L.2
0,150 Ts 112,33 T2
1,116, TIL To.1 ﬁ0.§§§ B7.5
$1,336,093 1.2 $1,103,112 0.1
540,813 28.8 $ Leg,922  29.%
178,753 9.5 1TLU37 10,9
TITLEEL - TS LI IO
(¥__10,870) (0.£] §_ 28, 1.7
g, %
3.
RS - 1 S — I
$ 8,304 $ 47,134

Inveatment Administration Division
Office of Investment
November 16, 1960



Smell Business Administration
Washington, D. C.

Combined Statement of Income and Expense for the Six Months Ended September 30, 1960
Licensed Small Business Investment Companies
Baving Statutory Capitel and Surplus of Not More Than $325,000

Companies with Licenses in Companies Licensed for
Force September 30, 1960 = Six Months or More -
92 Reporting Compenles as 5y Reporting Companies
of November 8, 1960 as_of November 8, 1960
Item Nos.
SBA Form 468 For Your For Your
Page 3 Income Amount Percent Company Amount Percent Company
2 Interest on Loans {Sec. 305) $31L7,97T 55.4 $265,886 55.8
E Interest on Convertible Debentures (Sec. 304) hg,saﬁ g 9 ul,eﬁ lgg
Interest on U. S. Governmment Securities pl 0. z
Total Interest Income _ﬂ,%%;li fic) g _%1633 : B
11, 12 Dividends and Contingent Earnings 0.2 0.2
8, 9, 10 Fees (Management, Counselling, ete.) 92,6h0 16.1 T5,53T 15.9
1,5,6,T,13,14 Other Incame 22,51 3.9 13,461 2.8
Total Fees, Other Income, Dividends, etec. 16,0 20.2 18 9
15 Total Income $574,037 100.0 $476,053 100.0
nse
16, 17 Interest and Commitment Fees on SBA Cbligations $124,605 21.7 $104,282 21.9
18 Interest and Commitment Fees on Other Obligations 6,218 1.1 5,531 1.2
19,20,21,23,24 Other Financial Expenses 7,047 1.2 4,104 0.9
Total Financial Expense 137,900 24.0 114,007 24.0
SP" Torm 468
a5 Operating Expenses
15 Salaries, Officers 109,369 19.1 7,102 16.2
16 Salaries, Enployees 40,607 7.1 33,765 T
1 Advertising & Pramotion 16,503 2.9 13,052 2.7
5,6,T,13,14 Space Occupied & Office Expense 50,462 8.8 39,225 8.2
3 Awliting & Examination Costs 22,215 3.9 19,519 L
12 Legal Services 33,919 5.9 20, 4.3
2, 10 Appraisal, Consulting & Engineering Costs 12,251 2.1 T, 400 16
1 Investment Advisory & Superviscry Costs 15,100 2.6 12,931 2.7
L, 18 Travel and Commmications 23,771 4.1 19,464 k.1
8,9,17,19,20,22 A1l Other 6 ﬁ% 8.2
30 Total Operating Expenses . 2 9.2
" Total Expenses $517,520 90.1 $395,886 83.2
SBA Form 458
Page 3 Net Income before Provision for Losses and Income Taxes $ 56,%‘[ 9.9 80,16 16.8
21 Estimated Provision for Losses 52,893 9.2 25,70 5.4
27 Provision for Income Texes 058 E.lx- 23,840 .0
Total L 14, 10,
28 Net Income from Operations (% é:ﬁ%g) Igi) L R
& Realized Gain (Loss) from Investments 7,205 6,484
T Less: Provision for Income Taxes 221 108
8 Net Realized Gain (Loss) from Investments —B.98L 5, JT6
Total Net Income (Loss) (8 20,450) $ 36,995

Investment Administration Division
Office of Investment
Novenber 16, 1960
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Small Business Administration
Washington, D. C.

Combined Statement of Tncoma and Expense for the Six Months Bnded September 30, 1950
Licensed Small Business Investment Companles
Having Statutory Capital and Surplus of from $325,000 to $1,000,000

Incoms

Interest on Loans (Sec. 305)

Interest on Convertible Debentures (Sec. 30L)

Interest on U. S. Government Securities
Total Interest Income

Dividends and Contingent Earnings

Fees (Management, Counselling, etc.)

Other Income
Total Fees, Other Incoms, Dividends, ete.

Total Tncome

_E‘Epgnse

Interest and Commitment Fees on SBA Obligations
Interest and Commitment Fees on Other Obligations
Other Financial Expenses

Total Financial Expense

Operating Expenses
Salaries, Officers
Salaries, Employees
Advertising & Promotion
Space Occupied & Office Expense
Auditing & Examination Costs
Legal Services
Appraisal, Consulting & Engineering Costs
Investment Advisory & Supervisory Costs
Travel and Communications
All Other
Total Operating Expenses

Total Expenses

Net Income before Prov. for Losses & Inc. Taxes
Estimated Provision for Losses
Provision for Income Taxes
Total
Net Income from Operations

Realized Gain (Loss) from Investments
Less: Provision for Income Taxes
Net Realized Gain (Loss) from Investments

Total Net Income {Loss)

Companies with Licenses in
Force September 30, 1960 -
16 Reporting Companies as
of November 8, 1960

Amount Percent
$ 51,913 33.0
50,525 32,1
8 28.5

Ll, 865
07,303 71,5

—— —————
§,059 2.5
977 3.
‘_.'Lﬁ"dj't?, (A
$ 157,39 100.0
$ 15,42k 9.8
T
20, 13.1
1,396 9.1
8,728 5.5
993 0.6
15,672 10.0
Ly, 687 3.0
12,398 7.9
3,409 2.2

Ly 6443 3.0
P o7
16,802 10.
35,197 T5.0

$ 107,103 64.1
$ 50,236 31.9
S o =

i
)
4,853

$ 35,052

For Your

Bompany

Companies Licensed for
Six Montha or More -

1)y Reporting Companiea
as aof November 8, 1960

For Your

Amount Parcent Company
$ 51,913 33.1
50,L00 32,2
%,hz? 28.3
3y 7.6
- =
A

$ _156,77€ 100.0

$  15,h24 9.8
2oh
20,606 13.L
14,396 9.2
8,725 5.6

993 0.6
15,672 10,0
4,687 3.0
12,398 7.9
3,409 2,2
L, 643 3.0
L, 772 3.0
16,719 10.7

—”EELEIJT—, —grr—

$ 107,020 63.3

3 h96756 JL.7

15,337 9.8
——yper —ey—
T LA 2o

14,853
0
u,EEB

539,272

Investment Administration Division
0ffice of Irvestment
November 18, 1960



Small Business Administration

Washington, D. C.

Combined Statement of Income and Expense for the Six Menths Ended September 30, 1960

Licensed Small Business Investment Companies
Having Statutory Capital and Surplus of more than $1,000,000

Companies with Licenses in
Foree September 30, 1960 -
15 Reporting Companies as

Companies Licensed for
Bix Months or More -
12 Reporting Companies

Ttem Nos, of November 8, 1960 as of November B8, 1980
SEL Form LE8 For Your
Fagg 3 Income Amount Percent Amount Percent Company
2 Interest on Loans (Sec. 305) $ 95,346 8.3 $ 95,346 10.1
q Interest on Convertible Debentures {Sec. 304) 231,831 20.5 215,085 22.9
L Interest on U. 5. Goverrment Securities 566,293 L9.7 142, b7 471
Total Interest Income 899,75 0.5 J0.1
1T, 12 Dividends and Contingent Earnings 1,756 C.2 > 0.2
g, 69, 10 5 Fees (Managemsnt, Counselling, stc.) 1,322 2.2 ?g,ﬁs’h Ta5
1 T.13 Other Incame 172,977 15.1 115,477 12,2
RS Total Fees, Other Income, Dividends, ete. — NG LT e
15 Total Income $1,145,530 100.0 $ 940,205 100.0
E E!.']SB
16, 17 Interest and Gommitment Fees on SBA Obligations $ 2u,87n 2.2 $ 21,621 243
18 " Intersst and Commitment Fees on Other Obligations 3}: Sgg 0.1 si,égg 0.26
19,20,21,23,2 Other Financial Expenses 2 3.0 2 3a
o Total Financlal Expense — T = 1 i
SRA Form 468
a| Operating Expenses
Salaries, Officers 122,549 10.7 92,216 9.8
16 Salaries, Employees 101,294 8.8 19,419 8.5
1 Advertising & Promotion 32,713 2.9 27,189 2.9
5s6,T513,1L Space Ogcupied & Office Expense B1, 715 Ted ,003 6.9
3 Auditing & Examination Costs 18,279 1.6 18,279 1.9
12 Legal Services 43,07, 3.8 1,965 .5
2, 10 Appraisal, Consulting & Engineering Costs 16,599 1.k 15,859 1.7
e Investment Advisory & Supervisory Coste 117,169 10.2 103, 767 1.0
L, 18 Travel and Commmications 49,187 L3 42,379 L5
B,9,17,19,20,22 411 Other 63,01 6,0 56, Eah 5.0
30 Total Operating Expenses )y A 2 5
Total Expenses $ mih70 £2.1 $ 600,206 £3.8
B Net I bef: Prov, for Lo &I T $  L3L,060 37.9 339,599 36,2
Tage J noome ore + for Losses ne. Taxes N b : .
EE Estimated Provision for Losses 320,63505 . 3 P0.0
27 Provision for Income Taxss 132,2 11 %;2.260 %.0
Total 52,296 a .
28 Net Income from Operations 3 gg:ggﬂ :E §_(35,257] [E.E!
6 Realized Gain (Loss) from Investments 11,764 11,590
7 Less: Provision for Income Taxes L, 26 i, 426
8 Net Realized Oain (Loss) from Investments ::EBE pALN
Total et Income (Loss) $_{10,898) b (29,133)

Investment Administration Division
Office of Investment
November 16, 1960
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Ome of the ways we cmn act positiwaly to sssist our country's
foreign poliey progmrew to move et & more sffective rate with grecter lapact
to oor demefit shrosd, 18 to adopt mww techniques im the flosnedng of
seonomic develoowent sk rppesr to offer solutions te baffling problems.

avoodmie geowih le of wiiversal interest in all wderdevelopad

sress, and especially Shomss with sopioding populstions snd near revolution-
ary sxpectations of a repidly incressing viability of their comditlons.
fgmll rualinesses &re ip greet seed of lomg term espital funds Tor copensicn
of all 8 of faclilities. Hers ip Aserica, the Bmall Business Adwinle-
traticn (8BA), through cos of 1ts functions, that of smpplementing avellable
private sowrves of cspital to msall businassen, halps weel) businessas with
thelr leng term capital requiresents through the progeas to license private
Ball Pusiness Iavestmert Cosperiss, which in twm supply Long ters equity
type ospital to private wmml) businesses. Although the progrem is omly
about twe yssrs old, alremty over 138 Rmall Pusiness Investment Cogpesics
have been crganimed by cumetent locel privete sponsors and liconsed by ‘B
Totel sssets of 130 of these Gmell Dusivess Investment Cospaniea
September 30, 1960, weomied to some 125 million dollars. About
s of long term equity type funds bad alreedy been peld over %o
pess concerns by these nev SEICe for their expension requirwwnts.
1tional 90 millions resalr in the hands of the SFICa for further long
firancisl sssistance to small businesses. Yet, only sbout 7 miliions
rment “seed monay’ hes been lant by SBA to ell the SEICa, s ratic
of lese then one dollar of Govermment Tunds for sach four dollars of privete
funds sdvacced by SBICs te smll busincsses. The total of private lfunds
widier hae been mmde gvelisble for long term equity tvpe finsancing of swll
business by the Small Business Investment Company Program ls about
<3 mllicm dollars, nesrly 17 timea thet adwanced by the Gowernment.

HRH

%

As you mow, beosuse of high slart \p costs, low initisd lncose,
ete., nev busipese acocerns peariy clways operate et & vonslderabls lage
for the first fev yvarw of existence. By conftrmet, the 130 cosbined new
BBICs, which,as & ygroup, heve beem in existence for varicus leagtis of tloe
fror ane wonth to two years, on @ cash basis, nede & praofit Tor the period
af 78% cn thelr sross incosa! After deducting e 19% provisiom for sosmaltle
Losses, and not guite 10% for income taxes, they show an overall noiaal
loss of less than 1%!
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he tecihrdgue of utilizing Swell Pusiness Investaent Compenies,
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cayrial assistence. Frivmde Loesl sl RemeTn screen out the obvicualy
uneccnaeic md bedly plenned regpastd. The meosgemact of the SHICs, being
the wost fwerdlisr with loeal perwonnal e conditions., After
Tingnei mﬂmmzlmwwmm;
sarvice those Fimsweial arrahcsnis with the small business
: w,mmmmm.uommqmm. since
their own private cspital is Luavolved, timy maintain 8 close personsl lotels

L sdmtilar structure of mesll dexipess {nvegtoent compamies could
be orzanlwsed sbrosd in comuetion with Heticnal Devalopmeent ingtitutions or
Benks. The Naticnal Devslopment agtitution eculd be substituted fexr oar
fimnl] Business Admindetration. Leong Tars Loan Pusds sould be pade avellable
by the Developsent Institutica to Suell Business Investuent Coupenien wRich
would be setr up in vericus indmtriﬂuﬂminlmursdmm&&r«
Asveloped soanisy. The HERIC {n turn woulld be owned, aemtrolled, and mens vl
by locsl citigens, businessmec. industrislists, backers, ete.

These Bmll Business Irvestmeut Compmnies would be locel sources oL
inveetamt capltel vhieh mignt dtain o1 a netching basis, sddftions} long
tapr losn turds Trom the Setionsl Develgpsesnt Instituticn. The local ] 3
Buginess lovewtment Capany could then smioe additional losns of an eguity
type capltal nsture to mare 1oeal Dusinesses in nsed of cepital for acanrion,
ebe. 'The reat majority of these locwl finsorial srrangensats would probetbll
e i the renge of $3,000 te $30,000 whieh sye those most senerally necded by
el businesses, bart whieh e ususily paseed over by tho opdingry Do Rl
mmet Institution, since they srs too mmll te 2umtify the norwel relntiovel;
hich eost of prosessing a loen spplicetion through the Dnvel oprenl Paas .
Peclud cal aselstarge of & fipaneisl o productiou, etc., nature coul. slse be
umer aveilable by the Levalopuent Inatitution to the sell business invest &5
commilean, or the smll tusincss fippaced, If any groblems aross berond hely
local cepsbilities of salutios.

e wttached 'Cadined Twatemst of Fiosoelnsl Cemtfolon of 130 "Hile
aa of Septesber 30, 1960, which glves some aetaile of the U.S. Basll Falnoss
Iovestment SCompaay Progreae's flvapcial progress e dute may ce of interest.

The conowpt sl prepsration of this meoasewnt saul rein reoort ovigloetod ‘n
My shop. Follow wp w34 and sasistescs tc the Ilndividuel SHICs fa oaw ol gy
Loy “ore dbjectlives. totusl aetion will ooly be fiitfebted, rasec o 8 cave-
“ul enmliveis of eacht imilvidual Flem'lo aconnplishmonts, by caperison with
vt s slmiler typo industyy averRgeR, o LI a Jeterioswting fiamnelel el
i cevesiaed.



W
o e

FL 430 fande, and otber josal U6, owned fonds, ef w=l) as ceriain
Limited waomtes of U.8. dellers Trom the Deweloprent Loso Pund, the Bxpoarte
fmpart Dank, ete., mght da lact %o the Beilooel Dewelopwment logtituvion for
relspiing to loeal BBICe requiring sdfitioral Tunds, emi o certain formiom
excoanre camgponest for aritical sachinery fmports, ete. If cousldered
politieadly sol sconcsically expedisnt, the Metiomal Devalopwmert Insi! fQution
sould eontrect for sny overall msiotevance of walue clause dewanded, or be
the scrwening ageory Tor dollisr end ues under eny "By Anevrica requiremsnts,
af U, 6. fonde svertumliy melosted to S3esll Busliness lnvesiment Cosmanliss.

Wighing you ail the bart Tor the eaming haliday seanon.

Hoay, simcesraly,

Jomeapn V. Darlisg

wsmclosmure -~ ap mentloned.



SMALL BUSINESS ADMINISTRATION
WASHINGTON 25, D. C.

December 29, 1960
TO ALL SMALL BUSINESS INVESTMENT COMPANIES

The figures on your financing activity from the Activity
Report, Form 477 through September 30, 1960 have been accumulated
and tabulated.

We enclose reports showing the long-term loan and equity
financing by (1) non-manufacturing and manufacturing industry classi=
fications, (2) non-manufacturing companies according to sales size,
(3) manufacturing companies by employment size, and (4) financing by
States.

In connection with the report on non-manufacturing
industries by classification, there is an entry under "Credit Agencies
Other than Banks.'" We have investigated and find that this is not a
case of financing a compgny for relending. You will be interested to
note that an important portion of both the loan and equity financing
has been to the smaller manufacturing and non-manufacturing companies.
The geographic spread of the activities of the SBIC's is interesting
also; transactions have taken place in all but twelve of the States
and the District of Columbia.

These figures supplement the financial reports which you
have already received as of the same date. We solicit your suggestions
for improvement in the presentation or to make these data more useful
to you.

Sincerely,

A. D. Harvey ]

Acting Director
Office of Investment



SMALL BUSINESS ADMINISTRATION

SMALL BUSINESS INVESTMENT COMPANIES LOAN AND EQUITY FINANCING TRANSACTIONS - BY'&NDUSTRY
Cumilative Through September 30, 1960

(Based on SBA Form 477 reports received from 72 companies as of
March 31, 1960, and from 124 companies as of September 30, 1960)

LOANS - (Section 305) EQUITY FINANCING - (Section 304)
LOANS APPROVED LOANS DISBURSED PROPOSALS APPROVED SECURITIES PURCHASED
Cumulative = Cumuilative Cumulative Cumulative
TINDUSTRY No. Amount No. Amount No. Amount No. Amount
Non-Manufacturing Industries:

Commercial farms 3 $89, 200 3 $89,200 & $123, 000 2 $123,000
Agricultural services 5 .07 5 173,774 - - - ) -
Forestry il 22, 500 i 22,500 - - - -
Metal mining €L 50, 000 i 15,000 ~ - - -
Anthracite mining i 75,000 - - - - - -
Crude petroleum & natural gas production or extraction 8 732,534 8 327, 534 1 5, 000 1 5, 000
Mining & quarrying of non-metsllic minerals, except fuels 1 T5,000 1 75,000 1 100, 000 i) 100, 000
General contractors - building construction Ll 2,112,260 4o 1,933,130 2 80, 000 1 20, 000
General contractors - other construction i 549,883 12 L96,183 3 200, 000 I 60, 080"
Specisl trade contractors - construction 10 205, 000 i 12k, 000 2 21, 000 - -
Motor freight transportation & warehousing T 195,775 6 135, 525 - - - -
Water transportation 1 60, 000 2} 60, 000 - - - %
Air transportation & related services 2 65, 000 2 65, 000 - - - -
Pipe line transportation - - - - 1 25, 000 i 25, 000
Transportation services L 145, 300 3 70, 300 L 164,700 3 14,700
Comminication L 72,000 2 37, 000 - - - -
Electric, gas & sanitary services 10 356, 533 10 356, 533 3 281, 696 2 221, 696
Retail trade: -

Building materials, hardware, & farm equipment 5 73,000 5 73, 000 8 128, 000 8 128, 000
General merchandise 2 30, 625 2 30, 625 1 19, 540 i 19, 540
* Food 78 1,308,948 66 1,127,948 i 366, 000 3 166, 000
Automotive dealers & filling stations 8 145, 200 8 145,200 1 T4, 000 i3 T4, 000
Apparel & accessories 6 78, 500 L kg, 500 1 30, 000 - -
Furniture, home furnishings, & equipment 9 240,943 8 210,943 3 71,000 & ‘11, 000
Eating & drinking places 19 462,800 19 347,994 i Lo, 000 - -
Miscellaneocus retsil stores 27 570, 528 27 5&2,0#3 i 356, 200 L 147,500
Wholesale trade:
Building materials, hardware, & farm equipment 7 216, 000 6 156, 000 4 286,875 7 286,875
Food 5 144, 000 L 116,750 2 51, 000 1 27,900
Apparel & accessories i 52, Tk i 52, Thk « _ . -
Furniture, home furnishings, & equipment i 60, 000 i 60, 000 3 170, 000 2 120, 000
Miscellaneous 12 523, 000 12 523, 000 3 155, 000 3 - 155,000



Page 2 of 3
SMALI. BUSTINESS INVESTMENT COMPANIES LOAN AND EQUITY FINANCING TRANSACTIONS - BY INDUSTRY
Cumulative Through September 30, 1960

(Based on SBA Form 477 reports received from 72 companies as of
March 31, 1960, and from 124 companies as of September 30, 1960)

EQUITY FINANCING - {(Section 304);
PROPOSALS APPROVED SECURITIES PURCHASED

LOANS - (Section 305)
TOANS APPROVED LOANS DISBURGED

Cumalative Cumilative Cumulative Cumilative
INDUSTRY No. Amount No. Amount No. Amount No. Amount
Non-Manufacturing Industries (continued): . L
Credit agencies other than banks B $47, 500 2 $47, 500 A $12, 500 ;3 $12, 500
Insurance agents, brokers, & services i | 15, GOQ il 15, 000 - - - -
Real estate 76 3,035,235 Te 2,778,235 20 2,391,100 13 497,100
Hotels, motels, camps, & other lodging places 11 346,400 w11 346,400 9 953, 600 5 “ 78, 600
Personal services ik § 85,409 10 75,409 - - - -
Miscellaneous business services 1k 370, T64 il 183,964 10 1, 309,964 9 1,209,964
Mitomobile repair, rental, & storage services 5 L2, 653 L 38,653 2 6, 000 2 6, 000
Miscellaneous repair services i, 6, 000 1 6, 000 - - - -
Motion pictures 2 L6, 500 2 L5, 000 2 90, 000 1 50, 000
Amisement & recreation services, except motion pictures 10 Lov, 500 10 Lok, 709 9 292, 500 6 185, 000
Medical & other health services 17 48k 111 16 419,111 ] 71, 500 1 71, 500
Educational services 2 200,000 2 200, 0C0 3 = = =
Miscellaneous services 24 90k, 700 20 587, 700 5 1,258, 000 5 1,083, 000
Unclassified 2 68, 500 2 68, 500 il 5.7 50 g 33730
Total, Non-Manufacturing Lyo $14,966, 319 iels) $12, 646, LoT 118 $9,138,925 89 $l, 96k, 625
Manufacturing Industries:
Ordnance & accessories b $50, 000 1 $50, 000 - = & =
Food & kindred products 2 60, 000 2 60, 000 3 $112, 400 3 $06, 200
Textile mill products - - - - 1 10, 000 . 10, 000
Apparel & other finished products made from fabrice and
similar materials 3 88, 383 3 88, 383 1 50, 000 = -
Lumber & wood products, except Furniture. L 125,500 3 185, 508 3 140, 000 3 135, 000
Furniture & fixtures 2 37, 500 2 37,500 X 45,000 1 45, 000
Paper & allied products - = = . g 80, 000 1 30, 000
Printing, publishing, & allied industries 8 738,160 7 723,160 5 193, 340 L 190, 000
Chemicals & allied products 2 47,000 2 47, 000 x 3, 000 Al 3, 000
Petroleum refining & related industries - - - - 1 300, 000 = =
Rubber & miscellaneous plastic products 3 80, 000 3 80, 000 1 100, 000 i 30, 000
Stone, clay & glass products il 19, 500 . 19, 500 - - - =
Primary metal industries 1. 50, GLO 1 50, 000 s 300, 000 -
Fabricated metal products, except ordnance, machinery, &
transportation equipment 15 650, 500 13 610, 500 13 2,098,125 10 1,728,125
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SMALL BUSINESS INVESTMENT COMFANIES LOAN AND EQUITY FINANCING TRANSACTIONS - BY INDUSTRY

Cummlative Through September 30, 1960

(Based on SBA Form 477 reports received from 72 companies as of
March 31, 1960, and from 124 companies as of September 30, 1960)

LOANS - (Section 305) EQUITY FINANCING - (Section 304)

LOANS APPROVED LOANS DISBURSED PROPOSALS APPROVED SECURITIES PURCHASED
Cumilative Cumulative Cumulative Cumulative
INDUSTRY No. Amount No. Amount No Amount No. Amount
Manufacturing Industries (COntinuedl: .

Machinery, except electrical 3 $135, 000 1 $60, 000 7 $695, 000 5 $337,800

Electrical machinery, equipment, & supplies il 50, 000 T 50, 000 i 767, 500 5 692, 500
Transportation equipment 2 525, 000 2 525, 000 L 265, 000 3 2ko, 000 ™

Professional, scientific, etc., equipment 11 1,203, 000 7 430,904 28 6, 869,%00 ol 5; 40k, 500

Miscellaneous manufacturing industries ) 223, 000 5 171,000 11 568, 750 9 528,750

Total, Manufacturing 66 $4, 082, 543 54 $3,108, 4h7 89 $12, 597, 615 71 $9, 470,875

' TOTAL - ALL INDUSTRIES 538 $19, 048, 862 483 $15, 754,854 207 $21,736, 540 160 $14, 435, 500

OFFICE OF CONTROLLER
Budgeat & Reports Division
December 23, 1960



SMALL BUSINESS ADMINISTRATION

SMALL BUSINESS INVESTMENT COMPANIES LOAN AND EQUITY FINANCING TRANSACTIONS - RY STATES _g,/
' : Cunulative Through September 30,,196Q

(Based on SBA Form 477 reports received from T2 compenies -as of
March 31, 1960, and from 124 companies as of September 30, 1960)

LOANS - (Section 305) _ EQUITY FINANCING - (Section 304)

LOANS APPROVED LOANS DISB “FROPOSAIS APPROVED SECURITIES PURCHASED
Cumulative Cunulative ~ Cumulative Cumulative
STATE No. Amount To. ¢« ‘Amount No. Amount To. - Amount
Alabama 1 $15,000 1 $15,000 - - - -
Alaska - - - - - - - -
Arizona 1 26,775 3 26,775 - - - -
Arkansas - - - - e - - -
California k1 2,750,659 30 1,754,563 34 $5,558,340 22 $4,022,000
Colorado - - - - - - - -
Commecticut 31 478,300 26 416,500 2 60,000 2 60,000
Delaware 1 30,000 ! 30,000 - - - -
District of Columbia 2 29,000 2 29,000 2 151,500 2 121,500
Florida L2 1,555,865 Lo 1,501,865 2 230,000 2 230,000
Georgia 3 92,500 2 17,500 22 840,500 18 642,500
Bawaii - - - - - - - -
Idaho .3 10,500 1 8,000 1 500 - -
Illinois 1 60,000 - - L 520,000 3 470,000
Indiana 7 486,729 i 486,729 - 66l ,896 6 364,896
Iowa L 163,000 3 138,000 3 150,000 3 150,000
Kansas - T - - = - - - -
Kentucky - - - - % 1,500,000 - -
Louisiana 39 1,052,045 36 1,006,045 ‘8 85,000 3 85,000
Maine - - & i - - “ "
Maryland 3k 1,185,400 31 1,127,400 13 337,000 12 250,000
Massachusetts 22 663,111 21 603,111 6 617,040 6 517,040
Michigan 5 300,000 5 246,300 T ‘305,000 3 125,000
Minnesota 6 187,000 6 187,000 16 767,000 a3 467,000
Mississippi 9 214,500 7 - 194,500 1 60,000 - -
Missouri L 96,000 2 24,000 6 331,000 2 15,000
Montana 3 119,500 3 1 - 40,000 1 - 40,000

Nebraska

-

119,500




STATE

Nevada
New Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota

Chio
Oklahoma
Cregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginis
Wisconsin
Wyoming

Total

SMATL BUSINESS INVESTMENT COMPANIES LOAN AND BQUITY FINANCING TRANSACTIONS - BY STATES ;‘1/

{Page 2 of 2)

. Lumilative Through September 30, 1960

:(Based on BBA Form 477 reports received from T2 companies as of
March 31, 1960, and from 124 companies as of September 30, 1960)

LOANS - (Section 305)
LOANS APPROVED ' S D
~ Cumulative Cunmulative
No. Amount e Amount
L $132,000 L $132,000
28 1,822,500 = 1,567,800
Lo 631,000 3k 530,000
21 639,700 21 618,473
15 560,050 10 330,050
1 60,000 X 60,000
19 562,000 14 399,000
L 120,883 L 120,883
i g b1 ,448 16 451,448
ol 739,100 20 574,100
86 2,874,816 84 2,294,831
9 561,500 8 386,500
1 8,500 1 8,500
3 89,900 3 89,900
8 234,581 8 234,581
L 25,000 1 25,000
58 419,048,662 L83 - $15,75k,85

a/ Applications received from small business concerns for specific loan or

equity financing:
Number of applications

Amount of financing applied for

7,074
. $396,285,580.00

. EQUITY FINANCING - (Section 304)
PROPOSALS APPROVED SECURITIES PURCHASED

Cumulative Cumulative

No. Amount Eﬁl: Amount
1 $25,QOO 1 $25,000

b 623,000 1 '3,000.

1 25,000 1 25,000

9 2,415,000 8 2,097,900

2 30,000 2 30,000
12 3,099,000 5 1,667,800
5 320,964 L 222,26l

3 170,000 3 170,000

1 20,000 1 20,000
10 483,300 10 483,300
T 1,212,500 6 1,112,500

ol 5,750 1 5,750

b 99,600 N 99,600
16 989,650 15 913,450
207 $212736;5h0 160 $14,435,500

OFFICE OF CONTROLLER
Budget & Reports Division
December 16, 1960



SMALL BUSINESS ADMINISTRATION

BY FIRM SIZE

SMALL BUSINESS INVESTMENT COMPANIES LOAN AND EQUITY FINANCING TRANSACTIONS APPROVED -

Cumulative Through September 30, 1950

(Based on SBA Form LT7 reports received from T2 companies as of
March 31, 1960, and from 124 companies as of September 30, 1960)

NON-MANUFACTURING MANUFACTURING
EQUITY FINANCING EQUITY FINARCING
__LOANS APPROVED PROPOSALS APPROVED LOANS APPROVED PROPCSALS APPROVED
~ . Cunulative Cumulative Cumuliative Cumulative
BALES SIZE No. Amount o Amount _ EMPLOYMENT SIZE No. Amount  To. Amount
$49,999 and under 116 $2,630,261 26 $597,550 0 to 9 Employees 16 $450,160 15 $655,090
50,000 - $ 99,999 70 1,608,901 10 360,396 10 to 19 Employees 6 239,500 12 1,460,625
100,000 - 2k9,999 102 3,192,401 14 768,875 20 to 49 Employees 26 2,099,500 20 2,329,900
250,000 - 499,999 o1 2,056,912 6 235,500 50 to 99 Employees T 605,883 13 1,435,000
500,000 - 999,999 L5 15768;975 20 2,895, 304 100 to 249 Employees 2 31!'2’500 19 )'1';232:500
1,000,000 - 1,999,999 20 969,085 il 942,000 250 or more Employeses 3 250,000 5 2,300,000
2,000,000 or more 5 Lk ;000 8 2,130,000 Data not available o3 95,000 5 184,600
Data not available 63 2,295,784 23 909, 300
Total: Non-Manufacturing Total: Manufacturing
Firms 472 $2h,966,319 us $9,138,925 Firms 86 34,082,543 89  $12,597,615

OFFICE OF CONTROLLER
‘Budget & Reports Division
December 16, 1960
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November 8, 1960

Hydrotechnic Corporation
505 Park Avenue
New York 22, New York

Dear Mr., Nebolsine:

In Mr, Demuth's absence from the office, I am
writing to acknowledge receipt of your memorandum,
entitled "Procedures for Facilitating Participation
of Local Investment Capital in Latin American
Development Progrems.® This arrived just after
Mr. Demuth's departure on a short trip out of the
country. It will be brought to his attention on his
return some time after the middle of November,

Sineerely yours,

o e

Thelma E. Falardean
Secretary to Mr. Demuth

by
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INTERNATIONAL B. .K FOR RECONSTRUCTION AND DE., LOPMENT qfvf‘&m»wﬂ

OFHCE MEMORANDUM

Mr. Lecnard B. Rist (through Mr. ivramovic) DATE: October 27, 1960
Marinus van der Mel LJuar

Draft Outline of Paper "Tax Incentives for Private Domestic Investment
in Industries in Underdeveloped Countries®.

Flease find attached a provisional outline of a paper on the above-
mentioned subject, drafted by Mr. Kahabka in consultation with me.

As you will see from the outline, it is intended to do two things:

l. To give a general idea of the scope and limitations of tax benefits
granted in investment laws and regulations in variousg low income countries
(section B of outline). Section B as it stands is identical to the brief
paper on the subject provided to the Ghana mission. It will have to be
rewritten and somewhat expanded on the basis of additional research. We
intend to add an annex to the paper, summarizing country by country the
most important benefits (a provisional sample covering six countries was
provided to the Ghana mission). This annex, of course, will have to be
limited as far as country coverage is concerned. (We have not made a de-
finltive choice on countries yet).

2. To discuss at some length various general factors that are relevant
in connection with tax incentives (section C of outline). We do not know
exactly how far we can go along these lines (section C is very tentative),
but it seems worthwhile to give some more thought to this problem, in the
first instance by examining and summarizing available general literature
on the subject. It is not intended to give an appraisal of the effectiveness
of provisions in individual countries; this would be too ambitious a task and
might lead to difficult problems of diplomacy.

We intend to talk with Mr. Weigel to rule out beforehand possible
duplication of work with IFC and to ask his suggestions for increasing the
usefulness of the paper (in particular with respect to choice of countries).

Your comments and suggestions with respect to the outline will be
appreciated.

c.c, Mr. Kahabka

{



Provisional Qutlines of P. r ECONQMIC STAFF

J. Kahabka
October 25, 1960

TAX INCENTIVES FOR PRIVATE DOMESTIC INVESTMENT

IN INDUSTRIES IN UNDERDEVELOPED COUNTRIES

INTRODUCTION

l. Object: Facing the fact that tax incentives are widely used to stimulate
private domestic investment, examination of existing incentives in a
sample of less-developed countries, and analysis of factors which influence
the degree of effectiveness,

2, Limitations of this paper proposed:

a. IExclusion of the special additional problem of foreign investment
(apart from possibly a few references), #lthough these problems are
highly significant in connection with the investment situation in
underdeveloped countries, their inclusion would make the scope of
this paper too wide and - at the present stage - would complicate
the paper too much,

be Industrial investment considered only;

¢, Tax incentives (including duties, fees, etc.) only; (but some comments
will be made about the limitations of effectiveness of this type of

effectiveness
incentives, which/seems to be sometimes over-estimated),

SCOPE AND LIMITATIONS OF TAXATTON BENEFITS GRANTED BY INVESTMENT LAWS AND
REGULATIONS.

l. Definition of Applicability of Benefits

a, General prerequisites and compliance with general criteria (economic
development, social values, contribution to national défense, etcae);

be Only new investment (Lebanon: applies only to new companies with
"object different from that of any other enterprise now in the country");

Ce Only investment in certain industrial activities or activity (Colombia,



Ghana, Jamaica)j

de Only investment of a certain minimum amount may benefit (Jordan,

Lebanon, Irag, Ethiopia: minimum investment required during the

first year); further qualifications may be added (Philippines:
investment minimum as to equipment and machinery); a certain mini-
mum share of domestic capital required (Irag);

e, Of the total cost of the product, a certain percentage may be re=
quired to consist of domestically incurred cost (Philippines: 60%).
May be further qualified as to the kind of input (Colombiz: some of
the exemption legislation is related to industries complementary
to the production of iron and which use as their raw material the
manufactured or semi-manufactured products of Paz del Rio);

fo Minimum capacity and minimum production (Colombia: production of
engines and automotive vehicles);

ge Minimum machinery (Iraq);

h. As to labor: minimum number of employees (India, Ceylon); minimum

wage bill (Lebanon); minimum percentage of local labor employed
(Iraq);
i. Time limits: for the validity of the law or of the provisions

(eegs, Philippines, India); for the application for deriving benefits

from the law (Algeria); for the beginning of construction; for the
begiming of operations (CQuatemala: maximum 1 year),

Cuideposts for Classification

So far, limitations mentioned were absclute limitations. The relative
limitations now to be enumerated determmine not whether the enterprise
may be eligible for benefits, but to what extent these beﬁefits may be
granted., The laws generally name maximum benefits - in some instances
minimum benefits, too - and the amount of benefits allotted in the single

case within the provisions of the law is determined on the merits of the



case at hand., The criteria may be:

=1

be

Ce

de

Contribution to national income and impact on income distribution

(esge, Costa Rica, Nicaragua);

The attitude taken by the enterprise toward the domestic consumer;
this includes friendly policy as to quantity, quality and pricing

(eeg., Ecuador, Nicaragua) or the impacti of the operations of the

enterprise on the domestic market: percentage of national markets
supplied (gggigg; in Costa Rica, an enterprise may qualify for
new enterprise and receive top concessions, too, if it produces
coods, which are produced at a rate of less than 10% locally).
This provision points the way to the

effects on the balance of payments considerations.

(In e,g., Bcuador, an industry may qualify for benefits as
A-category industry if it produces cammodities to an extent of at
least 1% of the f.o.b. value of total imports cf these commodities
during the 3 years prior to the application for this classification).
Apart from import substitution considerations, the strengthening
of exports has a positive effect on the balance of payments, tco.
The contribution of the enterprise to mounting exports may be, as
in Ecuador, also taken into account.,

Use of domestic raw materials and semi-finished products is a very

common consideration (e.g., Costa Rica, Cuatemala, Mexico, Nicaragua;

sometimes fixed percentages of the use of domestic raw materials

are stipulated, e.g., in Ecuador, where the status of an A-industry
only can be granted if no more than 15% of raw materials are imported,
and the status of B-industry - which is less valuable - if no more

than LO% of raw materials are imported),
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Use of domestically- produced equipment and machinery (e.ge, lexico,
Nicaragua);

Or, broadly, percentage of domestically-produced costs (lMexico);

Use of a certain type of service (e.g., electric power in Costa Rica);
Market, which the enterprise assures for agricultural products

(Costa Rica);

Effect on employment (e.g., Costa Rica, Ecuador, Guatemala, Mexico,

Wicaragua);
Benefits to employees in excess of the benefits required by the

laws (Ecuador, Mexico);

Training of personnel (e.g., Ecuador, Panama);

Amount of investment (Costa Rica, Ecuador, Mexico, Nicaragua);

Technical efficiency (Mexico);
Modern accounting methods (Ecuador);

Technical research (Ecuador, Panama);

Degree of participation of foreign capital (Costa Rica);

Government participation in capital (EEXEEE= if govermment participates
in capital of new company 6 years unlimited exemption from profit taxes,
if govermment does not particim te, exemption limited to 5% p.a. for

6 years of capital employed).

Taxes to which the exemption may refer:

2e
b.
Ce
de
Ce
T

Ee

Import duties for imported investment goods;

Import duties for imported raw material;

Fees: registration fees, consular fees, etc;

Production and turnover tax for inputs and outputs, property tax;
Taxes on land;

Business profit tax;

Perscnal income tax for income received in the form of dividends,

interest or rent in connection with industrial activities which
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themselves are entitled to certain tax allowances.

Mandipulation of taxable profits:

Depreciation - forms of benefits: initial and/or special
allowance or accelerated depreciationg

revaluation of assets for purposes of depreciation;

granting provisions concerning carry-over of losses ( Eefey
Guatemala: 3 years for designated existing industries; Jamaica:

6 years; India: 8 years).

i« Exemption Period. The period of exemption may bes

5.

e

ba

Ce

de

Ee

Ee

Determined beforehand; or

A comparatively short initial exemption period may be extended
if enterprises meet certain criteria at the end of the initial
period (Ecuador);

Constant or gradually diminishings

The same for all investment covered by the law, or differentiated
according to the desirability of investment;

Short or rather long (2 to 15 years: in Mexico, basic industries

15 years; French Equatorial 4frica, 2-3 years);

A special case: long range protection (up to 25 years) from future
changes in tax legislation (new taxes or higher rates of old taxes

in French West Africa);

Exemption period might be cut short for later investments if the full
exemption period only applies to the first investment in a designated
field, and the end-point of the exemption period for the first investe

ment applies to all later investments too.

Exemption Percentage:

Sa

b.

May range from total exemption to a percentage exemption;

May be limited in profit taxation to a certain percentage of capital

employeds:
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- India, Buma: 5 years exemption for profit tax, not exceeding

6% peas of capital employed; Iraq: 10%; or, a certain proportion
of investment expenditures is mentioned which constitutes the
upper limit for the detaxation of profits during the exemption
period seen as a whole, connected with the provision that a subs-
tantial proportion of annual profits may be deducted from taxable

profits. (French African Territories: 50% of ammual profits are

detaxed as long as the total of tax free profits does not exceed
50% of investment expenditures, These provisions expired).
Ce Exemption percentage differentiatien according to desirability of
investment,

C. FACTORS INFLUENCING DEGREE OF EFFECTIVENESS OF PROVISIONS

1. Genersl Remarks

a. The psychological effect of tax incentives is often stressed
("....there is something dramatically seductive about a tax
incentive which elicits immediate response in a businessman,"
[ﬁqy Elaugé?). This raises the question of the extent to which
investors in general calculate carefully before they invest.
Beside the factors which influence the profit situation, other
influences and circumstances frequently play a major role in
arriving at investment decisions: complexity of legislation,
uncertainty about extent of benefits, period between application
and final decision of authorities, experience with respect to past
investments. In general, the granting of special benefits is
accompanied by special supervision of the authorities who want to
satisfy themselves that the special concessions are not misused.
This may make businessmen reluctant and involves the danger of

arbitrary decisions of the authorities,
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In general, all these factors may raise the degree of uncer-
tainty in the investor's calculation and discount the benefits,
The limitations and prerequisites imposed by the government on the
granting of special benefits reflect the conflict between the two
sets of objects: the advantages of incentive legislation, which
consist in the cailing forth and speeding up of economic, espe-
cially industrial development against the disadvantages being
deviatioh from fiscal equity, automatic discrimination against

activities not covered by the special provisions and possibly misuse

" of privileges (eegs, through black market practices).

In considering the advantages and disadvantages of special invest-
ment benefits from the point of view of the government, budget con-
siderations are to be taken into account too. Detaxation means
revenue foregone for the public sector, but only for the exemption
period and in accordance with the actual use made of the exemption
provisions. On the other hand, an additional flow of receipts in the
future can be expected. 7The net effect of detaxation on the budget
should be examined in a broader context. Additional investment called
forth by special provisions might reduce public expenditure (eaZey
unemployment relief), or may add to public revenue in case of existing
underutilization of available economic overhead facilities (e.go,
electric power, roads, railroads) developed in anticipation of growing
demand. In general, the impact of special incentives on non-eligible
existing enterprises is not covered by the legislation. The influence
might be positive if exempt investments make non-exempt enterprises
more profitable by providing an additional market for their production
or by providing their inputs at lower costs., In this case the non-exempt

investments benefit from the law indirectly. But adverse economic
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effects are possible too. To minimize them many investment laws
contain special provisions, e.g., that the production of substitutes
for already produced commodities is excluded from the benefits of the
lawa

For over-all industrial development, the best incentives may well be
relatively low tax rates without special provisions for certain
industrial activities, which are an instrument of a qualitative
economic policy. The selection of industrial activities eligible

to benefit from the tax incentive provisions, the differentiation of
these benefits, and the other provisions of the laws feflect the line
of development the countries want to pursue, In some instances, the
main concern is with the domestic market (e.g., lexico), in other
instances, top benefits are given to export industries, etc,

The general boundaries for a sensible application of tax incentives
lies between the point where investment would have been effected
without tax incentives, and the point where investment would not

take place even if the most complete tax exemptions are provided,
Under the assumption that an acceleration of investment is considered
to be of importance, special incentives may be even granted for

investments which might have been effected, but at a later date,

2. Impact of Special Provisions

ae The impact of tax concessions will have to be Judged by comparing

De

with the normal tax rate. If the nommal rate is moderate, then even

a 100% exemption will not amount to a substantial relief. Ancther

yardstick is the profitability of non-exempt industrial operations,

If the after tax returns are higher than the tax exempt returns,
investment would not be attracted by tax holidays.,

In general, benefits may reduce cost elements of investment (initial
costs and - in some instances - operating costs) or they may be linked

to profits.
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Cost elements detaxation has the advantage that it is not dependent

on additional uncertain factors. The amount of benefit due can be
fairly well detemined beforehand, The total benefit derivable is
limited by the percentage of investment which goes into the exempt
cost elements., If total investment is 1 million, and import duty
20%, the duty free import of machinery of 500.000 means a 10%
relief for total investment; if it is 800.000, the relief is 16%
of total investment.

ce Profit tax exemption has a weak and a strong side. The weak side is

that in order to be able to utilize the benefits offered by the law
the enterprise has to operate profitably which may be very much an
issue in the first years. Provisions(brovided either specially for
the exempt activities or in the general tax legislation) granting
the carry-over of losses may help to some extent.
The strong side lies in the fact that the return on exempt operations
can be relatively moderate and even then compare favorably with
high before tax profits of non-exempted activities. If the business
profit tax is LO%, then the non-exempted enterprise has to earn a
return of 16-2/3% gross in order to earn 10% after payment of
tax on profits. ¥From the point of view of sharesholders, earnings
on investment in exempt activities might even be smaller to compare
favorably if these earnings are excluded from progressive income
taxation,

CONCLUSION

In the provisions of the investment legisl abion and in the situation an
investor is likely to face there are many factors tending to reduce the
value of tax concessions. The effect to be expected from tax reliefs cannot

be realistically evaluated by period of exemption and by tax and detaxation
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rates only. Even within the limited scope of this study, a large number
of factors were met which are able to influence the response to tax benefits

and the degree of utilization fundamentallyae
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RALPH I. STRAUS
331 MADISON AVENUE
NEW YORK 17, N. Y.

QOctober 21, 1960

Mr. Fugene Black
World Bank
Washington, D. C.

Deer Gene:

Arriving back &t my desk I found the enclosed copy
of & letter from Gus Maffry to Dick Demuth enlarging
upon my ideafor an international investment guaranty
program about which we spoke on Wednesday, October
19th.

I believe that Gus has taken the originsl concept &

step further than I had by actually detsiling some of

the specifics of the projected Corporation. Of course,

he does not touch some of the major problems, such as,
vhether guarenty payments would be made in non-convertible
currencies, Undoubtedly, thie would happen in the case

of many of the undeveloped countries. However, I am most
happy to see he is carrying the idea forward. I understand
that he plans to discuss it et the International Businesg-
men's Conference sponsored by the Commission on Asian

and Far Eestern Affairs of the I.C.C. in Karachi in
December,

I was so glad to see you back at work again locking
hele and hearty.

Sincerely,

W

RIS/em Ralph I. Straus
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INTERNATIONAL COOPERATION ADMINISTRATION
Washington 25, D. C.

October 21, 1960

Mr. Richard Demuth
International Bank for
Reconstruction and Development
1818 H Street, Northwest
Washington, D. C.

Dear Dick:

I have had the pleasure recently of reading Ralph Straus'
paper on a proposed new guaranty progrem and yesterday a copy of
Gus Maffrey's peper was sent to me by his office.

Do you think there is eny chance that the IBRD will have
an interest in doing something with guaranties? Personally, I
would hope so. I feel that it would tend to ald and stabilize
investment.

Are there eny other papers of this type in circulation
that you know about? If so, I would appreciate your letting me lknow
because we are in the market for ideas here.

To add to your collection of papers, I am passing on to
you one which we wrote here several weeks ago. What I am now trying
to do is to convert some of the ldeas offered in that paper to a real
program. It will be some weeks before we finish.

Best wishes.

Sincerely yours,

Y

i /
"A);/\

[ /I
/ Chérids B. Warden
Chief
Investment CGuaranties Division

Enclosure



SECOND DRAPT (FOR DISCUSSION PURPOSES)

TRVESTMENT CUARARTIES AND LATIN AMERICA--THE NEED FOR A NEW PROGRAM

ICA's present guaranty program ls based oﬁ the needs of Burope's recon-
struction under the Marshall Plen. IV 1s more Fhan 10 years old in its thinking
apnd in its self-appreisal. It may well be that the actioms of the Castro Government
in Cuba have marked a new epoch and & new generation for foreign investment. Two
questions are indiceted: -

1. Ie the present machinery of the investment guaranties adaptsble to the
new problems in Latin Awerica?

2, If not, what is neéded?

In projecting remedies for what may lie ashead we must make some serious
and quite pessimistic assumptions. We say immediately that if these assumptions
do not meterialize or the final outcome is better then we visuslize, no great ham
will have been done. Underestimsting, however, could lead to serious misceloulations
and greet damage. The recommendations on this paper are based on the following
assumptions:

1. Investors will work on the basis that the Cuban revolution with ite
netionalizetion and barsssment of fereign investment will not be confimed to Cuba
but will be contagious and :ﬁach inﬁo neighboring countries.

2. The violence of the events in Cuba snd the grest losses will cause
American and Eurbyéﬁn investors to drop plans for mew investménts, will ceuse old
investors to ﬂithholé improvements, snd decisidns to not maintain or replace
equipment and to actually dis-invest when possible.

3. Such conditions mey continue for therbéttér part of the next 5 years.

4. The losses of new and replacement development capital to Latin America
will amount to somevwhere between 100 end 560 million dollars per sanum for the

next several years.



5. Such special programs as the Tnter-American Bank and the new $500 million
Letin Americen program msy (tragically) do mo more than make up the loss of calpitail.
flow in the private sector. Stated another way, Latin Americs may lose $1-2-

3 billions of dollar develcpment ove:;t_i_;;g next few years as a result of Cuba.
Compare this with American losses of ebout $1 billion directly in Cuba.

6. The USSR will apply maximum pressure on the soft spots in Latin America
and the risk of further expropriation will be continuous. In December 1957 at the
Afro-Asian Conference in Cairo, the Soviets avowed thelr aims. The New York Times

January T, 1958 stated: "H;sseow steps up economic war on private investments
abroad . . . Backs confiscation of assets of thé West in underdeveloped lends--
chaocs is declsred to be Soviet aim . . . At the Aaian-African meeting in Cairo last
month, the Soviet Union issué& an open declarstion of war against all Western
private iméatmenﬁ in the underdsveloped countries. By backing confiscation of such
existing investment, Moscow obviously hopes to block any substantial future private
investment in these cowntries . . . A major spread of this pattern would torpedo |
economic cooperation betwaen tl;.e mj&r Wesfem natiops and the nov-communist un-

ardeveloped coumbries. In 'resul:tan‘t; chaos and econcmic hardship, the Soviet Unicn
is apparently confident 1t can make great gains and bring more countries Iﬁmdsr

Communist rule.”

RECOMMENDATIONS :

1. That the Department of Commerce be asked to make a direct poll of the
principal Latin American inmvestors to learn fromlt.hem the extent ;tao which they
are dis-investing, withholding, or cutting back Latin American expenditures.

2, That,if this report bears out our fears of a sharp cutback, this be met
with a new form of investment guaran'tv fiﬁ,;{;ﬂgf&_@_d to putting a floor of confidence under

0ld investment. This new guaramty shonld be lim.ted, of course, to the 3mderdevelopela



o, 3 -
cowmtries. The guaranty should probebly exclude petroleum investments and perh#pa
'Ee offered only to those companies who are continuing to invest and expanding their
old investment. Tt i3 probable that no more than a billion dollars of new guaran-
ties actually would be written of thils type.

3. That the statute wthorit& be modified so that the U. S. Government will
not acquire title to real property if subrogated to a former U. S. investor's
im:eétment property--thus enabling the negotiation of expxppﬁation é.greements with
— Tt fmerican republics. It is conmtrary to the comstitubion of Panama,
Venezuela, Colowbis and others for a Fforeign gove o “i: to own real estate cther
“han diplomstic property. It is recommended that th:is be referred to the General
qu;aeln o ‘

4, Trat the imesM‘* guaranty program 'be given the authority to guaranty
the repsyment of J.@ans made by American fimclal institutions (aga:i:ast. all risks)
up to 76% of the total., mé major effect of this new repayments guaranty :wm:ild be
to increase the authority of the guaranty program in the eyes of the Latin American
countries, since 1%t would put the guaranty program on something of a parity with the
. BLF, E:ﬁml.:sank and other imstitutions whp curfemtly enjoy & g:‘éa‘b deal of tﬁeix‘
sutbority becauss of thelr lending abllity. Sine:e the ability to guarsaty loans

is only one step

repovad from sctual lending, it would place the guaranty program

1 ; # |
in an exceptiomslly stromg position vis-a-vis Latin American governments who have so

far been reluctant to underteke guaranty agreements. What is peeded is 8 ‘guaranty

- with which s compeny cawm borrow money ab a ,'bax;k;

5. That with the new administration in Jamuary the Investment Guarsaty

Program be institutiovnslized as an independent operation.

6. Tast for the contimuation of the present ICA guaranty program, plus & pro-
gram of guaranties to assist old investments, plus a repayments 'guaranty, the total
guaranty issuing suthority should be raised from $.L billion to 2%— billion and the

reserves raised to $500 million from the pressp* $200 million.

CBW:PB/IGD:v1s:9/6/60



INTERNATIONAL COOPERATION ADMINISTRATION
Investment CGuarantieés Division

Washington 25, D. C.
Lewbeni SEP-T . 1960

SUMMARY OF THE HISTORY AND OPERATION OF THE
INVESTMENT GUARANTY PROGRAM

1. Intreduction. The Investment Guaranty Program was first set up in 1948 to
encourage a larger flow of new private capital from the United States to certain
countries of the free world. Both Congress in considering foreign assistance
legislation and the President have consistently emphasized the importance of .
foreign investments as the best means of building up the economies and raising the
standards of living of the world's free countries. The Investment Guaranty Program
has received steady and continuous consideration by Congress and has been repeatediy
and. substantially broadened in philosophy, scope and coverage. It is the clearly
stated - intent of Congress that the Program should be administer@®@ under broad

‘jteria and used to the maximum practicable extent to increase the participation
of private American enterprise in achieving the purposes of the Mutual Security Act,
The protections against certain non-business risks which the guaranties offer to the
American investor, have proved over the past decade, to have been & strong induce-
ment to American business to make investments abroad,

2. Legislation. The legislation authorizing the Investment Guaramty Program was
enacted by Congress as one means of stimulating foreign investment by private
American enterprise and guaranties are now available ‘or the protection of new U.S5.
private investments against certain specified risks (fese Par. b below) in underdeveloped
countries with which the United States has agreed to insiitute the scheme. Present
aunthorization stipulates that guaranties can be issued up to a total face value of
“#1 billion, . G e Y

The Investment Guaranty Program was initially euthorized by Section 111(b)(3) of
the Economic Cooperation Act of 1948 (P.L. 472 - 80th Congress) and was limited to
“roviding convertibility guaranties of receipts from foreign investments. At that

© ¥ . _ime, guaranty agréements for convertibility could only be regotiated with Marshall

- Plan countries and were incorporated as Article III of the standard Economic Coop-
““eration Agreements between governments of the USA and the countries particjipating
in the Marshall Plan. , F ,

Bubsequent legislation expanded the guaranty authority as well as the geographic
gcope of the program. The Economic Cooperation Act of 1950 (P.L. 535 - Blst
Congress) redefined "investment" and suthorized guaranties against loss by reason
of expropriation or confiscation. The 1951 authority extended the program to a
far greater area, T T R T e e

The Mutual Security Act of 1954 (P.L. 665 - B3ird Congress), Section 413(b)(4) re.
affirmed the authorization of the program and the text of this legislation as amended
from time to time through the Mutual Security Act.of 1959, is the'present basis of .
operation for the program. :

L T T e i
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The 1956 l,eg-i,slati,-ph provided ‘that guaranties cowld be issueg in any counmtry -
with which the USA had agreed to institute the Guaranty rrogram. The améndments..
of 1956 further provided guaranties against loss by reason of war (the so-called
*war risk" olanse). , | e

e PRG-1y, RO Pt O

The Mutual Security Act of 1954, as amended by the Mutual Security Act of
1956, was not affected h{ the 1957 legislation and the minor changes introduced
by the MSA of 1958 (P. L. 85 - 477) provided that the Program cculd be transferred
from ICA to ancther agency if found desirable. b e | e B .

The Matual Security Act of 1959 (P.L. 86 -~ 108) smended the legislation affect
ing the Program by limiting the issuamce of U. 5. Government guaranties of invest.
ments in projects approved by the Director of the ICA as furthering the development
of the economic resources and productive ecapacities of economically underdsveloped.
areas. This Act also inoreased the issuing suthority of the Program from $500
million to $1 billiom. It has been the imtent of the Congress to accentuate the
Program's activities in a;onauiullw“hpad areas which would, im -
general, eliminate most of Western from the list of countries where:

guaranties would be availsble. No legislative changes were made in 1960,

The administration of the Guaranty Program by the International Cooperatiom -
Adsitnistration is provided for by the Mutual Security Act, as amended, Section ;
41’3.%2-(4)' and gerierally by Executive Orders Bo. 10575, as amended, and No. 10610,
as- amended, and Delegation of Authority No. 85 of June 30, 1955 by the Secrstary .
ot Bpate, as amended. The administration of the program within the International -
Cooperation Administration in Washington is a funciion of the Investment Cuarantiss -
Division of the Office of Private Enterprise., The guaranty contract is executod :
on behalf of the U. S. Government by the Export-Import Bank of Washington as
agent for the Director of the International Cooperation Administration in g 2
accordance with a Memorandum of Agreement of July 15, 1948 between the two agencies.

-,

3+ The Role of the U. Goverament. The role of the U. S. Government in the
@Guaranty Program is to encourage desirable investment and then to act solely us
guarantor. The objective is to enlist American capital and the technical and
managerial skills which accompany, it for other free nationa in the world. There
is no imterference in the operatidn of the inyestor's business or that of the |
reciplent of the investment, mor dire there any obligations imposed on the imvestor
other than those necessary for the administration of the guaranty comtract.

o

. In the development and operation of the program, the Investment Guaranties Divi.
#igh: works in close cooperation with U. S. Embassies abroad, the U. 8. Opsrations:- -
Migsioms, the various elements of the International Cooperation Administratics im
Washington, the Department of Jtate, and with cther agencies of the Executiw _
Branch of the U. S. Govermment concerned with U. 5. foreign ecofiomic poliey. E
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4, Outline of the Guaranty Program. In essence, this is an insurance program
through which an American Investor may insure his new investments in foreign
countries that have agreed to institute the program against:

a) Inability to convert into dollars local ‘currency receipts from

0 of his investment.
b) Lossggg §{s£¥§£§g¥§:§£ by reason of expropriation or confiscation.
¢) lossof all or any part of his investment by reason of war,

While the program does not protect the investor against devaluation or deprecia-
tion of the external value of the foreign currency or against normal business
risks, it does offer protection against inconvertibility, the risks of expropria-.
tion and against the risks of war damage or destruction to the physical plant,’ .-
equipment, and fac¢ilities included in his investment property which factors, in
the past, have often proved serious deterrents to the U. S. private Ainvestment in
foreign countries.

Bince the primary purpose of the guaranty provisien of the Act is to stimulate
further investment from the United States, the guarenties would not be applieable,
as a rule, to an investment which has alresady been made. Once an application has
been filed and accepted however, the investor may obtain a written assurance

against. prejudice to the application permitting the investor to proceed with .his
project, s e

- %ach contract is individually negotiated to meet the particular clrcumstanc.s
of the investment and any supplementary investment, proposed at a later date, .
must be the subject of a separate application apd approval. The contracts are
drafted by the ICA Investment Guaranties Dive. and. is @usd upon request of the
Director of ICA by the Export-Import Bank of Washingi.n, These contracts follew
a prescribed form as a rule; but the variety of the t;ﬁ@s and terms of the
investment projects, which are the suhjacts of guarantizs, result in no two cop-
trncta being exactly'alike,

ki

t . y Agreemen : Lries The Mutual Security Aﬂt‘
1956 ntipulat in Section 313(b u that gua.ranties msy be issued to protect new
U.S. investment ¥. . .in any nation with which the United States has agreed to
ingtitute the guaranty program.® * Early in the development of the program, it was
decided that the U.S: Government might bést assure itself that the requirements

of the Act could be met if arrangements were made in advance between the govern-
ments of the USA and the prospective participating country to establish the

claims %o which the U. §. Government wéuld become subrogated if a guaranty con-
tract shéuld be invoked. These bilateral exscutive agreements have heretofore 4,
been condiuded primarily by an exchange of notes between appropriate representatives.
of the USA and the country concernsd, 7This agreement simply expresses the willing-
ness of the two governments to cooperaté in sarrying out the program and

establishes its general terms. Because of the chromologi¢al aspect of the
legislatign which authorized eoﬂvart@hilitj guaranties in 1948, expropriation

guaranties in 1950, and war risk guaranties inm 1956, sgveements already in efiect
have had t0 be amended once and in some cages twice,

*(The MSAct of 1959 hae limitdd the gaographia scope of the
Program to the "underdeveloped areas® of participating countries;
which would gxclude the metropolitan areas of developed countiies),
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Bection 413(b)(k)(C) of the Act i ,,s that the U, 8. Government shall acquire
the currency, credits, assets or im wents of the investor to whom payment has
besn mads under the cantrmmt.hltthﬂ, 8. Gmmmumbacan subrogated to

_thmnor’-ohuMuunntwuem

The standard agreement assures that the participeting country will récognize the

transfer of the investor's local currencies to the U. S. Government in return for

which the American investor has received a comparable U. S. dollar payment from the
U. 8. Government. It further provides that the U.S. Government will have the same
rights to utilize those currencies that the former owner would have had under
local currency regulations. It does not stipulate that ‘the U. S. Government will
have the privilege of conversion ﬁhich nationals or nationals of third countries

do not have.

The expropriation clause of the agreement provides that the host country govern-
ment will recognize the transfer of the U. S. Government of the former owner's claim
to the expropriated investment project, or compensation therefore, that has been
acouired through payment of an invoked contract, It is not to be interpreted that
the agreement intends to prohibit expropriation by the host country government of
any property.

The "war risk" provision does not, as yet, offer protection against damage from
insurrection and c:.vﬂ strife.

The standard text of the draft note agraennt (sae Appendix) does not propose the
interference by the . S. Government in the imternsl affairs of the host country
nor does it infringe in any way in the sowereign rights of the country government
to regulate its exchange or to expropriave properties°in the national interest.

Except for the assurance against prejndiee. referred to in Paragraph 4, ICA will
process applications for individual guaranties only after the conclusion of a guar-
anty agreement with the project country and after the investor has obtained the
project country's approval of the propoaed project and investment.

Fore: o & B Beyond the requirements that a foreign
lovemm \Ii.th the U. 5. Govarmnt to institute the Guaranty Program, the
z ’013(1:)(#) ~paquires that the individual investment project

-
Q

ion
’ w purposes of ICA gesvamby by the host country governmen¥e

L8
gl

Ordtnartlx, it 48 the responsibility nt the guaranty applicant to request the
vernment of the host country to express to the American Ambassador or to the
ctor of the U. 3. Operations Mission, its approval of the proposed investment
project for purposes of ICA guaranty. It ahould be pointed out that this approval

for purpogeg of ICA guaranty is in addition to the approval required by some

g

foreign couptries of the investment project itself. In a few countries, where
relationships between the U. 5. Embassy, U. 5. Operations Mission, and the foreign
govoment nrra.nt. such a procedure, roquants for guara.nty approval or disapproval

3o Yok
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are submitted to the foreign authorities on behalf of the investor by the Embassy
or U. 5. Operations Mission. However, in the absence of strong reasons within an
Embassy or the U. S. Operations Mission for the latter course of action, it is
preferable that the standard procedure of investor making his own request for
approval be followed. ‘

As soon as an agreement is concluded with a foreign country, the name and address
of the appropriate official in the host csuntry government who will be concerneg ™"
with Investment Guaranty Program matters is given to the local Embassy, which
transmits this information together with the name of the local U. S. field officer
handling Investment Guaranty Program affairs, to the ICA Investment Guaranties
Division. This information is available upon request to guaranty applicants.

While the guaranty approval request is ordinarily made by the investor, it is
emphasized that a foreign government is expected to confirm formally ite expression
of approval or disapproval to the U. S. Ambassador or Director of the Uu. 8.
Operations Mission. It is suggested that this formal acknowledgment of the .
proposed project take the form of a letier, an illustrative example of which is
attached as an exhibit. No uniformity has been followed heretofore with regard '
to form or content of these official approvals of investment projects by the
host country government since the Mutual Security Act requires only that the
"project® be approved. The letter may be submitted in whatever language, -.
including Bnglish, is used officially by the host country government. The u.S.
Embassy or U. S. Operations Mission is expected to examine the document and te
certify its adequacy as to form apd content.

Because of difficluties sometimes presented to ths ICA Investment Cuaranties Divi-
sion by non-substantive changes in the investor's plans after foreign govermmsnt
approval, it is preferable to receive approvals coric.:med only with the "project®
and not with precise details of amounts of investment and guaranty. The applicant
for ICA guaranties is required to make known to the ICi Investment Guaranties
Division befors issuance of a guaranty contract, the exact details of foreign
government's permission to invest under local exchange and /or investment
regulations, j

7. The Role the U. S. Emba. andfor U, S. Operations Mission. Because of
the importance of the guaranties in encouraging foreign invesitment in their
respective countries, it is imperative that the Embassy and U. . Operations JEE
Mission officers be kept abreast of developments in the program by the Interngtiorial
Cooperation Administration in Washingtom which is, in turn, dependent on the

field officers for imterpretation of the program to the host country governmente,

to foreign businessmen, and to present and potential U. S. investors ¥isiting

their diplomatic posts. It is also important that the Investment Guaranties
Division be kept advised by the Embessy and U, S. Opsrations Mission officers
regayding any changes in laws,or regulations affecting exchange rates or forelgn
irivestments which may affect the use of the program in the eountry or the

 jgsugnce of a guaranty contract. ‘ .
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International Cooperation Administration
Washington 25, D. C.

INVESTMENT GUARANTY PROGRAM
Illustrative Foreign Government Approval Letter

[2o]

The Director of the United States of America
Operations Mission to the Philippines

“¢/o American Embassy

Manila ,

Excellengy:

The ABC Corporation, of 1000 Main Avenue, Chicago, Illinois, U.S.A.

has informed the Government of the Republic of the Philippines that, pursuant

» the Mutual Security Act of 1954, as amended, it has made application to the
anternational Cooperation Administration of the United States of America for
guaranties of convertibility and against loss through expropriation or confis-
cation of an investment that company proposes to make in a project in the
Philippines, and has requested the Philippine Government to express to you its
approval of the project for purposes of such guaranties° : ’

The proposed project would involve the manufacture, distribution and ‘
sale in the Philippines of rubber tires, tubes and r:lated products. To carry
out this project the aforesaid ABC Corporation plansg o form a Philippine com-
pany and to invest cash, machinery and equipment and malerials to provide it
with fixed and working eapital in exohange for shares ¢f the capital stock of
the Philippine company and that company's serial notes payable over a period
of ten years.,

I wish to inform you that the Gnvarnmant of the Republic of the
“hilippinea has considered the request of the ABC Gorporatlon and hereby
_pproves the project for purposes of guaranties by the U. §. A. Internatiomal
Cooperation Administration. This expression of approval is made as requlred
by the Mutual Security Act of 1954, as amended, and as provided for in the
notes exchanged at Washington, D. C. on February 18, 1952, between the Acting
Secretary of State of the United States of America and the Ambassador of the
Philippines.,

1 Signed by Official Agent of the Govermmsnt
of the fepublic of the Philippines

Ic,a m/mn |
1960



" Tnternational Cooperation Administration

Washington 25, D. C,

IHVESIHENT GUARANTY PROGRAM

Standard
Draft Note Agreement

anxgrt;bllltx, Expropriation and. ng Risk gggrantleg

Text of the Exchange of Notes for the Institution of
the Investment Guaranty Program

in a Foreign Country
X ok % £ K

Excellency:

I have the honor to refer to conversations which have recently taken

place between representatives of our two Governments relating to guaranties
authorized by Section 413 (b)(4) of the Mutual Security Act of 1954, as amended.
I also have the honor to confirm the following understandings reached as a
result of these conversations:

1.

The Governments of the United States of America and of ‘ will,
upon the request of either of them, consult respecting projects in
proposed by © o 'r of the United States of America with respect to which

guaranties under Section 413 (b)(4) of the Mutual Security Act of 1954, as
amended, have been made or are under consideratief‘

f The Government of the United States of AmerlcaxgreeJ that it will issue

no guaranty with respect to any project unless it is approved by the

_Qovernment of "

With respect to such guaranties extending to projects which are apﬁrovad'by |
the Government of in accordance with the provisions of the 5
aforemzntioned Section 413 (b)(4), the Government of agrees:

(a) That if the Government of the United States of America makes oayment
in United States dollars to any person under any such guaranty,
the Government of will recognize the transfer to the
Government of the United States of America of any currency, credits,
assets, or investment on account of which such payment is made,
and the subrogation of the Govermnment of the United States of America
to any right, title, claim or cause of action existing in
connection therewithj !

(B) That (local currency unit) amounts acquired by the Government of the
United States of America pursugnt to sich guaranties shall be
accorded treatment not lessz favorable then that accorded to private



Voo

funds arising from transactions of United States nationals which
are comparable to the transactiocns covered by such guaranties, and
that such (local currency unit) amounts shall be freely available
to the Government of the United States of America for administrative
expenses;

(c) That any claim against the Government of to which the
Government of the United Sg¢ates of America may be subrogated as a
result of any payment under such & guaranty, shall be the subject
of direct negotiations between the two Governments, If within a
reasonable periocd, they are unable to settle the claim by agreement,
it shall be referred for final and binding determination to a sole
arbitrator selected by mutpal agreement., If the Governments are unable,
within a period of three menths, to agree upon such selection, the
arbitrator shall be one who may be designated by the President of
the International Court of Justice at the request of either Government;

(d) That if the Government of the United States of America issues
guaranties to cover lesses by reason of war with respect to
inyestments in ; the Government of agrees that
nationals of the United States of America to whom such guaranties have
been issued, will be accorded by the Government of
treatment no less favorable than that accorded, in like circumstances,
to its nationals or nationals of third countries, with reference to
any reimbursement, compensation, indemnification, or any other payment,
including the distribution of reparations received from enemy countries,
that the Government of may woke or pay for losses
incurred by reason of war; if the Government . the United Staies of
America makes payment im U. S. dollars to any rational of the United States
of America under s guaranty for losses by reason of war, the Government
of will recognize the transfer to the Govermnment of the
United States of America of any right, privilege, or interest, or any
part thereof, that such nationals may be granted .r become entitled to as
a result of the aforementioned treatment by the Government of

)

(e) The aforementioned subparagraph {c) with respect te the arbitration of
claims shall not be applicable to the type of anties against losses
by reason of war provided for in subparagraph (d).

Upon receipt of a note from Your Excellency indicating that the foregoing provi-
sions are acceptable to the Government of » the Government of the Unltethtgéys
of America will consider that this note ang your reply thereto constitute an agree-
ment between the two Governments on this subject, the agreement to enter into force
on the date of your note in reply.

 Accept, Excellency, the renewed assurances of my distinguished consideration.

Ja/_

ICAsPE/IGD
January 26, 1960
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E.H. van Eeghen HEERENGRACHT 464
AMSTERDAM

18th October, 1960,

Mr. Richard Demuth
International Bank for
Reconstruction and Development
1818 H Street, N.W.
WASHINGTON. D.C.

Dear Mr. Demuth,

With reference to the conversation I
had the pleasure to have with you in Washington during
the World Bank Conference, I herewith enclose a
memorandum which I drafted a few days later.

I discussed the contents of same with
some New York bankers and in general they rather liked
the tendency.

Yesterday I had an interview with the
Netherlands Minister of Finance at the Hague regarding
this subject, as the Netherlands Government is also
studying this matter,

On the 28th inst. I will have further
discussions in Bonn with some German authorities, who
I met already on the 15th September 1960 for a general
exchange of views.

Mr. August Maffry was so kind to send
~ me copy of his letter to you of the 15th inst. on the
same subject. According to this document our views are
not very far apart, although I emphasize more on the
responsibility of the receiving country (see paragraph
8). In my opinion it is of extreme importance that this
should be done and I do not expect any major objection
from their side.

I have also sent a copy of enclosed
memorandum to Mr. R, Garner who seemed to be interested
in the subject when I discussed it with him during my
stay in Washington.
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HEERENGRACHT 464
AMSTERDAM

18th October, 1960,

Especially my German friends are stressing
the point that something should be done quickly, particular-
ly in view of the development in Africa. Having lived there
for the past 10 years I could not agree more.

In case you have time to do so, I would very much appreciate
receiving your views.

Sincerely yours,

7

-——'—-_._.-—_.-—-—_

Encl,

P.S-

From discussions I had in the United States, Germany and
Holland it became obvious that a great number of companies
would immediately make use of an international guaranty
institution as soon as same would come into being. They
have many plans in portofolio which are only not being
executed at present because of the uncovered political
risk. An international guaranty institution should use the Jr
U.S. $ as one and only currency, just as the World Bank

and I.F.C..I expect that already after 1 year the total ’e
amount insured by this institution would amount to well

over 1 billion $, probably even much more. This would mean

a very substanial backing of the U.,S. $ as none of the
members of the guaranty institution would be interested in
its eventual devaluation. A devaluation would hurt them
badly.
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Chicago, October 3, 1960.

Private investments in underdeveloped countries is declining
because of the political risks.

The governments of the Western countries are unable, financial-
ly as well as technically, to replace same fully.

Private enterprise in newly self-governing or independent
countries is being welcomed, because it does not carry political
ties.

Only private enterprise is in a position to go into partnership

with local firms or may give local public the chance to partici-

pate (Tanganyika Sugar Scheme) by forming a local public company.

ghig creates much good will and gives the enterprise a stable
asis,

Government to government loans are indispensable (unfortunately),
but should never try to cover the potential scope of private
enterprise, otherwise they would become an education in
communism instead of developing local initiative.

Only by guaranteeing the political risks can private enterprise
be induced to go ahead in underdeveloped countries. Political
risks should include civil war, civil commotions, nationalizate-
ion without full and immediate repayment in the currency of the
country of origin of the investor, expropriation, blocking of
transfer of reasonable profits. In general its definition should
be as liberal as possible,

Bilateral investment guarantee agreements are undesirable. Only
a multilateral guarantee institution, if possible with the same
membership as the World Bank/IFC, can be expected to give real
satisfaction, because :

a) Also the receiving countries will have to be members, giving
them, therefore, at least some responsibility.

b) The more members the less will be the over-all risks of each
member separately.

c) Just as has been the experience of the World Bank vis-a-vis
its debtors, defaulting is unlikely as this would bring the
defaulter into trouble with all members and would spoil its
reputation in general., The system would, therefore, work
preventively.

LEach member country should be willing to give a guarantee up to a
certain maximum. These limits should be based for the first year
of operation on the basis of their World Bank subscription., After
one year, the guarantee of the investor country should be fixed
on 50% of the amount it has totally insured until that time, and
the guarantee of the receiving country should be fixed on 50% of
the total insured amount it has received up until that time. At
the beginning of each year, the respective totals have to be cal=
culated again and the limits fixed accordingly. These guarantee
limits, together with the premium reserves, should give a reason-
able safity, This system would be logical, applicable, and fair

to both sides. 5



9. One hundred per cent of the invested capital should be insured.

10. The duration of the insurance should be, in principle, a maximum
of 20 years, The economic risk remains, of course, completely
with the enterpriser, but the yield of the investment up to a
maximum of 15% per annum of the invested capital should also be
covered. The amount guaranteed decreases gradually in the course
of time, starting after eight years, so that the capital
guaranteed becomes nil at the end of the period agreed upon in
the beginning.

1l. The guarantee premium should amount to 1% p.a. for a period of
8 years, 1-1/4% p.a. up to 15 years, and 1-1/2% p.a. up to 20
years.,

12. In order to induce investors to co-operate with local capital,
a deduction of 25% of the premium should be allowed in case local
capital participates at least for 25% of the venture.

Hf\%\y ’13. Member countries need only pay a very small contribution in order
i o to cover the preliminary costs of administration. Very soon part
) of the premiums should be able to cover the administration costs.

i s i
“-?Ilh. Member countries should liquidate their own national investment
A guarantee institution, if any.

Pyl
{ i (
|~

-\ i

E.H. van Eeghen
Oct., 3, 19600



October 18, 1960

Dear “r, Heuss: y
/
v
Thank you for your letter of September 29 in which you
enclosed a report from the Congressional Record containing a copy
of Yr, Scheinfeld's proposal for helping private American business
contribute to the development of underdeveloped countries,

I read Mr, Scheinfeld's speech with considerable interest
and T feel that his analysis of the problems and aspirations of
the underdeveloped countries, particularly those of the relatively
newly independent ones, is penetrating and accurate. The need to
stimulate industrial development in these countries, thus building
up a middle class, is certainly a great ome., Although much is
already being done to stimulate priwate enterprise within these
countries and to encourage private investment from abroad, there
is no doubt that much more ean still be done. Mr. Scheinfeld's
suggestion 1s an interesting one. Whether it would, in fact, be
an effective and practicable solution to the problem, in my opinion,
reguires a good deal more study.

As Mr. Knapp, however, has already written to you on behalf
of Mr. Black, we would be happy to exchange views with Mr, Schein-
feld when he is next in Washington,

Very slncerely yours,

Martin ¥, Rosen
Director
Department of Operations -~ Far East

Hon. Henry S. Reuss
House Office Bullding
Washington 25, D, C.

"hosensma

c.c k&wjﬂk,c;rﬁv*v



October 1, 1960
Dear lir. Reuss:

In the absence of Mr. Black, who is still convalescing from a
recent illness, I should like to acknowledge your letter of Sept
29 enclosing a ecopy of a speech by Mr. Aaron Scheinfeld, and to thank
you very much for calling this very interesting talk to our atten-
tion, Both the Bank and our affiliate for industyrial financing, the
International Finance Corporation, are very much interested in any
constructive proposals for the promotion of private business investe
ment in the underdeveloped countries, and it is clear that lr. Schein-
feld has given a great deal of thought to this problem.

So far as Indis is concerned, the Bank has taken a large part
in creating and financing the Industrial Credit and Investment Corpor-
ation of India Limited, a privately-owned and managed industrial de~
velopment bank located in Bombay, which makes loans to small- and

a good deal to interest foreign private capital in investment in India
and has recently undertaken to assist in the creation of an Indian
Investment Center to be located in Delhi, and with branches to bo

tive assistance of the ICA. The Board of the Center would include a
large number of the Directors of the ICICI, and the Chairman of the
Center will be Mr. G.L. Mehta, formerly the Ambassador of India in
the United States and now serving as the Chairman of ICICI,

I refer to this activity at some length because in many respects
it closely parallels the sort of thing lir. Scheinfeld has in mind, If
he were ever to be in Washington, we in the Sank, and Mr. Robert L.

s Predident of the Internatiomal Finance Corporation, would be
happy to exchange ideas with him.

4

3incerely yours,

J. Burke Knapp
Vice President

The Honorable

Henry 5. Reuss
Congress of the United States

ce: Messrs. Garner, Rosen, Rucinski, Graves

JBK/3s /]M
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IRVING TRUST COMPANY

ONE WALL STREET

NEw York 15, N.Y.

INTERNATIONAL BANKING DIVISION

AIR MAIL

October 15, 1960

Mr. Richard Demuth
Tnternational Bank for
Reconshruction and Development
1818 H Street, N.W.
Washington, D.C.

Dezy Dick:

When I saw you at the Meetings in Washington and discussed with you the
idea of an internationsl investment guaranty corporation, you suggested
that you would like ito have a specific proposal, which I have been able
to put on peper only since I left New York enroute to Asia. I would
proposes:

(1) the establishment of a corporation;

(2) to be called the Investment Gueranty Corporstion;

(3) as sn =2ffiliate of the Internationsl Bank for Reconstruction
and Development (on the model of the International Finance
Corporation);

(4) with its members drzwn from the membership of the International
Bank;

(5) to be established with a capital of §X billions, of which, say,
1% would be payable in eash to provide the Corporsztion with
initial operating funds snd funds to meet any (unlikely) early
claims, the remeinder to be subject to cell to meet duly
validated claims of investors, this capital to be subscribed
by members on the basis of a formula similar to that used in
setting up the International Finence Corporations

(6) to enter into gusrenty contracts with privete investors, nationals
of member governments, guaranteeing at the complete discretion of
the Corporztion and with full authority to fix the terms of its
guarantics, with respect to ggg_igggﬁggggps in the form of equity
or debt, sgainst risks of
(a) inconvertibility,

(b) expropriation without adequate or effective compensation, end
(c) loss resulting from wer or civil commotion;

(7) the Articles of Agreement of which should provide for raising its
cepital and for its management under a President responsible to
a Chairman who shall be the President of the International Bank
and to a board of Executive Directors constituted like the
Executive Directorate of the International Finance Corporation,
define its powers and immunities and provide for its liguidation
if ever desired;



Mr. Richard Demuth =~ B = October 15, 1960

(8) and =zmong the powers of which shall be those authorizing it
to enter into agreements with member governments providing
inter alis for the subrogation to the Corporation of the claims
of investors,for fixing premia for each type of guaranty
of fered and for the comstitution of reserves against possible
losses;

(9) but which should not by its terms attempt to define conditions
of privete investment in member countries or the treatment of
privete investors by member countries or the behavior of private
investors operating in member countries or the remedies avail-
able to investors or to the Corporation in the event claims are
made agsinst the Corvoration under its contracts of guaranty
and validated by it, s1l of these prescriptions and proscriptions
to be left for inclusion insofar as necessary and practiceble
in agreements between the Corporation and its members.

The case for the establishment of such a Corporation rests prineipally
on the following considerationss

(1) The urgent need for en internstional system of investment
gueranties under experienged management of the highest prestige
(i.2. the International Bank);

(2) as a complement to the World Bank and the International Finance
Corporation in furtherance of their avowed purpose of stimulating -
private investment;

(3) to overcome the shocks to investor confidence resulting from
such developments inimicable to private investment as those in
Cubs and the Congo;

(4) to encourage and foster the establishment and maintensnce of

V/////// favorable conditions of privete investment in member countries.

In a letter of August 19, 1960 addressed to Mr, Ralph I, Straus, Mr,
T1iff offered three objections to an international guaranty corporztion.
One was that the awvailability of investment gusranties would wesken the
incentive of less developed countries to improve the climate of invest-
ment. Assuming that such countries want to attract private capital, I
see no reason why this should be so, especially since the guaranties of
the Corporation would presumably be issued only in respect of investments
in countries giving fair treatment to private investors. Indeed, for
this reason among others, I believe the effect would tend to be the
opposite. Another objection was that it would be difficult to define

the risks involved, especially the risk of expropriation. I submit that
these risks have been satisfactorily defined by the International
Cooperation Administraztion in connection with its existing system of
investment guarenties and that such definitions could be adaspted by the
proposed internationel Investment Guaranty Corporation. As a third
objection, Mr. I1iff pointed to the recognized difficulties of achieving
an international treaty defining the responsibilities of capitsal-
imoorting and cepitel-exporting countries, These difficulties are

indeed great, and I personally believe them to be virtuslly insurmountable.



Mr. Richard Demuth - 3 - October 15, 1960

The advantage of the aporoach which I have suggested in this letter
is thet it would not require the negotiation of such a multilsteral
treaty. However, the seme objective would be achieved through the
subseription by member governments to the Articles of Agreement of the
Corporation and by whatever bilateral agreecments the Corporation might
find it necessary to enter into with member governmentis.

T shall look forwerd with grestest interest to the views of the Inter-
national Bank. I =m sending copies of this letter to other persons
who have expressed an interest in the matter but I feel that only the
Bank with its great prestige could, if interested, mobilize the
necessary support of its members to bring an investment guaranty
corporation into being.

Best regards,

Sincerely,

-

( August ”for)()






INTERNATIONAL BANK FOR RECCWSTRUCTION ANMD DEVELORMENT
OFFICE MEMORAN DUM

To: Files Date: October 12, 1960
From: Badri Rao

Subject: United States Foreign Private Investments

Following is a brief summary of the latest U.S. Department of
Commerce's survey® of recent changes in the pattern of U.S. foreign
investments abroad and of its analysis of the overw-all contribution of
U.S. direct investment enterprises to the economy of recipient countries:

Direct Investments

U.S. firms last year added some 2.5 billion to their invest-
ments in foreign subsidiaries and branches raising their book value to
$29.7 billion. This was financed through new capital amounting to $l.l
billion and reinvested earmings of $l.1 billion. Although the pace of
investment in 1959 was substantially below 1957 when $3.8 billion was
invested abroad, it was some $0.5 billion higher than in 1958,

Preliminary data for the first helf of 1960 suggest a reduc-
tion in U.S. direct investment abroad; it is expected that the annual
rate of new capital outflow may be around #1 billion and that invest-
ments financed out of retained earnings may be another $1 billion per
al'lnum -

. Of the $2.5 billion addition to direct investments in 1959,
some $0.75 billion went into European enterprises; subsidiaries and
branches in Canada accounted for $0.8 billion. Whereas enterprises in
Latin America received over $0.6 billion, the book value of assets rose
by rather less than $0.5 billion because of currency depreciation vis-a=-
vis the U.S. dollar. Argentina, Brazil and Chile were among the major
recipients.

Manufacturing investments last year rose by more than $1 bil-
lion, i.e., $0.3 billion over 1958 and accounted for two-fifths of last
year's investments. Almost half of the 1959 increase was in Europe with
the U.K.'s share largest.

Investments in foreign mining properties amounting to some $0.3
billion were at their highest rate since 1952-53; the bulk of the flow
was into Canada.

Direct investments in the petroleum industry were at $0.6 bil-
lion in 1959. This compares with $1.7 billion in 1957 and $0.7 billion
in 1958, Considering the excess of world productive capacity relative
to world demand, last year's reduced level of investment must be regarded
as substantial; the decline was sharpest in Venezuela.

* Source: Survey of Current Business, U.S. Department of Commerce,
September 1960, pp. 15-2lL.
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Portfolio Investments

U.S. purchases of foreign securities and long- and short-term
loans by banks resulted in a further outflow of $1 billion in 1959.
Security issues in the U.S. were well below their 1958 peak as interest
rates in 1959 were substantially higher than in 1958; the reduction
was largely due to a shifting of IBRD's borrowing from the U.S. to Europe.

Preliminary 1960 data indicate an acceleration in U.S. pur-
chases of foreign corporate stocks and in the outflow of short-term
funds especially towards the U.K., because of a widening of effective
yields.

Earnings

U.S. earnings from direct investment enterprises last year
were $3.25 billion; this is some quarter of a billion dollars more than
in 1958 but less than the peak earnings of some $3.6 billion in 1957.
Reinvested earnings of subsidiaries in 1959 amounted to $l.1 billion.
The remaining $2.2 billion representing payments of dividends and
interest and branch profits was at about the same level as in previous
years. Variations in earnings have therefore affected mainly the amount
retained abroad as undistributed profits.

Impact of U.S. Direct Investment on Economies of Recipient Countries

The Office of Business Economics of the U.S. Department of
Commerce recently undertook a census of U.S. held foreign investments.
The data relate to 1957 and are soon to be published. Preliminary in-
formation released so far throws some interesting light on the contri-
bution of U.S. direct investment companies to the economy of host countries.

Aggregate sales of commodities by U.S. owned enterprises, ex-
cluding intercorporate sales were $32 billion in 1957. Over half of
this, i.2., $18 billion, was accounted for by manufacturing enterprises;
sales of petroleum enterprises corresponded to some $11 billion.

Of the 32 billion of total sales, more than $3.5 billion was
to the U.S. (i.e., about one-fourth of total U.S. commodity imports)
and consisted largely of crude and processed raw materials such as
petroleum and minerals, Sales of manufactures and semimanufactures to
the U.S. totalled $1 billion.

The operations of direct investment enterprises resulted in
an over-all outlay of some $30 billion in 1957 as shown below. This
amount includes production outlays and foreign taxes paid by U.S. sub-
sidiaries and branches but excludes goods purchased by trading companies,
intercorporate petroleum sales, imports from the U.S. and depreciation
charges.

Wages and salaries: $ 7.0 billion
Purchase of materials and services: 17.0 billion
Taxes: 5 billion
Other operating costs: 1.7 billion

$30.2 billion
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U.S. direct investment companies contribute a substantial

October 12, 1960

part of government revenues of the country of domicile. In Latin

America, 20% of total revenues is derived from such

enterprises; this

is an average ratio and is greatly affected by Venezuela where U.S.

direct investments amount to about one-third of total U.S. direct in-
vestments in Latin America. In Canada the proportion is 16% with the
proportion of corporate income taxes paid by companies classified as

direct investments amounting to some 50%.

The operations of U.S. direct investment companies in major

regions abroad may, further, be summarized as follows:

Latin America: Gross production:
Production for export:
Proportion of such ex-
ports to over-all ex-
ports of the region:

Canada: Gross production of

goods and services:
Production for exports:
Of which exports to U.Sa.:
Europe: Value of manufacturing
output

Production for export:
Of which exports to U.S.:

* Heavily influenced by oil exports from

Distribution: Department Heads.
Economic Advisers.
IFC (Mr. Weigel).

$ 8 billion
$ 3 billion*

1/3%)

%11 billion

$ 2 billion

$ 1.3 billion
$ 6.3 billion
% 1ol billion
% 0.2 billion
Venezuela,
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(3.54) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT CONFIDENTIAL

STAFF LOAN COMMITTEE a1
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MEMORANDUM TO THE STAFF LOAN COMMITTEE DECLASSIFIED

AUG 17 2023
WBG ARCHIVES

Financing of Public Investment

1. Parts I and IT of Report No. EC-88 on the finaneing of
public investment in underdeveloped countries are attached for
information.

2e Mr. van der Mel, who prepared these reports, has presented
Part I in a personal capacity for discussion at the Sixth Cone
ference of Central Bank Technicians, taking place in Guatemala
City in November,

3. Comments, if any, should be sent to reach Mr, Avramovie
(exts 3125) by noon on Friday, October 1.

L. Part I will then be distributed as a non-confidential
Bank report, Part II has not been presented to the Conference

and will be made available for staff use within the Bank only,

Herbert G. A. Woolley
Secretary
Staff Loan Committee

September 23, 1960



HENRY 8. HEUSS o2 ' COMMITTEES:
STH DISTRICT, WISCONSIN BANKING AND CURRENCY

GOVERNMENT OPERATIONS
JoINT EconoMIC
R

Congress of the Wnited States
THouge of Representatives
Wazhington, B, €.

September 29, 1960

Mr., Martin Rosen
Director
Department of Operations, Far East
International Bank for Reconstruction
and Development
1818 H 86, N.W.
Washington 25, D.C.

Dear Mr. Rosen:

T should like to call your attention
to a most exceptional message appearing
in the Congressional Record recently.

Contained in the speech by Mr., Aaron
Scheinfeld you will find an 11-Point.
Program for spurring the rate of
American investment overseas, thereby
enabling underdeveloped natlons to
speed their growth.

The plan is designed and intended to
take into account not only the need
for encouraging and safeguarding the
investor, but also the need to 1insure
that his enterprise wlll make the
maximum contribution to the economy of
the foreign country and the welfare of
its eltlzens,

Your reactions to Mr, Scheinfeld's
proposals will be apprecilated.

Sincerely,

e SR

Henry S. Reuss.

Member of Congress
HSR:ml
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HENRY S. REUSS COMMITTEES:

5T4 DISTRICT, WISCONSIN BANKING AND CURRENCY
GOVERNMENT OPERATIONS
JoIiNT ECoNOMIC

Congress of the Enited States

FBouge of Repregentatibes
Washington, B, €,

September 29, 1960

Mr. Eugene Black
Director

World Bank

U. 8. Government
Washington, D.C.

Dear Mr. Black:

I should like to call your attention
to a most exceptional message appearing
in the Congressional Record recently.

Contained in the speech by Mr. Aaron
Scheinfeld you will find an 11-Point
Program for spurring the rate of
American investment overseas, thereby
enabling underdeveloped nations to
speed thelr growth,.

The plan is designed and intended to
take 1nto account not only the need
for encouraging and safeguarding the
investor, but also the need to l1lnsure
that his enterprise will make the
maximum contribution to the economy of
the foreign country and the welfare of
its clitizens.

Your reactions to Mr. Scheinfeld's
proposals will be appreciated.

Sincerely,

e S

Henry S. Reuss
Member of Congress
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United States
of America

Congressional Record

PROCEEDINGS AND DEBATES OF THE 86tb CONGRESS, SECOND SESSION

Aaron Scheinfeld’s Constructive Proposal for Enabling
American Business To Help Underdeveloped Countries

REMARKS

OoF

HON. HENRY S. REUSS

OF WISCONSIN
IN THE HOUSE OF REPRESENTATIVES

Tuesday, August 23, 1960

Mr. REUSS. Mr, Speaker, a distin-
guished American businessman has re-
cently proposed a far-reaching reexami-
nation of the role to be played by
American business in foreign economic
development. Aaron Scheinfeld, board
chairman of Manpower, Inc., has re-
cently returned from a 15-week, 25,000~
mile world trip. During the trip Mr.
Scheinfeld spoke to business executives
and government officials in Turkey,
Pakistan, India, Ceylon, and Thailand.

Mr. Scheinfeld, together with Elmer
Winter, of Milwaukee, founded Man-
power, Inc., in 1948, Today it is by far
the largest complete business service in
the world, with more than 200 offices
spread throughout the United States,
Canada, Mexico, and eight European
nations.

The purpose of Mr. Scheinfeld’s trip
was to increase the number of Man-
power franchised offices overseas. His
specific proposals for channeling Ameri-
can business know-how into the service
of our foreign economic policy deserve
the most careful consideration at all
levels of government and business.

Mr. Scheinfeld’s address follows:
Our CHuoICcE: POVERTY OR PEACE

Mrs, Scheinfeld and I recently completed
a trip around this world of ours, traveling
for three and one-half months happily, sadly
and, yet, hopefully. We spent most of the
time in Asia, and it would be pleasant and
quite simple to give you a travel book ac-
count of the magnificent scenery, the lovely
hotels, the excellent cuisine, the breath-
taking Taj Mahal, the exciting shrines and
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temples, and the unbelievable bargains in
this tourists' paradise.

It is possible to travel in this dream world,
but only if your eyes and ears pay ho heed
to the misery of the millions of men, women,
and children of the Aslatic world and the
inescapable impact of that misery upon our
western clvilization.

I undertook this trip, however, not as a
tourist, but rather as an American business-
man seeking to find out for myself just how
deeply our destiny, our fate, was inter-
twined with the peoples of the have-not
lands, and whether this terrifying problem
of poverty was capable of solution. I was
also motivated by the fact that I believed
that our company with its offices around the
world might be able to scratch the surface
of this almost overwhelming challenge. I
discovered much which was shocking and
disturbing, and found that we were in the
middle of an economic war, which was quite
unlike anything that had ever happened to
us before,

We, of the Western world, where free enter-
prise has meaning, have suddenly hecome
aware of a new type of threatened competi-
tion in the world market from the Soviet
and its satellite nations.

What essentially does this threat consist
of? If you analyze it carefully, you very
soon discover that the most telling fact
about the Soviet marketing, or investment
move, 1s that it has the full backing of the
entire povernment of a large and powerful
nation. There is a terrific unity about it all
that gives it not only power but the appear-
ance of a continuing stability, whether they
are offering a low interest loan, dumping
thousands of tons of aluminum, or sending a
ship full of grain on long-term credit.

Khrushechev speaks for the Soviet and its
satellites. He Is the government (at least
for the moment) and his commitments are
final and binding so long as he is willing to
respect them and carry them out. They are
out to eonquer the industrial and the eco-
nomiec souls of the have-not nations, and
that will be easily and successfully followed
by the conguest of the political souls of
these unfortunate peoples. They are out to

wreck our economy, to divide and conguer
our allies and they believe that all of this is
possible without firing a shot.

I am personally convinced that what hap-
pened in Paris is part of this strategy, and
it is thelr hope to wreck our economy by
continuously keeping us off balance and
forcing us to expend billiens upon billions of
dollars for armaments, which cost them but
a fraction of this amount. I do not believe
for one moment that they are interested In
disarmament, and their behavior in Paris,
and before the United Natlons offers ade-
quate proof of that, |

Can a free world, therefore, ever approach
the effectivenees of a monolithic state capi-
talism and meet this Russian challenge?
This, devoutly-to-be-wished objective, Iis
realizable 1f the free nations of the world
will but work together toward one goal,
Worldwide prosperity with freedom.

Free natlons need economic unity as well
as military unity:; otherwise their military
unity will not long endure. This economic
war cannot be won by government alone,
nor by the businessmen of the free world
alone. The time has come for a coalition
between the two, for a partnership between
the businessmen of the free world nations,
backed by their respective governments.
The have-not nations and their business=
men must also be brought in as active part-
ners in this free-world program, where hu-
man values will be mixed with money
values,

I am not a vislonary who is seeking either
national socialism or world socialism. Nor
do I seek any world government to rule the
free nations, interfere with their sover-
eignty, or dominate their economies. The
European coal and steel union, and the
Euromart constitute no supergovernment,
but rather the effort of freemen to work
together, live together, and resolve their
differences of yesterday and their tensions
of today with peace and prosperity as the
achievable reward which beckons them.
These nations, however, today have stable
economies and their people enjoy a standard
of living which, like that of a few other
European nations, and the nations of the
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North American Continent, are shockingly
high vis-a-vis the peoples of the have-not
nations of the world.

Though war may be obsolescent, we cannot
be certain of its end forever so long as there
is the kind of poverty I have seen in Turkey,
Pakistan, India, Ceylon, and Thailand. The
worst of them all is India where thousands
upon thousands live and sleep in the streets
of Bombay, Calcutta, and Madras, Millions
live in mud huts in the villages and rural
areas and sleep 10 In a room. Millions of
beggars: millions of hungry human beings
with as much right as any one of us to a few
creature comforts, There is only one kind
of fuel available to these people: Dung cakes.
To the women and children fall the lot of
collecting the dung, shaping it into flat cakes
and carrying them in huge baskets on their
heads to a spot in the sun where they are
dried for a week or more before using. This

"is their cooking fuel. What more need be
said?

Added to this almost overwhelming misery
is the problem of an exploding population
which, by the end of this decade, will bring
an additional 200 million to feed, house, and
clothe, Birth cantrol techniques will not
solve this problem, not with the existing
illiteracy, the religious ban, and the hunger
they are suffering. It is of India that I
speak, because I consider it to be the most

. important piece of real estate in all Asia.

As India goes, so will go all of Asia. And,
as Asia goes, so may Europe go, We of the
United States may find that we are living
upon an island of prosperity, but for how
long?

So, we must rid ourselves of our smug-
ness and complacency and awaken to the fact
that a strange and terrifying interdepend-
ence exists between the United States and
the have-not nations of the world, If pov-
erty persists, there will be no peace and there
is & great danger that a worse fate may befall
the free men of the still free world. There
is no time to waste—there can be no delay—
action must be taken now,

The problem of the poverty of the have-
not nations will not be resolved by direct
aid, nor by foreign investment in their in-
dustrial development, where such invest-
ment insists upon the ownership in per-
petuity of these Iinstruments of produc-
tion, This type of foreign investment may
be the most ideal from our point of view,
but it is not a realistic one in the light of
the feverish nationalism which one experi-
ences the world over and, especially, in
Africa and Asia. The governments of India
and its nelghboring Asiatic countries will
never again permit either political or eco-
nomic domination by outsiders. It will take
military intervention and conquest, or in-
filtration by Communists, to change this.
It is the thinking of the leadership of these
countries that sooner or later their people
must own their own instruments of produc-
tion.

No degree of economic stabillity can ever
be attained by these countries, unless they
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begin to develop an all-important middle
class of their own, They have no objection
to a few foreign-owned industries, or joint
ventures between foreign investors and their
own businessmen, but as one travels through
these countries and talks with their political
and business leaders, it soon hecomes per-
fectly obvious that the trend is in the di-
rection of developing their own industries
with their own people. They welcome for-
eign aid, but only as o means to the desired
end of owning their own industries.

I would not interfere with any egisting
forelgn-owned industries, nor prevent pri-
vate negotiations in these undeveloped coun=-
tries, but under a Government-sponsored
plan which I am urging, encouraging induce=-
ments will be offered to American indus-
tries, which are willing to approach the
problem of economic nationalism in a spirit
of compromise and with an awareness that
such compromise is an altérnative to the
growing Russian economic threat.

There are also those amongst us who are
seriously disturbed by the unemployment
Implications of any foreign aid program and
their fears are mnot entirely without some
foundation in fact. There will be some dis-
placement of our own peaple resulting from
the flow of commodities back to our coun-
try, commodities which have been manu-
factured at substantially lower labor costs.
This, however, will also follow the lowering
of our tariff rates and, therefore, the only
alternative or substitute for foreign aid is
economic isolationism and who among us
would advocate that in a world which grows
smaller day by day?

Economic isolationism is no answer to any
of the world's economic problems, nor an
answer to the economic threat directed at the
West by the Russians today and by the
Chinese in the days to come. It may be a
case of Hobson's choice, or the choice of the
lesser of evils, but I personeally would rather
join with the rest of the free world in the
industrial development of the have-not na-
tions and take my chances on meeting world
competition, than to leave the industrial soul
and economic fate of the wunderdeveloped
countries to Russia and its allies.

Import liberalization on the part of
recipient countries, as well as expansion and
research and new and better products and
marketing methods, and the development of
economic unions are the answers to those
who fear the foreign aid program.

In traveling around the world these last
few months, I have run into salesmen from
every industrially developed country, except
the United States, and have found that we
are still trying to sell our products out of
catalogs, as we were successfully able to do
in the early postwar years. It is time that
we begin to employ our domestic and highly
develaped selling technigues in the markets
of the world. Our products are still the
equal, if not superior to those of our com-
petitors and even if they are at times priced
a little higher, we can counteract that with

better quality, service and quicker delivery.
We, however, must send salesmen into the
world markets and the best we can recruit to
do the job.

Ludwig Erhard, who is Wesl Germany's
economic¢ minister, recently reported that
there are 500 German saiesm‘én operating
out of Calro alone. In thréeg markets—
Greece, Syria, and Iran—West Germany is
the No. 1 trading country, The Bonn Gov-
ernment has given its exporters a ecompeti-
tive advantage over their Western rivals with
a Government-sponsored insurance corpora-
tion called Hermes, offering a guarantee
against default by their customers. Accord-
ing to Mr. Erhard, this guaranteeing agency
has, to date, committed itself to more than
8800 milllon in underwriting Middle East
credits alone. Mr, Erhard stated, and I
quote: “We falled in two ~vars to conquer the
Middle East with soldiers, but now we have
done it with salesmen. What we failed to
do with cannon, we accomplished with sam-
ple cases,” There are, therefore, effective
answers to be found for those who fear the
impact of a foreign aid program upon our
OWIl economy.

Realistically, therefore, since we are with-
out choice in the matter of foreign aid, how
then can the United States and other help-
ing free nations approach this problem? I
recently wrote to the President of the United
States; to our Secretary of Commerce, and
to our Secretary of State suggesting and ree-
ommending a positive program which, I be-
lieve, will be palatable and sacceptable to
these nations in need and be fully as at-
tractive to the foreign investors who are
aware of the urgency of extending this kind
of help. Using India as the example, I offer
the following:

1. The American and Indian Governments
will together establish an agency consisting
of Government representatives, businessmen,
and economists. There i3, of course, to be
equal representation from each country, and
I would recommend that the total member-
ship of the agency be limited to 20, and
be comprised of 8 Government representa-
tives, 8 businessmen, and 4 economists.

2. It would be the function of this agency
to analyze, appraise, and determine the in-
dustrial needs of India and to, thereafter,
develop and establish a long-term program
within a reasonable, realistic, and realizable
budget.

3. This agency, with the aid of permanent
stall members and a public-relations pro-
gram, will then approach American indus-
tries for the purpose of prevailing upon them
to establish branches in India, with or with-
out participation by Indian partners.

4, The industry will be offered a long-
term loan at low interest rates and the
amount of the loan should equal at least 75
percent of the capital needed by the Ameri-
can investor for such foreign branch estab-
lishment and development. I would recom-
mend that such loans be upon a nonrecourse
basis, as far as the American parent corpor-
ation is concerned.
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1&& addition to the long-term loan, I

 would strongly urge that tax incentives be

- generously offered to such investors by both
the American and Indian Governments.

6. All of the terms and conditions are to
be set forth im a eontract to which both the
American and Indian Governments should
be signatories, as well as the industry in-
volved. This eontract should have the force
and effect of an economic treaty, so that the
industry approached will have complete as-
surance that the terms and conditions of the
contract will be fully carried out.

7. The long-term loans should be financed
either through the U.S. Development Loan
Fund, the Export-Import Bank, the World
Bank, the International Develcpment Loan
Fund, or any other existing finance agency,

8. Upon the termination of the contract,
at the end of 25 years, or sooner, at the op-
tion of the American investor, the Indus-
tries so established should be sold to Indian
nationals at a price to be based upon five
times the annual profit before taxes, aver-
aged over a 5-year period prior to such termi-
nation, or book value, whichever is higher.
Added to this, a royalty of from 2 percent to
5 percent of the sales, depending upon the
product involved, should be paid to the seller
for a period of 10 years, or longer. If there
are no buyers, the offer is then to be made
every b years. thereafter, or at shorter inter-
wvals at the option of the seller. There will
be instances where the American industry
will have acqguired Indian partners from the
beginning, or during the term of the con-
tract, and in such case the first ofler to sell
should be made to such partners.

9. The agency originally appointed is to
remain in existence and, through a subcom-
mittee, is to supervise and direct contract
terminations as well as problems which may
arise from time to time during the term of
the contract entered into. The membership
of the committee is to remain at the recom-
mended number of 20, and each Government
is to appoint successors to fill the vacancies
created by the resignation or death of any
one of its representatives. ‘The compensa-
tion, if any, for the members of the com-
mittee or its staff members is to be deter-
mined by joint action by the two Govern-
ments. The rules and regulations govern-
ing the functions of the agency are also to
be determined by the two Governments.

10. This formula is also to apply to the
expansion of the productive capacity of
presently operating industries in India,
‘Where they are now wholly owned by In-
dian nationals, American partners with
know-how are to be selected and financed, as
above proposed.

11, Nothing in this proposal is to affect
Industries presently operating in India,
whether wholly owned by Americans, or
partially owned through a joint venture
arrangement, nor should 1t prevent private

562580—176630

CONGRESSIONAL RECORD

joint ventures where desired and where
otherwise financed.

As the result of contacts made in India
and lengthy discussions with businessmen
of that country, I am convinced that Mr.
Nehru and other Indian leaders will accept
such a plan, and be happy in their long-
term plans for India, to know that these
instruments of production, established un-
der these terms, will in the not too distant
future belong to Indian nationals. I be-
lieve also that in order to bring it about
the Indian Government will offer encourag-
ing inducements, including a freer flow of
imports from the United States. Our
American industrialists should be equally
as enthusiastic since, with 756 percent of the
necessary capital loaned to them by the
Government on a nontecourse basls, they
will reap the profits from this venture for
a period of 25 years, partially tax free, plus
the benefits of a royalty arrangement for
the 10 years or more thereafter,

This formula can be applied equally well
to other countries in need, and can also
be used wherever joint action with other
helping countries is indicated,

There are details and mechanics to be
worked out in the establishment and de-
velopment of this plan, but time does not
permit me today to dwell upon them. I
am personally willing, and have so offered,
to devote my own time and energy, without
compensation, for the purpose of launching
and implementing such a program. I do so
because I sincerely believe that the free-
dom we may be securing through such a
plan may be our own.

The Ifree world gained a great advantage
over the Russians as a result of the recent
trip of President Eisenhower, last December,
to 11 countrles of Asia and Europe. I
saw the film of this trip while in Colombo
at an Embassy party, and I also witnessed
the arrival of Ehrushchev and his entourage
in Delhi, and the parade which followed.
Most of you have seen the Elsenhower films,
and the tremendous excitement which
greeted him everywhere. I also saw the ex-
pressionless reception which greeted
Khrushchev in Delhi. There was no sound
of any kind from the crowd, as the Xhru-
shchev procession moved slowly down the
street. The advantage over the Russians
thus gained must now be followed up closely
and quickly,

There are no hopeless situations in this
world, but only sometimes men who are
hopeless and who lose their freedom by de-
fault. We are still years ahead of the Rus-
sians in our creative and productive ability
and capacity, and at least their equal mili-
tarily. We can beat the Russians in the
economic war they have declared against
us, if we will but strive to help the have-not
nations help themsleves to become indus-
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trially independent and to make life more
livable for their millions.

Paradoxical as it may sound, we must
learn to cooperate with the free nations of
the world, have and have-not alike, in order
to protect our right and the right of every
other nation to compete. We must act to-
gether in defense of our right to act inde-
pendently. We need government help in
order to avoid government domination, and
we must learn that the road to freedom lies
through unity and that through such unity,
the men of the free world will remain free.
We must attack and destroy poverty, per-
haps at a greater cost than we have here-
tofore incurred, but surely not as great a
cost as war itself, The businessmen of the
free world, in cooperation with their respec-
tive governments, hold in their grasp the
key to peace on earth and a better life for
all

The Scheinfeld Address on Underdevel-
oped Countries

EXTENSION OF REMARKS
oF

HON. HERMAN TOLL

OF PENNSYLVANIA
IN THE HOUSE OF REPRESENTATIVES
Wednesday, August 24, 1960

Mr. TOLL. Mr. Speaker, on Tuesday
of this week the Honorable HENRY S.
Reuss, of Wisconsin, presented to the
House of the address of Aaron Schein-
feld, chairman of the board of Man-
power, Ine., one of the Nation’s think-
ing business leaders on the subject of
“Industrial and Business Development of
the Underdeveloped Countries of the
World.”

His suggestions may well be considered
by the business leaders of the country,
because they offer a method of develop-
ing free countries as friends of the United
States and eventually saving the tax-
payers of our country subsidies and con-
tributions which are now needed to keep
as much of the world as possible inde-
pendent and free,

Congressman REeuss is to be com-
mended for bringing to the attention of
the Members a report of such great
interest that their constituents may read
with great profit to themselves and to
their neighbors one of the most helpful
solution ever offered for the problems af-
fecting the world today.

The address can be found on pages
16157-16159 of the CONGRESSIONAL RECORD
for Tuesday, August 23, 1960.

U.S. GOVERNMENT PRINTING OFFICE: 1960






IXth CAFEA-ICC Session
The International Businessmen's Conference

Karachi - Pakistan December 5th - 9th 1960

PROPOSAL FOR AN TNTERNATIONAL INVESTMENT
GUARANTY CORPORATTION

The following proposal has been placed for study before a standing committee of
the United States Council of the International Chamber of Commerce. At this stage,
therefore, it is in no sense an official proposal of the U. S. Council, nor does it
necessarily represent the views of all the members of the United States Delegation to
the International Businessmen's Conference. It is made available to other Delegates
purely for discussion purposes,

The following is proposed;-

2
(3)

(k)
(5)

(6)

(7)

the establishment of a corporation;

to be called the Investment Guaranty Corporation;

as an affiliate of the International Bank for
Reconstruction and Development (on the model of the
International Finance Corporation);

with its members drawn from the membership of the
Internaticnal Bank;

to be established with a capital of $X billionms, of
which, say, 1% would be payable in cash to provide the
Corporation with initial operating funds and funds to
meet any (unlikely) early claims, the remainder to be
gubject to call to meet duly validated claims of
investors, this capital to be subscribed by members on
the basis of a formula similar to that used in setting
up the International Finance Corporation;

to enter into guaranty contracts with private investors,
nationals of member govermments, guaranteeing at the
complete discretion of the Corporation and with full
authority to fix the terms of its guaranties, with
respect to new investments in the form of equity or
debt, against risks of

(a) inconvertibility,
(b) expropriation without adequate or
effective compensation, and
(c) loss resulting from war or civil
commotion;
the Articles of Agreement of which should provide for
raising its capital and for its management under s
President responsible to a Chairman who shall be the
President of the International Bank and to a board of
Executive Directors constituted like the Executive
Directorate of the International Finance Corporation,
define its powers and immunities and provide for its
liquidation if ever desired;
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"(8) and among the powers of which shall be those
authorizing it to enter into agreements with member
governments providing inter alia for the subrogation
to the Corporation of the claims of investors for
fixing premia for each type of guaranty offered and
for the constitution of reserves against possible
losses.

"(9) but which should not by its terms attempt to define
conditions of private investment in member countries
or the treatment of private investors by member
countries or the behaviour of private investors
operating in member countries or the remedies available
to investors or to the Corporation in the event
claims are made against the Corporation under its
contracts of guaranty and validated by it, all of the
prescriptions and proscriptions to be left for ineclusion
insofar as necessary and practicable in agreements
between the Corporation and its members."

The following comments on the observations of Dr. Krebs at the First Plenary
Session of the International Businessmen's Conference are offered also for
discussion purposes,

1) As regards his observation that the risks and costs involved in a
guaranty system might become excessive in the case of wholesale
nationalization, it may be said that the proposed guaranty system
is designed precisely to deal with "disaster" situations, as well
as with sporadic losses resulting from the incidence of political
risks., For this reason, the capital of the Corporation, which would
be almost entirely guaranty capital, would have to be large, say,
something of the order of $5 billion. Furthermore, it may be
pointed out that, even in disaster situations, by nc means all
foreign investments would be guaranteed investment.

2) To his comment that it may be unfair to both investor countries
and to capital-importing countries to share the cost of damages
inflicted by a few countries, it may be said that this is exactly
the principal underlying the guaranty capital subscribed by
members of the World Bank. It may also be said that an International
Guaranty Corporation would be expected to exercise full discretion
with respect to the countries which at any point in time would be
eligible to receive guaranteed investments.

3) To his question as to whether capital-exporting and capital-importing
countries would be prepared to set aside the large public funds
required for a workable guaranty system, it may be said that they have
done so in the case of the World Bank and are by other means devoting
large resources to economic development which might be reduced by an
increase in private investment stimulated by an international
guaranty system.

4} It must be agreed that both the establishment of a guaranty system and
its successful operation would be greatly assisted by a multilateral
convention such as that proposed by Dr. Krebs. The two expedients
should be regarded as complementary and not conflicting.
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[Translation]

Directives Relating to the Assumption of Guarantees
for Capital Investments Abroad

'Bundesanzeiger (Federal Register) No. 194, Oct. 9, 1959

I. Authorization

Pursuant to Sec. 18, par. 1, of the Budget Act for
1959, of July 6, 1959 (Bundesgesetzbl. [Federal Law Gazette]
II pp. 793 ff.), the Federal Minister for Econonics in
consultation with the Federal Minister of Finance and the
Federal Minister of Foreign Affairs issues the following
directives:

II. Purpose and conditions of the guarantees

1. Investors having thelr seats or domiclles in the
territory of the Federal Republic of Germany may be granted
guarantees for capital investments abroad to insure them
against political risks in the investment countries, which
they could not be reasonably expected to assume.

2. The caplital investments abroad must be of a nature
worthy of encouragement and preferably should contribute to
strengthening the economic relations of the Federal Republic
of Germany (Federal Government) with underdeveloped countries.
The guarantees are primarily to be assumed with respect to
capital investments in such enterprises abroad as are engaged
in production, extraction or distribution of goods, or in
transportation.

3, The obligee must comply with the regulations which
the Federal Government and the investment country have issued
for forelgn investments; any permits necessary must already
have been issued at the time when the guarantee 1s assumed.

In the event that conditions which prevent the transfer of
earnings or the retransfer of the equivalent of capital
investments prevail at the time when the guarantee is assumed,
such guarantee shall be correspondingly reduced.

lt, There 1s no legal claim to the grant of a guarantee.

IIT. Objects of the guarantees

1. The objects of the guarantees shall be capital
investments abroad and the earnings thereon.

2. Capital investments abroad shall be understood to
mean partnerships, capitalizations of branch enterprises,
and partnership-type loans.



(a) A partnership exists when capital, goods or
contributions are brought into a foreign enter-
prise in return for a share in the enterprise,
which provides for the right of vote, audit or
codetermination as well as participation in the
earnings and the proceeds of liguidation.

(b) Capitalization of a branch enterprise consists
in furnishing a capital fund, similar to an
original capital fund, to a branch enterprise
or plant of an enterprise which has its main
geat in the territory of the Federal Republic
of Germany. Separate annual financial statements
shall be prepared for the branch enterprise or
plant, in which such capital fund shall be treated
andposted in the same manner as an original capital
fund.

(¢) Loans shall be regarded as being of the partnership
type if in purpose and amount they have the character
of partnerships. Such loans shall be related to
partnerships as set forth under (a).

The guarantees are primarily intended for capital invest-
ments in the form of partnerships.

3., Earnings are the sums which are distributed to
investors on aceount of capital investments mentioned under
2 (a) and (c¢) in the form of shares in earnings or interest
payments for specific periods of time.

li. Ceapital investments toward which investors have made

payments or contributions prior to filing applications for
guarantees shall not be eligible for guarantees.

IV. Guarantee contingencies., Extent of the guarantees

1. The Federal Government shall be liable for losses
from capltal investments or earnings thereon if such losses
are caused solely by political events or measures in the
investment countries, such as the following:

(a) Nationalization, confiscation or other measures
of public authorities, which are equivalent to
confiscation in their effects;

(b) Wars or other armed conflicts, revolutions or
rebellions;

(¢) Blockage of payments or moratoriums;
(d) Prohibition of conversion or transfer of funds

deposited for remlttance to the Federal Republic
at institutions competent for the purpose;



(e)
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Deterioration of a currency after a guarantee has
become operative as a result of events or measures
specified under (c¢) and (d).

The Federal Government will be liable for losses

from capital investments in the cases specified under 1 (a)
and (b) only in case

(a)

(b)

capital investments described under III 2 (a) and
(¢) have as such been lost in their entirety
(total loss) or partially (partial loss);

the entire assets of the enterprise, branch, or
plant in which the guaranteed capital has been
invested have been confiscated or destroyed. The
assets shall be deemed to have been confiscated
or destroyed in their entirety if the assets have
been confiscated or destroyed in so substantial a
proportion as to make 1t impossible for the enter-
prise, branch or plant to be operated in the long
run without losses (total loss).

Compensation for the loss shall be based

(a)

(b)

3

in the event of total loss:

on the current value of the capital investment in
Deutsche Mark at the time the guarantee contingency
occurred, but not more than the original value of
the capital investment in Deutsche MHark;

in the event of partial loss:

on the diminished value established by comparing

the current value of the capital ilnvestment in
Deutsche Mark at the time the guarantee contingency
occurred, but not more than the original value af
the capital investment in Deutsche Mark, on the

one hand, and the residual value in Deutsche lMark

of the capital investment resulting from the effects
of the guarantee contingency, on the other. In the
event that the guarantee contingency is followed

by liquidation of the enterprise or sale of the
residual partnership interest, the proceeds of
liquidation or sale shall be considered the residual
value of the capital investment, provided such
liquidation or sale is directly caused by the
guarantee contingency.

Loss of earnings shall be understood to mean the

unpaid amount of earnings distributed during the effective
period of a guarantee, provided such earnings are not in
excess of the predetermined percentage of the capital invest-
ment (VI 1 (b)).

L.

a claim,

Where a partnership Interest has been converted into
the loss shall be understood to mean the unpaid

portion of this claim, provided that failure to obtain payment
is due to events or measures specified under VI 1, but in no



case shall such loss exceed the original book valuation of
the capital investment. The same shall apply to proceeds
of liquidations of branches or plants.

V. When the guarantee becomes operative

The guarantee shall become operative:

1. In the event of IV 1l (a) and (b), on the date on
which the loss was caused by the events or measures named
above;

2. In the event of IV 1 (c¢), on the date on which one
of the measures named above affected a due claim covered by
the guarantee;

3, In the event of IV 1 (d), two months from the date

on which a sum covered by the guarantee was pald in for
transfer at an institution competent for such a purpose.

VI. Maximum amount of the guarantee

1. The guarantee offered by the Federal Government is
1imited to a maximum amount in Deutsche Mark for all capital
investments and the earnings thereon. Such maximum amount
consists of:

(a) The original book valuation of the capital invest-
ment (guarantee for capital);

(b) ERarnings not in excess of 2 percent of the original
book valuation for a determined period of time, the
length of which is fixed in relation to the total
duration of the guarantee (guarantee for earnings).

2. The maximum amount shall be reduced following
reduction of the capital invested and the occurrence of losses.

3. The capital guarantee shall be reduced at the end of
each year of the guarantee by an amount to be determined in
each individual case. The beginning of such reduction may be
deferred; the reduction may be suspended.

li. Where the guarantee for earnings was not utilized
after termination of the period specified under 1 (b), or
where the Federal Government has receilved reimbursements on
indemnities for lost earnings, the guarantee for earnings
may be reinstituted upon application of the obligee.

VII. Self-participation

1. The obligee shall share in the loss determined in
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accordance with these directives within the limits of the
maximum guarantee, at a rate of not less than 20 percent.
This self-participation shall not be covered by any other
guarantee.

2. The liability of the Federal Government for compen-
sation can be set aside for relatively minor losses.

VIII. Payment of compensation

The compensation shall be payable three months after
establishment of the amount of compensation, but in no
case earlier than six months after the date on which the
guarantee contingency occurred. In the event that the
definitive determination of the amount of compensation is
impracticable for the time being, a provisional determi-
nation shall be made.

IX. Duration of the guarantee

1. The duration of the guarantee shall not as a rule
exceed ten years. In the case of capital investments in
enterprises where the construction of production facilities
requires several years, or in similar cases Jjustifying
exceptlions, the duration may be extended to fifteen years.

2. The Federal Government becomes liable under the
guarantee only after the notice of guarantee has been delivered
to the investor.

3., The Federal Government shall have the right to

revoke the guarantee for substantial reasons relating to the
person of the investor.

X. Processing charge and fee

1. A single processing charge shall be paid in advance
by the applicant for the processing of an application for
a guarantee.

2. The investor shall pay a fee for the assumption of
a guarantee.

3. The amounts of the processing charge and the fee
shall be fixed by the interministerial committee (XI).

XI. Procedure

1. Action on applications for guarantees shall be the
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regponsibility of an interministerial committee.
2. The committee shall be composed of:
(a) voting members:

2 representatives of the Federal Ministry of
Economic Affairs ;
1 representative of the Federal Ministry of

Finance
1 representative of the Ministry for Foreign
Affairs

(b) advisory members:

1 representative of the Comptroller-General's
Office

1 representative of the Deutsche Bunde sbank

other experts, as needed.

Chairman of the committee shall be the representative
of the Federal Ministry of Economlc Affalrs having primary
respongibility. :

3, Applications for guarantees can be approved only
with the consent of the representative of the Ministry of
FPinance.

lt. The proceedings within the commlittee must not be
divulged by any of the participants. All materials and
information made available to the members of the committee
are destined for their exclusive use and must not be passed
on by them to outsiders.

XII. Conduct of business

The Federal Minister of Economic Affalrs in consultation
with the Federal Minister of Finance shall entrust the conduct
of business a consortium consisting of the Deutsche Revislions-
und Treuhand-Aktiengesellschaft (German Auditing and Fiduclary
Corporation) and the Hermes Kreditversicherungs-Aktiengesell-
schaft (Hermes Credit Insurance Corporation). The executive
member shall be the first-named corporation.. The operations
of the consortium are subject to auditing by the Federal
Ministry of Economic Affairs, the Federal Ministry of Finance,
and the Comptroller-General.

XIII. Transitional provisions

1. There is no objection to approval of a guarantee
pursuant to an application filed prior to promulgation of
the Law named in I (July 11, 1959) if the investor was
notified in writing by the competent agency that any payment



made on the capital investment subsequent to filing the

application will be no obstacle to a later inclusion in
the coverage.

2. Where assurance of coverage was given prior to
the issuance: of these directives, a guarantee may be
approved in accordance with such coverage assurance.

Bonn, September 25, 1959
The Federal Minister of Economic Affairs

Ludwig Erhard
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A. Purpose of the guarantees

Pursuant to Sec. 18, par. 1, of the Budget Act for
1959 and to the directives pertaining thereto, published
in the Bundesanzeiger (Federal Register) No. 194, of
Oct. 9, 1959, the Federal Government may upon application
assume guarantees for capital investments by German investors
abroad. The guarantees are designed to encourage capital
Investments particularly in underdeveloped countries so as
to strengthen the economic relations of the Federal Republic
of Germany with these countries. The guarantee protection
is extended only to future investments. No guarantes can be
assumed for already existing capital invesgtments.

The assumption of guarantees is conditioned on the
exlistence of an agreement between the Federal Republic and
the country concerned regarding the treatment of capital
investments or, where this is not the case, the assurance of
adequate protection for capital investments by the legal
system of the country in question or in some other way.

B. Risks to which guarantees apply

The guarantees offer protectlion against the following
political risks:

(a) Nationalization, confiscation;
other measures by public authorities, which in
their effects are equivalent to confiscation.
Where loss results under these circumstances,
all related factors must be weighed to determine
whether and to what extent the conditions are
fulfilled for establishing a claim to indemnification;

(b) War, other armed conflicts, revolutioh or rebellion;
(¢) Blockage of payments, moratoriums;
(d) Prohibition of conversion or transfer;

(e) Deterioration of currencies, if 1t is subsequent
to the occurrence of guarantee contingencies under
(e¢) and (4).

The aforenamed political events or measures must have
occurred in the country of investment. They may affect the
capitael investment as such or the assets of the foreign
enterprise. No protection is offered for the economic risks
connected with the capital investment.

There is no legal claim to the grant of a guarantee.

C, Capital investments eligible for guarantees

Guarantees shall be primarily assumed for capital
investments in such enterprises abroad as are engaged in
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production, extraction or distribution of goods, or in
transportation (e.g. industrial plants, plantations or

other agricultural operations, operations for the extraction
of mineral resources, trading and transportation enterprises).
This does not preclude the assumption of guarantees for
capital investments in other economic sectors as well (e.g.
service industries other than transportation).

Eligible capital investments are:

(a) Partnerships in foreign enterprises, even if such
enterprises are wholly owned by the obligee;

(b) Capitalization of foreign branches or plants of
German enterprises. A separate financial state-
ment shall be prepared for such branches or plants,
in which the capital furnished shall be treated
and posted in the same manner as an original capital
fund. Furnished capital is the capital placed at
the disposal of the branch or the plant by the
obligee on a long-term basis, which capital must
be kept strictly separate from the running account
between the home office in the Federal Republic
and the branch or plant abroad. The guarantees
shall apply only to such furnished capital.

(¢c) Partnership-type loans. Guarantees can be assumed
for such loans in exceptional cases, that is, when
in purpose and amount such loans acquire the
character of partnership interests; they should
preferably be related to partnerships.

The capital investments must have the purposes specified
in the introduction. Protection within the framework of these
guarantees cannot be extended for accounts receivable for
goods, financial credits, security deposits and the like.

Capital investments can be made in the form of cash or
of material assets (goods, services, rights). Guarantees
shall also apply where investments are made in instalments.

No maximun or minimum levels are prescribed for the
amounts of capital investments or the percentages of partner-
ship interests.

The guarantees shall also apply to earnings from partner-
ships and partnership-type loans (ef. D 2).

D. Losses covered by the guarantees

The guarantees of the Federal Government extend to losses
affecting both invested capital and earnings.

1. The guarantees of the Federal Government for capital
losses apply



(a)

(b)

{g)

-

in the case of partnerships:

where the partnership interests are lost in their
entirety or partially;

where the assets of the forelgn enterprise in
which a partnership exists have been confiscated
or destroyed in their entirety. A situation where
so substantial a portion of the assets has been
confiscated or destroyed as to make it impossible
for the enterprise to be operated in the long run
without losses is considered equivalent to total
confiscation or destruction.

A distinction must therefore be made between
partnership interests as such and the assets of

the enterprise to which the partnership interests
relate. Where the event causing loss affects the
partnership interests as such, the Federal Govern-
ment provides guarantees against total as well as
partial losses. However, in case the event causing
loss affects the assets of the enterprises to which
the partnerships relate, the Federal Government
will be liable only for total losses or losses
equivalent thereto. Where partnership interests
have been converted into claims (e.g. dissolution
of partnership), such claims are also guaranteed
by the Federal Government.

In the case of capital furnished to branches or plants:

Confiscation of partnership interests cannot arlse

in cases where capital has been furnished to branches
or plants, because no legally independent assets

are involved.,

The case to be considered in this instance, however,
is the confiscation or destruction of individual
assets or the total assets of branches or plants.
Where this occurs, the Federal Government will be
liable only in the event of total confiscation or
destruction of the assets. Confiscation or destruction
of such substantial portions of the assets that the
branch or plant can no longer be operated in the long
run without losses is consldered equivalent to total
confiscation or destruction. In the event of liqui-
dation the guarantee also applies to the proceeds

of ligquidation.

In case of partnership-type loans:

In the case of partnership-type loans, the Federal
Government provides guarantees against total or

partial loss due to confiscation. Where the event
cauging loss affects the assets of the enterprise,
however, the Federal Government will be liable for
partnership-type loans only where the total assets
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of the enterprise have been confiscated or destroyed,
or where so substantial a portion of the assets have
been confiscated or destroyed that it becomes im-
possible for the enterprise to be operated in the
long run without losses, and as a result this claim
cannot be satisfied and enforcement is also ruled
out. Insolvency of the enterprise accordingly makes
the compensation 1iability of the Federal Government
operative only if it is brought into play by the
total leoss of the assets of the enterprise in '
consequence of political events or measures

(see B)a

5. The Fedsral Goverrment is liable for losses of earnings
only if provision for such losses was made in the guarantee
when so reguested in the application of the obligee, and then
only in the case of partnership interests and partnership-type
loans, but not in the case of capital furnished to branches
or plants. The guarantee for earnings would in practice be
invoked chiefly with respect to the risks affecting converti-
bility and transfer. However, the guarantee also includes
the risk of confiscation, measures equivalent to such a risk,
and blockages of payment or moratoriums; this holds equally
for dividends declared but not yet palid out and earnings in
the process of transfer. Guarantees for earnings can be applied
for only at the beginning of the guarantee perilod. Subsequent
inelusion of earnings in the guarantee coverage cannot be granted.
It is possible, however, to defer the beginning of the guarantee
period for earnings if no earnings are anticipated in the initial
period.

3. In cases where, iIn addition to the guaranteed capital
jnvestment in a foreign enterprise, the obligee has a non-
guaranteed capltal investment of the same class and order,
both capital investments shall be congidered as having been
affected equally in proportion to their book wvalue in the event
of losses resulting from polltical events or measures named
under B. The same also applies to earnings from guaranteed
and nonguaranteed capltal Investments.

E. Guarantee ceilings

There are two ways by which ceilings are set for the
guarantees of the Federal Government; first, in the assessment
of losses, by the original book valuation of the capital invest-
ment, and second, in the assessment of compensation, by the
maximum amount of the guarantee. In addition, account must
Zlso be taken of the self-participation of the subject of the
guarantee.

Original beok valuation and maximum amount of the guarantee
may undergo determinate changes during the running period of
the guarantee as a result of changes in the capital investment
itself or losses incurred; in addition, the maximum amount of
the guarantee is decreased by yearly reductions.
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The following paragraphs will deal first with the
limitations in the amounts of the guarantees and thelr
development during the running period of the guarantee.
It can afterwards be seen from F how, in the assessment
of losses, original book valustion and maximum amount of
the guarantee are applied as cellings for determining the
compensation payable by the Federal Gevernment; and how
this is affected by the self-participation provision.

1. The original book valuation serves to limit the
amount of the capital investment loss to the purchasing
or production cost of the German investor (guarantee for
capital)., If in the course of time the capital investment
has increased in value, the value in excess of the original
book wvaluation shall not be covered by the guarantee of the
Federal Government.

Reductions of the capital investment and losses, e.8.
partial confiscation of the capital investment, diminish
the original book valuation by amounts equivalent to the
portions by which the capital investment were reduced, or
which were confiscated. In the event of increases in
capital, when new funds are supplied to the foreign enter-
prises, the obligee may at the appropriate time make
application to have the amount of the increase furnished
by him included in the coverage for the remainder of the
running time of the guarantee contract. The original
book valuation would in such cases be proportionally
inecreased.

2. The maximum of the guarantee sets a limit for the
compensation payable in the case of loss. The guarantee
ceiling 1s composed of two maximum amounts, i.e., the
maximum amount of guarantee coverage for capital, which is
governing for losses of capital investment, and the maximum
amount of guarantee coverage for earnings, which 1s governing
for losses of earnings.

(a) The maximum amount of guarantee coverage for capital
is equal to the original book valuation at the
beginning of the guarantee psricd. But at the
end of each guarantee year that maximum will be
reduced by a certain amount, fixed in the notice
of guarantee, with due regard to the circumstances
of the particular case. This continuing reduction
has the purpose of making the obligee gradually,
over a period of time, assume a larger portion of
the risk. At the same time this serves to increase
the capacity of the Federal Government for new
guarantees. Fixing of the amount of the reduction
is in part determined by the rate of earnings
anticipated on the capital investment and the
duration of the guarantee.

The beginning of this reduction can be deferred
if it would not be reasonable to expect the subject
of the guarantee to assume an increasing risk
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himself from the very first years of the guarantee.
The reduction of the maximum amount of the guarantee
coverage for capital can be temporarily suspended
in special cases.

Apart from the annual reductions, the maximum
smount of guarantee coverage for capital is subject
to changes of the same order as those affecting
original book valuation., If the capital investment
is partially reduced or if losses are incurred
(e.g. partial confiscation of the capital invest-
ment ), the maximum amount of guarantee coverage

for capital at any given time will be reduced

in proportion to the reduction or the confiscated
portion of the capital investment.

The maximum amount of guarantee coverage for earnings
is the measure for assessing the liability for earn-
ings. Also with respect to losses on earnings from
capital investments, the Federal Government is llable
only up to an annual maximum rate and initially only
for a limited number of years. The liability of

the Federal Government for losses of earnings is
limited to an overall total of 2l percent of the
original book valuation of the capital investment
(maximum amount of the guarantee coverage for
earnings). It is not to exceed an annual rate

of 8 per cent. The total coverage for earnings

is fixed in the guarantee contract with due consider-
ation of the circumstances in the particular case.

The maximum guarantee coverage for earnings diminishes
over the running period of the contract, in proportion
as the original book valuation is reduced, e.g. in

the case of reduction of the partnership interest

or its partial confiscation (see 1). With respect
to earnings distributed after reduction of the
original book valuation, computation of the afore-
mentioned percentage is based on the reduced original
book valuation. The maximum amount of guarantee
coverage for earnings is not subject to progressive
annual reduction at the end of each guarantee year,

as 1s the case with respect to the capital guarantee
(see 2(a)).

The guarantee coverage for earnings runs out at the
end of the period for which it has been assumed
(coverage period). Upon application by the obligee,
it may, however, within the limits of the duration

of the guarantee be once more assumed on the same
basis for a successlive coverage period, the duration
of which shall be fixed from case to case, provided
the guarantee has not been previously utilized for
compensation, or to the extent that reimbursements
have been received on earnings for which compensation
was paid. If no use 1s made of the right to extension,
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limits of

guarantee coverage for earnings cannot thereafter
be assumed for the remaining duration of the
guarantee.

The obligee participates in all losses within the
the aforementioned maximum amounts, at a rate of

not less than 20 percent.

FG

Bases on which compensation is computed

The Federal Government accordingly pays compensation
within the limits of the maximum amounts of the guarantee

for

losses respecting capital investment;

losses respecting earnings;

losses respecting claims resulting from conversion of
partnership interests.

The losses for which compensation must be paid by the
Federal Government are computed according to the following
principles:

1.

Capital investments

(a)

(b)

Where a total loss of the capital investment has
occurred (see D 1), the loss will be computed on
the basis of the current value of the capital
investment in Deutsche Mark at the time when the
guarantee contingency occurred. If the current
value exceeds the original book valuation, account
is taken only of the original book valuation in
Deutsche Mark. An offset will be made for compen-
gation received from third parties in connection with
the - confiscation or destruction, or for any
other advantages accruing from the occurrence of
the guarantee contingency.

In the case of partial losses of partnershilp
interests and partnership-type loans (see D 1),
the basis shall be the lessened value determined
by comparing the current value of the capital
investment in Deutsche Mark prior to the occurrence
of the guarantee contingency, at most, however,
the original book valuation, with the residual
value of the capital investment in Deutsche Mark
after the guarantee contingency has occurred. In
this instance also an offset is made for compen-
sations received from third parties or other
accrued advantages.,

Detailed instructions regarding the method for determin-
ing the valuations referred to under (a) and (b) would exceed
the limits of this Information Bulletin. Here 1t will suffice

to remark

that the original book valuation, together with its

subsequent changes, is set out in the notice of guarantee.
Separate determination pf the current value can be dispensed
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with 1if i1t is evident that the current value exceeds the
original book valuation. The current value and the residual
value are to be determined in accordance with normal business
practice. The residual value may in particular cases be

set at an amount other than the respective proportion of the
current value (e.g., lower, if the residual partnership
interest remaining in the hand of the investor has obviously
decreased in value because it is no longer a majority interest).
The residual value may also be affected by sale of the residual
partnership interest as a direct consequence of the event
causing loss, or by subsequent ligquidation of the enterprise.

If it becomes evident at the time an application is
processed that it will be necessary to have regard to special
circumastances and apply special standards in any subsequent
agssessment of value, such clrcumstances and standards can be
specified in the letter of guarantee.

After the amount of the loss eligible for compensation
has been determined in the foregoing manner, the compensation
rayable by the Federal Government is computed. To that end
a comparison is made between the amount of the loss and the
maximum amount of guarantee coverage for capital (see E 2
(a)) applicable at the time when the guarantee contingency
occurred. If the loss is within the limits of this maximum
amount, the loss shall be the basis of the computation of
compensation. If the maximum amount is less than the loss
assessed, computation of compensation is thereafter based
on the maximum amount of guarantee coverage for capital
rather than the loss.

Several examples of computations of compensation are
chown at the end of this Information Bulletin.

2, FEarnings

In the case of earnings, assessment of the loss shall
be based on the unpaid amount of claims on account of earnings
distributed during the duration of the guarantee (the interest
due in the case of loans). The liability of the Federal
Government i1s limited, however, to the maximum amount of
guarantee coverage for earnings (2l percent) relating to
the earnings lost during the entire running period of the
guarantee, and to the annual rate (8 percent), relating
to losses incurred . during any single year of the guarantee
(see E 2 (b)).

3. Partnership interests converted into claims

In the case of partnership interests which have in their
entirety or partially been converted into claims, loss shall
be defined as the amount of the c¢laim which was not collected,
provided this was due to political events or measures. (see
B). If the loss is greater than the original book valuation
of the partnership interest, only the original book wvaluation
in Deutsche Mark is recognized as the actual loss. Also in
this instance, the amount computed is compared with the
maximum amount of guarantee coverage for capital; if the
maximurn amount is lower, that figure rather than the amount
of loss 1s taken as the baslis in computing compensation.
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. Self-participation

The amount computed in conformity with 1 through 3
shows, after deduction of the sgelf-participation of not
less than 20 percent, the amount of compensation payable
by the Federal Government (see E 3).. The self-participation
shall not be covered by any other guarantee.

5., Minor losses

The liability of the Federal Government for compensation
can be set aside for relatively minor losses. The amount
shall be fixed in the notice of guarantee for each individual
case.

6. Deterioration of currencies

Deterioration of foreign currencies is covered by the
guarantee of the Federal Government only in cases where
such deterioration was the result of blockage of payments,
moratoriums, or prohibition of conversion or transfer (see
B (e)) following occurrence of a guarantee contingency.,

G. Period within which the computed compensation
is payable

Compensation shall be payable within three months
after the loss account has been rendered, but not less
than six months after occurrence of the guarantee contingency.
The amount of compensation shall be established within a
reasonable period of time after the obligee has submitted
all evidence required to prove loss,

In the event that the amount of compensation cannot be
immediately determined, the Federal Government may upon
application of the obligee make a provisional payment of
compensation, provided sufficient documents to support such
application are submitted by the obligee. The amount of the
provisional compensation will be decided by the Federal
Government after examination of the supporting evidence
submitted. Payment follows within three months- after the
dispatch of the computation of the provisional compensation,
but not less than six months after occurrence of the
guarantee contingency.

H. Periods for which guarantees are offered

A distinction must be drawn between duration of the
guarantee and the period when coverage based on the guarantee
begins.

The duration of the guarantee begins with the receipt
of the notice of guarantee by the obligee. As a general rule,
it shall not exceed ten years. It can be fifteen years for
capital investments in enterprises where the construction
of the production facilities may require several years, or
in similar cases justifying exceptions. The duration is
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stated in the notice of guarantee. The beginning of the
effective period, if it is as yet unknown when the letter
of guarantee is executed, shall be recorded in an annex
thereto.,

Coverage based on the guarantee begins as of the date
when the contribution constituting the capital investment
is made, but in no case before the letter of guarantee has
been received by the investor. The beginning of the period
when coverage based on the guarantee becomes effective, 1f
the contribution is made following receipt of the notice
of guarantee, shall likewlse be recorded in an annex to the
letter of guarantee.

I. Costs of the guarantees

l. Processing charge

A single charge is made for the processing of an
application, based on the maximum amount of the guarantee
proposed, at the rate of 1 per mil of the first DM
10,000,000,00, and 1/2 per mil for the balance of the
maximum amount proposed in excess of DM 10,000,000.00,
but not exceeding DM 20,000.00. The application charge
is payable upon filing of the application,

2. Fee for guarantee

A fee is payable for the guarantee at the beginning
of each contract year. On the guarantee for capital the
fee 1s based on a percentage of the maximum amount of the
guarantee coverage for capltal applicable at the beginning
of the respective contract year (see E 2 (a)). For the
guarantee for earnings the same percentage is charged on
the amount arrived at by applying the annual percentage
of earnings coverage obtaining at the beginning of the
contract year (see E 2 b) to the original book valuation
applicable at that time (see E 1).

The fee is in the case of

a guarantee effective up to 5 years l per cent a year
a guarantee effective up to 10 years 1,25 per cent a year
a guarantee effective up to 15 years 1.5 per cent a year,

in each case for the entire duration of the guarantee coverage.

In cases where the contributions constituting the capital
investments are made only after the guarantee has been assumed,
and the coverage based on the guarantee accordingly becomes
effective after the running period of the guarantee has begun,
the fee for capital coverage during the period between the
beginning of the running period until the still outstanding
contribution is actually made, shall be reduced as follows:

from 1 percent to 0.1l5 percent;
from 1,25 percent to 0.20 percent;
from 1.5 percent to 0.25 percent.
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The fee for the guarantee for earnings in the case of
delayed contributions is proportionately assessed beginning
with the date when the contributions have been actually
made.

The rate at which the fee is assessed, accordingly,
is governed not by the effective period of the guarantee
but by the period during which coverage is effective.
S8ince coverage begins at the earliest with the payment
of the contribution to the capital investment to which
the obligee has been committed, it is possible for the
period of coverage to be shorter than the running period
of guarantee, if the contributions are made after the
running period has begun. In the event that the contri-
butions are made in instalments, the decision as to which
of the rates, 1 percent, 1.25 percent, or 1.5 percent,

should be applied, depends on the overall period of coverage,

from the date of payment of the first contribution to the
predetermined end of the running period. Whether and to
what extent the full rate (1 percent, 1.25 percent, 1.5
percent) or the reduced rate (0,15 percent, 0.20 percent,
0.25 percent) should apply, however, depends entirely on
whether and in what amount contributions have already been
made.

Exanmple

Running period of the guarantee from March 15, 1960
to March 1l, 1972 (12 years); payment of first contribution
amounting to one-half, on March 15, 1962; contribution of
the second half, on March 15, 1963.

The total effective period of coverage accordingly
is ten years, and the rate of 1.25 percent is applicable
(although the running period is twelve years). During
the first two years, the fee is at the rate of 0.20 percent
per annum because no capital has as yet been brought in.
For the third year the rate is 1.25 percent on the one-halfl
contributed, and 0.20 percent on the other half, which has
not yet been contributed. From the fourth year onward,
the fee is to be assessed at the full rate of 1.25 percent
because the last portion of the contribution was brought
in at the beginning of the fourth year.

K. Coneclusion

1. The object and extent of coverage are controlled
solely by the notice of guarantee In each particular case,
in conjunction with the

General Conditions for the Assumption of Guarantees
for Capital Investments Abroad .

The present Information Bulletin is merely deslgned
to furnish introductory information, which is not bihding,
and provide a general summary of the questions arising in
relation to guarantees for capital investments abroad.
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2, Management of the guarantees for capital invest-
ments abroad has been assigned to:

Deutsche Revisgions-und Treuhand-Aktiengesellschaft
(Treuarbeit), (German Auditing and Fiduciary Corporation),
Hamburg, and

Herme s Kreditversicherungs-Aktiengesellschaft (Hermes)
[Hermes Credit Insurance Corporation), Hamburg.

The executive functions will be performed by Treuarbelt.
Processing of the applications will be done by

Deutsche Revisionsg- und Treuhand-Aktiengesellschaft
(Treuarbelit),

Hamburg 1, Hermannstrasse 40, P.0.B. 6145
Telephone Numbers.....
Teletype Number.....

where information and advice is available in writing or orally.

Copies of the Information Bulletin, application forms,
General Conditions etc. may be obtained from and applications
may be filed with the following branch offices of the Deutsche
Revisions- und Treuhand-Aktiengesellschaft

Berlin etec.
Dlsseldorf etec.
Frankfurt a.M. etc.
Hannover etc.
Munich" etec.
Saarbrucken etc.

Appendix to Information Bulletin

Concerning Federal Government Guarantees
for Capital Investments Abroad

Five Examples of Compensation Computation

Example 1

Situation: There is a guaranteed partnership interest
in the investment country in the amount of 1,000,000 monetary
units (1MU) of that country. The original book valuation in
Deutsche Mark at time of contribution, at the rate of DM
120,00 for 100 MU, is DM 1,200.000.00. The partnership interest
igs confiscated in its entirety. <The foreign government
compensates the investor by paying 600,000 MU. At the time
of confiscation, the MU is quoted at DM 60.00 for 100 MU,

The maximum amount of the guarantee had been reduced by 25
percent prior to the date when the guarantee contingency
occurred.
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Current value: Accurate asgssessment unnecessary DM
because obviously in excess of original
book Valuation 880000005038 8000806060600 O0600 e ——

Ofiginal book valuation (maximum value) .ecoe0013200,000.00

LOSS (gross) u!!DDQOOQOCBQOGOC|BIOBOUOU000000“001,200’000&00

less compensation pald by foreign government
6005000 IJIU at DI{ 60900 fOI‘ 100 IJIU 680 aeg¢ 0O 3609000900

Loss (net) 84,0, 000,00

Adjustments:

Maximum amount of guarantee at time when
guarantee contingency occurred:

Originadl SMoMNE ceosvavenenes DN Ly 200,000.00
Reduction 25 percent .........DM  300,000.00

BRl ARG wuveese wbee oo snes e E e E0n 900, 000,00

less 20 percent self-participation .ocooco. 168,000,00

Conitarntablon sescancisnisansnivsssnassnussnsns BT2;000,00

Example 2

Situation: Same as in Example 1, but current value at

of event causing loss is only 70 percent of original value
DM

Current wvalue: 1,000,000 MU, now 7O percent at

DM 60500 fOP 100 MU s 800000 08 uaogooosoo

Original book valuation (maximum value) .... 1;200,000,00

LOSS (g,POSS) © " ® 000 C00CCE 0 A0 6N GDHBO0 008600000060 ueo,oooﬂoo

less compensation paid by foreign
government 600,000 MU at DM 60,00
for loomeooonoon-'nnunnnunnoauaaodoe 360’000000

LOSS {net) O & & ¢ 085 3 606000 6 0 SO0 0Ee e B O 0SSO 06O 00 8 008 60’000000
(Maximum amount of guarantee as in
Exalnple l: DI\& 9005000000) &80 o8 8D o e d e e 0 lessaeeimenee
less 20 percent gelf-participation 12,000,090

BemporBAtEON, s ar e sy e Bauy x b 68 559 6566 52 148,000,00
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Example 3

Situatlion: Same as in Example 1, but only 50 percent
of the partnership interest is confiscated (partial loss).
The residual value of the interest remaining in the owner-
ship of the obligee has been assessed at 250 percent of the
original value. The,K compengation paild, by, the foreign govern-.
ment in this case is only 300,000 MU.

DM
Current value: Accurate assessment unnecessary
because obviously in excess of
original book wvaluation -
Original book valuation (maximum value)....... 1,200,000,00

Residual value: 500,000 MU, now 250 percent,

Original book valuation less residual value =
LOSS (gross) o 8 & 8 08 & & % O 0 % 0 9 O 0 S S BT O 0 8 8O O P e " e NN }4»50’000.00
less compensation paid by foreign

government 300,000 MU at DM 60.00
Tor 100 M ouiasesissveeanesssvesmpniswnes 280,80, 00

Loss (net) 270,000.00
(Maximum amount of the guarantee as in
Example 1: DM 900,000,00) . 0esccecscases =m—m—m—m————=
less 20 percent self-participation 5l,000,00
ombpengatlon isssesvisanes §5E F AT R TR ...... 216,000,00

Example g

Situation: Same as in Example 1, but at the time of the
event causing loss there exists in addition to the guaranteed
partnership interest in the original value of 1,000,000 MU,
another, nonguaranteed, partnership interest in the original
value of 800,000 MU. Both guaranteed and nonguaranteed
partnershlp interests are confiscated in their entiretg.
Compensation paild by the foreign government totals 1,060,000 MU.

Current value of total partnership ) Accurate assessment
interest % unnecessary because
)

Current value of guaranteed partner-) current value is
ship interest obviously in excess

of original book

valuation

DM

Original book valuation (maximum value).... 1,200,000,00
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LOSS (gross) ﬂD’OGOO!..'U..GD‘GI.IOBB'..... 15200,000000

less compensation paild by foreign

government, 1,080,000 MU at DM 60,00

for 100 MU = DM 648,000.00, divided

up  in the proportion of 180:100 360,000, 00

LOSS (net) .lcﬂil-ﬂ‘h0.00‘5990‘-.;00.0"95 B)—!—O’OOOOOO

(Maximum amount of the guarantee as
in Exmple l: DIJ.[ 9003000.00) CC W T T St e

less 20 percent self-participation 168, 000,00

Compensation 306 A0 C 600000 %06 8E GOSN BE S 6?21000.00

Examéie -kl

Situation: Same as in Example L. Fifty percent of
the total participation interest is. confiscated (partial
loss); the residual value of the interest remaining in the
ownership of the obligee at the time of the event causing
loss is 250 percent. The compensation paid by the foreign
government is 50,000 MU,

Current value: Accurate assessment unnecessary ' DM
because obviously in excess of
original book valuation  ~-=-====-=-

Original book valuation (maximum value)..l,200,000,00

Resl dual value of the total partrnership interest

900,000 MU, now 250 percent at DM 60.00
for 100 MU = DM 1,350,000

Residual value of the guaranteed partnership interest :

100/180 of DM 1,350,000,00 750,000, 00

Original book valuation less residual value
of guaranteed

partnership interest =

LOSS (E',I'OSS) o 0686 e 600080003 ®OD e E o @ LI_SO_,OOD.OO

less compensation paid by foreign
government

51,0,000 MU at DM 60.00 for 100 MU =
DM 32l,000.00,

divided up in the proportion of
180:100 uoli-ﬁ!QOOOOBDDDOOQDDGQOQHD 180,000.00
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Logs (BBE] ssesmsmase 270,000, 00
(Maximum amount of the guaranﬁee as :
in Brempls 13 DM 900,000,00) sier  =—wmmmemmme
less 20 percent self-participation 5, 000,00
e e W 216,000,00

ComPensablon sesensivississ swge
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Section 1

Agsumption of Guarantees

1. The Federal Republic of Germany (Federal Government) may upon
application assume for the benefit of investors having their seat or
domicile in the territory of the Federal Republic of Germany guarantees
for capital investments abroad in order to protect them against political
risks. These guarantees are regulated by the present "General Conditions",
except as otherwise provided for by the notice of guarantee.

2. The Deutsche Revisions- und Treuhand-Aktiengesellschaft (Treuarbeit),

Hamburg, and the Hermes Kreditversicherungs-Aktiengesellschaft (Hermes),
Hamburg, have been commissioned end authorized by the Federal Government

to issue and receive on behalf of the Federal Government all statements
concerning guarantees and teke all legal actions except those reserved to
the Federal Debt Commission. Primary jurisdiction shall rest with Treusrbeit.

3. There is no legal claim to the issuance of a guarantee.
Section 2

Conditions for Assuming Guarantees

Guarantees shall be assumed only in cases where

(a) the Federal Government has an agreement with the investment
country regerding the treatment of the cepital investment or,
if no such agreement exists, protection of capital investments
is adequately assured by the legel system of the investment
country or in some other way;

(b) the capital investment particularly merits encouragement,

Section 3
Objects. of Guarantees
1. Objects of guarantees are the following capital investments:

(a) Shares in foreign enterprises based on contributions of cepital,
goods, or other services, and providing for voting rights and
control or advisory privileges, as well as participation in
earnings and liquidation proceeds (share interests); the guarantees
also extend to credits resulting from conversion of share interests
(share interests converted into claims);

(b) Capital furnished to foreign branches or plants of enterprises
having their principal office in the territory of the Federal
Republic of Germeny, in the form of capital, goods, or other
services, provided separate annual financisl statements are
prepared for the branches or plants, in which the capital furnished
is treated and posted in the same manner as an original capital
fund (capitelization of branches or plants);



(e) Loans made in connection with a share interest and which by
purpose and amount have the character of a share interest
(share interest loans).

2. Additional objects of guarantees are sums distributed as
proportionate profits or as interest for specific periods of time, on
account of share interests or loans having the character of share interests.

3. All other rights or claims (stock purchase rights, penalty
interest, contract penalties, forfeit payments, indemnity claims, claims
on account of sale of capital investment to third parties) cannot be
objects of guarantees even though they may have been provided for by the
contract under which the capitel investment was made.

L. HNot eligible for guarantees shall be capital investments toward
which investors made contributions prior to filing applications for
guarantees,

Section 4

Coverage Provided by Guarantees

1. A guarantee by the Federal Government covers losses of capiteal
investments or the earnings thereon if such losses are caused solely by
political events or measures in the investment country, as follows:

(a) Nationalization, confiscation, or other measures by publie
authorities which are equivalent to confiscation in their
effects (confiscation contingency);

(b) Wars or other armed conflicts, revolutions or insurrections
(war contingency);

(¢) Blockage of payments, or moratoriums (moratorium contingency);

(d) Prohibition of conversion or transfer of funds deposited for
remittance to the Federal Republic at institutions competent
for this purpose (CT contingency).

2. Losses as a result of the events or measures enumerated in par. 1,
above, are covered by the guarantee, provided the events or measures are
of political nature. They are not covered by the guarantee if the afore-
named events or measures are the result of actions for which the enterprise
in which the capital was invested, or the managerial investor of the capital
nay be answerable.

sSection 5

Guarantee Contingencies

The guarantee becomes operative:

1. Where solely as a result of measures specified in Sec. 4 par. 1 (a)
(confiscation contingency) in the investment country, a share interest
proper, a share interest converted into a claim, a claim on account of a
loan having share-interest character, or a claim to distribute earnings
are confiscated in their entirety (total loss) or partially (partial loss);



this applies mutatis mutandis to liquidetion proceeds in the event of
liquidation of branches or plants;

2. Where solely as a result of events or measures specified in
Sec. 4 par. 1 (a) or (b) (confiscation or war contingencyg in the invest-
ment country

(a) the entire assets of the enterprises in which the capital was
invested, or of the branches or plants, are confiscated or
destroyed (total loss), or

(b) +the assets of the enterprises or of the branches or plants are
confiscated or destroyed in so substantial a degree that the
enterprises or the branches or plants can no longer be operated
without loss in the long run (total loss),

and where as a result thereof

the share interests or the original capital funds must be deemed
lost, or

where claims into which share interests were converted, claims on
account of loans of a share-interest character, or claims to distributed
earnings cannot in any form be satisfied or enforced;

3. Where solely as a result of measures specified in Sec. 4 par.
1(c) (moratorium contingeney) in the investment country claims due and
arising from conversion of share interests, claims payable on account of
loans having a share-interest character, or payable claims to distributed
earnings cannot, in their entirety or partially, in any form be satisfied
or enforced; this applies mutetis mutandis to liquidation proceeds in the
event of ligquidation of branches or plants;

4+ Where solely as a result of events or measures specified in
Sec. 4 par. 1 (d) (CT contingency) in the investment country funds cannot
be converted or transferred within two months after being deposited with
a competent institution for remittance to the obligees on account of
claims due arising from conversion of share interests, claims payable on
account of loans having a share-interest character or on account of
distributed earnings, provided all existing requirements and agreements
for conversion and transfer of such funds have been complied with; this
applies mutstis mutandis to liquidation proceeds in the event of liquida-
tion of branches or plants.

Section 6

Definitions of loss

1. Loss of capital investments

(a) with respect to share interests in the event of total loss
(Sec. 5 pars. 1 and 2 (2)), or with respect to original
capital funds in the event of total loss (Sec. 5 par. 2 (a)
and (b)) shall be the current value of the capital investments
at the time the guarantee contingency occurred, but not exceed-
ing their original book valuations;



(b) with respect to share interests in the event of partial loss
(Sec. 5 par. 1), the reduction in value determined by
comparing the current value of the share interests at the
time the guarantee contingency occurred, not however to
exceed their originel book valuations, with the residual
value of the share interests that results from the effects
of the guarantee contingency; if such contingency is followed
by liguidation of the enterprise or sale of the remainder of
the share interest, the proceeds of such liquidation or sale
shall be deemed the residusal value of the capital investment,
provided such ligquidation or sale was directly related to the
guarantee contingency;

(¢) with respect to share interests converted into claims, and
loans of a share-interest character, the unpaid portions of
such claims, but not more than such aliquot portions, as may
apply to the book valuation of the original capitel invested.

This applies mutetis mmtandis to liquidation proceeds in the event
of liquidation of branches or plants.

2. Losses of earnings are the unpeid claims to earnings distributed
during the effective period of the guarantee.

Section 7
£ t vestmen

Where in addition to the capital investment covered by guearantee
the obligee has invested in the same enterprise further capital of the
seme type (share interest or loan of share-intcrest character) and the
same class (i.e. shares of stock or bonds of the same category), not
covered by guerantee, both capital investments shell be considered to
have been affected by the events or measures specified in Sec. 4 par. 1
in the same proportion to the original book valuations, even 1f the
contingency exclusively or predominantly affects one of the two capital
investments. The same applies mutatis mutandls to the earnings from
both capitael investments.

1. Coverage of losses of capital investments and earnings thereon
begins from the time when the obligee has made the contributions to the
capital investment contracted by him, but not before delivery of the
notice of guarantee. Such contribution shell be deemed to have been made
only after the objeect of the contribution hes passed into the control
of the foreign enterprise or the branch or plant.

2. Where the obligee makes the contribution contracted by him in
instelments, the coverage for each such partial contribution begins at
the time when 1t has satisfled the condition set forth under l., shove.

3. If the events or measures set forth in See. 4 par. 1 take
place or are enacted while the conditions specified in pars. 1 and 2,
above, are in course of being fulfilled, there shall be no coverage for



losses resulting from such events or measures. If a measure of this
sort is temporary (e.g. a temporary meratorium) and if the period is
subsequently extended, or if following the temporary moratorium new
measures of the same kind are put into effect, there shall be no
coverage either for losses in consequence of such extension or new
measures.

4. Coverage terminates on expiration of the effective period of
the guarantee fixed in the notice of guarantee.

5. Notwithstanding par. 4, coverage is provided for:

(a) losses of capital investments on account of guarantee con-
tingencies specified in See. 5, pars. 1 and 2, which occurred
within six months after expiration of the life of the guarantee
and are the result of events or measures specified in Sec. 4
per. 1 (a) and (b) which took place or were enacted prior to
expiration of this effective period;

(b) losses with respect to claims caused by a guarantee contingency
specified in Sec. 5 par. 4, occurring within two months after
expiration of the life of the guarantee.

6. Where the collection and transfer of claims (share interests
converted into claims, loans of share-interest character, claims to
earnings) is not immediately instituted when they fall due, or is deferred,
coverage will terminate unless the Federal Government has approved an
extension of the coverage. The same applies mutatis mutandis to liquida-—
tion proceeds in the event of liquidation of branches or plants.

Section 9

Meximum amounts of guarantee

1. The guarantee provided by the Federsal Government is limited to a
maximum amount in Deutsche Mark for every capital investment and the earn-
ings thereon. The meaximum amount of the guarantee consists of the maximum
amount of guarantee coverage for capital and the maximum amount of
guarantee coverage for earnings.

2. The maximum amount of guarantee coverage for capital is the
originel book valuation of the cepital investment. This is reduced:

(a) &t the end of each year of the guarantee period by an amount
stipulated in the notice of guarantee; the Federal Government
mey upon application of the obligee defer, suspend, or sgbate
this reduction;

(b) on the say of repsyment on account of a capital investment, by
the portion of the current maximum amount of guarantee coverage
for capital corresponding to the repaid amount of the capital
investment; this applies mutatis mutandis also in the case of
the sale of a capital investment;

(¢) upon the occurrence of a gusrantee contingency affecting
capital investment, by the portion of the current maximum
amount of guarantee coverage for capital corresponding to the
amount of the capital investment affected by the guarantee
contingency.



3. (a) The maximum amount of guarantee coverage for earnings
during the entire life of the guaranteec is eguivalent to
a total of 24 percent of the original book valuation of
the capital investment in Deutsche Mark. When the guarantee is
first given, the guarantee for earnings does not cover the
entire life of the gusrantee, being initially assumed only
for a number of years (coverage period) fixed in the notice
of guarasntee. This percentage rate is equally spread over
the several guaranteed years during the coverage periocd
but must not exceed & percent for any year of the guarantee;
earnings on capitel investment distributed in any year of
guerantee are covered up to the percentage rate applicable
to that year of the guarantee. If on expiration of a
coverage period the guarantee for earnings has not been
utilized for reason of guarantee contingencies up to the
aforementioned maxinum rate of 24 percent, the obligee is
entitled prior to expiration of the current coverage period
to request renewal of the guarantee for earnings in the
amount not utilized by him. In computing the available
remainder of the guarantee coverage for earnings, the amount
charged as having been utilized under the guarantee is
abated by any sums which the Federal Government has in the
meantime received as reimbursements on account of indemnity
payments.,

(b) Where the original book valuation has been reduced by repay-
ments on the capital investment or by guarantee contingencies
affecting capital investment, computation of the aforementioned
percentage rates for earnings distributed subsequent to
reduction of the original book valuation is based on the
reduced book valuation.

(e) Failure to epply for a guarantee coverapge for earnings prior
to the beginning of the guarantee precludes such a guarantee
for the entire effective period of the guarantee.

4+ In any given guarantee contingency the controlling maximum amount
of the guarantee is the current maximum amount at the time when the
guarantee contingency occurred. In the guarantee contingencies specified
in Sec. § par. 5, the guarantee coverage for capital and/or earnings is
governed by the meximum emounts applicable immediately before expiration
of the effective period. Pars. 2(b) and (¢) and par. 3(b) shall be
applied mutatis mutandis.

5. The original book valuation entered in the notice of guarantee
and extensions thereof is the amount which the obligee, after performances
of the contributions or partial contributions to which he was committed,
has credibly shown to the Federal Government to have been the cost to him
(in accordance with normal German accounting and balance - sheet practice
with respect to procurement and production costs includable as assets.).
If at the time of the execution of the notice of guarantee the obligee
has not yet performed all contributions on the capital investment to which
he is committed, an amount shall be stipulated in the notice of guarantee
which must not be exceeded by the total original book valuation under-
lying the guarantee.



Section 10

Self-Participation. Maximum Liability

1. The obligee participates in the loss determined in accordance
with these "General Conditions™ and within the limits of the maximum
amount of the guarantee, at a rate stipulated in the notice of guarantee.

2. This self-participation shall not be covered by any other
guarantee.

3, The maximum liability of the Federal Government is equivalent
to the meximum amount of the guarantee less the amount of self-participation.
No claims may be brought on any legel ground agzainst the Federal Goverrment
in excess of the maximum liebility in connection with the guarantee.
This meximum amount of liability appears in the notice of guarantee at
the time of its issuance.

4+ The Federal Government shall not be held ligble for relatively
minor losses (trivial losses), the amount of which is fixed in each
notice of guarantee.

Section 11

Notice of Guarantee

1. The guarantee of the Federal Government becomes effective at the
time of delivery to the obligee of the notice of guarantee.

2. The notice of guarantee has legal binding force only if it bears
the signature of the Federal Debt Commission.

3. Par. 2 also spplies to all other notices by which the amount of
the mexirmm liability of the Federal Government is increased.

Section 12

General Duties of Obligees

1. The obligee must comply with the regulations enacted by the
Federal Government and by the investment country for capital investments
abroad.

2. A written report on the status and the development of the capital
investment and the enterprise where the capital is invested, or the
branch or plant, must be submitted each year not later than six months
after the close of the business year of the enterprise. This report
must be accompanied by the balance sheet and the profit and loss state-
ment with explanations, the business report and any other reports
prepared by asuditors or institutions performing a like function. The
obligee, if requested, must at all times supply information on details
of the capital investment and any transactions related thereto.

3. The obligee is required to give immediate notice:

(a) when the conditions for beginning coverage have been met
(Sec. 8) with respect to a gontribution or partial



contribution to the capitel investment, and what amount shall
be taken as the obligee's capital investment;

(b) when capitel investments in the form of share interests are
converted into claims, or when branches or plants are ligui-
dated;

(¢) when capital investments are sold, or repayments are made on
capital investment;

(d) when contracts relating to the capitel investment are altered,
supplemented or canceled; the same applies mutatis mutendis
to branches or plants;

(e) when he acouires a new capital investment not covered by
guarantee in the same enterprise in which he has a guaranteed
capitel investment.

L. The Federal Government, the Federal Comptroller-General's Office
and others appointed for the purpose by the foregoing are authorized
prior and after recourse has been made to the Federal Government on account
of the guarantee, to examine and verify such books, papers and other
records of the obligee as mey be related to the guarantee, and 10 prepare
and request transcripts. The obligee is required, upon demand of the
Federal Government, to take all reasonable measures in order to make it
possible for a similar examination also to be carried out at the foreign
enterprise where the capital has been invested.

Section 13
Specific Duties of the Obligee

a
1. In the event of imminence or occurrence of/guarantee contingency
it is the duty of the obligee to proceed with the reasongble care of the
normal businessman to particularly do everything to prevent or minimize
the damage; he must carry out any instruction to this end he may receive
from the Federsal Government.

2. The obligee must give notice without delay:

(a) when he learns of any circumstances tending to increase the risk,
especially whether events or measures as specified in Sec. 4
par. 1 are imminent;

(b) when such events have occurred or such measures have been enacted.

Section 14

Congequences of Breach of Contract,

Right of Cancellation and Revocation,

1. Where the obligee has culpably contributed to causstion of the
loss, in particularly by culpebly failing to comply with duties incumbent
upon him under these "General Conditions" or terms of the notice of
guarantee, the liability of the Federal Government to provide compensation
and also the emount of such compensation shall be determined by the eircum-
stances, depending especially on the extent to which the loss was caused by



the wilfully negligent conduct of the obligee. This applies in
similar measure when the wilfully negligent conduet of the obligee
has contributed to increasing the loss, or to preventing its
limitation,

2., Where the obligee has culpably failed in a duty incumbent
upon him under these "General Conditions" or the terms of the notice
of guarantee, and such dereliction of duty has not been a factor in
the causation and the extent of the loss, it is nevertheless in the
option of the Federal Govermment to refuse to pay compensation or to
reduce such payment in case such dereliction of duty has bearing on
the determination or the extent of the compensation which the Federal
Government must pay.

3. In the event that the obligee has culpably made incomplete
or untrue statementswhen filing his application, it is in the option
of the Federal Govermment to cancel the guarantee within two months
after being informed of this. Cancellation by the Federal Government
after the guarantee contingency has occurred does not extinguish its
liability to compensation if the fact in respect to which the incomplete
or untrue statements were made had no bearing on the occurrence of the
guarantee contingency or on the amount of the compensation which the
Federal Government must pay, and particularly on the act of assumption
of the guarantee, The right of the Federal Govermment to declare the
guarantee invalid on the ground of malicious decepltion remains
unaffected.

L. When circumstances develop tending to increase the risk, the
Federal Government may cancel the guarantee, or subject it to restrictions
(partisl cancelation), provided coverage pursuant to Sec. & has not yet
become effective, except where the obligee is not in a position to refuse
to meke the contributions to the capital investment to which he is
committed.

5. In the event that contracts relating to the capital investment
are altered, supplemented or canceled, and the risk is materially
inereased thereby, it is in the option of the Federal Government to
cancel the guarantee; however, the liability of the Federal Government
to pay compensation in connection with guarantee contingencies which
occurred prior to such alteration, supplementation or cancellation
remains in effect. The same applies mutstis mutandis to branches or
plants.

6. The Federal Government has the right to cancel a guarantee
without notice:

(a) in cases where the obligee grossly violates his contractual
duties;

(b) for important reasons inherent in the person of the obligee.

7. The obligee has the right to renounce the gusrantee at the end
of any guarantee year by giving notice in writing.
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Section 15

Applications for Compensatbion

1. Applications for compensation must be filed with Treuarbeit
immediately upon occurrence of the guarantee contingency.

2. The obligee must present evidence that the conditions under
which a guarantee becomes effective are present and show the reason
and smount of the loss. He must also present evidence that any
licenses of the Federal Goverrmment and the investment country which
were required at the time the guearantee for capital investments was
assumed, had been issued.

Section 16

Determination of Loss and Payment of Compensation

1. Losses shall be determined within reasonable time after the
obligee has submitted all records required in evidence of a loss. If
this is not immediately possible owing to the eircumstences in the case,
the Federal Government may upon request of the obligee meke a provisional
compensation payment, the amount of which to be determined by the Federal
Government upon exeamination of the available evidence.

2, Compensation is payable three months after mailing of the loss
account or the statement of provisionel compensation, but not earlier
than six months after the occurrence of the guarantee contingency.

3. If after payment of compensation it is found that there were no
grounds for such payment or for a payment in such amount, it is the duty
of the obligee to reimburse the Federal Government in the appropriste
amount.,

Section 17

Computation of Compensation

1. For the purpose of computing the compensation, the amount of
the loss (ef. Sec. 6). must be arrived at. This process involves
determination of

(a) the original book valuation of the capital investment: the
cost to the obligee for the capital investment in accordance
with normal German accounting and balsnce-sheet practice
(procurement and production costs includable as assets), but
not more than the amount recorded as original bock valuation
in the notice of guasranteey in the_event of repsyments on
the capital investment, sales and /sig/ following guarantee
contingencies affecting capital investment, the original
book veluation is reduced by the amount repaid on capitel
investment or, as the case may be, the capital portion
affected by the contingency.

(b) - where necessary - the current value of the capital investment:
the value at which it must be appraised at the time the
guasrantee contingency occurred, with due regard to accounting
practice and teking into consideration the balance sheets pre-
pared up to such time, as well as the profit and loss accounts
of the enterprise;




(¢) - where necessary - the residusl value of the ghare interest:
the value at which it must be eppraised immediately after the
occurrence of the guarantee contingency, with due regard to
accounting practice and taking into consideration the balance
sheets prepared up to such time, as well as the profit and
loss accounts of the enterprise; in appraising the value
appropriate consideration must be given to the expectable
consequences of the guarantee contingency which are very likely
to cause a substantial diminution of wvalue;

(d) shortfalls in claims

1. in Deutsche Mark: the shortfall in terms of the amount in
Deutsche Mark which the investor would have received through
a transfer at the time when the guasrantee contingency occurred;
stable currency clauses are not taken into consideration;

2. in foreign currencies: the shortfall in foreign currencies
converted into Deutsche Mark at the rate of exchange (including
foreign exchange premiums, if any, or the like), which would
have been applicable for transferring the moneys due at the
time when the guarantee contingency occurred, alternately at
the bid rate of exchange on the Frankfurt Exchange on the
date in question or, in case there was no official quotation
on the date in question, at the quotation immediately pre-
ceding or, in case the currency in question was not officially
quoted in the Federal Republic, at the bid rate of exchange
for conversions last published by the Deutsche Bundesbank.

2. From the amount of the loss arrived at pursuant to par. 1,
deduction is made in full of the following sums as may be related to the
contingencies bringing the gusrantee into play, less any necessary outlays
which the obligee mgy have had in their recovery:

(a) &ll payments and/or the equivalent of all other items of value
which the obligee received after occurrence of the guarantee
contingency from the foreign enterprise, the foreign government,
from insurance, or from other sources;

(b) &ll proceeds which the obligee received from the realization
of rights, goods, pledges or other securities;

(¢) the equivalent value of any liabilities from which the obligee
was released through the guarantee contingency or from which he
can obtain release by a set-off with a third party liable to
pay indemnity by reason of the guarantee contingency;

(d) the equivalent of any other advantages obtained by the obligee.

Sec. 7 is applicable mutatis mutandis.

3. In case the amount arrived at pursuant to pars. 1 and 2 is in

excess of the meximum amount of guarantee coverage for capital and/or

earnings, such amount will be reduced to the level of the maximum amount.

4. The amount computed in accordance with pars. 1 through 3, less



the smount of self-participation, represents the compensation payable
by the Federal Government.

Section 18

Asgignment of Right

1. The obligee who has received compensation from the Federal
Government is required to assign to the Federal Govermment the rights
which were the objects of compensation, the claims to indemnity and
any other claims deriving from insurance policies and the like,
together with surety collateral%%he amount of the compensation received.
Where such assignment is not feasible or waived by the Federal Government,
it is incumbent upon the obligee to hold these rights in trust for the
Federal Government to that extent and administer them in accordance with
the instructions of the Federal Govermnment. The Federal Government must
in each case be given the same seniority as that which the obligee
occupies with respect to any rights.residual with him which were objects
of the compensation, or with respect to the pertinent indemnity claims.

2. The Federal Government can meke payment of compensation
conditional upon prior assignment of the rights.

Section 19

Legal Actions

1. Irrespective of the conveyance of the rights to the Federal
Govermment pursuant to Sec. 18, the obligee is required, upon request
of the Federal Govermment, to take all suitable measures also on his
own behalf, aimed at enforcement or realization of these rights, ineluding
the surety collateral, and to that end comply with any instructions he
ney receive from the Federal Government. The same applies to rights which
the obligee is holding in trust for the Federal Government.

2., Justified expenditures incurred by the obligee for measures
taken in connection with legal actions prosecuted upon request of the
Federsl Govermment, are shared between the Federal Government and the
obligee in proportion to their respective shares in the object of such
legal action.

Section 20

Recoveries Subseguent to Compensation

1. If sums are recovered subsequent to the settlement for loss, a new
loss account shall be opened in which the amount received is treated
as having gone to the obligee. The difference between the compensation
thus computed and the higher amount of compensation paid belongs to the
Federal Government; any surplus of that sum belongs to the obligee.

2. Where the loss is reduced in any other way than by recovery of
money, a new loss account is prepared also in that case.
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Section 21

Transfer to Another of Claims on Account of Guarantees

Any transfer of claims onr account of guarantees requires prior
approval in writing by the Federal Government. If the transfer is
approved by the Federal Government, all obligations of the obligee
with respect to the Federal Government on account of the guarantee
remein intact, except as otherwise agreed upon. The Federal Government
may with respect to the transferee make offsets, enter defenses, assert
rights of withholding and other rights in the same way as with respect
to the obligee.

Section 22

Sale of Capitsl Investments

The sale of the guaranteed capitel investment by the obligee
extinguishes the guarantee if no other arrangement was made with the
Federal Government prior to the sale.

Section 23
Fees

1. A fee shall be charged for the guarantee. This fee shall be
payeble in advance for each effective year of the guarantee.

2. In case the fee is not paid within three weeks of the due date,
the Federal Covernment is free to revoke the guarantee; in case the
initial fee for the guarantee is not paid within three weeks of the due
date, the Federal Government may cancel the guarantee.

3. In cases where the Federal Government has canceled or revoked

a guarantee, or the guarantee was extinguished, the fee is payeble to
the date of cancellation, revocation or extinguishment of the guerantee.

Section 24
Evidence by Writing
11 agreements and notices must be in writing to have validity.

Section 25

Place of Jurisdiction Limitation of Actions

1. The place of jurisdietion is Hamburg.

2. Claims against the Federal Govermment under a guarantee must be
brought before a court of law within a preclusive period of six months
after the Federal Government has dismissed the submitted claim in writing,
giving notice of this legal conseguence.
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Deutsche Revisions— und Treuhand—-£ktiengesellschaft

Wirtschaftspriifungscesellschaft - Steuerberatungsgesellschaft

(German Auditing and Fiduciary Corporation)

(Public Accountents — Tax Consultants)

(Ireuarbeit)
(24a) Hemburg 1.

Subject: Guarantees for Capital Investments Abroad

We take pleasure in forwarding to you as requested an application
form in quintuplicate, which kindly use in filing your application for
a federal guarantee to cover a capital investment abroad. We also enclose
with this letter the Information Bulletin and the Ceneral Conditions for
the assumption of such federal guarantees.

The application is designed to present a clear picture of the foreign
enterprise and the capital investment to be covered by the guarantee. To
that end we would ask you to amplify aend explain in detail the condensed
information given under A through C of the application form on a separate
attachment, and in particular give attention to the directions below in
furnishing explanations on items B and C:

Re B: (Information sbout the foreign enterprise in which capital is
to be invested)

Please indicate legel and economic status, specifically financial
position, net worth, and earnings of the foreign enterprise {or branch
or plantj , with the appropriate supporting data (e.g. such as available
information reports, financial statements for the last years, number of
employees and other operational data, information on the origin of the
connection and its development to date, prospectuses, if available, etec.,
with transletions). If the enterprise in which the capital is to be
invested is now in process of orgenization, this should be brought out
by the information. You are further requested to indicate whether and, if
s0, in what amount you already have capital invested in this foreign
enterprise.

Re G: (Information on capital investment to be covered by guarantee)

Please indicate the following:
1. Information on the proposed capital investment:

(a) Kind, amount and date of original contributions to be made as
capital investment;

(b) Method of finanecing the capital investment;

(¢) Description of the proposed contract concerning the capital
investment, stating the share interests and/or other equities
to be acquired (specifically voting rights or control and
advisory privileges, also agreements concerning repeyment and
provisions for terminating the relationship), adventages,



liabilities, and subsidiary covenants, documented by pertinent
agreements or drafts of agreements (with translations);

2. A detailed justification of the application for a guarantee
(reasons for making the capital investment, information concerning
any inducements for capital investment offered by the investment country,
status of negotiations, including information about licenses required
for capital investments, and about any special assurances that may have
been made by the investment country with respect to safeguarding the
capital investment; information on regulations governing transfer of
earnings and repatriation of the equivalent value of the cgpital invest-

ment);
3. Any other information considered important.

In conclusion we would request that the application for assumption
of a guarantee for capital investment abroad, together with enclosures,
be signed in due form and returned in quadruplicate.

Very truly yours

Deutsche Revisions- und Treuhand-Aktiengesellschaft

Enclosures



Application for Assumption of a Guarantee for Capital Investment Abroad

(Submit in gquadruplicate)

Deutsche Revisions— und Treuhand-Akbiencesellschaft

(Treuarbeit)

Hermannstrasse 40

Hamburg 1.

Pursuant to the "General Conditions for the Assumption of Guarantees
for Capital Investments Abroad" we herewith apply for a

guarantee for capital investment abroad.

A, Information about our firm

e

Neme or firm:

Principle office and address (telephone, teletype)

legal form:

Year of establishment and object of the enterprise:

In the case of single proprietorships and partnerships:

(a) Name of proprietors:

(b) Nationality of proprietors:

Detailed information in case a total of 25 percent or more of
the capital stock is under direct or indireet foreign control:

Information on affiliation with a combine:

B. Information about the foreicn enterprise in which capital is to be

invested:

l. Name or firm:

2. Principle office and address:

3. Legal form:

L. Year of establishment and object of the enterprise:

5. HName, address, business domicile, nationality and share interests

of the participants:
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6.

Other financial relationships of the applicant to the foreign

enterprise not brought out by Item 5.

C. Informetion regarding capital investment to be covered by guarantee

1.

2-

3.
b
e
6.

Type of capital investment:

Amount of capital investment:

(a) Book value in foreign currency:

(b) Amount to be raised, in Deutsche Mark:

Projected dates for payments or contributions on easpitel:

dmount and effective period of guarantee applied for:

Anticipated annual earnings:

Is application being made to include earnings in the guarantee?

If so, for which years and in what amount? (See Information

Bulletin hereon).

(a) Have contracts already been entered into concerning the
capital investment? If so, describe.

(b) Have contributions already been made on the capital invest-

ment? If so, deseribe.

D, Specisal statements

1.

In conformance with the transmittel letter accompanying this

application form, we are supplying in an enclosure detailed explanations
amplifying the condensed statements on items A. - C.

2e

We declare that the statements we have made in the applicsation

end in the enclosure are true and complete to the best of our knowledge.

We are aware that incomplete or untrue statements, as indicated

in the "General Conditions for Guarantees for Capital Investments Abroad"
may entail invalidation of the guarantee,



3. We undertake to pay the processing
demand. We have noted that the processing
from the fee for the guarantee and that it
capital investment or the guarantee do not

fees lmmediately upon
fee is not deductible

is payable even if the
materialize.

Date

Name of firm

Signature

Enclosure



INTERNATIONAL COOPERATION ADMINISTRATION

Quarterly Report of Imvestment Guarcuties Issued

Office for Private Enterprisc
Investment Guaranties Division
‘Washington 25, D. C.

Since the Beginning of the Program in 1940 througk Sept. 30,

W. R. Grace & Co.

Pairts and chemicals 252,9k5

1069 ~
INVESTOR PRODUCT CONVERTIBILITY EXPROPRIATION
AUSTRIA: A s et 2
Socony Mobil 0il Co., Ime. Oil distribution ~ $ 1,000,000 § 1,000,000
Syntron Company Vibratory equipment 30,000 . -
' TORRL i w ok P om h e 1,030,000 1,000,000
The Cowles Dissolver Co.Inc. Grinding & mixing equipment 30,000 20,000
Morehouse Industries, Ine., Grinding & mixing equipment 30,000 30,000
Pluswood Industries ~~ ' Lumber processing p 100,000 100,000
(Belgisn Corgo) : ' 300,000 300,000
Ro-Seaich, Inc. Footwear f 300,000 -
Smith-Corona, Inc. Typevriters : 72,000 60,000
. MRl . & i 5 Fom Wle e 832,000 520,000
BOLIVIA: '
Big Chief Internat'l Corp. 01l exploration end drllling 500,000 2,000,000
Big Chief Internat'l Corp. Oil exploration and drilling - 2,000,000
Chaco Petrolewn (Union Explorstion & drilling for oil - 10,000,000
 Petroleum Boliviauna, S.A.,

Vomsanto Bolivia, Inc., -

Murphy 0il de Bolivia, S.A.) ;
Pan Geo Atlas Corporation 0il well services - 84,957
South American Placers,Inc. Gold dredging - 3,000,000

500,000  17,004,957.
CHIMA: (Republic of) ‘
Internstional Dairy Engr. Recombined dairy products 120,000 120,000
Co. of Asia, Inec. 875,000 -

Internat 'l Eoginners, Inc. Coka. oven 200,000 200,000
Vor Koborn Imternat'l Corp. Mamufacture of rayon - 1,059,242 959,242
Vor Kohorn Intermet'l Coxrp. Manufacture of ‘rayon %,000 - 38.30,200
Westingbouse Elec. Int'l Co. Electric generating equipment?2,140,320 1,881,600

Botad v e e r s s ‘DI BEE  3260,508
COSTA RICA: . . “ ‘
Americen Broedeasting-Para- Television broasdcasting - 105,000 105,000 *-
mount Theatres, Inc. . " 31,250 26,250
i = 28,125 23,625
1" i 12 500 . 10 00 e
Totel ' 176,875 165,375
DENMARK s -
Rag~0-Vac Tnternational Ine. Leakproof batteries 182,500 -
ECUADOR:
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PRODUCT -

CONVERTIBILALY EAMOYRIATION

csmee:

nicagb Molded Products
soifwey L. Cabot, Inc.
oifrey L. Cabob, Inc.
hyysler Corporation
Thrwaler Corporatlion

vlark Bquioment Co.
enevete Chemicals Co.
narhisst Refweoiorxles Co.lInc.
Dome. Corporation

Denpis, John K.

Dow Gorning Coxporation
bow Corning Cerporatlon

=1 licott Mechine Coxp.
S1Vieott Machine Corp.
Pilicott Machine Corp.
Foxd M¥otor Company
Foster Waeeler Corp.
Poster Wheeler Corp.
Frevhaaf Trailer Co.
Garthery,  Frank F.
Harshey Chericel Co.
Tardysw Chenical Co.
Heyden Chemical Corp.
fohonstela, Walter P.
Houdry Process CorD.

J. M. Huber Corp. '
Huppers, Peter
Doternational Water Corp.
Koppers Compuiyy

Tandis Tool Co.

Ize C. Moore Corp.

Ilee C. Moore Corxp.

Iineoin Electric Co.
Tincoln Electxle Co.
Marmon-Herrington Co.,lac.
Tational Fastener Corp. -
Tew Britvein Machline Co.
Padildps Petwolevn Co.
Phillips Petroleum Co.
Froetor & Qasble Co.

Rohm & Haas Co.

Penscn Coxporation

Ronson Corporation

Bingsr Manufacturing Co.
Ciandard 0il Tevelopment Co.
Ependard 011 Develcpment Co.
ﬁvn&strwﬁ. Corporation
Lodexr Company
¥orrison-Kaudsen Co., Inc.

“reng Pelnt & Vernish Co. Palnts and vernishes

Plasties

Carvon black
Carbon black
Tracks and cars
Trucks and cars
Vaterials hendling equipment.
Concrebe admlxes -
Refractories
Automctive paxts
Plastics
Silicones
Chemicals

© Dredging machinery

Dredging machinexy
Dredging machinery

Auto products
Construction cagineering
Construction eagineering
Truck trallers
Spotwelding

Ceramic colors

Ceramic colors

- Streptomycia

Polystyrene

Petroleum refining

gilicate Plgnenls

Plastlics

Water wells

Styrane Monomer

Cylinder grinding machines
0il dAxilling masts & equizment
0il Erilldngz masts & eguipment
Welding naterials i
Welding equicment
Transportaticn vebicles

8lide festenera

Machine tools

Caxbon black

Corvon black

Sosps emd detergents
Agriculiure fungleldes
Idghters and related products
Lighters and related products
Sewing machines :

0il yefinery

01l refinery

Machine tools

Metal-working machinery
Congtruction engineering
GebBY i om % a e e A W&

%

12,000 & -
35,000 m
4,430,000 2,215,000
I, 100,000 2,215,000
920,108 .
6,987,310 3,493,655

479,250 -
50,000 -
76,000

200,000 -

4,070 &,070

304,950 = "

5‘313 i'f50 B
Lo,21k 20,107
34,132 17,066
40,765 20, 3

= Ti3,u12

2132 5GO e

172,500 -

h':"}? 500 =
15,000 15,000

365,000 100,000
200, 000 200,000

300,000 -
56,000 -

202,000 -
50,000 -

4,070 h,Q70
5., 000 -
455,000 -
3,000,000 3,000,000
L2, 000 21 00
100,000 -
1,072,636 -
3,211,000 - :
5L, 860 27,430
17,540 > |
1., 000, 00 1,000,000
- 1,520,000
" 250,000
1,050,000 ~

541,100 -

LO0, 000 " 400,000
390,000 354,000
73-?:000 =
550,000 e
500, 000 -
247,880 2k7,880
204,500 - :
252,000 . - )

3h,160,299 15,735,536
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cne SHYESTOR

PRODUCT

CONVERLLEL LT

4

EOR0IRIATTION

mt; '

w.uffm:; T,. Cabos, Inc.
(levite ‘..cn'"pv; mion
Corporation

{, i c,ﬁ,-t.r«
@ Lo:zz}‘x‘..,\y'

Tivestons Tire & Rubber Co.
Poxd MHor t,oml-:z; r

Pord 35

B Iotor Con

v
-A-‘./ e Ll

.f' - TN
T S, TR
DGR~ O

oo

& Q‘P -
sertyvope Coxrp.
"“aon & Co.

Chemicel Cord

O “»;‘.z\‘""’- wtirg Compeny
Oppenheimey Cas::c' Conpary

Otis L.u-.»."f wor Compouy
ter COrpoze

-

]
GO,

i) :.* “"“iﬁ& Co.
Et:,,:,.gml f g Co.
Rockwell ¥ r GO
*{o Bwell ""'*"cmx?.;f Co.
Rookwell ting Co.
Roekwell MHomuwlacturing Co.
. Ronsen Coryorasticn
Ronson Aon
Yo n i Sn
Ean;m:z Lon
g Sitler : Cc.
“N "},."L“” “*‘La(.!...c‘u.\.- it adad -.--w.-l:u’ mo

CO.—CTL..JE G-‘T"J““"Wv
Unfon et Drill Cou

[ |

- Unlon Tuiss
T fon Twiat D
-~

Merlot Do

T oia s ard g oo
AR O GEAGS

uao‘u:l.ﬁ al Coxmp. }.’omde

on Chemiesl (Bo.r:’p... owder

Sm:plera
Carbon hlack
Electronic products
Eleetronic products
Farm eguipment
Tires and tubes
Tricks snd suvbamobiies
Trucks and automobiles
“”’u*lw and antomobhiles
carloaders
S@a‘rl- ing compounds
aod preserviig b
Fesery cutblers
Chexadeals snd lubrlecsnts
Lepkelt tile

e
DEEES

150,000
1,000,000
37,792
27k, 877

. 1,841,700

140,000
203,000
LCO, GO
355,195

Business mechires 95;120
Safety appliances 1,850,000
Water Treabiang Chemicals — _ ,208,000
actuabted tools 571,423
5, Povder sebusbed tools | 365,048
actuated tools 01,875
Auimed, pousege cesings 20,805
Andmel saussge cesings 105,14k
Elf‘.‘.:"‘l’r'r‘;‘ﬁﬁ.u s & Blevebor egulpment -
High precision instruments 548,230
Radar & Sonay eguipment g93,5C0
Fower tools -
Fowar tools -
Porrer tools -
a0, motors, velves, ete. -
fmail motors, 'ml,"er:, ete. -
Tighters & e ‘.m.rs L opreducts 250,00
Thghters & pelabed producte 21k, 3‘?;
Li.,fz,T.:.':c'*ﬁ & :-c,.ua‘c-au produsts o ,QGi‘;}
Iiohtars & relzbed products 20¢,308
Cpbieal equipmast ' 10,000
0”'1:'1".6: machines 7,400
: meabans lG0,00Q
s and obker tools
and obhee tools
cw:;":-. shher tools
and othey tools

el i U

wipd ng

s

150,000
3775
o7k, %?5
-L TC‘O 00
1,052,400
8931‘4 043

9,593,062
8,889,38k

177,552

-
S}:’@ﬁ;
l-g E:i— : 2 \./u)r"
50,000

18&,,51*
91,875
10, 4!‘:2

108, 245

2:‘0)8,)»%

2?'?;3-—'-5

9011-, 200
2,450,000
58,800
959,600
612,500
250,000
108,625
20,000
354,280
10,000
48,70
50,000

L, 367,208
l,,«9},0{.‘0
EaTQO

Z?‘-ﬁu 1233

595,000
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TTen '& Son logging Co.
wmens Oliver

3 Co., Inc.

Hotle COu“ﬁ...J‘

Cuaf Cowgoraticn

HATTIL:
Ieals Sehexr?, et al

" - s

Louls So i.h.-?-ru.k et al
#West Imdle Frult & 88 Co.

X s Co:i .
M:»:::'iw*“ E.J‘*': 3::.\: ducts Cox
Jounson & Joanson

J;;—*'_a,}' m Coey Tuitts

da

v

r Tndustrlies, Inc.
Ditto

The B. F. Coodr»ich Co.

Tae Bd ¥. Goodxich Co.

The B. T. Coodrich Co.
#Follilp Brothers Di*.?isicn,
liinerals eud Chemiceals
Fuillypp Corpo*emoa
Webster Publishing Co.

) Home Produets Coxg.
He Lo 2 Products Corp.
' i ‘7'=:>:1u=ts Covpe
ow;a,s Corp.

o .

- X g GO
Produets Corp.
me Products Corp.
22 Products 00@.

of Ttaly

R

i }0 11‘-4 ="b,-¢-ﬂ-*‘-"
Growers,inc.

Aeson Chemieal Corp. Bavxite

Rubber tubes and fizes

Logming operatic $
Iogging ope ﬁraﬁion

177,000
76,000

Yha Gocdyoa® T3, re & Fubber Co. Rubber and rubher products -
Tae Goodyear Tiré & Rubber Co. Rubber :
Eopper
Bs dJe

and .:.J.'b ar products -
Tighay operabion a »
Sand and grevel operablon _200,000
Pobals » » o v v » » & & & ,h__,_,m:-mmo_

#:I.:zj.'::g', & alumina pro- -

duetion - ditto -

Potad o « o & 5 & = % & »

te & Associsbe
[ Ay 1)

Production, processiag and

Importing bacerss Totel . &

Chowsls products © 63,000

117,000
150,000

Pharsacewbicals ' 8’4
Pasmupesuticals

Surgicael dressings
Pharmacewhiosls

Elerators 1%50 GO0
Caxbon blask pleet 787 ,50’3
:.“:l-h&o-q ] L4 L » - ‘" . _. * Ll [ ] .‘-?l.:ég,gg—g_

Mleleg sid processing barlte oresz50,000
titto 175 000
3,080,000
1,450,000
6,000,000
522,666

Rubber tubes and tlres
Rubber twhes aad tlres
Coroxe minirg and merketing

Book prillshing 20, 47T
TU'&.E-LS I I -" . ll,ﬂ-@f:gh:s

£88,000
1,082,350
573,000
LE80,000
1,152,000
240,000

Prarmeseuticals
Phsrmaceublcals
Fharmaceutlicsls

Fharvaceuticals
}':‘?.’lo""'”“f‘ ’u"”' '3.1.:.5

676,053

195,000

Seed cultivation - 87,500
‘Sead auly u_.va‘.-.oﬂ - 340,000

5,0%0}000'

177,000
70,600
100,000
l; 9 "J:. C“ )-f)
3d,) ;{:}! A"d
200,600

22 112,050

- 32,000,000
40,000,000

72,000,000

250,000

175,000 .

3,080,000
1,320,000
2,080,000

522,666

20X

e T,
7,167,843

282,050
ero 572
3;6,0@0
280,000
576,000
200,000

War risk ccmtracts (#%3507,040
(%«LJ(}G , 013

172,500
150,000
340,000

W
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_ INVESTOR PRODUCT CONVERTIBILITY EXPROPRIATION
ITALY(Continued)
Don Baxter Intravenous solutions $ 29,190 ¢ 29,190
Godfrey L. Cabot, Inc. Carbon black 1,130,000 1,130,000
Godfrey L. Cabot, Inc. Carbon black 4,000,000 -
Godfrey L. Cabot, Inc. Carbon black 659,000 659,000
Godfrey L. Cabot, Inc. Carbon black 806,000 806,000
Caltex 0il Products Co. 0il refinery 4,630,000 -
Chicago Molded Products Plastics - 35,000 -
W. R. CGrace & Co. Food preserving bags . 107,700 -
W. R. Crace & Co. Food preserving bags 107,688 -
Houdry Process Corporation Petroleum refining 75,000 -
E. F. Houghton & Company Chemicals & lubricants 17,000
Mine Safety Appliances Co. Safety appliances & equipment 87,750 +3 875
Monsanto Chemlcal Compeny Chemicals 42,000,000 22,000,000
Monsanto Chemical Company Chemicals 11, 400,000 5,700 000
M.S.A. Financing Corp. Safety appliances & equipment 2,250 1,125
Wational Aluminate Corp. Boiler compounds 1,331,000 271,000
Jational Biscult Company " Biscuits and crackers 900,000 -
lin Mathieson Chemical Co. Industrial chemicals 8,551,800 4,275,900
0lin Mathieson Chemical Co. Industrial chemicals 2,500,000 -
tis Elevator Company Elevators and elevator equip. 192,500 -
Jdoseph Pacifico Building stone 20,000 -
Pennsalt Chemicals Corp. Refrigerants, aerosol pro- 375,000 375,000
pellants and chemlcals
Raytheon Manufacturing Co. Electronie tubes 329,000 -
The Smyth Manufacturing Co. Bookbinding equipment 67,440 67,440
The Smyth Manufacturing Co. Bookbinding equipment 33,851 33,852
Socony Mobil 0il Co., Ine. 0il refinery 5,600,000 2,800,000
Socony Mobil 0il Co., Ine. Cracking unit 7,234,000 34 6#. ,000
Standard 0il Co. (N.J.) - Qi1 refinery 14,487,500
Syatron Company Vibratory equlipment 36,000 -
The Torrington Co. Steel needles 2,300,000 =
Westinghouse Air Brake Co. Railroad equipment 60,300 -
Pokoln o o 4 w'% & & ® = 113,500,519 L, 812,454
JAPAN :
Dowr Chemical Internat'l Litd. Production of plastics 560,000 560,000
Dow Chemical Internat'l Litd. Production of plastics 812,000 812,000
Hamilion Watch Company Watches 500,000 50,000
United Engineering & Foundry Machinery 1,000,000 1,000,000
Total . . 2,872,000 2,122,900
JORDAN
Edwin W. Pauley & Phillips 0il exploration - €,000,000
Petroleum Co.
Paillips Petroleum Co. 0il exploration - 750,000
Robert L. Parker 0il exploration equipment - 1,250,000
Wbal o« o« & = v @ F & & ,000,000
5 NETHERLANDS :
i_; Controls Corp. 0il heater regulators 75,000 50,000
American Home Products Corp. Pharmaceuticals 210,000 105,000
Dow Chemical Company Chemicals 2,640,000 1,320,000
Henry Drake Writing fluids 29,750 17,000
¥Fluor Corp., Ltd. Designing & engineering oill 900,000 -

and chemical plants



TV ESTOR PRODUCT CONVERTIBILITY EXFROFRIATION
© The Netherlands (Gon‘t'd) : *
H. 'i',f Baker Brothers Cestor oil derivatives $ 16,085 $ 19,800
H. ;;? Bonnenbery + VYanetian blinds 175,000 - ;
Louiq . Stahl Chemical finishes - 50,000
Krest o-m,.mzm Mfg. Co. 0il burners 70,000 -
Krespo-Stemn Mfg. Co. 0il burners 20,000 -
Sparkler International Ltd. Industrial filters 16,488 -
Tokheim 0il Tank & Puzp Co. O1il tanks and pumps 350,000 200,000
Untted Greenfield Corp. Drills and other tools 52,512 26,256
Unilted Greenficld Corp. Drills apd other tools 1,590,000 795,000
United Greanfield Corp. rills end other tools 700,000 700,000
Undted Greenfield Coxp. Drills and other tools 600,000 600,000
b L 7,1, 835 3,863,056
PAKTSTAN:
feneral Mills Food processing 480,000 315,000
Worer Lombert Fhormeceuticals 179,000 350,000
MOBAL ¢ + » 6 4 o e s s - BEGLOP0 - L Bk5 000
PARAGUAY i '
%.n 01l Co. of Paragvay,Inc.Exploration and exploitation - 3,000,000
(Willisms Bros. Corp.y for cil , ;
Sinelnir Pyragusyan 0il Co., -
: ter 011 Co., amnd v
uzy Gulf 011 Co.)
SR
General Foods G‘arpo*a.t.;.on Pood processing 50,000 -
General Poods Corporation Food processing 74,000 -
W. R, Groece & Cow Caustic soda, chlorine, ete., 3,000,000 -
for synthetic fertilizer
¥W. R. Crece & Co. ditto " 112,@223 =
Kellog Credit Corporaticn  Telephone sexvice 220, ~
o A SUR MR S 11,457,058
 PEULIPPTNES: .
Dairy Prod. Co. Dailry products 660,000 -
& Corporation lzhal ores and alloys 357,000 765,000
s Corporation Lol ores and elloys - 293,250
an T‘“nur"cuv:.«'ing Co. e drums 200,000 250,000
The ‘B. F. Goodxrich Co.: and tubes 1,500,000 792,000
e B. F. Goodrich Co. as and btubes .'.!.,200,\,00 =
The B. F. Goodrich Co. and tubes - ___T92,000 1,200,000
e Y T n ?09:0u0 3,300,250
.. Dolan Toiioea rice k9,400 10C,000
. R, Dolan Taploca rice " 50,000 50,000
nat!'l Dalryy Bogineering Talry products du'? 500 207,500
Go. -of Asda, Inec. - .Total | ;900 327,500



..'?_

TIVESTOR ; PRODUCT COMVERTT BLLLTY LAPROPRIATION
TURLAY ¢ ‘
#California Texas Oil 0il refinery $ 9,800,000 & -
Corporation 29,357,000
Bank of America Hotel furnishings 1,049,600 -

. Pederal Motor Truck Co. Trucks & vehicles parts 187,339 <

. Generel Electrie Co., Ime. . Electrical products 137,500 -

' Qoodyear Internat'l Corp. Tires-and retreading - L0, 000 -
Marshall Cil & Chemical Co. Waste oll xefinery 84,000 -
Marshall 0il & Chemical Co. Resin base and varnish 59,000 -
0lin Mathieson Chem. Corp. FPharmaceubicals _ 96,863 -
Olin Mathnieson Chem. Corp. Fharmaceuticals ; 2,711,450 B+

Ral » 5 & & 49 bok & % 1 FEdd LA =
UNTIED KINGDOM: :
Autonatice Switeh Co. Filectricel condbrol equipment 580,000 -
Barber-Green Company Construction mechinery k7,565 =
Browvn &Sharpe Mfg. Co. Vpehize tools 1,400,000 -
Erown & Shaxpe Mfgz. Co. Mechine tools 1,400,000 -
Brown & Sherps Mig. Co. Machine tocl repeirs 1,120,000 -
Brown & Shaxpz Mfg. Co. Machine tcols 560,000 -
Godfrey L. Cabot, Inc. Carborn black 2,025,000 -
Chicago Molded Products Piagtics _, 70,000 -
Circinnati Sheper Co. Msehine tools - 1,008,000 -
Cincinnati Sheper Co. Maechine tools 985,000 -
Cone Automatic Mechine Co.  Autecmmbic screw machines 262,500 -
Cone Automatic Machine Co. Machine tools and parts 1,675,000 -
Cooper Alloy Foundry 'Co. Stainless steel valves 153,500 iy
Dictaphone Corporation Dictephaopes 350,0C0 : -
Drilling & Exploretion Co. Drilling for oll and gas _ k20,000 -
Euelid Road Machinery Co. Eaxth moving equipment 857,500 -

_ General Times. Tnstruaent Coxp. Clocks and wabches 1,000,000 - ’
“W. R.-Grace & Co{TRINIDAD) Chemicel fertilizer 17,729,125 -
Jacobs Mfg. Co. Drill chuecks 650,350 -
Knott Botels Coxporation Hobel operailons 1,436,1 -
¥rott Hotels Corporation Hohel ovpsrations 1,300,000 - -
Kraft Foods ' Food processing’ 1,379,514 -
Keaft Foods Pood processing 1,278,457 -
Landis Tool Co. - Precision mrinding machines 4,600,000 -
Lardis Tool Co. Precision grinding machines 313,998 ' -
Tapoinbe Machine Tool Co. Machine tools y : 53,365 -
Tedgehill Internat'l Ine.(J) Paint and relmbed products 56,C00 -
ledgebill Imbernat'l Ine. — Ready-mix concrete 150,000 -

{FAMATCA)
Ieede & Northrup Company Control instruments 392,000 - -
Metellizing Eng. Co., Inec. Metal spxiyy equipment 104,750 -
MeGraw-Hill Taternat'l Coyp. Publishing L0, 000 -
Jine Safety Appliance Co. Miners lamps 250,0C0 -
Minneapolis-Honeywell Reg.Co.Regulating instruments 3C0,C00 -
Parke, Davis & Compamy Phaxmaceuticals . : : 735,000 -
Pocket Books, Inc. Publishing e 218,750 -

“Preferrved Utilities Mfg. Co. 0il buynexs 60,000 -
Ro-Seaxch, Ine. ghoes 500,000 -
8. F. Appli=mces Home applisnces Lg9,000 -
E. R. Squibb & Sous FPharmaceubical g81,750 -

®Tooued since June 30, 1960



THVESTOR —_PRODUCT CONVERTLELLITY EXFROPRIATION
United Kingdon (Continued)
Standard Brands, Inc. Soluble coffee $ 75,000 §$ -
The Haloid Company Photocopying 3,000,000 -
Universal 0il Products Catalyst for petroleum 750,000 -
refining
TO'tal . s . ® . . . e @ . 50’ 336 ’221}' =
War Risk

Totels for all countries . . . § 676,0 10 hh3 o3k, 362,778

*Grand total for all Guaranties written: $ 545,334,272

*¥While this total represents all guarenties issued since the beginning of the
Investment Guaranty Program in 1948, as of September 30, 1960, the maximum
outstanding lisbility was $428,489,L420.



| INVESTMENT GUARANTIES DIVISION

INTERNATIONAL COOPERATION ADMINISTRATIONﬁ

Office of Private Enterprise
Washington 25, D. C,

Countrieg Where Imvegtment Guaranties Are Avallable

As of Jsaunary 1, 1960, due to a statutory smendment, guaranties may only be issued
for wmderdeveloped countries and ereas, thus precluding issuance of new guaranties for
developd areas where investment guaranty inter-government agreements have been executed.

Convertibl ity

Afghanistan
Argentina
Bolivia
Chile
China, Republic of
Colombia
Costa Rica
Cubs
Ecuador

El Salvador
Ghana
Greece
Guatemals
Haitdi
Honduras
India

Iran

Israel
Jordan
Korea
Liberia
Malaya, Federation of
Hepal
Nicarsgua
Poakistan
Paraguay
Peru
Philippines
Portugal
Spain

Sudsn
Thadiland
Tunisia
Turkey

Viet Nam
Yugoslavia

Expropriation
Afghenistan

Bolijvia
China, Republic of

Costa Rica
Cuba
Ecuador
El Salvador
Ghana
Greece
Guatemala
Haiti
Honduras
India

Iran
Ierael
Jordan
Koresa
Liberia

Malsya, Federation of

Nepal
Nicaragus
Pakistan

Paraguay

Philippines
Portugal
Spain
Sudan
Thailand
Tunisia
Turkey
Viet Nam
Yugoslavie

Wer Risk
Afghanistan

China, Republic of

Sudan
Thailand
Tunisia

Viet Nam

Although the Mutusl Security Act of 1959 excluded economically developed countries
for purposes of the Investment Guaranty Program, guarenties are still availsble for
the underdeveloped overseas dependencies of the following countries:

Belgium
Denmark

France

Italy
Netherlands
United Kingdom

Belgium
Denmark
France
ITtaly
Netherlands

Ttaly

September 20, 1960



INTERNATIONAL CQOFPERATION ADMINISTRATION
Office for Private Enterprise
Investment Guaranties Division
Washington 25, D. C.

Quarterly Report of Applications in Process, September 30, 1960

Country Convertibility Expropriation War Risk Totals
Afghanisten LOO,000 § 200,000 @ 180,000 § 780,000
Argentina 282,610,000 - - . 282,610,000
Bolivia 39,340,000 Lk, 340,000 - 83,680,000
Chile 45,920,000 - - 45,920,000
China, Republic of 5,730,000 6,030,000 5,623,500 17,383,500
Colombis 53,551,900 - o 53,551,900
Costa Rlca 18,909,555 18,707,791 - 37,617,346
BEcuador 20,673,500 10,072,500 - 30,746,000
El Salvador 753,500 681,450 - 1,434,950
French Africa 2,050,000 40,850,000 - 42,90¢,000
Ghana 4,700,000 4,720,000 - 9,420,000
Greece 23,895,000 21,735,000 B 45,630,000
Guatemnale 25,769,000 25,609,000 - 51,378,000
Hedti 33,910,000 17,429,000 - 51,339,000
I luras 350,200 3,337,650 - 3,687,850
India 46,951,093 29,171,093 - 76,122,186
Iran 8,035,000 5,483,500 - 13,518,500
Israel 756,000 756,000 756,000 2,268,000
Jordan 5,000,000 5,000,000 4,500,000 14,500,000
Kores, 4,025,000 4,025,000 2,922,500 10,972,500
Liberia - 52,250,000 - 52,250,000
Malaye, Pederation of - 300,000 - 300,000
Nicaragua ' 24,487,707 15,492,707 3,000,000 42,980,414
Pakistan 10,067}500 5:600:275 = 15.1667’775
Paraguay 1,035,000 916,800 - 1,951,800
Peru 3:936;200 b, = 33936)200
Pailippines 26,070,000 22,575,100 - 48,645,100
Portugal(and French Angola) 2,550,000 2,550,000 - 5,100,000
Spain{end Spanish Sshara 2,555,000 11,242,500 - 13,797,500
Suden 100,000 100,000 90,000C . 290,000
T ‘lend 9:523;000 1-44091:500 3:72"':500 17:3393000
Po.iole 1,062,075 1,062,075 321,000 2,445,150
Turkey 14,718,000 13,48k,000 - 28,202,000
U. K. Territories(L.A. &HongKong) 80,155,000 - - 80,155,000
Viet Nem 6,628,000 4,729,000 3,141,100 14,498,100
Yugoslavia 2,000,600 _ 2,000,000 - 4,000,000
$ 808,217,230 $37L,581,9% ¢ 24,258,600  $1,207,0L7,771
EY AREAS
Emw 14':605:000 3;362:500 o= 7;967:500
Latin America g71,401,562 136,586,898 3,000,000 710,988,460
Africa 10,412,075 111,412,075 411,000 122,235,150
Wear Bast 52,404,000  L46,458,600 5,256,000 104,128,500
South Asia 57,418,593 34,971,368 180,000 92,569,961
Yar Best 111,976,000 41,750,500 15,411,600 169,138,200
$ 808,217,230 $374,541,001  $24,258,600 41,207,01%,77L

*Additionally, over $750 million in applications ere on hand for countries not yet ia
the program or for coverage not yet available.
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(| Govermment Insurers,
detive 12 Years, Soon
May Face FFirst Claim

- L3 #

1C. Investment  Guarantées
May Repay American Firms
Tor Losses in Philippines

@

By ArLuN J. LARGE
Steff Reporter of THu WALL STREET JOURNAL
WASHINGTON — With every passing day,
Uncle Sam is quietly chalking up an increas-
ingly remarkable record in the anmals of the
insuranca business.

One of his far-flung insurance agencies,
after 12 years of operation, is still waiting to
pay its {irst claim. Surprisingly, the type of
coverage offered sounds hazardous indeed:
Protecting U.S, business investments overseas
against seizure, war damage and currency ex-
'change Josses, Some of these calamilies have
"occurred, all right. But parily because some
forcign lands are excluded and partly because
|c:vcr—vconfidcnt investors failed to cover them-
selves in such lrouble spots as Cuba, not one
claimy hag ¢ven heen filed.

This record soon may be blemished, how-
ever. The Government insurers have a hunch
that the first claims may at long last he com-
ing, and not from any land of fire-eating dic-
tators. The plonecer claimants, il's believed,
may be companies operating in the Philippines
under policies protecting a firm's ability to
convert local-money profits into dollars. In
April, the Philippine government decreed that
isome foreign profits must be shipped home at
o less favorable rate than before. Ifour in-
sured Amecrlcan companies could be affected.
A Chango Increnses Risks )

" Furthermors, these foreign iavestment
guarantecs, first started to encourage private
lavestment as aids to Burope’s industrial re-
covery after World Waor 1I, are being slanted

more and more toward ‘‘underdeveloped’ na-
tons in Asia, Latin America ond Africa.

Among the bigpgest policics now in force aTe
two expropriation contracts, totaling 372 mil-
lion, eovering Olin Mathicson Chemical Corp.'s
aluminum investments in newly-indepe
Guinen. The general shift in emphasis ad
tedly poses greater insurance risks—and i

possibility  of multiplying claims in  ye:
ahead,
That development, 1n lurn, cow

whether the insurers' fundsa built up !
icyhoiders® premiuma—a §6 million :
—wlll he adequate to meet dems:
them. If not, the insneers would h:
hack an the Federal Treasury.

For now, though, the record ramaing i
ulously intact. The International Coop
Administeation's  investment puaraniee
prara has been in operation cver dince
1 8iaee then, hillions of American dollars
heen  Invested in enlerprises  abroad.
firms, worried ahout seizure of properly by
povernments or ahout difficulties in gelling
profits back home, have signed up for nearly
saoh anillion of IMederal investment insurance;

uU.s.

in some  cases, officlals say, businessmen
wortld nol. have embarked on an overseas ven-
tare at nll if this protection had not been avail-
lable, Nearly $400 million of these policies are
‘Hi’.”l in foree. And with cyes on Premier Cas-
jtro's lakeovers of U.S.-owned property in
Cuba, budginessmen have applied for $1 4illion
Inore covering proposed operations in 34 so-
i ealled underdeveloped nations.

f The abscnee of claims agalnst the invest-
- ment policies results from both careful opera-
i tion and plain luck. I.C.A. investment insur-
ance men won't even offer a policy outside the
43 nations with which they have reached gen-
eral understandings on convertibility of cur-
rency into dollars and on poligies with regard
to expropriation. These agreements are not
firm guarantees against future trouble, bhut
they lead to “a certain indefinable moral ob-
ligation'" on the part of the host couniries,
says Charles Warden, head of the investment
guavantee program, The agreements have
been concluded with such scattered nations
as Nepal, Yugoslavia and Guatemala, Nations
which are excluded include Iragq, Brazil and
Indonesia.

In addition, companies seeking Insurance
first must also reach understandings with the
nations in which they plan to invest. Thesge
supplesnentary agreements spell out the ways
that the country’s currency and other poli-
cies wauld apply to the operation of the com-
panies. :

Casiro’s Seizures

claims {rom Cuba, where Fidel Castro’s govern-
ment has been tendering government bhonds ag
only partial compensation for seizures; United
Fruit Co. has been offered only 36 million for
land it values at $36 million. Amazingly, none
of the U.S. {irms operating in Cube is insured
under the I.C.A. program. In 1857 the I.C.A.
got permissgion from the old Balista goverament

Luck has saved the Government a raft of|

to. open insurance protection for U.8. invest-
‘ments, but couldn’t find any interested clionta,
 MHveryone thought Cuba
cmirch,” recalls one official.
Because the I.C.A. only insures new invest-
ments, i's toe late for companies already in
| Cuba Lo get eoverage on their established op-
iemtions. Wilh considerable understatement,

was safe as a

LC.A. men say there's little enthusiasm now |

jamong WU.8. businessmen to sink new money
inlo the island. What's more, the LC.A. isn't

jwnc!ts ago was told pointedly that it would
take a long -time to process the application.
4 The company took the hint and dropped the
{idea.

|  From a diplomatic and fiscal standpoint,
LC.A, officials in charge of the mnvestment
fuarantee program are glad that their 98 client
{irras haven't needed to file any claims. But,
| having collected some $3 million in premiums

surance agents are a mile defensive about the
cobwels on  their claim-paying checkbook.
“It's a lol of hoocy to say we'll never get a
claim,” protests an LC.A. privale-investment
thooster, *That's like, a life insurance poliey-
haolder expectling not to die.”

gncouraging new applicants for Cuban cover-!
age. A firm which asked about insurance & few |

from the insured eompanies, these Federal in--

{over)



New Rules In Philippines

The anticipated elaims froam the Thilippines,
it they come, will prove the poinl. In a secries
of regulations announced in April, the Philip-
pine government said some foreign profits muat
be shipped home at a less favorahle rate of
exchange than before. Under the old rules, a
profit of, say, 4,000 pesos could be converted
into $2,000 for shipment home; the new rules
make a 4,000-peso profit equal to only $1,000.

Four firms—RB. . Goodrich Co., Phelps

Dodge Corp., Rheem Manufacturing Co. and
Consolidaled Dairy Products Co.—currently are
insured for convertibility losses in the Philip-
pines, with policies totaling $7.9 million. None,
so far has filed a claim, Should a claim come
in, the I.C.A. will follow this payment system:
The claim will be turned over lo the Export-
Import Bank, a U.S. foreign lending agency,
for investigation. If it's decided the claim is
valid, the bank acling as the I.C.A.'s agent,
will wire the client a check. The I.C.A. hasg its
$5 million kitty from premiums to pay claims
with, plus reserve authority to draw out nearly
. $200 million from the Treasury.
, It a policy covers' convertibility losses,
Uncle Sam guarantees to reimburse the client
In dollars if ““‘adverse’ exchange controls pre-
vent the normal shipment of funds to the U.S.
for 30 days or more. Under expropriation in-
surance, the I.C.A, will pay a claim if a for-
eign government seizes the client's property
without full compensation, If the client owns
part or all of a foreign firm, it ean file a claim
if the foreign government interferes with the
property’s management for a year or more.
Under war risk insurance, the client can get
0% coverage on its property’s hbook wvalue
against military damage; claims must be at
least $10,000 each. .

The investment guarantee program is enly
one of the Government's specialized insurance
operations. Besides the Veterans Administra-
tion’s big life insurance program for ex-G.IL.'s,
Federal coverage runs a gamut from protec-
tion of mortgage lenders against failure of a
home owner to pay his mortgage, to protection
of farmers against hail and drought damage
to crops. In contrast to the L.C.A.'s claimless
record, the Federal Crop Insurance Corp. has
paid out $219 million -in claims since it, too,
started in 1948,

No New Policies in Brituin, France

The foreign investment guaranlees are not
only being orienled toward underdeveloped
nations in Asia, Africa and Latin America, but
in 1950 Congress actually forbade the extension
of new coverage in such relatively prosperous
countries as Brilain, France, Germany, the
Netherlands and Japan. Insurance already in
effect in those nations was not canceled, how-
ever, some $239 million of invesiments in
Western Burope and Japan are still protected.
This sum exceeds the $161 million of coverage
in force in underdeveloped nations, but the
balance is shifting rapidly.

Though the new emphasis on investment
protection in Asia, Africa and Latin America
poses greater insurance risks, no increase in
premium rales is being considered so far.
The switch i3 a key part of the Administra-
tion's efforts to coax privale funds into these
capilal-poor areas as a supplement to Govern-
ment aid money.

LC.A. officials brislle at any suggestlion
that an increased outward flow of investment

. capital, no matter what ils polilical and diplo-
matie virtues, may worsen the U.S, balance-
of-payments deficit—the excess of this coun-
try's tolal payments to foreigners over ils
income from them. Amearican investmenls
abroad, along with Government aid outlays

and payments for imports, are entered as
“mimis”  figures in the balance-of-payments
ledgers. Tast year, this tolal dollar exodus
lapped L8, receipls from ahrosd hy $3.8 bil-
lion, a pap which was parlly filled by sales
of U.8. poid (o foreigners, Dut Feaderal insur-
ance moen Ingist the export of investment capl-
ial ean have nothing but heneficial cffects on
the long-run halance of payments, hoth ag U.8.
businessmen reap profits from overseas opcras-
tlons, and as underdeveloped nations hecome
progperous enough to buy more American
goods,

Nations Must Agrec

Uncle Sam will write no insurance policies
in countries which haven’t agreed to the idea
ahead of time in diplomatic negotiations. Since
1948, 43 nalions have agreed to convertihility
coverage for U.S. firms operating locally; of
these, 39 also accept expropriation insurance,
and 12 have agreed {o all three types of insur-
ance—convertibility, expropriation and war
risk.

Of the 43 countrics that have signed formal
agreements for inclusion under the insurance’
program, 19 have yel io receive their first
guaranteed investment. However, insurance
applications by U.5, firma are pending for all
these nations. Among them are Afghanistan,
Colombia, Ghana, Korea and South Vietnam, '

Active negotiations on insurance agreements
are in progress bhetween U.S. diplomats and
the governments of several additional nations,
The xew prospects include the United Arab
Republic, Chile, Uruguay, Morocco and Yemen,
Argentina already has agreed to a converti-
bility insurance program, but the agreement
awaits ratification by its Congress. Final ae-
tion, expected any day, will open the way tor
approval of gome $311 million of pending appli-
cations for coverage by U.S. firms, ‘

The $1 billion in pending applications for in-
aurance covers proposed operations in 34 for-
eign countries, all of them officially regarded
as underdevelopéd. Not all these applications
will result in final insurance contracts, be-
cause some of the proposed operations may fail
through.

Here's the way a U.8. firm buys Uncle
Sam’s investment insurance: .

A company planning a subsidiary in, say,
India, is encouraged to file (in quadruplicate,
of course) a preliminary application while the
deal is still in the tentative. stage. This shows
the I.C.A. the investment is ‘‘new,” and there-
fore eligible for insurance, After this step,
the company clears the whole plan with the for-
eign government, ironing out in advance such
points as the standard for sending profits back
home. When (hese preliminaries are out of the
way, the T.C.A. writes an insurance contract.
and Lhe client begins paying premiums at the
general annual rate of 14 of 1% of the amount
of coverage for each of the three kinds of in-
surance.

The prior diplomatic agreements belween
governments, plus the detailed negotiations be-
tween the U.8. firms and foreign officials, are
mainly responsible for the lack of claims under
the program so far, I.C.A. men believe.

Anather reason for the lack of claims is the
failure of one phase of the program—war risk
Insurance—to catch on with U.S. elients. This
is due, officials concede, to the rules Hmiting
war risk policies to protection against physical
damage o plants damaged in formal hostilities
between two armies; it doesn’t cover the like-
lier threal of damage from rioting mobs or
Internal revolulion, Because this specialized
proteclion is lacking, many firms decide to
protect their facilities [rom physical hazards
through regular pelicics with private insurance
firms



DRAFT NOTE AGREEMENT

WHICH MAY BE USED TO INSTITUTE THE INVESTMENT GUARANTY PROGRAM
FOR CONVERTIBILITY & EXPROPRIATION CGUARANTIES

X R RE N
Excellencys

I have the honor to refer to conversations which have recently
taken place between representatives of our two Govermments relating to
guaranties against inconvertibility and losses due to expropriation
authorized by Section L13 (b)(4) of the Mutual Security Act of 1954, _
as amended, I also have the honor to confirm the following understandings
reached as a result of these conversationst

l. The Governments of the United States of America and of will,
upon the request of either of them, consult respecting projects
in proposed by nationalsof the United States of America with
respect to which guaranties under Section 413 (b)(L) of the Mutual
Security Act of 1954, as amended, have been made or are under consideration.

2. The Government of the United States of America agrees that it will
issue no guaranty with respect to any project unless it is approved by
the Government of 0

3, With respect to such guaranties extending to projects which are
approved by the Government of in accordance with the provisions
of the aforementioned Section II3 (b)(L), the Government of agrees:

(2)e That if the Govermment of the United States of America makes
payment in United States dollars to any person under any such
guaranty, the Government of will recognize the transfer
to the Covernment of the United States of America of any currency,
credits, assets, or investment on account of which such payment
is made, and the subrogation of the Government of the United States
of America te any right, title, claim or cause of action existing in
connection therewiths

(b)e That {local currency unit) amounts acquired by the Government of the
United States of America pursuant to such guaranties shall be
accorded treatment not less favorable than that accorded to pFivate
funds arising from transactions of United Stales nationals.whlch
are comparable to the transactions covered by such guarantiess
and that such (local currency unit) amounts shall be freely available
to the Government of the United States of America for administrative
expenses;



(e)o

-2 - Convertibility & Expropriation

That any claim against the Government of to which the

Government of the United States may be subrogated as a
result of any payment under such a guaranty, shall be the subject

of direct negotiations betwesen the two Governments, If within a
regsonable period, they are unable to settle the claim by agreement,

it shall be referred for final and binding determination to a sole
arbitrator sslected by mutual agreement, If the Governments are
unabley, within & period of thres months, to agree upon such selection,
the arbitrator shall be one who may be designated by the President of
the International Court of Justice at the requbst of either Govermment,

Upon receipt of a note from Your Excellency indicating that the foregoing
provisions are acceptable to the Government of » ‘the Government of the
United States of America will consider that this note and your reply thereto
constitute an agresment between the two Governments on this subject, the
agreement to enter into force on the date of your note in reply.

Aecept, Excellency, thes renswed assurarces of my distinguished

consideration,
/8/
\
GCs ?ﬁijﬂ
TCEsPE/IGD L/Es N &

January 155 1960 L/rsf@.
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WHICH MAY BE USED TO INSTITUIE THE INVESTVMENI GUARANTY PROGRAM

FOR CONVERTIBILITY, EXPROPRTATION, & WAR RISK GUARANTIES

3% 38 % I 3

Excellencys

I have the horecr to refer to conwersations which have recently

taken place batween representatives of our two Govermments relating to
guaranties authorizeéd by Section L13 (b)(L) of the Mutual Security Act
of 1954, as amended. I alsc have the honor to confirm the following
understandings reached as a result of these conversationss

1.

2e

3e

The Govermments of the United States of America and of will,
upon the request of either,of fhem, consult respecting projects
in proposed by of the United States of America with

respect to which guaranties under Section 413 (b)(L) of the Mutual
Security Act of 1954, as amended, have been made or are under consideration.

The Government of the United States of America agrees that it will
issue no guaranty with respect to any preject unless it is approved by
the Govermment of o

With respect tc such guaranties extending to projects which are approved
by the Government of in accordance with the prcvisions of the
aforementioned Section Li3 (0)(h), the Govermment of agreess

(a)es That if the Government of the United States of America makes payment
in United States dollars to any person under amny such guaranty,
the Govermment of will recognize the transfer to the
Govermment of the United States of America of amy currency, credits,
assets; or investment on account of which such payment is made,
and the subrogation of the Govermment of the United States of America
tc any right, title, claim or cause of action existing in
connection therewiths

(b)e That (local currensy unit) amounts acquired by the Government of the
United States of America pursuant to such guaranties shall be
accorded treatment not less faverable than that accorded to private
furds arising from transactions of United States nationals which
are comparable to the transactions covered by such guaranties; and
that such (losal currency unit) amounts shall be freely available
to the Government of the United States of America for administrative
expensesgy
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(¢}, That any claim agapinst the Govermment of to which the

. Government of the United States of America may be subrogated as a
result of any payment under such a guaranty, shall bs the subject
of direct negetiations between the two Governments, If within a
reasonable pericd, they are unable to sehtle the claim by agreement,
it shall be referred for final ard binding determination to a sole
arbitrator selected by mutual sgreement. If the Governments are unable,
within a period of three months, to agres upon such selectiong the
arbitrator shall be ons who may be designated by the President of
the International Court of Justices at the request of either Governmentg

(d) o That if the Govermment of the United States of America issues

guaranties to cover losses by reason of war with respect to
investments in _p the Government of agrees that
nationals of the Umived Stabtzz of America to whom such guaranties
have been issued, will be accorded by the Government of '
treatment no less favorable than that accorded, in like circumstances,
to its nationals or nationsls of third countries; with reference to
ary reimbursement, compensation, indemmification, or amy other payment,
including the distribution of reparations received from enemy countries,
that the Government of may make or pay for losses incurred
by reascn of warg if the Government of the United States of America
makes payment in U.S. dollars to any national of the United States of
America under a guaranty for losses by rsason of wary the Government
of will recognize the transfer to the Government of the
UniTed Siates of America of any right, privilege, cr interest, or any
part thereof, that such nationals may be granted or become entitled to as

a result of the aforementioned treatment by the Government of 3

(e)o The aforsmentioned subparagraph {(¢}with regpect o the arbitration of
claims shall not be applicable to the type of guaranties against losses
by reason of war previded for in subparagraph (d).

Upon receipt of a note from Your Exesllancy indicating that the foregoing
provisions are ascceptable bto the Govermment of _ , the Government of the
United States of America will consider that this note and your reply thereto
constitute an agrsement between the two Govermments on this subjecty the
agreement to enter into forcs on the date of your note in reply.

Accept, Excellency, the renewed assurances of my distinguished
consideration,

/sf

Vi
TCA-PE/IGD aCs A-f,;'
January 15, 1960 %//’%3 Vo



L .
\__) Record Removal Notice

The Woﬂd Bank Group

& Records Management

File Title

Operational - Investments - Promotion and Protection of Private and Foreign Investment -
Correspondence - Volume 5

Barcode No.

30357188

Document Date

March 3, 1948

Document Type
Memorandum

Correspondents / Participants
[Legal Dept]

Subject/ Title
Proposed Plan for Guaranteeing Foreign Private Investments against Transfer Risks and Certain Other Risks

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date
Kim Brenner-Delp August 21, 2023

Archives 01 (March 2017)




UNITED STATES COUNCIL

OF
THE INTERNATIONAL CHAMBER OF COMMERCE, 1Nc.

CABLE: USAINTCHAM 103 PARK AVENUE NEW YORK 17, M. Y. MURRAY HILL 6-3181

AN INTERNATIONAL INVESTMENT GUARANTY CORPORATION

Note: This memorandum draws heavily upon material
provided by Mr. August Maffry and results also
from discussions with Mr. Ralph Straus.

The purpose of this memorandum is to aid the discussion

of the merits of a proposal that an international investment guaranty

corporation be established. This proposal has not been made public
in an official way by any organization. However, it has been
discussed informally with members of the World Bank staff and with
individual experts. It is expected that it will also be discussed
informally at the International Businessmen's Conference sponsored
by the International Chamber of Commerce in Karachi in December.

The purposes for establishing the Investment Guaranty

Corporation would be twofold. First, it would aim to overcome the

adverse effects on investor confidence resulting from developments
like those in Cuba and the Congo.

Second, it would encourage an improvement in investment
climate in member countries,

The Nature of the Corporation,

Mr., Maffry has proposed the following:
"(1) the establishment of a corporationg
"(2) to be called the Investment Guaranty Corporation;
"(3) as an affiliate of the International Bank for Reconstruc-

tion and Development (on the model of the International
Finance Corporation);
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with its members drawn from the membership of the Inter-
national Bank:

to be established with a capital of $X billions, of which,
say, 1% would be payable in cash to provide the Corpora-~
tion with initial operating funds and funds to meet any
(unlikely) early claims, the remainder to be subject to
call to meet duly validated claims of investors, this
capital to be subscribed by members on the basis of a
formula similar to that used in setting up the Inter-
national Finance Corporation:

to enter into guaranty contracts with private investars,
nationals of member governments, guaranteeing at the
complete discretion of the Corporation and with full
authority to fix the terms of its guaranties, with respect
to new investments in the form of equity or debt, against
risks of

(a) inconvertibility,

(b) expropriation without adequate or effective compen-
sation, and

(c) loss resulting from war or civil commotion;

the Articles of Agreement of which should provide for
raising its capital and for its management under a
President responsible to a Chairman who shall be the
President of the International Bank and to a board of
Executive Directors constituted like the Executive
Directorate of the International Finance Corporation,
define its powers and immunities and provide for its
liquidation if ever desired;

and among the powers of which shall be those authorizing

it to enter into agreements with member governments
providing inter alia for the subrogation to the Corporation
of the claims of investors for fixing premia for each

type of guaranty offered and for the constitution of
reserves against possible losses.

but which should not by its terms attempt to define %
conditions of private investment in member countries or

the treatment of private investors by member countries or
the behavior of private investors operating in member
countries or the remedies available to investors or to

the Corporation in the event claims are made against the
Corporation under its contracts of guaranty and validated
by it, all of these prescriptions and proscriptions to

be left for inclusion insofar as necessary and practicable

in agreements between the Corporation and its members." %
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Benefits from establishing the Corporation.

In addition to the purposes noted above, it is held that

there is an urgent need for an international system of investment

guaranties under experienced management of the highest prestige.
Furthermore the Corporation could complement the activities of the
Bank and the International Finance Corporation in stimulating
private investment,

Objections to the proposal.

Several objections have been raised during preliminary
conversations.

One was that the availability of investment guaranties
would weaken the incentive of less developed countries to improve
the climate of investment. In reply it has been argued that there
is no reason why this should be =0, especially since guaranties
of the Corporation would presumably be issued only in respect of
investments in countries giving fair treatment to private investors.
On the contrary, the effect should be to improve investment climate.

A second objection was that it would be difficulé to
define the risks involved, especially the risk of expropriation.

In reply it is held that these risks have been satisfactorily

defined by the International Cooperation Administration in connection
with its existing system of investment guaranties and that such
definitions could be adapted by the proposed international Invest-
ment Guaranty Corporation.

Thirdly, it has been objected that there are very funda-
mental difficulties in achieving an international treaty defining

the responsibilities of capital-importing and capital-exporting
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countries. Mr., Maffry argues that the advantage of the approach he
is suggesting is that it would not require the negotiation of such
a multilateral treaty. However, the same objective would be
achieved through the subscription by member governments to the
Articles of Agreement of the Corporation and by whatever bilateral
agreements the Corporation might find it necessary to enter into

with member governments.
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COMISSION ON TAXATION
Meeting on 20th January 1961
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Second Draft Reporﬁ

prepared by !r. E,B. NORTCIIFFE (UK)
Rapporteur of the Commission
on the basis of the conclusions reached
by the Commission at its meeting on 26th-27th October 1960.

—————

N,B. Qomments from National Committees should reach International
Headquarters in triplicate by 2nd. January 1961 at the latest.

1. The International Chamber of Commerce has in recent years published a number
of studies and statements of policy on particular aspects of taxation as it affects
international trade and investment (see Appendix). The time is opportune for a ge-
neral statement of policy on this subject with particular reference to the expan -

sion of private international investment.

2. The need to accelerate the rate of economic development in the less~developed
countries of the world is undeniable. In many such countries, one of the principal
limiting factors is a shortage of capital, which cannot readily be made good out of
savings from domestic sources. This shortage might be rapidly remedied by a genuine-
ly favourable climate for foreign investment, and one of the main factors influenc-
ing foreign investment decisions is taxation.

e In this statement, the International Chamber of Commerce directs attenmtion
to the taxation policies best suited to increasing and accelerating the flow of in-
ternational investment and enterprise.
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PART I

THE INTURUATIONAL ALLOCATION OF TAXENG RIGHTS

A, INTERNATIO'AL DOUBLE TAXATICH

c o

bis The problem of international double taxation remains an obstacle to the in-
ternational movement of capital. The dual claims to tax of the country of origin
of income and the country of residence (or citizenship) of the recipient have in
recent years been partially reconciled by widespread unilateral measures and
by treaty. The primary right to tax of the country of origin is widely recognis-
ed, but action taken by countries of residence rarely goes far beyond allowing a
credit for the tax suffered at the source or an arbitrary abatement from its tax
clain.

5 In the view of the International Chamber of Commerce, the maintenance of
this residual claim to tax in the country of residence is wrong in principle. It
means that developing territories are unable to adopt fiscal policies which will
be fully effeetive in relation to foreign capital and enterprise. So far as fo=-
reign investors and entrepreneurs are concerned, it is the pattern of taxation in
their own country which determines the yield from activities elsewhere.

B. COUNTRY CF ORIGIN OF TNCCME

6o The foundation of ICC international tax policy is that the country of ori-
gin of income has the sole right to tax that income. In order to implement this
policy, all countries must accept standard rules for determining the place of ori-
gin of income for purposes of taxation.

Te The country of origin of income cannct be satisfactorily determined merely
by identifying the place from which it emerges as a payment. Taken alone, such a
criterion is too superficial. Tt is necessary to take into account alsc the cha=-
racter and situation of the activity for which the payment is made. In particu~
lar, it is necessary to determine where the related expenses are predominantly in-
curred.

8, _  On the basis of such considerations as these, the country of origin of
certain types of income has been sufficiently clearly identified to command wide-
spread adoption both unilaterally and in bilateral agreements for avoidance of
double taxaticn : \

a) For income from real property (including interest on mortgages of real .

" property) and imcome (including royalties) from the exploitation of na-
tural resources, the country of origin is that where the property or re-
sources are situated. i :

b) For profits arising from a trade or busineés_carried on in a permanent.
establishment, the country of origin is that in which the permament es—
tablishment is situated.

"Permanent establishment" has the meaning commonly employed in bilate-
ral agreements for the avoidance of double taxation. In recent years
many refinements have been made to the concept, and the Fiscal Commis-
sion of the 05C (in its Second Report) has evolved a definition which
is a great improvement compared with the earlier forms.

It must be emphasised, however, that for the purpose of Hetermining the
territorial origin of the profits of a trade or business, a clear defi-
nition of "permanent establishment" needs to be coupled with acceptance
of the principle that its situation indicates the country of origin
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only of such profits as are attributable to activities carried on
therein, Furthermorej; no such attribution of profits can be made to
the activity of mere purchase of goods. 4

¢) For profits from the operation internationally of ships or aircraft,the
country of origin is that in which the effective place of management is
situated.

d) For income from a profession or vocation carried on at a fixed base,the
country of origin is that in which the fixed base is situated.

e) For remuneration from an employment and fees payable to a director of a
company, the country of origin is that in which the duties are performed.

S. Although in principle, the tax treatment of pensions should follow that appro-
priate to employment income, it is generally accepted that strict adherence to the ¢
origin basis of taxation creates difficulties and inconvenience for both revenue
authorities and pensioners. In bilateral agreements, therefore, it is customary

for the country of origin to waive its claims in favour of the country of residence.

10. For the classes of income referred to in para.8, the country of origin is re-
latively easily determined, since a single country is the center of the income-earn-
ing activity and it is there that the expenses are predominantly incurred. In other
cases, however, the identification of the country of origin is so difficult that it
is impossible to secure universal agreement on the principle to be adopted. This is
true of royalties and interest.

11, Where the income is a reward for the use in one country of knowledge or capi-
tal supplied from another, in what manner is its origin to be determined? On the

one side it may be said that the creation, management and disposition of the property
is a separate sconomic activity which earns ity reward at the place where that acti-
vity is carried on. If so, the country in which the kncwledge or capital is used has
no great significance for tax purposes. In the country of use, the income payment is
merely a cost analogrus to the cost of imported goods or services. On the other hand,
it may be said that the contribution of knowledge or loan-capital to a business cons-
titutes a particular kind of participaticn in the activities of that business, and
the origin of royalties or interest then falls to be determined in the same way as
the origin of any other profit from those activities is determined.

12 The ICC regards these conflicting propositions as extreme theories which do
not repay prolonged study by any prospect of reconciliaticn. The aim of the ICC is
to suggest bases for allocation of exclusive taxing rights which are most likely to
be effective in avoiding double taxation and encouraging the flow of capital and
knowledge between nations. The furtherance of this aim should not be impeded or de-
layed by theoretical considerations if there are reasonable practical grounds for de-
ciding that international investment and enterprise would benefit if one country or
other were deemed to be the country of origin.

13 The 10C has concluded that the interests of both suppliers and users, especial=-
ly those in developing territories, would best be served by allocating exclusive tax-~
ing rights over royalties to the country from which the knowledge or inspiration is
derived and where the expenses connected therewith are predominantly incurred.

The term "royalties" covers all payments for the use of, or for the privilege
of using, copyright, patents, designs, trade marks, Secret processes and formulae,
know-how and cther like property.

L. Interest on debentures, loans, deposits, and other securities should prefer-
ably be taxable only in the country from which the capital is supplied. The main
practical argument underlying this recommandation is that when interest is taxed in
the country where the capital is invested, the potential supply of loan capital is
virtually restricted to direct loans from the persons whose savings are employed.
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If the immediate lender of the funds has himself borrowed them, double taxation
will usually arise. By conferring exclusive rights on the country which supplies
the loan capital, the borrowing eountry not only enjoys the benefit of transfer
funds, i.e. funds dependent on the lender's credit, but is also able to tap the
vast supplies of capital at the disposal of institutions, such as pension funds
and charitable trusts, which, being exempt from tax on domestic investments, can
scarcely be expected to tolerate less favourable treatment elsewhere.

C. BIIATERAL ACREEMENTS

15. FEven when countries have rationalised the tax treatment of foreign income and
of foreign residents or nationals by unilateral action which recognises exclusive
taxing rights over defined classes of income, there still remain a number of points
‘appropriately dealt with in bilateral agreements, e.g.

a) Differences in national tax systems may need to be reconciled, especially
in the matter of common definitiones of terms.

b) Taxes charged on or withheld from dividends paid by a company in one coun-
try to a resident of another may be reduced or eliminated altogether.

¢) For the convenience of both taxpayers and taxing authorities, it is desir-
able that taxing rights over certain kinds of income, e.g. private pen-
sions, be allocated to the country of residence rather than the country of
origin.,

d) Similarly, in order to facilitate the exchange of knowledge and skillw
- between countries, the country in which the duties are performed may
waive its right to tax @ i

da) residents of another State visiting that country for a period or per-
iods not exceeding six months in any one year ;

db) professors and teachers whose stay does not exceed two years ;

de) students and business apprentices from the other Stéte_

e) Tt is desirable to provide taxpayers with an effective remedy in the event
of difficulties and disputes arising between the two tax jurisdictions.

PART  IT

THE TAX TREATMENT OF DEVIDENDS

16. Model rules for the tax treatment of dividends flowing from one country to
another are difficult to formulate in general terms. It is in this field that dif-
ferences in national tax systems render a single solution somewhat elusive. Further-
more, economic arguments again do not point conclusively to one country or another
being the country of origin toc which exclusive taxing rights over dividends may pro-
perly be allocated. i

17. A country where equity capital is invested may reasonably claim that it has

the right to tax dividends because it is there that the investment fructifies. On the
other hand, the country from which the capital is supplied may claim equally valid-
1y that the.risk of loss (which is the true 'cost! of an equity investment) must be
borne by its national economy. In addition, it may claim that the shareholder re-
mains more clearly liable to taxation as a person than does the company or indivi-
dual who wolly or partly severs his national connection by taking an employment or
engaging in a trade cubside his own country.
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1as The ICC does not pretend that the theoretical arguments point clearly to

one or other as the country to which exclusive taxing rights should be allocated.

At the same time, it is pertinent to bear in mind that the country where the capi-
tal is invested will ordinarily have exercised its right to tax the profits out of
which dividends are paid, and will therefcre already be collecting a proportion of
the taxes which normally impinge. upon company profits and dividends.

19. I0C policy for the tax treatment of dividends is a derivative of (a) best
practice, i.e. methods which have been shown empirically - by unilateral action or
bilateral treatiess - to involve the least interferesnce with the international flow
of capital and (b) the principle that, subjeet only to differences in national tax
rates, the ultimate weight of taxation on dividends should not be affected by dif-
ferences in the structure or situation of companies and shareholdings.

Inter-company dividends

20, The treatment of dividends flowing from a company incorporated, or managed
and controlled, in one country to & company incorporated, or managed and controlled,
in another country should be 2 mere extension of best practice in relation to do-
mastic' inter-company dividends.

il In the domestic area it is accepted that profits may be taxed in the hands
of the company by which they are earned and the dividends distributed by the company
will be taxed in the hands of individual shareholders. !any countries recognise
that the eapacity of profits and dividends to sustain further taxation is not in-
creased by the mere fact that they flow through one or more other companies en route
from their source to the ultimate individual shareholders, but they frequently give
effect to the principle only in relation to purely domestic dividends.

224 Corporate profits should not be taxed more than once, and the right to tax
belengs exclusively to the country of origin of the prefits wherever the operating
company may be incorporated or mnaged and controlled.

23 The imposition of tax on inter-company dividends is undesirable whether
the dividends flow between twe companies in the same country or between two compa-
nies situated in different countries. No other single article of fiseal poliey

has greater importance to the international flow of capital. TIts adoption should be
regarded not so much as an incentive to foreign investment as a minimum standard of
international fair play.

e To a greater or lesser degree capital-exporting countries have in recent
years edged thelir way slowly towards this conclusion, but few have gone the whole
~way. The following reservations are frequently encountered

a) A company is exempt from corporate tax on dividends received only if it is

an investment holding companys; cr, if it has a substantial intcrest in the

payine companys or if the paying company is subject to a tax of a similar

nature.

b) The claim to corporate tax is retained but collection 1s deferred until the
dividends are repatriated; or, until the receiving company itself distri-

butes the profits to its own shareholders.

c) The liability to tax is reduced by tax-credit relief; or, by imposing a low-
er rate of tax on foreign dividends than on domestic profits.

- Measures such as these are an improvement on unrelieved double taxation of
inter-company dividends, but they still involve double taxation in a wide variety
of circumstances. 1 s :

25, However desirable perfectionist solutions to prcblems of international
taxation may be, they will not necessarily commend the immediate and widespread sup-
port of governments. ILess complete solutions which are effective in relation to the
main stream of international capital may be a more practical policy. For this

L
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reason, the ICC commends the practice in bilateral agreements of exemption from tax
for dividends paid by wholly-owned subsidiary companies, and reductions in rates for
dividends paid on shares which constitute a substantial participation in the paying
company . Differentiation of this kind may be justified by the fact that a substan-
tial participation will usually be accompanied by technical, commercial and adminis-
trative assistance which makes the capital more valuable to the receiving country.
At the same time, it is necessary to emphasise that relief of this kind must cons-
titute a reduction of the overall tax burden. It has little point if the capital-
exporting country takes over the tax which the capital-importing country has aband-
oned.

Tndividual shareholers

26. Wew international investment depends to a lesser extent than domestic
investment on direct participation by individual shareholders. WNevertheless, an ap-
preciable amount of capital for developing territories arises from'this source and
the flow might well be rapidly increased if individual investors could rely on the
relative yield appropriate to the particular type of investment remaining undisturb-
ed by double taxation or by failure of cne country or the other to admit restric-
tions on its taxing rights.

27 The ICC does not consider that taxing rights over dividends can in prin-
ciple be alloecated exclusively either to the country from which the paylng company
derives its profits, or to the country in which the paying company is incorporated or
managed and controlled, or to the country in which the shareholder resides or of
which he is a ciitizen.

28. A reasonable division of taxing rights would be as follows 3

a) Where a company ig incorporated, or managed and controlled, in Coun-
try A and derives its profits from Country B, Country B should re-
frain from taxing dividends declared by the company c¢ther than those
received by its own residents. Furthermore, Country B should impose
no tax on the profits additional to that suffered by domestic compa-
nies.

In Country A, resident or national shareholders should be treated
exactly as though the dividends were payable by a company situated
in Country A, the profits of which are derived from Country A. If,
in such circumstances, the shareholder would be embitled to a cre-
dit against his personal liability, a matching credit should be af-
forded. A direct credit to the shareholder should alsc be allowed
in those countries where a distribution of domestic profits gives
rise to a rebate to the paying company.

b) Where the company is incorporated, or managed and controlled, in
Country B and its profits are derived there, Country B may levy a
low-rate proportional withholding tax on dividends paid to non-re-
sident individuals. A rate of 10-15% would not be unreasonable,
but in all cases provision should be made for the tax to be adjust-
ed on production of evidence that the rate of tax appropriate to
the shareholder's world income and personal circumstances is lower
than the withholding rate.

In Country A, where the shareholder resides cr is a citizen, credit
should be given not only as in (a) above but also for the tax which
Country B is entitled to charge on the dividend whether it does so
or not.

c) Where the company paying the dividend is incorporated, or managed
and controlled, in a Country C, i.e. other than that from which
the profits are derived or that in which the shareholder resides
or is a cititen,Country C should impose no tax on the dividend paid
to such a shareholder.

Country A, where the shareholder resides or is a citizen should af-
ford a credit as in (a) above.

LU
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29, Other and more complicated situations arise in practice, but they are all
capable of solution by application of the two key principles underlying these recom-
- mendations 3

%) A country may claim personal tax on dividends paid to noniresident indivi-
duals only if the paying company fulgills two conditions, viz. its profits
are derived from that country and it is incorporated, or managed and con=-
trolled, there. Even so, the claim should be restricted to a low rate so
that the average shareholder suffers in that countr y no more than about
one~half of the tax he would suffer if he were resident therein.

ii) The country where the individual shareholder is a resident or citizen has
a residual right to personal tax on dividends, but the burden should be no
greater tham if the dividend had been deriwed from domestic profits of a
domestic company.

PART TIL

TAXATION POLICIES IN CAPTITAL-TMPORTING COUNTRIES

30, The ICC does not pretend that there is an ideal system of taxation which
all countries should adopt. Internal tax policy, i.e. the way in which residents are
taxed on income arising within their own countries, is capable of innumerable varia-
tions, and it is not suggested that any one variety is especially appropriate ei-
ther to all countries or to a single country at a particular stage of development.

31. It cannot be denied, however, that the internal rules for measurement of
taxable income, for the tax treatment of companies and shareholders, together with
local attitudes to the form and level of taxation, i’s administration and its use

as an instrument of economic policy, have a direct bearing on the international

flow of capital and enterprise. In the main, pelicies and rules which apply to re-
sidents and to income from domestic sourccs should apply without discrimination to
non-residents and to income from foreign sources. It is therefore relevant to out-
line in this study those aspects of domesbic tax policy which are likely to influence
the international flow of capital and enterprise.

A. MEASUREMENT QOF TAXABLE INCOME.

32, The country of origin of income may restrict the scope of its charge %o
tax in accordance with internationally accented rules and impose relatively low ra-
tes of tax, bubt still discourage both foreign investment and domestic capital form-
ation by inequitable rules for the measurement of taxable profits. Rules which in-
volve a tax charge on a greater amount cof profit than that which is shown by ac=-
counts based on accepted commarecial and accounting principles constitute a surchar-
ge on the normal rates of tax, with the additional cbjections thzt they tend to dis-
criminate against particular operations, uransactions or incidents in the life of a
business and are frequenily urpredictable in their effects.

33. £1]1 countries should take care to ensure that capital formation and fo-
reign investment are not deterrcd by lack of attention to matters of the kind list-
ed below,

a) In assessing the profits-of any one year, relief should always be afford-
ded for unrelieved leosses incurred in previous or subseguent years. The
minimum relief should be a facility to carry forward losses for set-off
against profits without time 1imit. e

b) Similarly, where annual abatements are allowed as a deduction from pro-
fits or there are temporary taxes such as an excess profits tax which
take a higher proportion of the profits in peak years, unabsorbed reliefs
due to a deficiency of profits in one year should be available against
the higher profits of either preceding or succeeding years,

¢) Without prejudice to the possibility of more generous relief where ap=-
propriate, depreciation should be allowed at least in accordance with
accepted commercial and accounting principles for all expenditure on
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buildings, whether industrial or commercial, plant and machinery and
similar assets which lose their value by wear and tear cr obscles=-
CEeNnce .,

d) Lllowances should similarly be afforded for amortisation during the
period of useful lifeof such assets as leases, concessions, patents
and licences which lose their value with the expiry of time, and for
capital expenditure in connection with the extraction of natural re-
sources the value cf which is diminished by depletion.

e) Under inflationary conditions, allowances should be made for the ris-
ing cost of replacing fixed assets and maintaining stocks. Facilities
should be provided for the revalvation of depreciable assets for tax
purposes, and relief given for stocks either by permitting use of the
ITFO method of wvaluation generally or by allowing the creation of tax-
free reserves against the current value of base or essential stocks.

f) Where a business bears a chargs for interest on money borrowed abread,
or a charge for technical or other services provided from abroad, or
is reguired to bear a reasonable share of the costs of a head office,
research laboratories, or other technical, commercial or administrative
centre, such charges should be allowed as a deduction from the profits
of that business.

3k Elaboration of techniques for the measurement of taxable income is fre-
quently a consequence of the desire of revenue authorities to combat ingenious me-
thods of tax avoidance. Such techniques may be manageable in develcped indus-
trial countries where the administration has the capacity to apply them with dis-
cretion to remedy the mischiefs against which they are directed. In the newly de-
veloping territories of the world, however, it is doubtful whether the same mis-
chiefs arise. The tax administration is rarely strong enough to do more than
pursue a straghtforward process of tax assessment and collection against a rapidly
increasing number of businesses and other taxpayers. In such territories, there-
fore, simplicity should be the key-note of the tax system in both its form and
content, and in the machinery for assessment and collecticns.

B. CAPITAL GATINS

35. In a world so much in need of development capital, the impesition of
taxes on capital gains is a revenue expedient which both deters new savings and ca-
pital formation and ersdes the existing supply of capital. Both in the total sup-
ply of investment capital and its willingness to move freely where most required
would be greatly enhanced if both capital-importing and capital-exporting countries
refrained from levying tolls each time its ownership changes or the way in which it
is employed is varied.

C. TAX TREATMENT OF CORPORATE BODIES.

36. There are signs of a clearer understanding in many countries that heavy
tax burdens cannot be imposed on corporate profits without discouraging both domestic
capital formation and the inflow of foreign capital. But the tax treatment of com-
panies is not merely a question of an appropriate rate of tax.

37 A relatively low rate of tax will not be fully effective in attracting in-
vestment if the nature of the corporate structure and its various forms are not un=-
derstood. Taxes on company profits are based partly on the theory that when the ca-
pital and enterprise of many individuals is exercised by a corporate entity, the tax-
able capacity of the whole is greater than that of its parts. The other basis of
corporate taxation rests on the assumption that so far as profits are retained un-
distributed, shareholders are relieved of personal liability to tax and a tax on un-
distributed profits is therefore tolerable without stifling the willingness of share-
holders to agree to the use of the profits for expansion and development.
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38, Neither of these criteria justifies the imposition of a corporate profits

tax more than once. The taxable capacity of corporate profits is not increased

when they pass through one or more other companies before reaching the individual share-
holder. The taxable capacity of a company is not increased when its various activi-
ties are organised within the framewcrk of subsidiary companies rather than through
departments or branches. Nor is taxable capacity increased when one or more opera-
tions are hived off in a separate company in which two or more other companies are
shareholders with or withcut public participation as well.

39. As already described in Part II, all countries which are anxious to attract
private capital for development should adopt the principle of tax exemption for inter-
company dividends. The effect on purely domestic savings and investment would be a
sufficient justification, but the principle has even greater significance in rela=-
tion to the attrection of foreign capital., 3By far the greater part of international
investment is inter-company investment, so that taxes of any kind levied on inter-
company dividends are likely seriously to diminish the appeal of the country

which impcses them.

40, It is necessary tc recognise alsc that business organisations must be adept-
able to change. Technclogical changes, changes in products and the markets for them,
and legal and financial influences of 2ll kinds may require corresponding adaptations
cf company organisation and structure. Capital reconstructions, bonus issues, amal=-
gamations and scissions, though they may vary the rights of shareholders, do not in
themselves give rise to profits or result in the shareholders realising profits.They
should not therefore by uscd as an occasion for imposing additional taxation or tax-
ation appropriate to the sale or other realisation of property.

D. STABILITY AND SOUND ADMINTSTRATTON

41, Investors do not expect to be isolated against fiscal or any other kinds of
change, but a reasonable degree of stability in the tax system of a couniry enables
an investor to estimate yield and growth prospects with greater confidence. Other
things being equal, a country which evclves and consistently maintains a liberal
and well-balanced tax system will be more likely to attract foreign capital than one
which indulges from year to year in extravagant forms of fiscal experimentation.

4 A competent and liberal administration is essential to the efficient work-
ing of any tax system. - Ill-constructed tax laws, tax laws framed in the past for
national economies based on primary production and trading operations rather than on
industrial development, and tax laws which treat joint-stock companies as just an-
other taxpayer, result in anomalies and inequities which no special incentive mea~
sures will counteract.

43. L heavy responsibility rests with the officers who must interpret and apply
the tax laws. Their integrity must be without question® Their training should in-
clude a thorough appreciaticn of the economic consequences of fiscal poliecy, so that
development is not impeded by rigid adherence to the word rather than the substance
of the law, by undue harassment and interference with business orpanisaticn,or by
addiction to litigation. In particular, they shculd guard against the tendency to
discriminate against the foreign investor.

E. TAX RATE POLICY.

44e Tt is impossible to lay down a level of tax rates appropriate to all develop-
ing territories* Taxes levied directly upon business income must be viewed in the
light of other factors influencing the net vrofit likely to emerge from the particu-
lar activity. The weight of customsduties on imperted plant and machinery and raw
materials, d.mestic sales, excise and turnover taxes, and export duties all affect
selling prices and therefore the scale and productivity of the operations*® Converse-
ly, prefit. margins may be improved by the way in which governmental revenues are em-
ployed, the greater the proportion applied to education and training, medical welfare,
internal communications znd other services which businesses must otherwise provide for

LU K
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themselves, the greater the potential profit margine,

4L5. . TIn relation to company profits, however, certain indications are clear. First-
1y, the rate cf tax on company profits must not be so high that it discourages domes-
tie savings and investment. It must be low enough therefore to enable most companies
to both pay a reasonable dividend on the capital invested and leave a margin of undis-
tributed profit to finance growth. Secondly, in relation to the foreign investor, the
rate of tax on companies must not appear unduly high compared with that to which he
has become accustomed and conditioned in his own country.

46. The aggravation of tax burdens by means of excess profits taxes ~ in whatever
guise they may appear - deserves special mention. Equity capital accepts the risk of
total loss in exchange for the prospect of high profits. The effect of excess profit
taxes and similar levies is often to reduce the net reward to a level more appropriate
to a gilt-edged investment. Permanent taxes of this nature are therefore an obvious
deterrent tc risk capital.

F. INDIRECT TAXATICH

47. An analysis of the forms and economic effects of indirect taxation is beyond the
scope of this study. In the extractive and primary producing industries, however,
taxes which are described as production, turnover, or export taxes frequently impinge
directly upon the profitability of the enterprises engaged therein., Capital-importing
_ countries should clearly recognise that any tax which reduces the the yield to the in-
vestor is -a potential impediment to new investment and to the growth of existing en-
terprises, and therefore moderation in imposing such taxes is as important as modera=-
tion in imposing direct taxes on profits and income.

G. THE TAX TREATMENT OF EXPATRIATE ELPLOYEES

48, Although most enterprises using foreipn capital will find it in their own best
interests to recruit staffs mainly from nationals of the country where the activities
are carried on, it is unavoidable that senior management positions should be filled,

at least for a time, by expatriates. This is not ordlnarlly a question of natlonallty.
When large amounts of capital are invested in conjunction with highly specialised
plants and plans for marketing and distribution of the preducts, the investor must be
certain that the management is entrusted to individuals who have already earned his
confidence and are known to have the necessary skills and experience.

49. 4 few countries recognise that the employment of expatriates, especially those

with techmical skills, is an advantage to the economy, and afford special tax reliefs to
such individuals for the first year or twe. In general, however, expatriates are treat-
ed no differently from locally recruited nationals for purposes of taxation.

50, The TCC considers that special consideration should be given to persons who by
reason of the differences in climatic or cultural environment, or the temporary na-

ture of their contracts, must continue to maintain a residence in their home coun-

tries whilst working abroad; must educate and maintain their children in their home
countries; and suffer. such additional expenses as the cost of leave passages and con-
tributions to pension funds and State insurance schemes in their home countries,

These specizl eircumstances should be taken into account either by exempting that

part of the remuneration which is paid in the expatriate's home country, or allowing all
special expenses, such as those described, as a deduction from chargeable income for

tax purposes.

51. The importance of action along these lines cannct be over-emphasised. In rela-
tion to some tropical territories there are signs that investment projects are al-
ready being jeopardised by the impossibility of paying gross remuneration sufficient
to yield a net return to expatriate managers which will both cover their additional
expenses and of fer them an inducement to leave their domestic employment.
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H. INCENTIVES TC SAVINGS AND TNVESTMENT

52. . A tax incentive may be defined as a relaxation of the normal taxing rules
of a country, so that a particular operation or activity suffers a lower tax burden
or enjoys deferment of tax payments for a2 time.

53+ ' Incentives of this kind are widely employed not only be developing terribo-
ries, but alsoc to stimulate investment and enterprise in depressed or undeveloped
sectors of industrialised countries and to accelerate the pace of moderrnsatlon and
expansion of existing industries. :

54 . The following are some of the tax incentives commonly employed s

a) The practice of offering five or more years! total exemption from tax
for the profits of new industrial undertakings is now common, any di-
vidends paid out of those profits being correspendingly exempt.

In some countries, a limit of 5.to 6 % of the capital employed
is imposed on the amount of profit freed from tax in any ons
year. The benefits are then less certain, a deficiency of pro-
fits in one year nct being compensated by any additional exempt-
ion in years when more than 5 or & % profit is earned.

b) Exemption of ‘an amount of profit equal to capital expenditure on build-
ings, plant or machinery (without prejudice to the right of depreciation
allowances) affords an assured and measurable benefit provided profits
of that amount are eventually earned. The same may be said of invest-
ment allowances and development rebates which in effect exempt profits
equal to a stated percentage of capital expenditure.

Hot infrequently, incentive schemes invclving this kind of tax

exemption require all or part of the profits to be retained in

the business and reinvested in an approved manner. Such condie-
tions limit the appeal of the incentive to the investor who 1is

more interested in capital growth than immediate yield.

¢) Sometimes an incentive to capital investment is built into the corpor-
ate tax system of the country, e.g. the practice of taxing profits not
exceoding a certain percentage of invested capital at rates lower than
the standard rate, or allowing a deduction from taxable profits equal
to a percentage of invested capital, or providing for a lower ggneral
rate of tax on that part of a company's profit which is retained and
reinvested in the business. -

d) TInitial allowances and cther methods of accelerating the depreciation
of buildings, plant and machinery for tax purpcses are a financial ra=
ther than a tax incentive. The deferment of tax helps the business to
finance further development cut of its own resources, and to repay
loan capital, whilst maintaining an appropriate return to investors.

e) Incentives may be offered in the field of indirect taxation. Relief
from import duties on building materials, plant and rachinery, and re-
ductions of the rates of production, sales and turnover taxes and exw
port duties for a temporary period are often granted.

It is not uncommon for a country to offer incentives such as the above only
to selected industries or to approved projects within such selected industries. In
that case, the appeal of the incentive is much narrower.

55, The purpose of an incéntive scheme is to attract capital to a particular
area or a particular use. If it succeeds in stimulating new saving and investment,
it will have made a worthwhile contribution to the cconomy of the country. The

same may be said if capital is directed from less desirable to more desirable em-
ployment. But, the incentive will not usually be a sufficient inducement in it-
gelf to attract capital from a more profitable use to a use which is lesgprofit-
gble once the term of special tax treatment has expired.
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56. In order to have any general impact on the flow of internaticnal in-
vestment, tax incentives must attract existing capital away from alternative
uses. In consequence, the long-term. prospects for the investment must be
better, or at least no worse, than the alternatives available elsewhere. By
this criterion many tax incentive schemes fail to influence the flow of for-
eign capital at all. The most publicised schemes are to be found in coun-
tries where normal lévels of taxation are high, the tax system is heavily,
weighted against inter-corporate investment, and fiscal stability is uncer-
tain. In consequence, long-term prospects may nct be sufficiently attract-
ive on the fiscal plane alcne for the immediate tax reliefs to balance the
possible disadvantages in the future.

57, Save perhaps in the case of certain extractive industries for which the
period of maximum profitability may coincide with the pericd of temporary or ini-
tial tax relief, short-term tax incentives are unlikely to influence investment
decisions unless the long-term prospects are at least as good as those present-
ed by opportunities elsewhere.

58. This does not mean that tax incentives have no significant part to play
in the economic development of under-developed countries. They certainly assist
new businesses over early difficulties; they reduce the period during which init-
ial capital outlay is at risk and contribute towards subsequent growth; they
enable government to give a directional impetus to new investment. But, they will
not be able to accomplish these ends if the investor is deterred from entry by the
severity of the tax burden which his operations must eventhally bear.

PART IV

TAXATEON POLXCIES IN CAPITAL~-EXPCRTING COUNTRIES

A, EXEMPTION

59. ICC policy is based on the principle that taxing rights should be reserved
exclusively to the country of origin of the income, the country of origin of income
falling to be determined according to the rules suggested in Part 1 above.

60, It follows therefore that when income, such as income from real property,
profits of a permanent establishment, or remuneration from an employment, clearly has
its origin in Country A, that income should be exempt from tax in Country B, where
the beneficiary resides or of which he i1s a citizen.

. By For direct income of this kind, it ought to be possible to afford unqualif-
ied exemption whether the beneficiary is an individual, partnership or corporate
body. Individual beneficiaries will usually have suffered a progressive perscnal
tax in the country of origin, and where they have not suffered such a tax it must
be assumed that, deliberately or incidentally, the country of origin is offering

a fiscal incentive to attract the particular kind of capital or skill.

b2 Exemption in the country of residence or citizenship should not be made de-
pendent upon tax being actually paid or poyable in the country of origin, or on a
particular kind of tax (such as a progressive tax on global income) having been suf-
fered. Conditions of this kind are tentamount to one country imposing its own pat-
tern of taxation on another country.

63. On the other hand, the ICC recognises that so far as individual taxpayers
are concerned, progressive taxation based on total income is entrenched in the fis=~
cal and social policy of most countries. To tax the domestic income of the indivi-
dual without regard to income from other sources constitutes an advantage compared
with the sibuation of the individual deriving income from domestic sources only.
Although such an advantage may properly be afforded as an incentive to foreign en-
terprise nd investment, it is not considered inimical to such enterprise and ine
vestment if the country of residence or citizenship continues to tax domestic in-
come of individuals at the rate or rates appropriate to their aggregate incomes
from both domestic and foreign sources, '
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« ALTERNATIVE FORMS OF RELIEF

6ls However desirable it may be to remedy internaticnal double taxation by al-
location of exclusive taxing rights to one country or the other, the ICC recognises
that the extension of the practive is likely to be a slow process. It is therefore
necessary to consider the improvements which might be made to the less complete
methods of relief currently employed by many capital-exporting countries. The prin-
cipal method of relief is the tax-credit system under which tax suffered in the
country of origin of income is treated as a payment on account of the tax due in
the country of residence. Under the tex~credit system, the total tax burden is ne-
ver less than that imposed upon domestic enterprise and investment. The supplement
of tax which is collected has the character of a counter-vailing duty on enterprise
and investment abroad.

65. Whenever the level of taxation is low in the country where the investment is
made, these measures seriously interfere with the mobility of capltal and therefore
with its optimum use. The fact that a supplementary tax liability will be incurred
in the country of residence, if the profits are distributed means that they will
tend to be reimvested in the place where they are earned. They will not be withdrawn
unless the profitability of an alternative use elsewhere appears to be higher by at
least the percentage of supplementary tax payable in the country of residence,

66. This impediment to the mobility of capital has other consequencese Foreign
companies are less willing to join forces with loeal capital in developing territor-
ies because to some extent they thereby lose control over dividend policy and may he
compalled bylocal pressure for dividends to incur tax liabilities in their own coun-
tries. Investors in some countries may be able to solve this problem by interpola-
ticn of a holding company in a third ccuntry or tax "haven". Such "havens" serve a
useful purpose in increasing the mobility of capital and flexibility of investment
operations by companies centred in the tax credit countries. It has to be recognised,
however, that holding companies in tax havens are artificial creations which involve
additional costs of formation and maintenance and by breaking the direct link with
the country where the capital is invested may result in failure of tax credit re-
lief on such profits as ultimately reach the parent company.

67. There are growing indications that some capital-exporting countries recognise
these difficulties, In a number of rent bilateral agreements, so-called "tax-spar-
ing" techniques have been introduced. Where the supplementary tax payable in the
country of residence would be abnormally high by reason of tax incentives afforded
in the country of origin, the credit fer foreign tax includes not only the tax ac-
tually paid but also the amount of tax which would have been payable in the absence

. of incentive laws. Selective relief measures such as this arc necessarily of narrow
application. ‘Their object is no more than to aveid frustrating directional incent-
ives in the develeping territories concerned. They do nothing to avoid frustrating
the general incentive to investment provided by generally low rates of tax. In con-
sequence, the significance of a tax-sparing agreement in accelerating the interna-
tional flow of capital is no greater than that of the incentives which are confirmed
and approved by the agreement. As already stated, long-term industrial investment
decisions will be influenced more by the nature of the long-term tax regime applic-
able to the profits than by temporary reliefs. It is therefore more important that
capital-exporting countries should avoid frustrating the attractions of well-balanc~
ed and moderate tax systems in developing territories than that they should guarantee
temporary relisfs.

68, The TCC considers that all capital-exrorting countries employing the tax-
credit system of relief should attempt to ameliorate its economic effects by intro-
ducing the feollowing modificaticns .
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a) Credit should not be restricted by ‘reascn of‘imperfEGt matching of
the foreign tax with the residence tax whether in relation to its
nature or its basis of assessment.

b) Credit should not be denied because the foreign tax is collected by
a country other than that in which the inccme immediately arises, or
by 2 loecal authority or other level of government different from
that which collects the residence tax.

¢) Credit should be given for annual ecapital taxes, production or turne-
over taxes, which are analogous to taxes on profits.

d) Whenever the pricr right to tax clearly rests with ancther country
(see para, 60 above) a minimum notional credit of 20-25 % should be
afforded, so that the low rates of tax imposed by some developing
countries are not completely frustrated, A similar notional credit
should be given in respect of dividends received by companies, if
the capital-exporting country has not admitted the ICC principle
that 'such dividends should be exempt from tax,

e) For dividends received by individuals a minimum noticnal credit Jf
10~15 % should be afforded (see Part II).

'C. DEFERMENT OF TAXES

69, - There is an intermediate solution to the problem of double taxation cur-
rently under consideration in some countries, viz. that profits and dividends
arising from foreign investments by a resident company should be free of tax until
that company passes on the income to its own shareholders. As a contribution to
the removal of fiscal cbstacles to international investment, the policy of defer-
ment of tax is probably as satisfactory as exemption. In one sense, it consti-
tutes additional discrimination in favour of foreign investment, since - unlike
total exemption - deferment imposes a penalty on foreign profits flowing back

into the economy of the country whether for consumption or for domestic invest=-
ment . :

CONCLUSTONS

70, The fiseal policies recommended in this study are advanced as a basis for
either unilateral action or adoption in multilateral cr bilateral agreements.
Unilateral action is in some ways superior to the treaty method. Not only would
fiscal obstacles to international investment and enterprise be removed more guick-
ly. thereby, but the effect of unilateral action by one or more governments would .
be to drive cther governments into either adopting similar measures or intensify-
ing the process of treaty negotiations. MNevertheless, there are many aspects of
international fiscal policy which are suitable for reciproecal adoption in agree- -
ments which offer the advantages of precision and a nice adjustment of the prin-
01ples to the particular systems of the conbracting parties.

. -Treaty negotiations between the major capital-exporting countries and de-
veloping territories have made slow progress in recent years and such agreements
as have emerged have often fallen far short of ideal. The reasons for this may be
political, budgetary or administrative, but whatever the reasons the deadlock must
be broken if developing territories are to secure now the capital and know-how
which they need and if investors are to be able to take full advantage of the im-
mense opportunities open to them throughout the world.

T The fiscal policies which the TCC recommends for unilateral adoption by all
countries are no more than a code of fair treatment. In international affairs it is
perhaps not unusual for one country to extend fair treatment to another country only
on a reciprocal basis, selectively, or with other reservations. Whilst this attitude
persists in the field of taxation, the movement of capital and skills between na-
tions, industrialisation and advancement of developing economies, and the expansion
of world trade generally, will continue toc be impeded.

- -3 2
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International Businessmen!s Conference

The International Businessmen'!s Conference, held at Karachi (5th-8th
December I960) under the auspices of the Commission on Asian and Far-Eastern Affairs
of the International Chamber of Commerce, devoted two plenary sessions to the theme
of promoting economic development through a wider understanding between capital-
importing and capital —exporting countries of the problems connected with private
foreign investment. The Conference, which was organized to provide a forum for
a frank exchange of views, amply fulfilled its purpose. Since I946, the ICC has
concerned itself with the complex problems pertaining to the fiow of private ca-
pital and the need to evolve acceptable standards. The publication of a Draft
Code of Fair Treatment for Foreign Investments in I94Q has been followed by
continued study of the subject,

The Karachi Conference was the first of its kind held in Asia to be attended
by businessmen especially concerned with this subject from twenty-eight (°) coun-
tries in every stage of economic development.

The Conference threw additional light on the background and the nature of
the difficulties with which internaticnal investment is fraught and also on the
appropriate ways of solving these and creating a more favourable climate.

During the discussions it became clear that the concept of a capitd ex-
porting or developed country as contrasted with a cadtal-importing or developing
country is relative and covers a wide range of vastly different situations. Meny
highly developed countries still import capital whilst developing countries are,
also currently or potentially, experters of capital and holders of assets abroad.
This helped to underline the common nature nf the problems comnected with the
international flow of private capital, It was felt that domestic and foreign
investments are, to 2 large extent, mutually supporting and reinforcing. Either
they are complementary to each other or they promote efficiency through healthy
competition, And they undoubtedly have their most vital interests in common.,

(®) Australia, Austria, Belgium, Burma, Canada, Ceylon, Denmark, France, Germany,
Hong-Kong, India, Iran, Italy, Japan, Korea, Netherlands, Pakistan, Portugal,
Philippines, Sweden, Thailand, Tunisia, Turkey, United Arab Republic, United
Kingdom, United States, Vietnam, Yugoslavia,
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The Conference expressed great concern at arbitraryand discriminatory acts
of expropriation, which undermine confidence everywhere and are as harmful to the
interests of the developing countries as to those of the investor countries
concerncd.

Nationalisation - if applied at all - should be non-discriminatory and
accompanied by prompt, effective and adequate compensation, Various attempts to
have this principle universally accepted - such as the relevant articles of the
ICC's Code and the more recent proposals for an international treaty between
governments containing rules about nationalization and compulsory arbitraticn —
were discussed. It was felt that in any case governments should observe the
principles underlying such proposals of their own accord,

A1l investments, old or new, should be treated on the same footing.
Nothing should be done to deter existing investors from expanding or discourage
potential new investors who inevitably assess a country by reference to its treat-
ment of existing foreign enterprise. 0ld established firms, however, must of
course adjust themselves to changing political and social conditions if they wish
to prosper or even survive. :

At its Washington Congress in April 1959, the ICC stressed the importance
of partnership. The Conference in Karachi pursued this theme further and discus-
sed various faorms and aspects of partnership, particularly joint capital ventures
and partnership in management. The transfer of technical and managerial skill
was mentioned as a valuable accompaniment of direct foreign investment, all the
more when the investor wundertock to train naticnals for positions at various
levels of his business. Forelgn personnel of appropriate standing and experience
should therefore be welcomed. Since managerial skill took, perhaps, a longer
time to acquire thantechnical ability, it was even more important to the national
econony, The training and development of a class of able managers was felt as
a common task of foreignand national enterprise alike and it was considered vital
for the economic future of any nation,

In the opinion of the Conference, it would be helpful if developing coun-~
tries would clearly define any conditions they may attach to investments from
abroad, simplify administrative procedures, provide the necessary basic services,
and give reasonable assurances for the remittance of earnings and - if so desired -
repatriation of capital. Temporary tax concessions were helpful, but a moderate
general rate of taxation, coupled with a fair and efficient tax administration,
was far more importat,

On the other hand, businessmen and governments of capital-exporting coun-
tries alsc have to make a deliberate effort to facilitate and encourage the out-
ward flow of investment in all its forms. The elimination of double taxation
should be pursued by all governments, but a particular responsibility lies with
the povernments of the capitale-exporting countries which should refrain from frus-—
trating the economic development of other countries by imposing countervai ling
taxes on enterprise outside their own borders.

Businessmen engaged in enterprise abroad should study the specific situa-
tion and problems of the country of their choice. They should show their vd lling-
ness to co-operate with the government andwith the business community in that
country and pgenerally speaking identify themselves wi th the nation's aims and
ideals,

The question of providing guarantees or insurance facilities to cover non-
commercial risks was discussed, particularly in the international context.
Several proposals were made, such as an international investment guarantee ins-
titution for this purpose, wi th 2 membership roughly the same as that of the
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World Bank. The Conference recommended that the ICC should undertake to have
these proposals studied in greater detail. '

Speakers from developing countries pointed out that political risks were
often the result of poverty and unsatisfactory social conditions., It was felt
that every effort should be made to emlarge and buttress the private sector by
methods which would broaden the base of ownership and stimulate the growth of an
entrepreneur class.

The importance of stable prices and steadily rising purchasing power as
a basis for further development was underlined, 1In this connexion Western pro-
tectionism was criticized and attention was drawn to the importance of priees of
raw materials and semi-processed manufactures for: the incomes of developing coun-
tries. The Conference felt that a common effort should be made to remove all
unnecessary obstacles to a growbth in the earnings of the developing countries,
and to make them less vulnerable to the vagaries of the world market,

It was further agreed that the terms and conditions for foreign investments
as detailed in the ICC!'s Draft Code should be reviewed by the ICC in the light of
the opinions expressed at the Karachi Conference and by various Natiomal Committees
of the ICC.

Great satisfaction was expressed at the improvement that had taken place
in the investment climate throughout most of the Asian region.

. . a (3 ) ° 3 . . .
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Foreign investments and the problem of underdeveloped countries.

It has often been said by authoritative leaders of many nations
that one of the greatest problems of these days is the dissimilarity
of the national eoonomies and levels of prosperity in the different
parts of the world.

This controversy does not run concurrently with the conflict of
East-West, but it is a problem where the white race is in its fully
totality in an opposite, and muech more favourable, position versus
that of the coloured races.

It has nothing to do with the ecolour-bar sympton (which is an
unrealistic fietion); this controversy is only born out of the great
difference in prosperity. It is a fact that the white people (the
Russian included) have managed to reach a much higher standard of
living than the coloured races and only because the Russians present
themselves for purely political reasons as the so-called protectors
of the coloured people the economic issue has been confused by politic=-
al purposes.

Especially de Gaulle has repeatedly pointed out that the under-
developed countries can only be helped properly, when this aid is not
based on political grounds but is given in co-operation of the West
and Russia. Russia however envisages this aid as a unique opportunity
to enlarge her political influence in these countries, to propagate
her idiologies and to undermine the West.

Because of this reason the unfortunate "combat de générosité"
has arisen, which has resulted in sometimes rather extraordinary
events where the economic ratio is hardly anymore projected.

When we analise the chances which both parties have in this combat
we notice with the Russians a strong and logical organisation.

The Russian Government has been used to organise and decree
things centmally and has the appropriate executive apparatus. She keeps
the country's production and finances in one hand and is not hampered
by a parliamentary opposition.

Summarizing, she is well equipped for the race, but is naturally
handieapped by the entire lack of private initiative.

- 2 - The
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The Russian citizen does not question the fact that his government
gives aid to other countries. Due to the international idiology of
communism, he expects his government to care for everything and to
organise all that seems necessary. The Russian hardly feels personally
responsible as he is used to this course of events and as it is im-
possible for him to show his dissatisfaction via an opposition party.

A completely different picture prevails with the Western powers.

In fact to the citizen of the West, governmental aid to other countries
is an unnatural matter. He rightly considers his government an institut-
ion whose only economical task it is to look after the country's
prosperity as much as possible. Since in every country there is lacking
80 much in this respect, because of lack of funds to fight poverty and
to pay for highly necessary public works while a heavy burden for
defence has to be shouldered, and all this results a.o. in a terrifying
national debt, he does not understand what his government envisages in
Timbuktu when there is no money available for slumelearing in New York,
London, Paris or Amsterdam.

The reason why the govermments of the Western countries still
allocate funds for international aid, is because it is the logieal
consequence of their international polities, which aim at a ecertain
balance in the world. Strictly taken however, it is from a national
point of view an unnatural matter, which subsequently is being critisized
by the average citizen, contrary to his Russian colleague. .

As the Western Governments laek a central apparatus to substantiate
their aid, a great number of national and Western-international institut-
ions have been formed which occupy themselves with this subject. Natural-
ly this is a considerable draw-back compared to the eentral organisation
of the Russians.

However, it is often insufficiently being realised that Western
private enterprise plays a very large but silent part in this aid in
general.

The activities involved, the know-how included, are of considerable
importance and can be looked upon as "natural" from a national point of
view because they are beneficial to the economy of both the investing as
well as the receiving country.
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The total amount of these investments forms a much higher figure
than the total of the international aid of the Western Governments.

It is even of more importance that Russia cannot compete with this
system.

However hopeful this may seem, it cannot be denied that the
interest of the European and American private invester in countries
which are becoming or have recently become independent, has slackened
down. Existing large concerns are often still prepared to invest over-
seas and start new activities over there, but companies to be newly
established have only a slim chance and the public is generally un-
interested. One does not know what to expect and is scared of pokitic-
al risks, difficulties with profit- and capital-transfers, etc.

Especially in Holland this fear is very substantial since its
experiences with Indonesia, unfortunately the worst example imaginable.

Fortunately one can also point out many examples where the
situation after the reaching of self government has developed itself
favourably.

However, when one realises that international aid by Western
governments will always stay a diffieult matter psychologically,
rather poorly executed, whilst on the other hand the Western private
enterprise is better equipped for this task, one has to conclude that
it would be advisable to the Western governments to put the accent on
private enterprise and only apply government help where this is
absolutely indispensable and where private enterprise cannot play a
part.

The best way to create the required reasonable security for
private enterprise, thus enabling it to attract capital through the
normal channels {Stock Exchange) can be found by creating the possibility
to cover the political and transfer risk on an international basis.
For this purpose an international insurance institution should be found-
ed, of which all countries (investing as well as receiving), whose
private enterprise intend to use its fagilities, should be members.

Just as not a single debtor of the World Bank has ever defaulted
there is little chance that a receiving member country (probably just
having become independent) of this international insurance institution
would disbehave, as this disbehaviour would immediately stop the flow
of investments from all other member-countries.

-4 = Henceforth
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Henceforth the importance of organising this matter on an inter-
national basis. The Board of this international insurance institut-
ion should have arbitrary powers, no appeal being possible.

Another important advantage would be that the country that has
lately become independent will join a family of older (and often
richer) members without having to pay a large contribution yet receiv-
ing an entirely equivalent treatment. In that way a good atmosphere is
being created where possible difficulties can be discussed and problems
solved in mutual consultation.

Close contact with the World Bank and the International Finance
Corporation is of course logical and essential.

Finally an international insurance institution would also have a
stabilising influence on young countries with often changing govern-
ments. These governments will certainly think twice before they will
stop adhering to the international obligations of their predecessors
when they know that herewith their part in the international economiec
co-operation would come to an end.

With the coming into operation of an efficient international in-
surance institution which will ceover political and transfer risks, it
may be expected that the private investor and private enterprise in
the Western countries will start to show a much larger interest in the
underdeveloped territories and will therefore be able to take over at
least part of the unnatural present task of their respective govern-
ments.

In case this would happen, much would already be gained in the
contest with the Russians; especially if Western enterprise in her
new actifvities would seriously try to find some kind of partnership
with the local population.

Amsterdam, 15th February, 1960.
E.H. van Eeghen.
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Files September 20, 1960
Je Burke Knapp
Ralph Straus

Mr. Ralph Straus came in today to talk about prospects with
the Bank following upon the definite decision by the United States
Goverrment not to take him on as Alternate Executive Director of
the Bank,

In accordance with the discussion which T had on this matter
with Mr, Black, I told Mr. Straus that we did not have anything in
view at the present time. I explained the difficulty of bringing
another top-level American into the Bank, in view of our policies
of promotion from within and the nationality problem. I said that
some kind of special amd probably temporary assignment might per-
hape develop in the future, but that we had no immediate plans,

Mr. Straus went on to develop his thoughts about an inter-
national guaranty system for private investment, which had been
expressed in his letter to Mr. Black dated August 2. Clearly, he
- would like to be taken on to develop this idea, but I gave him no
positive encouragement.

ce: IMre. Demuth
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MEMORANDUM ON AN TINTERNATTONAL GUARANTEE INSTITUTION

1.

T .r [ A U
OVERING POLITICAL
AND CALAMITY RISKS OF PRIVATE CAPITAL IN DEVELOPMENT COUNTRIES.

o x}//i Y

Private investments in many development countrieg are declining

because of the political risks involved.

The governments of the industrialised countries are unable,
financially as well as technically to offer an alternative for

privete investment.

Private enterprise in development countries is being welcomed,

because it does not carry political ties.

Private enterprise is in the best position to go into partnership

with local firms or may give local capital the chance to participate.

This tends to create mutual understending and to give the enterprise

a stable basis.

Private enterpriee can only be induced to go shead on a really
significant scale in development countries, provided that adequate
guarantees against the political risks are obtained. Political
rigks include riots and civil commotions, taking without full and
immediate compensation in the ez¥rency of the country of origin
of the investors, unfair treatment and unreasonable blocking of

transfers and amortisation profits.

It may be considered also to cover under the scheme calamities as

"Acts of God."

In general its definition should be as broad as possible,

Bilateral investment-guarantee-agreements are undesirable.

Only a multi-lateral-guarantee-institution, if possible with roughly

the same membership as the World-Bank, can be expected to give real

satisfaction, because :

a, 4lso the receiving countries will have to be members, therefore
bringing about a real partnership on the highest level. 5

b. The greatest possible number of members will result in the

smallest overall risks of each member separately.

Contd. ssds
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¢. Just as has been the experience of the World-Bank vis-a-vis

its debtors, defaulting is unlikely ag this would bring the
defaulter intc trouble with 21l other members and would

damage its standing and credit in general.

The system would, therefore, have the same preventive function

as the principle adopted by the World-Bank.

Each member country should be willing to give a guarantee up to

a certain maximum.

The guarantee limit of each country investing abroad should be
fixed on 50% of its totally insured investments under the scheme.
Moreover, each country receiving investments insured under the
scheme should be prepared to give a guarantee-limit of 50% of the

total amount it received under the scheme,

4t the beginning of each year, the respective totals have to be

calculated and the limits of each country fixed accordingly.

The totzal of the guarantee limite’of all member countries together
with premiums paid (see paragraph 13) should give a reasonable
security that all commitments in case of a defaulting of one or

more countries can be met.

In case of claims lddged against the guarantee institution the
premiums paid (premium reserve) should be ecalled up first, and
only after this fund would be exhausbted the institution would

r

require a prorata assistance under the guerantee limits provisions,
It is hoped that the premium reserve will be sufficient to cover

all claims so that member countries need not be called upon.

It is a matter for further study whether total insurance er

insurance up to a certain percentage should be made possible.,

hlso the duration of the insurance should be brought up for

further study.

It is conceivable that a differentiation between various types of

investment should be introduced here,

Contd, cede
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A scheme should be devised for the reduction of each investment

in the course of time.

The economic risk remains, of course, completely with the private
entrepreneur.,

The entrepreneur of the investing member country desiring to insure
under the scheme pays the full premium, The only eontribution of
the member countries will be in the form of the guarantee mentioned

in parss 7 and 8,

In order to induce investors to co-operate with local capital, a
reduction of the premium could be considered in case local capital

participates in the venture.

Every new investment of a private entrepreneur registered in an

investing member country can be insured under the scheme,

The headquarters of the guarantee institution should be located

in a capital of a member develepment country,

The guarantee institution should be managed by a Board of
Directors nominated by the member countries.

There should be an independent body with which appeal against
decisions by the Board of Directors can be lodged by a member

country or a private entrepreneur.

It would be superfluous to stress that there may be a task in

this connection for the I.C.C.

The proposed guarantee institution should form a genuine
partnership between investing and receiving countries, each
taking a fair share of responsibility in direct accordance with

the benefit each may expect.

It should be clear that the above scheme should be considered as
additional to a binding understanding between capital importing
and capital exporting countries on a few fundamental principles

of fair treatment of foreign private investment,

E.H. van EEGHEN,

knslerdam, 1114, Hoverber 1860.



MEMORANDUM ON AN INTERNATIONAL GUARANTEE INSTITUTION COVERING POLITICAL

AND CALAMITY RIGKS OF PRIVAIE CAPITAL IN DEVELOPMENT COUNTRIES.,

Proposed by E.H. van Eeghen, member of the Netherlands Delegation.

Private investments in many development countries are declining
because of the political risks involved.

The governments of the industrialised countries are unable,
financially as well as technically to offer an alternative for
private investment.

Private enterprise in development countries is being welcomed,
because i1t does not carry political ties.

Private enterprise is in the best position to go into partnership
with local firms or may give local capital the chance to
participate.

This tends to create mutual understanding and to give the enter-
prise a stable basis.

Private enterprise can only be induced to go ahead on a really
significant scale in development countries, provided that adequate
guarantees against the political risks are obtained. Political
risks include riots and eivil commotions, taking without full and

immediate compensation in the currency of the country of origin

of the investors, unfair treatment and unreasonable blocking of
transfers and amortisation profits.

It may be considered also to cover under the scheme calamities as
"hets of God.”

In general its definition should be as broad as possible.

Bilateral investment-guarantee-agreements are undesirable.

Only a multi-lateral-guarantee-institution, if possible with

roughly the same membership as the World-Bank, can be expected to

give real satisfaction, because

a2, Also the receiving countries will have to be members, therefore
bringing about a real partnership on the highest level.

b. The greatest possible number of members will result in the
smallest overall risks of each member separately.
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c. Just as has been the experience of the World-Bank vis-a-vis
its debtors, defaulting is unlikely as this would bring the
defaulter into trouble with all other members and would
damage its standing and credit in general.

The system would, therefore, have the same preventive funct-
ion as the principle adopted by the World-Bank.

Bach mermber country should be willing to give a guarantee up to
a certain maximum.

The guarantece limit of each country investing abroad should be
fixed on 50% of its totally insured investments under the scheme.
Moreover, each countrvy recofwing irys_gments insurcd under the
scheme should be prepsred to give a guarantee-limit of 50% of the

total amount it rcceuved under the scheme.

At the beginning of each year, the respective totals have to be
calculated and the limits of each country fixed accordingly.

The total of the guarantee limits of all member countries together
with premiums paid (see paragraph 13) should give a reasonable
security that all commitments in case of a defaulting of one or

more countries can be met.

Tu case of claims lodged against the guarantee institution the
premiums paid (premium reserve) should be called up first, and
only after this fund would be exhausted the institution would
require a prorata assistance under the guarantee limits provisions.
It is hoped that the premium reserve will be sufficient to cover
all claims so that member countries need not be called upon.

It is a matter for further study whether total insurance or
insurance up to a certain percentage should be made possible.

Also the duration of the insurance should be brought up for
further study.

It is conceivable that a differentiation between various types of
investment should be introduced here.

A scheme should be devised for the reduction nf zach investment
in the course of time.
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The economic risk remains, of course, completely with the private
entrepreneur.

The entrepreneur of the investing member country desiring to
insure under the scheme pays the full premium. The only contribut-
ion of the member countries will be in the form of the guarantee
mentioned in paras 7 and 8,

In order to induce investors to co-operate with local capital, a
reduction of the premium could be considered in case local capital
participates in the venture.

Every new investment of a privabte crnuisprensur rugistered in an
investing member country can be insured under the scheme.

The headquarters of the guarantee institution should be located
in a capital of a member develormernt country.

The guarantc. inzii+m*+inn shcould be managed by a Board of
Directors nominated by the member countries.

There should be an independent body with which appeal against
decisions by the Board of Directors can be lodged by a member
country or & private entrepreneur.

It would be superfluous to stress that there may be a task in
1118 connection for the I.C.C.

The proposed guarantee institution should form a genuine partner-
ship between investing and receiving countries, each taking a

fair share of responsibility in direct accordance with the benefit
each may expect.

It should be clear that the above scheme should be considered as
additional to a binding understanding between capital importing
and capital exporting countries on a few fundamental principles

of fair treatment of foreign private investment.

Karachi, 5th December, 1960.



MULTILATERAL INVESTMENT GUARANTEES

A joint effort of capital-importing and —experting countries to foster
novenents of private capital to developing countries by means of a
scheme covering private investments against political, transfer and
calanity risks.
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Introduction

The economic growth of the developing nations has to be speeded
ups this is the great task of our generation and the next. For the coming
ten years Mr. Paul Hoffman, president of the United Nations! Speecial Fund
has drawn up a program with a number of concrete suggestions, One of his
suggestions is that the present flow of capital to the developing nations,
amounting to some § 4 billion per ycar, should be increased to § 7 billion,
One-third of this additional § 3 billicn per year should come from private
sources., Consequently the present flow of private capital that amounts to
some § 2 billion per year should be expanded by no less than 50%. The fi-
nancing via other channels now amounting to some § 2 to § 2% billion per
year would almost have to be doubled.

The reasons for the importance attached to the role of private
enterprise may be summed up as follows: Foreign private enterprise has no
political ties attached to it as is often the case with foreign govern-
ment assistance; it can form "joint ventures" thereby mokilising loeal
capital and skills, and the flow of private capital is meostly accompanied
by a relatively large "flow" of technical and managerial know-how. This
last aspect is overlcoked only too often: the developing nations are as
mach in need of capital as they arc in need of know-how. Doublin; the
capital flow means a nceessary doubling (if not trebling) of the flow of
managerial and technical know-how. Conscquently it is essential that
measures are btaken to stimulate the flow of private investment to the
developing countrics.

Generally there are twoc recasons why the flow of private capital
to the developing nations is snall in comparison te the flow of that
capltal vetween industrialised naticne:

- Many private investors in industrialised countries as yet have a lack of
knowledgse on the opportunitice that thoe economicvs of the develoring
natiocns offer,

- The pelitical and transfer risks invelved are a serious obstacle to
private investment in developing countries. During the last year the
acuteness of this problem hos come to the fore. The happenings in the
Congo and Cuba have even led to capital flight from those and neighbour-
ing countries.

The last mentioned deterrcnt to the flow of private investment
is indeed the most serious onc.

The scheme presented below is in fact a proposal to offer
guarantees against such risks, the bearing of which is not a task of
entrepreneurs whose itazsk it is tc take commcrcial risks, but of the
conpunity; in this case the intcrnational cormunity.

Principles

A puarantee scheme covering private investments against poli-
tical ytransfer and calamity risks, should he based on the following prin-
ciples 1f 1% is to function properly:

1) Guarantecs should be given by an international institution acting on
behalf of the community of nations joining the scheme. In other words
it should be multilateral. Consegquently responsibilities should be
sharol by all ncuwber-nations, il.e. both by the developing and in-
dustrialised nations,

Only risks of a non-conmcrcial character should be covered, i.c.: the
risks of political instability (if any) and balance of payments
troubles causing delays in transfoers. The risks of calamities and "acts
of God" should clso be gusranteed, as far as this is not possible at
reasonable premiums vio existing facilities,
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3) New private investments made by persons and private lowgal bodics of one
member-state in another menber-state are eligpible for a guarentee cover-
ing a perioed specified in the contract.

4) The private investors should bLe free to decide whother they want to
take use of the facilities of the scheme, or whether they want to take
the above-nentioned risks either entirely or particlly for thenselves.
They should however bear the full commereisl risk in all cases,

5) The guestion whether projects tec be puaraniccd are sound from the con-
mercial and national-ccononic points of view, is not to be decided by
the institution. The nnswer to thot question is = and should renain -
the responsibility of the investors and of the governmments of the
relevant capital axportin: and canital iuporting countries, Consegquent-
ly, epplicetions should be nnde by private investors and only those
projects that reccive permits issued by the relevant capital exporting
and capital inporting countries, are eligible for a guarantee jiven by
the institution.

6) Private investors from the capital exporting countries should pay a

yearly promium of 13% of the valuc of the guaranteed assets as fixed in

the contract. The premium could be lower in cases where investors prefer
to take scne risks for their own account, For joint ventures the prenium
could be reduced.

After a deduction for administrative expenses, the premiums should be

reserved for indemmity in cascs of dansge. Only when this reserve is

axhausted, the rnciber-governnents should be ealled upon to finance
further indemmities. The reserve should be invested in fixed-interest
gsecuritics expressed in convertible currcncics.

8) All menbur-governments should contribute to such indermitics if those
have to be made. Each nwrther-;overnnment should contribute on a basis
that is proportiocnal to the advants;e that has acecrued to it as a
result of the schemg. The neasure for that advantapge is the anount of
capital imported or exported in/from a menmbur-country (to the cxtent
that it hos been guaranteed under the schenme) in conparisen to the to-

el amcunt guarantecd under the schene. As a consequence of this prin-
ciple, & common interest in political and econonic stability is created
for the menber-states. idpart from that, the scheme will have consider-
able advantages for the capitel-expertin: countries; because coumpared
to the existing bilateral investnent ¢uarantee schenes, it results in
risk-spreading and burden-sharing.

9) The sum of all ;uarantess given by nembor-governrents will have to be
equal to the tctal znount of sapital covered by the guarantee insti-
tution, snd shared on a 50/50 basis by capital-exporting and capital-
imperting countries., Thercefore the guarantee of a member-government 1is
called "pusrantee share", in confradigtinction to "wuorantees" offered
by the institution to private investors., Thus, in a case where § 10
nillion is exported from country A to country B for a ccrbain project
covercd under the scheme, the puarsntee sharc of each of the twe coun-
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tries would ke increased by § 5 million - i.c. 50% of the capital in-
vested by country A ia country B.

10) Indemmity paynents of the institution, and possible contributions to
such paynents by rneuber-governuents, will both have te bhe calculated
on the basis of ancunts ;uarantecd (i.c. guarantcces of the institution
to the private investor(s) end guarantce-sharces) at the date when the
clain i8 prescnted.

11) To manage the schene, an institution should be set up on the basis of
a treaty undersismed by the nenber-overnnents, with a legal status
rescrbling that of the World Bank, The nansgenent should consist of
expert people having aequired practiecal experience in the relevant
specialised ficlds. The duties of the managouent should inter alia con-
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gist of ¢ preparation of puarantee contracts (e.g. deternining suns to
be guaranteed), the exanination of claims for indennity and preparation
of settlencnts, paynients of indermities together with the enforcement
of rights acquired fron danaged persons and firms after indemmity, and
finally the collection of premiums and the adrinistration of guarantee
contributions and peynents by ncnber-countries, if any.

The scheme should be supplenented by a binding understanding between
member-governnents on a nunber of fundanental principles of fair treat-
nent of foreirn private investnent.

st
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Below the nmain aspects will te desceribed in more detail.

Risks suarantecd

The non-comrmercial risks against which private investors may be
covercd can be defined as followa:

~ Nationalisation and other cases in which investors are deprived nf con-
trol, without fair compensation,

- Armed conflict, revolutions and other forms of political unrest.

- Inability to provide the currency of the creditor member-country for
contracted payments (e.g. anortization instalments, interests, fees ete. )
and for income (eese dividends, etCe)e

- Calanmities and "acts of God", insofar as these cannot be covered on
reasonable terms via existing channels.

Investments falling under the schene

All new investunents in one of the following forms should be sus-
ceptible for a pusrantce under the schene:

- Ownership and participation in business crganisations, and loans over
periods longer than 5 ycars. All these forns of investment can be the
result of contributions in the forn of finance, ;oods, services or know-
how in omne fornm or another,

- Licence contracts,.

= Technical aid contracts.

~ Managenent contracts,

In order to be ymarsntesd, the investments should te valued in
terns of a certain sum and/or a certain yearly incone, Insofar as the year-
Ly incone would consist of normal revenucs, as C.fs intercst, dividends,
profits etc.,; the guarantee should only cover amcunts actually coming due,
but up te 2 maximum fixed beforechand in the guarantee contract, ‘

Elidibility

Fligivle for guarantecs on the part of the institution are
eitizens of a nember-country or o corporation, partnership or cther asso-
clation created under the laws of one of the nember-countries,

Period and coverage

In gnalysing investunent schedules, two phases can be distinguish-
ed.

First, prospection hns to take place, sites have to be cleared,
seedlings plarted, Tactorics built, personnel selected and trained, machi-
nery instelled, opening stocks to be procured ete., all depending upon the
type of enterprise. In short: initial investments are made. After some
time, production will start. However, it will take some time before the
capital invested yields the full procceds (including profits) expected,
Investnents are still being; made and more personnel is being attracted and
trainced,
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The above process leads up to a moment where the working account
shows an equilibrium and then o profit:s the second period has started. The
enterprise has developed into a paying concern. The investnents made have
"matured", cr in econcmic Jargon: the "gestation period" has cone to an
and,

It is hoped of course that the second period will last in-
definitely, and that further investiuents can be made fir expansion in the
future.

The duration of the first period will mainly depend upon three
factors: (i) the nature of the enterprise to be established, (ii) the
ability of those entrusted with its realisation, and (iil) good fortune
or 111, caused e.g. by weather conditicns, or by economic or other local
circumstances,

The last two factors do not need further explanation. As to the
nature of the enterprise the following examples nay suffice: With modern
equipment, grounds Tor a plantation may he cleared and the planting of
seedlings conpleted within a few nonths: but it may last six, eight or
riore years before the rowths have so far developed as to yield a full
crops. On the other hand, the building; and installation of 2 complicated
factory and the training of its personnel may reguire several years, but
once production has started, it may attain its nmaximum soon.

Vhen applying for an investnent guarantee under the schemne, the
investor sheuld subnit a schedule showing: an estimate (i) cf the duration
of the gestation periocd and (ii) of the investuments to be made in that
period.

The guarantoe contract should state the dates when the gestation
period starts and when it ends, and the sums te te invested year by year.
As s rule this period should not be considered as to last longer than 10
yesars,

In scle cases - ©.0. nining ventures - it will be inpessible to
estimate the duration of +he pestaticon periocd in advance, especially if
prospecting for natural resources is telken to be part of the gestation
period, In those cases a special treatment will be unavoidables Thus it
ray be conceivable that o first contract is concluded covering an initiasl
period of - say -~ 5 years and the funds to be spent on prospecting ete.
during those five years, If prospecting proves to open hopeful perspec-—
tives, a gsecond guarantee contract could be coneluded if possible along
the lines described above: i.e. with a definite gestation period and
covering the investnents made during the pericd of the first contract and
those planned for the gesbtation peried of the second contract,

If the gusrantee is granted by the institution, the sum covered
during the gestation period will be determined by the value of investnents
effectively made., It will not, however, exceed the maximum detercined in
the contract; any sums irvested above this limit are left outside the
guarantee,

Fron the end of the gestation period onwards, i.e. as from the
ime when the investiient is expected to give a normal yield, the cover-
age should expire twenty years after said date. It does not seen practi-
cal to maintain the coverage granted undcr the investment guarantee at

its original level during the entire period of twenty years. From the
very outset it should be clear to investors, that in the long run their
investments so guarantesd should be integrated in the local econonic
systen, go that the enterprisc dees not run more risks than any other
local enterprise, Of course, this does not preclude that additional in-
vestnents mode for expansion durin: the guarantee period or thereafter,
nay be gusranteed under a new contract for a full guarantee pericd,

The coverase ;ranted during the twenty years elapsing after the

expected date of full opecration should therefore provide for the risks
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covered to pass over ;radually to the investor, This may be done at an
even rate of 5% per annum. The coverase nsy also remain 100% initially,
though not longer than 10 yoars after the end of the gestation period;

afterwerds it is to be reduced at an cven rate per annun,

So far the gjuarentee for asscts has been discussed. Another
object of pguaruntee contracts can be that concerning; the transfers of
profits, fues, interest and amortization. Those payments will also show
a certaln schedule that depends upon the periods menticncd above. During
the gestation period, finonce is bein; provided by the investor fron the
capital exporting country, to build up facilities and to cover initial
losses., Out of those funds, intcerest and amortization payments and fees
end in somc cascs dividend payrents will have to be made to the suppliers
of capitol and services. Therc will comsequently be no transfer problens
from the country where the investrent is made to the country of the in-
vestor, because s surplus of payments is flowing in the direction of the
developing country.

However, once the gestation period has come to an end, payments
of dividends, fees, amortization and interest will be flowing in the
direction of the country that exported the capital, while the flow of
capital is coning to an ¢nd or dininishes. Then i reverse situation
exists, There will be a transfer problem and a risk of delays in trans-
fers, From that monent onwards guarantces nay have to be provided for
that risk, and fthe contract will have tc contain the relevant clauses and
figures. Here a guarantee coverage that remains constant over the pericd
of the contract, is the most logical scolution.

igain in such cases as nining ventures mentioned above, it may
be practically impossible to make a reliable estinate of the approximate
date at which the transfer risk of the sivunts imvelvelrsterts. Then ex-
ceptions to the general rule will have te be nnde, .and special contracts
drawn Uj.

Premniun

It is enly ratural that investors desiring to avail thenselves
of the guarantee Tacilities provided by & schene like this one, should be
required te pay a certnin insurance premium. In fixing the rate of the
premiun, the following points of wview should bc considereds:
~ it should not Te so high as to Jjeopardize the carning capacity of young
entcerprisca, nor as low as to be nesligibles

- it should ncither be so high as to discourage applications for pguaran-
tees, and thereby prospective investeors, bub high erough to build up a
strong prenium rescrvas

On account of these considerations 1t i3 sugested to put the
preiiun at the rate of 15% of the total sun invested - as far as guaran-
teed - per annuri,

Existing schones of international credit insurance usually dis-
eriminate botween debtor countrics on acecount of past experience and ex-
pectations on future performance, There arc sevoeral reasons to do away
with any such discrinination in the present schene, The main reason is
“that the system proposed hore would bring about a common responsibility
cf the Governments of countries receiving investments, which they are
supposed not to talke lichtly. A more practical reason is, that existing
schomes of ecredit insurance arc all working along principles set out auto-
nonrously and handled unileterally; in such systems discrimination may be
made guite casily, but also unjustly perhaps. The present systen being
based on multilateral cooperatiorn and cqual ncibership, its very essence
precludes the idea of digerininating amony nenber-countriecs. Finally, the
guarantces arc given over such long periods that predictions on futurc
developnents determining risks are practically impeossiblca
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It may be worth while, to consider other criteria which might
Justify a certain reduction of the premium ratc. Ferhaps investuent
schemes envisaeging o joint venture with local investors of the receiving
country might come into consideration for a reduction of say 25%. Another
reason for reducing the premium night be given, if the investor forgoes
certain cases of indemmity, e.g. if he would want a guarantee for revenues
only (leaving principal suns aside) or would be prepared to take certain
risks nenticned above for his own accounte

Danasce

Fron the very outset it should be made clear that the mere
ocecurrence of any of the adversities swmned up above dces not in itself
entitle an investor to indemmity. On the contrary, only lecsses reslly in-
curred should be indermified to the extont that they have been ciused hy
any of the aforesaid political, transfer and calamnity risks.

Such losses nay be defincd e ge in the folleowing categorics:

- when the local assets of the enterprise suffcr physical darmage,

- when all or part of the activities of the enterprise are paralysed,

~ when the investor's legitinate control over the enterprise is affected
adversely,

- when planned anortization instalments of the suns invested are not
transferred to the investors abroad,

- when such revenucs as would nornally come available to investors are
not transferred,

In order that a case for indennity be accepted; it is to be
proved thercfore:

(l) that a loss has cceurred falling in the terus of any of the above
definitions;

(2) that such loss is caused by political, transfer and/or calamity risks
as defined akbove;

(3) what the anocunt of the loss sufferced iz,

The order of proceedings by which these factors have to be
deternined should be as informal as possible, It is no use, indeed, to
establish elaborate and striet procedures for that purpose as they weould
inevitably discouragc prospective investors. The procedure to be followed
should be such as td give investors o fesling that they will be ftreated
in a fair way, should leosses really occeour.

In general, no case should be admitted unless a certain time
fixed in the corntract has lapsced sinece the occurrence of the loss, This
period ney be deternined at six nonths,

On the other hand, the various instances of the prccedures to
determine the loss ghould be lindited in order to avoid long proceoedings.

Paynents will have to ke based on the amount guaranteed at the
date when the clain is presented. If the investuent is lost, counpensation
for revenues forgone will not exceed a perecentage of the value actually
invested as determined in the contract.

Indernities awarded should be peid up within one month after
the decision or award has becone irreveccablc.

Recovery

When receiving indemnification the investor should assiygn toc the
guarantee institution all legal rights and cleims he might be able to
exert for indemnification purposes. This procedure should have the legal
effect to subrognte the institution as fully as pessible in the investor's
rights, and tc cnable it to recover the indermity paid out to the investor
from such government or other entity that will legally be responsible for
the dana;e done.
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In order to reach a strong legel position for recovery purposcs,
the above nentioned treaty between the vortieipating governnents should
contain a few provisicns to entitle it to juridical proceedings. In
general 1t may be advisable to c¢ndow the institution with a status, in-
rnities and privileges sindlar to those defined in article VII of the
Articles cf _gmreeciment of the VWerld Bank.

Guarantee=shares of member-governnerts

It is clear that large calenities or larsce scale political un-
rest can cause losses the indermities for which cannot be financed out of
the preniun reserve, Under those circumstances the member-governnents
will have to provide a "second line of defence'" on the basis of guarantees
glven by theme A guarsntec given bty a menber-government nay be defined as
follows: a conditionsl commitment to pay sums in o certain year up to a
certain meximum, That maximunm figure can be called the "guarantce-share"
or briefly the "share", All guarentees given by nember-governnents should
be expressed in a freely convertible international currency, for instance
the U.3. Dollar, which is the workin; currency of the World Bank.

In this context threc guestions are fundamental:

- How large should be the sum of all guarantee-shares to be provided by
the menber-governments?

= How should the skare of sach member-jovernment be deternined?

- In case the preuiun reserve were to be exhausted, how should the con-
tribution of each of the menber-governments be determined when addi-
tional indermities have to be made?

With regard to the first gquestion, it is essential that the sum
of all [uarantee-~shores be egual to the sum of puarantees coffered to in-
vestors. Strictly speokirng the sun of these (uarantecs should be equal to
that total sun ninus the prenium reserve, However, =zs the preniun rescrve
will vary from one day to another, it seems muck more practical to keep
the total sun of juarsntec—sharcs cgusl to the total sun of juarantecs
cffered to private investors, in order te avoid labourious calculstions
and continuous corrections of governnoent guarantec shares.

With regard to the second question, the guarantee-share of each
neuber-governnent should be equal to 50% of the sun for which capital in-
ports and/or exports in/from its country have becn covered under the
sehernes The other 50% of the sum will conscquently have been covered by
the guarantec-share of the cther nember-state inveolved, sc that the total
of shares is equal to the tetal of sums covered, Thus, if a private in-
vestor from country A starts a project in country B and has it guaranteed
under the schene for, say, $ 10 million, country A will have to increase
its guarantee by $§ 5 million after having given a permit (for permits,
see Some points on procedurc below), The sane will be done by country B.
Censequently, the guarantec-ghare of n nenber-overrment only increases
by amounts representing ncw investments in/by its country and brought
under the schenc. Conversely rasductiong are macde for all projects that
are in the stage during which the jusrnateed sun declines year by year.

Now the third gquestion can be answered,

The guarentec-shares are 2 neasure for the share menber-;overn-
nents will have to take in the financing of indemnities, if thet nay be-
come necessary. If danage t¢ an amount of $ 100 nmillion hes to be com-
pensated by the ncnber-gsovernnents after exhaustion of the preniun reserve,
each government vays an anount preportional to its share in the sun of
fuarantes—-shares of all menber-governrents. Thus, 1f country A's total
share is equal tc § 150 million, while the sum of all countries! shares
arounts to § 1000 million, country & will have to contribute _150 x 100%%=
15% of the above-nmentioned danage of § 100 million, 1000
Tees § 15 million.
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The date on which the calculation is based, will be that on
which a clain has been presented by the private investor. In cther words,
the nembership and the lovel of the shares at that datce, deternines
whether a government will have to contribute and what the ancunt will be.

Thanks to the above-mentioned forrmlas, according to which all
nember-governrients contribute in all cases wherc indeimities have fto be
made and when they do so proportionally to their share in the advantage
brought about by the scheme, the risk is spread, whilc at the sane time a
common intercst is created in the prevention of danage. Therefore the
schene not only provides coverage against political, transfer and calanity
risks to stimulate the flow of private investment to developing countrues,
but it also results in a preventive tendency with regard to the forces at
work that cause political and transfer risks.

It is coneeivable that one or neore nmember-governmnents are un-
able to pay their part in cazse of damage, due to budrnetary or balance of
payments difficulties. In such case internstional lendin: facilities
could be provided on the hasis of ad-hoec decisions of the capital-
exporting nember-countrics and/or international financial institutions.

If no practical solution along such lines appears possible, a temporary
relieve from obligations seems reasonable. When pleading this exception
the government in guestion should provide a statement issued by the Inter-
natiocnal Monetary Fund and gsiving evidence of the alleged shortage as

well as an estimate of the tine when the country will probably be able

to resume its oblipgations,

In order to strengthen the position of the institution it nay be
useful that participating countries are required to pay a certain sum in
advance as a deposit which would serve as a second line reserve behind the
preniun reserve,

Institutional structure

In order to secure an effective nanagcenent of the guarantee
systen, sonme form oif institutionsl orgcanization should be set up. Lts
leral basis should be provided by a freaty undersicned by the governnents
of countries participating in the guarsntee systen. Its legal status
should resenble that of the World Bank, i1.¢., it should previde for an
independent managenent ond, on the other hand, a directicn whose control
is effective.

For that purpouse, the nenagencnt should be entrusted to general-
ly respected experts having acquired thelr experience in the insurance
business, and preferably in the fields of indemnity, revenue and credit
insurance. There will be no necd for a larse staff, especlally if the
institution strictly adhercs to the principle that it is not up to then
to judge the eccononic merits of the investnent project subnitted, The
duties of the mana;enent will essentially be the following:

(i) preparation and execution of juarantee contracts,

ii) registration of investments madce under gusrantecs,

iii) Exanination of claims presented and preparation of proposals for
settlenent,

(iv) adininistration of the premiun rescerve and registration of guarantese
shares of nenber-governnents, and

(v) collection of sums due to the institution, and settlements of in-
dermities,

It is recomrmendable that the managenent be presided by a nanag-
ing director appointed by the hoard of directors. The directors then-
seclves should Le appointed for a period sufficient to enable them to
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gather anple expericnce in the denain. It may be advisable te provide for
deputy directors who have the cpportunity to zcquaint themselves with the
business and in this way, are better prepared to succeed the sitting
directors.

The directors shuuld be representatives of nmenber-countries
holding their appointnents directly from the respective governments. The
board of directors is, apart fron exercising ites nornal advisory and
supervisory functions, to act as an arbitration tribunal in either of the
three following cases:

- if an investor does nct accept the proposal for settlement of indernnity
nade by the nanagenent;

- if a member-governrent objects to any such proposal in regard to lcsses
suffered allegedly in its country;

- if & menber-governnent ohjects to its guarantee-share the managenent is
registering.

These functions are of a critical - and it is to be hope ex-
ceptional - naturc, because the prestige of the entire guarantee systen
is at stake, when the contributions are not colle cted and when investors
feel disappointed.

It is neocessary therefore that, especially in cases of appeal
brought against indemmities proposed, the order of proceedings should be
as infornal as possible. Therefore, if an appeal is instituted against a
proposal for settlement made by the nmanagenent, the case should immediate=-
ly be brought before the beard of directors, In order to exanine the case,
a standing group within the board misht be entrusted with preparing the
awards this group had, for each case, to be extended by two assistant nen-
bers appointed by the Governnents of the countries involved as investing
and receiving investment respectively.

With regard to cases of disagreenent between the institution
and any of its menbers a forn of procedure may be adopted similar to that
provided in Article IX of the Articles of Agreement of the World Bank.
This may be applicd especially in respect of disputes on indemnity con-
tributions to be made by menber-governrents and with regard to actions
for recovery of indemmities paid out to investors fron nenber~governnents
who zre responsible for danage inflicted.

For the latter purpose, it wmay well be advisable that the treaty
should contain g nunber of Fundanental prineiples of fair treatment of
foreign private investment, which will have to be formulated in connon
agreernent between nenber ccuntries and should provide the legal basis for
actions for reecovery to be brought by the institution. It is open to
guestion to what extent such principles should be elaborated at the tine
the treaty is concludced, In any case suitable proceedings should be laid
dewn so as to ensure that the rules that appear to underlie decisions in
specific cases be inecorporated intc the body of law for fair treatment of
foreign private investment.

Seat of the institution

5

The main offiece of the institution should be located in the
capital of a developing renber-country.

Sore voints of procedure

It will Be clear from the above that a nenber—government can
only increase its comnitnents (i.e. its total share), if it has given a
license to a private investor seeking a cuorantee with the instituticn

In other words the governnments are free nct only in keeping their guarantee-

shares within certain ldmits deened advisable by then or the parliaments,

e
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but they are alsc free to refuse pernits to certain projects considered
unsound on grounds of the national-econonmic interest, ALl this holds true
both for the capital exporting-industrialised countrics and the capital-
importing countries. Once & pernit has been (jiven, however, there should
be no possibility of canceling or withdrawing it.

It follows that a private investor envisaging coverage for its
investrnent will have to apply to three institutions:

1. the guarantee institution to draw up a contract and to deternine the
suni(s) of the guarantee(s) for this project;

2. his own governnent: for a guarantee pernit;

3, the government of the developin: country in which he plans to nake the
investment: for a guarantee permit.

Tt will te clesr that there is considerable risk of red tape
and long-drawn procedures, hercas the cdeveloping countries are in a
hurry, and whereas private investors shrink away fron red tape, the in-
stitution and the governuents should avoid red tape to the utmost if the
schene is to beccne a success, Therefore, the anount of the sun to be gua-—
ranteed and the puarantee contract shcould be the full responsibility of
the internatiocnal insitution, It will ¢f course have to eall in the
assistance of specialists in oxder to deternine what the sunm of the guea-
rantee should be, and whether the proposal made by the preospective private
investor is realistic.

The governnents should nct have the pewer to change contracts
drawn up by the institution and agreed to by the propeetive investor.

The governments should only have the power to give or reluse pernits.,
Once both governnents have given a permit, the contract should autonati-
cally becone valid.

Although the above procedurc nay seen to lay considerable in-
fluence in the hands of the institution, it should be kept in nind that
the governments have the last soy in the natter. Moreover it is the conly
procedure that (a) nakes avoidance of lon:-drawn prccedures possible,
and (b) guarantees uniform contracts and principles of valuation, Clear=
ly, if private investors were to come toc sn ngrocnent nbout the contents
of the contract and the value of the sum fuarantecd with twe governments
plus an international institution, procedurcs would be endless and con-
tracts drawn up and valuations made according to principles differing
from one state to another,



Mr. VWolfgang Weigel August 23, 1960
Leonard B. Rist

U.8. Private Investment Abroad.-

Herewith please find a few figures concerning U.S.
private investment abroad. I hope they can be of some use
to you. -

I would confess, however, that in view of the recent
events in Cuba and in Africa, I would feel somewhat reluctant
to play up the role of private foreign investment at precisely
this time, The press has publicly announced that out of a
kbillion dollar investment in Cuba, some $850 million have been
either nationalized or placed under govermment administration.
As for the news from Africa, no comment is necessary.

I shall be pleased to discuss this matter further
with you if you wish.

1l att.
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I was interested to read your paper, end I am sorry I cannot be

more enthusisstic. Since Mr. Maffry sent Mr. Flack a

to you, I am sending him a copy of this letter.

¥r. 82lph 1. Straus
331 ¥mdison ivenue
fiew York 17, N.Y.

Ehan

Jincerely yours,

We A B, 1NALT
Vice Fresident

oopy



August 19, 1960

Dear Gus:

I enclose a copy of my letter to Ralph Straus, © =
commenting on his plan for an international investment
guarantee scheme, in exchange for the copy of your com~
ments which you kindly sent to Gene.

Sineerely yours,

W. A. B. 1N4ifT
Viee Fresident

My, iw m
Vice FPresident
Irving Trust Company
Une Wall Street

Hew York 15, N.Y.

SEB:em



IRVING TRUST COMPANY

ONE WALL STREET

NEw York 15, N.Y.

INTERNATIONAL BANKING DIVISION el i

YIi0B P"RESIDEXNT

August 3’ 1960

and Development

p A
Mr. Eugene R, Black, President /? / f; .
International Bank for Reconstruction / 1
Washington 25, D. C.

Dear Genet ol / e o dle

Ralph Straus has sent me a copy of "A Draft Plan for
an International Investment Guaranty Treaty Corporation"
and I am sending to you for your information a copy of

my letter to him commenting on it.

Sincerely yours

August Maffry
Vice President



IrviNG TRUST COMPANY

va9/00 15-568)

New YorK

hagust 3, 1960

Mr. Ralph I, Strasus
331 Hadison Avenue
Hew Tork, New York

Dear Ralphs

Thenk you for sending me a copy of "4 Draft Plan for an Inter-
national Investment Guaranty Treaty Corporstion®.

As I said to you when we lunched together lest week, I think the
idea of an international investment guaranty scheme under the
administration of the World Bank is a very timely and promising
idea, However, I do not agree with the spproach ouftlined in your
draft and offer my comments as followss

l. The basic idea should be an Internsatheng
Gueranty Corporation, an aﬂ'i: TTw the ¥ 1ld Bank,

wak certeinly self-
treaty as a besis or
e of the Corporation.

J of miltilateral treaty
than discourage inter-

pramtim asn derrts with countries im'ast;nmta in which

it would underteke to guarantee, but these would be
agreements between the ﬂ@rmmtian and individual governw
ments rather than mu beral treaties. Incidentally,

the agreements with fereign mwments required under

the ICA gueranty program ere bilatersl executive sgreements.




IrvinG TRUST COMPANY

New Yori

Mr, Ralph I. Streus e hugust 3, 1960

4+ Whether or not gueranties would be ilssued by the
Corporation covering investments in a particular
country, and to what extent, should be left entirely
to the diseretion of the Corporation free of any
arbitrary stipuletions or limitations.

I am sending a copy of this letter to Gene Black.

Sincerely yours
Attended to by

748/00 (5-59)
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MNEW YORK 17, N. Y.

pY-

Mr. Eugene R. Black, President

International Bank for Reconstruction and Development
1818 H Street, N.W.

Waghington 25, D.C.

Dear Gene:

The Journal of Commerce of July 20th carried the hesdline, L 3
"Ask Latin, Africa, Guasrantees, Investors Seek U.S. Aid, ICA Swamped Dby
Rash of Bids for Insursnce."

I had been wondering whether the Cuban and Congo situstion had
hed an effect on "Expesnding Privete Investment for Free World Economic
Growth" - the title of my report to the State Depertment. Limited inquiry
revealed thst it had, and this prompted me to consider whether en internation-
al gusrenty plan might not be more effective in bolstering the confidence
of international privste ceapital investors then & single national guaranty
similar to those of the ICA and Ex-Im. The IBRD seemed to be the logical
organization to undertske such & scheme, both because of its size and re-
putation, and because a violation of such a treaty would have more far reach-
ing effects than the violation of & similer treaty with the U.S. slone.

I discussed the idea with a few individuals in order to find out
vhether such an idea was under study, and whether it appealed to them as a
constructive course of action. The persons I talked with, I belive you know;
Gus Maffry of the Irving Trust Co., Victor Rockhill, head of Chase Interna-
tional, Roy Stinebower of SONJ, end Fred von Klemperer, Grady Upton's Special
Agsistant in the Treasury. All said they did not kmow of any serious study
being given to the subject, encouraged me to pursue the ides, &nd each thought
the IBRD was the logical organization to undertake such & scheme.

In the atteched paper I have outlined my ideas more fully, in a
preliminary form. I am sending it on to you now because I think the timing
is urgent, and if the idea appeals to you, you may want to discuss it in general
at the IBRD Annual Meeting in September. Furthermore, if it does appeal to you,
your very able and competent staff could whip the idea into practical form
fester, probably, than any other orgsnization.

With kind personal regards.

Sincerely,

RIS/me
enc,



A DRAFT PLAN FOR

AN INTERNATIONAT, INVESTMENT GUARANTY TREATY ORGANTIZATION

Cube and the Belgian Congo have shaken the confidence of the private

international investors.

There is some evidence that new international financial commitiments
are being deferred snd some in the planning stage are being abandoned for

investment generally in Asias, Africa and South America.

There is general agreement that a massive increase in private capital
investment ic essential to the stebility and survival of the undeveloped or

newly developing areas.

A major effort of the U.S. Government through the Export-Import Bank,
the Development Loan Fund and the ICA, &s well ss the IBRD, is to provide the
infra-structure snd the conditions in which American and foreign cepitel can
together and cooperatively - with esch other and with the governments involved -

accelerate economic development.

The U.S. Government has established gusrentees issued by the ICA and
the Export-Import Bank in order to protect privaste investment against politiceal
risks, so that decisions &s to whether to risk private capital in the undeveloped
countries can be based as nearly as possible on the husiness risks involved,
balanced sgainst projected profits.

The U.S. Government will only extend the ICA guarsnty to investments
in those countries with which & treaty has been written. The ICA guaranty
covers expropriation, non-convertibility of earnings and capital, and war
demege. These treaties provide that the claim of a private company will be sub-
rogated to the U.S. Government in case insurance is to be collected, and that

the foreign government will hsve to deal with the U.S. Government and not &



privete company, if & situation arises under which insurance has to be collected.

When the U.S. Government was the principel source of foreign aid funas,
this provision undoubtedly was & deterrent for a country to deliberately incur
the displeasure of the U.S. Government by transgressing the treaty. Other countries
ere now entering the foreign aid and investment picture, hovever, and so the leverage
that the U.3. originslly hed is not now as great as it was. Germany and other West—-
ern European countries are becoming increasingly influential factors, but much more
importantly, so are the offerings in foreign aid and barter agreements from the

Soviet Union and its satellites, and to a lesser degree, Communist China.

This suggests that a multilateral Treaty, similar to the ICA guaranty
treaties, would be a more effective instrument for insulating privete capital in-
vestment sgainst major political risks. The willful violation of such a Treaty
would sutomatically preclude the offending country from future access to sources
of internstional capital and credit.

It is suggested that the IBRD would be the logical insgtitution to establish
and administer such a Treaty. The treaty organization would be Separate from the
Bank but under its overall policy comtrol. Its capital drawing powers would be in
addition to the capital drewing powers of the Bank, so as not to impair in eny wvay,
the existing capital and credit of the Beank.

The reasons and mechanism for such a step are as follows:

1. The IBRD was founded for the purpose of increasing the international
flow of private capital. In achieving this gosl it has been singulerly success-
ful. Although its capital comes from governments and &ll of its loans must be

guarsnteed by governments, its basic purpose is to provide the base and the



structure on which private capital will move on ite own without governmentsl
intervention.

2. The IBRD is the only dinstrument in the field of intermationzl
finence with the credit strength and the international reputation to develop
and uphold forward looking policieg, and with the ability to enforce such a
guarsnty Treaty.

3. The Treety would operate somewhat as follows:

The Treaty itselil would bind the contrzcting nations not to ex-
propriete without fair and proper compensation, to assist in the convertibility
of its currencies with due safeguards to its balance of psyments position, and
to treat foreign and domestic private capitel on equel terms, but with allow-
ences for certein national menagement, control, and employment provisions.,

4e Each contracting nation would agree to give the IBRD the right to
call on its currency up to an agreed upon amount, to cover its share of in-
surence. This would be similer to the present ability of the IBRD to eall on
capital for the Bank, as its operations require, up to an sgreed upon sum. In
this way the capitael recuirements of the insurance Treaty would be kept separate
from the present Bank capital, but would be complementary thereto. No country
hes so far defaulted on its IBRD guaranty. It is hoped theat the insurance Treaty
would develop an equally enviable record. A default on either account would
sutomatically cut off the offending nation from further international capital
and credit, and so in & sense would be self-policing.

5. It is reelized, of course, that the insurance Treaty would be in-
effective if a country decided it wanted to throw in its lot completely with
the Communist bloe. In such a cage, however, the combined ingurance of the

other nations would protect private investors.



6. The amount of insurance required from any country shoulc bear &
relation to the amount of privete foreign cepital in that country, and provision
should be made for adjustment periodically, based on the ebb and flow of such

foreign privete cepital,

Ralph I. Straus
New York, New York
Lugust 1, 1960






June 13, 1960

My dear Governor:

L
1 greatly appreciated receiving your letter
of June 7 with its further very interesting com=
ments regerding your proposal for an international
export guarantee unit, I hope we may have a chance
to exchange views on this matter further upon the
occasion of our Anmial Meeting in September.

With best regards,

Sincerely yours,

Jo Burke Knapp
Vice President

The Honorable
Xenophon Zolotas
Governor

Bank of Greece
Athens

Ureece

cc: & incoming to Messrs, Demuth, Cope

JBK/js



Mr. Alexander Stevenson June 8, 1960

G. Stewart Mason

In viewo! the Bank's interest in indueing western Burope to make
capiial aveilavle to under-developed countries on more generous terms than
hitherto, I think that the Heview of Jir George bolton given to the shareholders
ol the dank oi london and South America limited is very interesting.

Nawrally he slanis his statements toward Latin America, but he also
makes some very defimitive proncuncements on the need for Burope to increase
its overseas investments and for some agreement on comprehensive policies
in thls respect.

i am attaching a copy of the Heview and you may tiink it worth while
sending it on w Burke Anapp in case he has not already seen it.

GoMamie .y}
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BANK OF GREROCE

THE GOVERNOR

Athens, June 7, 1960

Dear Mr. Knapp,

Thank you for your letter of May 9 and your interesting
comments on the proposal for the establishment of an inter-
national export credit guarantee unit.

The basic idea behind the proposal stems from the
fact that under existing arrangements the means of financing
available for directly productive investment by domestiec
entrepreneurs in less developed countries carry with thenm
conditions which are either discouraging such investment or
may seriously compromise the sound growth of private enter-
prise and the financial position of the borrowing countries.

The proposal is also based on the principle that
three mutually complementary types of finance are required in
order to ensure rapid and sound development in less developed
countries: First, loans on exceptionally favourable conditions
as to interest rates and repayment periods for the finance of
basic infrastructure projects (such as those granted by the
DLF and envisaged by the IDA). Second, long term, i.e. about
l5year, loans on market terms such as the loans granted by the
IBED for the finance of big self-ligquidating projects and
Third, credits of about 10 years for the finance mostly of
equipment purchases on ordinary commercial terms for directly
productive private investment, This last type of finance has
been developing in recent years by means of the various
national export credit insurance schemes, under the stimulus
of competition between exporting countries and in a manner
which is both onerous for less developed countries and dangerous
for the future sound growth of private enterprise in these
countries. These aspects are particularly important because
they are directly related to the encouragement of private enter-
prise in the developing countries which constitutes the declared
objective of western governments and international organisations.

/i s



BANK OF GREEOE

THE GOVERNOR 2 a™

A scheme such as the one proposed would have the major
advantage of correcting some major defects of an already
functionning system and thereby reducing the dangers inherent
in the present situation - to which reference is made in your
recent letter. The proposal can thus contribute substantially
to the mobilisation of private resources for the finance of
investment in less developed countries since export credits
for equipment are as a rule and would continue to be financed
through ordinary banking channels. The soundness of the projects
to be financed under these arrangements, depends on an adequate
screening procedure which can well be provided for in co-
operation with the national institutions already in the field.
The finance of equipment purchases under these arrangements
and procedures is not likely to cause additional balance of
payments difficulties. On the contrary such difficulties would
probably be reduced since in most cases the projects to be
finenced would lead to increased production with foreign
exchange gaining or foreign exchange saving results.

As regards the estimate of defaults in excess of premiums
it is felt that § 50 million annually would not be an in-
adequate provision even if commercial risks were included. By
way of example it could be mentioned that Hermes (Germany)
which has so far developed the greatest activity in this field
does not charge more than 1,5% and its returns show that
within the period 1949-57 the percentage of total claim pay-
ments to insurance contracts amounted on the average to 1,8%
of whieh 0,07% only can be considered as irrevocable losses.

The note on my proposal does not deal with certain
administrative and legal problems of an ancillary character
the solution of which should not present insuperable difficulties.
Generally speaking in case of default the procedures developed
by national institutions could probably be adopted with the
necessary modifications on account of the international
character of the proposed unit.

Thanking you once again,

Yours sincerely

Mr. J. Burke Knapp ] ),' F =
Vice President 8 -
I.B.R.D. /{ » [~
Washington 25, D.C. [/

Vs B¢ A

Xenophon Zolotas



May 9, 1960

Desr ¥Mr. Zolotas:

Mr. Black unfortunately did not have sn opportunity, before
leaving on an extended trip, to give careful consideration to the note
on your proposal for an international export eredit guarantee (or

_Ansurance) unit within the new (ECD, enclosed with your letter of
< March 12. Vowever, he ssked that I reply te you in his abeence.

We have hed some staff discuseion of your interesting proposal,
and I think T car coment wost uwsefully by indicating sone of the
questions which the propesal suggested to us.

The PBank has had little direct experience in the guarsntee
field, as you kmow, although ite Articles authorise it to guarantee
loans made by other investors. However, we have from time to time

estimated thet if loans and crodite insured up to & total of §5,000
million, defaults in excess of premiums probably would not exceed §50
million amnually. In ; extend to

progran began with & fund of £200 million, and it does not offer prro-
tection sgainst commercial risks (although it does extend to equity
investmente as well as to loans and credita).



mm.-nﬁ-nmawmmmmm
government action or an adverse clange in exchsnge controls?

The problem of government action presents a further difficulty.
YTou are perhaps aware that a musber of propossle for sn internstions)
investusat code have foundered om the diffieulty of arriving st aa accept-
able delinition of expropriation. lNetdonsl sensitivitien in thig fisld
agoount for the faet thet many of the countries which now participats in
the U,5. J0A pregram waich 7 have mentioned have confinod their partieci-
pation W convertlbility guarantees. This problem s&y uot be laswrwount-
sble, tut it has proved an obstacle in the pust.

These are the prineipal questions which have cecurred to us. I
understand the Couneil of the CECD is %o give consideration to the pro-
posal. Ue shall follow the result of that consideration with interest.

i Jock forward to seeing you at the ‘nnual Meating, 1f not before.

Sincerely yours,

J. Durke Enspp
Vice Fresident

¥r. Ienophon Zolotas
Governor

Bank of Oreece
Athens, (reece

6l
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Export Credits Guarantee Department,
¢/o British Consulate-Ceneral,
Room 753, '

S9 Park Avenue, New York 16,

26th April, 1960.

Dear Mr. Prasad,

Many thanks for your letter of April
the 20th,

I am writing to tell my colleagues to
call at your room at 10:00 AM pn the 13th of May. I
am quite sure that my colleagues will be happy to
accept Mr. Perry's kind invitation to lunch with him
on that day.

I am most grateful to you for your co-
operation in this matter.

Yours sincerely,

T W, Hall,

Assistant Hepresentative
for
Export Credits Guarantee Department.

Mr. P.S.N. Prasad,

Assistant Director,

Economic Staff,
International Bank for
Reconstruction and Development,

1818 H. St., N.V. ﬁ/\/“'}
Washington: D.C.’ /{.6\' NML

_51
th.zw’”ﬁ*f,
fob¢/
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April 20, 1960

Mr. J. H. Hall, Assistant Representative
nort Credits Ouarantee Department

e/o British Congulate-(enerasl

Room 753

99 Park Avenue

New York 16, New York

Dear Mr. Hall: e l}/

Your letter of Mth April 1960 to ¥r. Rist has been received by us.
Mr, Rist is now away on a vacation, which is the reason why I am writing
te you on this subject.

e

We shall be very happy to receive your colleagues, lMessrs. Cotterill
and Gi1l, on the 13th of May. Mr, Weil Perry of the Western Hemisphere
Department has agreed to make arrangements to receive them and put them
in touch with area speecialists with whom they might find it useful to
have discussions. MNr. Perry would alse be happy to have your two col-

leagues stay and have lunch with him that day, if this is convenient.

Ten a.m. will be convenient and they may please come in either to
my room, No. 716, or go directly to Mr, Perry in Room 513.

We shall lock forward to their vieit,

Yours sincerely,

P. B4 N Prasad
Assistant Director, Economic Staff



Cory

Export Credits Guarantee Department,
¢/o British Consulate-General,

Room 753,

99 Park Avenue,

New York 16, N.Y.

13th April, 1960,

Dear Mr. Rist,

Two of my London based colleagues, K. W. Cotterill
and J. Gill, are at present making a short Tour of a number of
South American Countries - Brazil, Uruguay, Argentina, Chile and
Peru, - and will be returning to London via Washington and New York.
They would like to take the opportunity presented by their short
stop-over in Washington, to call at the Bank and exchange views
with you and your colleagues on the economic situation and prospects
of the Countries included in their Tour and various others in the
Central/South American areas in which they are interested.

They would like to call at the Bank on Friday, the
13th of May, and if this date is convenient to you, may I suggest
10:00 AM as a suitable time.

I recall with some pleasure a visit I made to the
Bank in 1957, when returning with Ronald Kinsey from a Tour of
various Countries in South East Asia and the Far East, and I am
quite sure that my colleagues will derive similar benefit from
their visit to the Bank.

Yours sincerely,

(Signed) J. H. Hall
J. H. Hall
Assistant Representative for

Export Credits Guarantee Department.

Mr, Leonard Rist,
International Bank for
Reconstruction and Development,
1818 H. Street, N.W.,
Washington 25, D.C.



May 12, 1960
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EXTRACT FROM LETTER FROM

THE TWENTIETH CENTHRY FUND
L1 East Seventieth Street, New York 21, N,Y.

Ben T, Moore, Associate Director

April 5, 1960

Mr. J. Burke Knapp

Vice President

International Bank for
Reconstruction and Development

1818 H Street, N.W.

Washington 25, D.C.

Dear Burke:

eeeeses(n another subject, you will recall that last summer I had
some discussicns with Dave Sommers concerning the problem of guarantees
for private investment in the less developed countrieas. These talks arose
out of an interest of Senator Javits in the subject. Although there was
some interest within the Bank and the possibility of a small working party
to go into the technical aspects of the problem was considered, the subject
was dropped beczuse ¢f the pressure of other work, nctably the IDA, and
a feeling on both sides that it was somewhat premature at that time.

The Senator has asked me to inquire concerning the current think-
ing of the Bank with respect to this problem. He has a feeling which I
share that we should not overlcok any possibility which would encourage
an increase in the volume and scope of private investment in the less de-
veloped countries, particularly if Western Europe can be included in the
arrangements. We are not, however, commited at this point to any particular
method or approach.

If you feel that it would be useful to review the situation, I
would be glad to come to Washington for this purpose.

I should like to take this time to express my appreciation for the
opportunity of working with Dave Gordon, John Adler and Gerald Alter on
ocur Latin American study. They have all been extremely helpful inspite
of their other heavy commitments.

With best wishes.

Sincerely yours,

(signed) Ben

Ben T. Moore

OFJ?JHU( Ln(GwL}n? lifjtJ' AN fpk4\ﬂo“nrujﬁ Pqui;CJ
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¥re Po 8o Heo Prasad March I, 1960
leslie Ge. Butcher

ur. Rigt asked for a short analysis of the propossl and some comments.

1. t Ina dated Narch 1960, Governor Zolotas proposes that
there u%«ummwm.mwmm
to & much greater oxtent private resources for investuent in the
underdeveloped countries of the and to stimulate exports from the
sxporting courtries partieulsrly during periods of recession. The Unit
would owovide collective guarantees by the participsnts ("all advanced -
countries participeting in the oxpended (EFC") to exporters or thelr
financial institutions or to importers of credits for purchases of capital
goods from oy perticipant %o any underdeveloped country. m_m
could be sither in the form of direct guarantees or of reinsurence of riske
- underwritten by the existing natiomsl export eredit insurence organdsstions.

g Fagilities: Governor 4olotas memtions the following
@ DALLome L cxport oredit insurance schemes and his

fiwymrmmmmmmmrwmmm
which ere bedng financed or for the repaymemt capecity of the
borrowing countries. The Unit would have asthowity Lo guarantee
eredite Jor louger periods.

be Insurence now gensvrally covers the political, transfer and catas-
mmummwm«mmoﬁmmwtﬁ

be extended to P08 and should the risk of the buyer's
insclvency.

€. At present presdums vary widely. Jhe proposel suggeststhat they
should be made wiilera and lower.

d. Pxporting countries sometises invite orders by showlng thedr
villingness to gueranbes export credits to & particular country,
gensrully for political reasons. tusrantees by the Unit would
eliminste the suspieion thet suppliers' credits were iafluenced
by political considersticn.

3. Other Bemefits. Two incidental benefits menmtioned in the proposal ares
s. Coordination of loans to underdeveloped countriss whioh would be

possible Af the Unit worked closely with other depariments of (EFC
and other international lending agencles.



be The developed countries could concemtrate on grants or soft loans
to meot permanent gaps in the balance of payments of underdeveloped
countries and to finance infrastructure works, leaving the Unit to
make credits for longor terms than there are now available to

m-mmwmawumummn
the expanded OERC, (BP0 would bear the adudnistretive expenses. Governor
Zelotas estimates that 42 the Unit's guarantee power weve limited to §5
mmumawmmmz“mmmm
mmwmmmummmmummmm
Thie 1= based on authorimed sapital of $240 million withk one~third paid up.
The Urdt would allst quotes for participants' subsoriptions and for my
payments on defeulte in exgess of the Undt's resources. Each

would heve a quota of exports eligible for the Unit's gusrantes which could
be sxceoded by & maximux limit of, say, 50% beyond which any further
azmmmtmummmuummwm
participant,

Sa o o dotailed estimntes hawe boon vorked oub bub the proposal
astaten for reinsorance of existing ml..cis:xz arsingt political and
catastrophe risks the presiums smight be 3/2 of Li. for reinsuwrsnce of
commercial risks, the premiuvmes might be sn additiomal 1/2 of k. For direct
insuwrance procivms would be higher.

Compmnts? n..umummmmmmumm
aredit insurance scheme subsidised in one way or another by
its govermment and adapbed to its own menner of deing business
end to the types of goods it exports, a cooperative schese
MM_‘mtmmmuwumm
of its preferences. The propogal wight be resisted on that

BOOYS e
b. If the exporting countries were willing to enter into such &
schemes difficulties would arise out of their desire %o keep

‘

their cperations secret. They have repestediy msde
degire oleay in the operation of the Bumk's plan
Exchenge of information on Nedium-Term International indsbtedness.

¢« The proposal seys nothing about the availability of amy new
funde to finance exports.

:
L
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de The estimates of the capital required to operate the Umit and
the premiums to be charged are not substantiated. If, as
Governoy Zolotas proposess the Undt were to have power to
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(5.48) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

FHCE MEMORANDUM

TO: Mr, Martin M, DATE: Marech 21, 1960

FROM: W, M, Gllmar
SUBJECT: Proposal for an International Export Credit Guarantee Unit

I Summary

Multilateral quarantee of export credits is suggested as a function
vhich might well be taken on by the OFEC in the course of its proposed
extension and reconstitution, This suggestion is set forth in a paper
received from Xenophon Zolotas, Governor of the Bank of Greece.

Governor Zolotas envisages a unit, participated in by the European
countries and the U.S, and Canada, which would guarantee or insure (or
requarantee or reinsure) credit for the export of capital goods to the
underdeveloped countries. Guarantees would cover risks of default by
the ultimate borrower, transfer risks and risks of e majeure. Sub-
seribed capital requirements are estimated at about $240 million, with
about a third initially paid, to do an outstanding guarantee business up
to about $5,000 million. Financial requirements would be shared among
the industrialized countries, and each would have & maximum limit of
guarantees for its exports which would be related to its financial con-
tribution, This limitation, together with the reguarantee and reinsurance

* funetions of the proposed unit, would allow scope for the continued oper-
ation of existing bilateral export credit guarantee arrangements,

It appears preferable to Governor Zolotas (although not essential)
that the proposed unit be an independent legal entity., Its governing
body should include all members of the extended OEEC, with a smaller
exscutive committee, again ineluding representation of the less developed
European countries,

Benefits foreseen by the Governor from the proposed unit would in-
clude:

1. Stimulation of the flow of private credit to underdeveloped
countries through such advantages over present national credit
guarantee arrangements as:

a, Adjustment of repayment period to nature of the project and
' capacity of the borrower rather than to an arbitrary maximum
term such as the 5 year limit of the Bern Union;

b. Increase of the percentage of guarantee (up to 90%) and
widening of its coverage;

¢. Reduced and more uniform insurance premlums.



2, OStrengthening of international price and quality competition;

3. Freedonm from political (and presumably promotional) consider-
ations in the guarantee of export credits;

4. More systematic coordination of guarantees in conjunction with
other financing agencies and in relation to development plans
and requirements of recipients;

5. A better distribution of different forms of international
finaneing according to the situation of the recipient countries,
with export credits increagingly related to capital requirements
of self-liquidating projects on appropriate terms and with grants
and soft loans concentrated on meeting permanent payment gaps and
infrastructure investments of very long duration.

II Comment

Governor Zolatas' propcsal deserves serious consideration as a means
of injecting order into the international field of export credits and
eredit guarantees. Whether it will receive such consideration from
countries interested in the competitive and promotional possibilities of
national export credit arrangements remains to be seen. It is encouraging
in this connection, however, to note some awareness of the self-defeating
nature of competitive changes in credit terms among the exporting countries,
especlally now that the U,S. is threatening more intensive export credit
activity. This may mean real interest in a plan such as proposed by
Governor Zolotas, and an effort in persuasion would seem justified by the
realistic and impressive list of benefits which the Governor expects.

It is too much to expect that all of these benefits would be realized
at once from the proposed multilateral guarantee arrangements, The Governor
does not specify the administrative means for applying the standards of the
proposed unit to individual export credit transactions., The problems will
be particularly difficult in assessing the merit of proposals and the risks
of commercial default among a large number of ultimate borrowers., Fre-
sumably the unit would have to be guided to a considerable extent, and
perhaps misgulded, by national credit agencies, Initially, therefore, the
immediate aims may have to be more modest than the ultimate objectives,

Not all compromises with multilateral standards could be concealed, however,
and before very long it should be possible for the proposed unit to win
conformance to an effective credit code along the lines suggested by
Governor Zolotas,

The Bank would undoubtedly be able to establish close liaison with
such a unit and to provide guidance to the unit on appropriate credit
terms for particular recipient countries and perhaps also on the advisability
of particular export credits in important cases. Presumably such a unit
would not be in competition with the Bank and would not undertake finanecing
in which the Bank or other international lending agenclies might be interested.



lr. Leonard B. Rist Mareh 18, 1960

Leslie G. Butcher

Seafure Plan for American Export Credit

Mr. Callander of the NAC Secretariat told me today over the
telephone that the hearings on Mr. Seafure's plan by the Senate
Interstate and Foreign Commerce Commiitee under the ¢
of Senator kagmuson which were to have started on lMarch 15 had
been postponed owing te the continuation of the debate in Civil Hights.
Mre Cope seemed to think Mr. Scafuro's plan had some merit but he did
not know how it might conflict with the plan for export eredit
guarantees announced yesterday by the President. (As this plan seems
to relate to contracts of less than one year it should not conflict
with the American Ixport Credit Guarantee Corporation, as My. Seafuro

sees it.) /%
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Mr. J. Burke Knapp Mareh 16, 1960
Martin M. Rosen
te Credit In on
Attached is & copy of the proposal for the establishment of
an Internationel Credit Guarsntee Institution prepared by Governor
Zolotus of Greece.
tle 18, as you know, one of the Four Wisemen snd this is

presumably one of the propossls he is putting before the group
in connection with the proposed reorganization of QEEC.

Attaclment

Wi Bosening



BANK OF GREEOE

THE GOVERNOR

Athens, March 12, 1960 h:fP 1 RL'C’D

>./(;,“,, ﬂZ”L _/ﬁqé/f.,k;’

I enclose three copies of the note on my
proposal for the establishment of an International
Export Credit Guarantee (or Insurance) Unit which
I have promised you during our meeting in Paris,

I believe that the proposed arrangements could
become complementary to the activities of the World
Bank and IDA and strengthen your efforts for a

more effective coordination of policies in the
problem of economic development.

Il was very pleased seeing you again and

I always much value your precious adviee on matters
of common concern.

;
¢

Xenophon Zolotas

,1-[.
Bugene Black Ssa., W Ll 5%] 7

International Bank for
Reconstruction and Development
Washington 25, D.C.

U. S. A. ( {jﬁ
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A PROPOSAL FOR THE ESTABLISHMENT OF AN
INTERNATIONAL EXPORT CREDIT GUARANTEE UNIT

By ¥enophon Zolotas
Governor of the Bank of Greece

The proposed extension and reconstitution of OEEC to an
Organisation of Economid Cooperation and Development including
all OEEC countries, as well as the United States of America and
Canada, should, in accordance with the 20-country Resolution of
January l4th, 1960, provide methods of assistance to the economic
growth of less developed countries. It is believed that the pro-
posal outlined in this note cnuld substantially contribute to the
w«Chievement of the above objective.

The establishment is being proposed, within the new economic
organisation, of an Internatiomal Export Credif Guarantee (or
Insurance) Unit - hereafter called the "Unit" - to fulfili the
following main objectives: First, to mobilise to & much greater
extent private capital resources for investment in the under-
developed countries nf the world, and, Becond, to create a mechanism
which in periods of reduced economic activity would support demand
in the advanced countries, through the expansion of exports of
capital goods, thereby meking also possible the continuation of
development investment in the underdeveloped countries during
periods of recession., Thése generzl objectives could be achieved
by providing collective guarantees (or insurances) by all advaneed
countries participating to the proposed new organisation, either
directly to interested private or public firms and financial in-
stitutions in underdeveloped countries and to financial institutions
and exporters in the advanced countries, or by indirect coverage of
such guarantees (or insurances) extended through corresponding
national institutions, against risks attached to the repayment of
loans on credits for exports of capital goods to underdeveloped
countries, on a wider scale and on easier and more uniform terms
than the sase has been hitherto.

I. Specific QObjectives of the Proposed International Export

Credit Guarantee Unit.

The following specific objectives can be fulfilled by the
proposed Unit-:

I There is a powerful tendancy of capital resources being
directed to and employed in the already advanced and stronger , as
opposed to the weaker countries in process of development. It is
accordingly necessary to provide strong and effective mechanisms

which could divert private capitel resources to the weaker, developing

countries and this can be achieved to a considerable extent by
the propcsed organisation which would fill en essential gap in the
existing organisations which are typically public in character.



2. The conditions under which suppliers' credits are now being
extended, under the present national guarantee or insurance
mechanisms, are restrictive and freguently incddquzte to meet
the problems of the developing countries. More particularly,

(2) the maximum period of the suppliers! credits under the
Bern Union is 5 years, although in many instances a longer period
of repayment would have been more appropriate given the nature of the
projects and the capacity of the borrowing country.

(b) the percentage guuarantee or insurance in most cases
covers about 75% of the value of the exported capital goods and
covers usually thé political, transfer and catastrophe risks.
There is scope in increasing the percentage of guarantee or in-

!surance up to 90% and widening its coverage so as to include the
credit-worthiness of the borrower.

1

(c) the insurance premiums on suppliers' credits very con-
siderablyand there is scope in reducing them to lower and more
uniform levels.

5+ The proposed Unit constitutes & step towards multilateralisation
of guarantees or insurances on suppliers' credits for exports to
underdeveloped countries, thus contributing to the general efforts for
multilateralisation of trade angd payments. One of the principal
disadvantages of the system now in force is that thw guarantee or
insurance facilities are usually provided under the initiative of

the supplier. To the extent that the guurantee or insurance could

be tied to the credit extended to g perticular importer in an under-
developed country the mobilisation of the necessary credit facilities
could be effected on & multilatersal basis, thereby strengthening and
making more effective competition with respect to quality and price,
Stech developements would be consistent with the general efforts to
promote multilateral trade and peyments. T.e additional important
advantage of multilaterzlisation of export credit guarantee (or
insurance) would be the elimination of any suspicion that supplierst
credits extended on a bi-lateral basis by particular countries are
influenced by political considerations.

4, A more systematic follow-up and coordination of loans and credits
or other resources made availsble to particular underdeveloped : - '

7 |countries by & central agency - such as the proposed Uni%¥ In the freme-
work of @ reconstituted OEEC - could be made possible by the system=
atic follow-up and assessment of the guarantee or insurance facilities
to be extended to such countries. This could be made &n cloge co=
operation with other departments of the new OEEC or other inter-
national agencies extending aid or loans and in conjunction with the
development plans of the less developed countries.

5. Economic and financial assistance extended by the advanced to the
less developed countries should necessarily range from very long term
to medium and shorter term loans and credits. To the extent that
intermediate term loans and cfedits could be provided by the co-
responding mobilisation of private capital resources, the proposed -
system of international collective guarantees would entail two
important results: (a) longer term export credits, instead of short
or medium-term facilities, which would be more consistant with respect



to certain types of projects and,at the same time, safer for the
lending country or countries. (b) To the extent that longer term
gredit through the proposed Unit would be made possible, grants in
aid and soft loans by the advanced countries could be concentrated
on meeting permanent gaps in the balance of payments and the re-
quirements of infrastructure investments of a very long duration,
while intermediate term suppliers'credits on easier terms to
private enterprise could gradusally to an increasing extent cover
capital good exports for self-liguidating projects. (c) Private
initiative and enterprise could be assisted in the underdeveloped
countries by direct contacts with firms in the advanced countries
which in addition to their capital good exports would provide
advice on technological kmow-hHow and orgaenisation.

II. General Principles of Organisation and Functioning of the

Proposed International Export Credit Guarantee (or

Insurance) Unit.

The formation of a wider economic organisation including
all countries of Western Europe and North America, i.e. most
Yndustrially advanced countries outside Eastern Europe, provides an
opportunity and undertlmes the necessity for a cocrdinated agency
on the principles outlined above. It appears that it would be use=-
ful for such an agency to constitute an independent legal entity,
although this may not be zbsoclutely essential. In addition to the
preceding considerations, the following principles of organisation
and administration could be suggested:

I. Organisatisn and Administration.

The best solution perhaps would be to imelude a general proe
vision for the establishment of the proposed Unit in the Convention
extending and reorganising the CLEC. The more detailed provisions
could be included in a special agreement to which member Governments
would be authorised to enter by the basic convention. It would
appear appropriate that the administration of such a Unit be en-
trusted to z small executive committee in which less developed
European countries would also participate, but the wider govern-
ing body should be composed of all countries members of the
extended and reorganised OLEC. Guarantees (or insursnce) would
be extended in support of capital good exports from any participat-
ing country to all underdeveloped countries of the world - including
European less developed countries. -

2. kstimated Requirements in Authorised Capital Hespurces,

In addition to the administrative expenses of the Unit,
which could be covered in the framework of the reorganised OEEC,
the main burden on public funds would result out of possible
defaults on guaranteed or insured credits. According to some
general estimates, 1f the Unit were authorised to guarantee or

i s



Mo s A
.Jgkﬂ

A |

]
I

[

insure loans and credits up to a total amount of $5,000 million, the
estimated risks of defaults in of premiums would probably

rnot exceed $50 million annually. A further extension of the proposed
$5,000 million ceiling of guarantees or insurance would accordingly
necessitate a bigger provision for annual risks, If against these
estimates an authorised capital of the order of $240 million were
epproved out of which 1/3 were immediately withdrawable upon the
opening of business by the new Unit, the immediate burden to the
budgets of the participating countries would be about $80 million

te be shared between the industrially sdvanced countries on the
basis of percentage contributions to be agreed upon between tdmpm-
selves,

These percentages would be zlso applied in case defaults of
guaranteed loans ledd in any particular year to payments in excess
of the resources available to the Unit. On these same percentages,

lquotas would also result with regpeet to the totcl velue of

exports from each particular industrial country to be guaranteed
by the Unit, The quota of any particular country within the total
permissible guarantees, could be exceeded by a maximum limit, say
50/, beyond which any further guarantees of exports from thet
particular country would huve to be covered wholly by the country
concerned,

3. Rigks to be Cgvered hy Guarantees or Insurance,

For the purpose of ensuring the greatest possible mobilisation
of private resources, the widest possible coverage of risks would
be essential., Such coverage should include:

(a) Commercial risks with respect to the insolvability of
the particuler borrower. It is essential that the arrangements in-
clude risks of default directly egainst the lending institution and
not only egainst the exporter, as it is now usually the ease with
the existing nationel export insurance arrangements,

(b) Political and transfer risks including any causes
resulting from political action, as well as from general moraterium -4
and related mezsures of import and foreign exchange restrictions.

(¢) Catestrophe risks out of events or zction of force
majeure including war, floods, earthquakes, as well as civil war

or revolution.

4. Premiums and the Relationship with Lxisting National

Lxport Insurence Arrangements,

It is advisable to zllow the proposed unit to provide
directly to financial institutions of the advenced or of the under=
developed countries or to particular exporters or importers their
guarantee or insurance facilities. In the cuse of guarantess provided
directly to an importer, the issue of a promissory note could be
envisaged as a first step leading to a complete export credit
guarantee operation,

'



I'he Unit could exereise an influence towards uniformity and
lower charges in the facilities of the various national export
credit insurance mechanisms. YThe possibility would azlso remain for
reguaranteeing or reinsuring perticular operations presented by
nztional export credit insurwunce agencies. In this latter case,
the premia would be distinctly lower than in the case of direct
guarantee, rlthough cetailed estimates gould not be worked out,
it appears reasonable to argue that reinsurince coverage against
political and catastrophe risks should not exceed .5% annually,
while coverage for the above risks plus commercial risks could
reach up to Iw. In the case of direct insurance higher premies
could be charged allowing a reazsonzble margin to the national
export credit insurance ageneies.

Mareh 1960Q.



A PROPOSAL FOR THE ESTARLISHMENT OF AN
INTERNATIONAL EXPORT CREDIT GUARANTEE UNIT

By Xenophon Zolotas
Governor of the Bank of Greece

The proposed extension and reconstitution of OEEC to an
Organisation of Economid Cooperation and Development including
all QOEEC countries, as well as the United States of America and
Canada, should, in accordance with the 20-country Resolution of
January 1l4th, 1960, provide methods of assistance to the economic
growth of less developed countries. It is believed that the pro-
posal outlined in this note cuuld substantially contribute to the
achievement of the above objective.

The establishment is being proposed, within the new economic
organisation, of an Internatiomal Export Credit Guarantee (or
Insurance) Unit - hereafter called the "Unit" - to fulfill the
following main objectives: First, to mobilise to a much greatexr
extent private capital resources for investment in the under-
developed countries nf the world, and, Second, to create a mechanism
which in periods of reduced economic activity would support demand
in the advanced countries, through the expansion of exports of
capital goods, thereby making also possible the continuation of
development investment in the underdeveloped countries during
periods of recession, Thése general objectives could be achieved
by providing collective guarantees (or insurances) by all advanced
countries participating to the proposed new organisation, either
directly to interested private or public firms and financial in-
stitutions in underdeveloped countries and to financial institutions
and exporters in the advanced countries, or by indirect coverage of
such guarantees (or insurances) extended through corresponding
national institutions, against risks attached to the repayment of
loans on credits for exports of capital goods to underdeveloped
countries, on a wider scale and on easier and more uniform terms
than the sase has been hitherto.

I. Specific Objectives of the Proposed International Export

Credit Guarantee Unit.

The following specific objectives can be fulfilled by the
proposed Unit-:

L There is a powerful tendancy of capital resources being
directed to and employed in the already advanced and stronger , as
opposed to the weaker countries in process of development. It is
accordingly necessary tc provide strong and effective mechanisnms
which could divert private capitel resources to the weaker, developing
countries and this can be achieved to a considerable extent by
the proposed organisation which would fill an essential gap in the
existing organisations which are typically public in character.



2, The conditions under which suppliers' credits are now being
extended, under the present national guarantee or insurance
mechanisms, are restrictive and freguently incddquate to meet
the problems nf the developing countries, More particularly,

(2) the maximum period of the suppliers! credits under the
Bern Union is 5 years, although in many instances a longer period
of repayment would have been more appropriate given the nature of the
projects and the capacity of the borrowing country,.

(b) the percentage guarantee or insurance in most cases
covers about 75% of the value of the exported capital goods and
covers usually thé political, transfer and catastrophe risks.
There is scope in increasing the percentage of guarantee or in-
surance up to 90% and widening its coverage so as to include the
credit-worthiness of the borrower.

(¢) the insurance premiums on suppliers! credits very con-
siderablyand there is scope in reducing them to lower and more
uniform levels,

5+ The proposed Unit constitutes a step towards multilateralisation
of guarantees or insurances on suppliers'! credits for exports to
underdeveloped countries, thus contributing to the general efforts for
multilateralisation of trade and payments. One of the principal
disadvantages of the system now in force is that thw guarantee or
insurance facilities are usually provided under the initiative of

the supplier. To the extent that the guurantee or insurance could

be tied to the credit extended to a particular importer in an under-
developed country the mobilisation of the necessary credit facilities
could be effected on a multilatersl basis, thereby strengthening and
making more effective competition with respect to quality and price.
Such developements would be consistent with the generzl efforts to
promote multilateral trade and peyments. Tue additionel important
advantage of multilateralisation of export credit guarantee (or
insurance) would be the elimination of any suspicion that suppliers?
credits extended on & bi-laterzl basis by particular countries are
influenced by political considerations.

4, A more systematic follow-up and coordination of loens and credits
or other resources made availeble to particular underdeveloped
countries by & central agency - such as the proposed Unit in the frame-
work of a reconstituted 0REC - could be made possible by the system-
atic follow-up and assessment of the guarantee or insurance facilities
to be extended to such countries. This could be mede &n close co-
operation with other departments of the new OEEC or other inter-
national agencies extending aid or loans and in conjunction with the
development plans of the less developed countries.

5. KEconomic and financial assistance extended by the advanced to the
less developed countries should necessarily range from very long term
to medium and shorter term loans and credits. To the extent that
intermediate term loans and cfedits could be provided by the co-~
responding mobilisation of private capital resources, the proposed -
system of international collective guarantees would entail two
important results: (a) longer term export credits, instead of short
or medium-term facilities, which would be more consistant with respect



to certain types of projects and,at the same time, safer for the
lending country or countries. (b) To the extent that longer term
credit through the proposed Unit would be made possible, grants in
aid and soft loans by the advanced countries could be concentrated
on meeting permanent geps in the balance of payments and the re-
quirements of infrastructure investments of a very long duration,
while intermediate term suppliergicredits on easier terms to
private enterprise could gradually to an increasing extent cover
capital good exports for self-liquidating projects. (c) Private
initietive and enterprise could be assisted in the underdeveloped
countries by direct contacts with firms in the advanced countries
which in addition to their capital good exports would provide
advice on technological kmow-how and organisation.

II. General Principles of QOrgenisation and Functioning of the

Proposed International Export Credit Guarantee (or

Insurance) Unit.

The formation of a wider economic organisation including
all countries of Western Zurope and North America, i.e. most
industrially advanced countries outside EKastern Europe, provides an
opportunity and undergimme the necessity for a coordinated agency
on the principles outlined above. It appears that it would be use=-
ful for such an agency to constitute an independent legal entity,
although this may not be absolutely essential. In addition to the
preceding considerations, the following principles of organisation
and administration could be suggested:

I. Organisatien and sdministration.

The best solution perhaps would be to imelude a general proe
vision for the establishment of the proposed Unit in the Convention
extending and reorganising the CZEC. The more detailed provisions
could be included in & special agreement to which member Governments
would be authorised to enter by the basic convention. It would
appear appropriate that the administration of such a Unit be en-
trusted to a small executive committee in which less developed
Furopean countries would also participate, but the wider govern-
ing body should be composed of zll countries members of the
extended and reorganised OEEC, Guarantees (or insurance) would
be extended in support of capital good exports from any participat-
ing country to all underdeveloped countries of the world - including
European less developed countries,

2. Estimated Requirements in Authorised Capital Respurces.

In addition to the administrative expenses of the Unit,
which cculd be covered in the framework of the reorganised QEEC,
the main burden on public funds would result out of possible
defaults on guaranteed or insured credits. According to some
general estimates, if the Unit were authorised to guarantee or

if s



insure loans and credits up to & total amount of $5,000 million, the
estimated risks of defaults in excess of premiums would probably

not exceed $50 million annually. A further extension of the proposed
$5,000 million ceiling of guarantees or insurance would accordingly
necessitate a bigger provision for annusl risks, If against these
estimetes an authorised capitzl of the order of $240 million were
approved out of which I/B were immediately withdrawable upon the
opening of business by the new Unit, the immediate burden to the
budgets of the participating countries would be sbout $80 million

te be shared between the industrially edvanced countries on the
basis of percentage contributions to be agreed upon between tawmn~
selves.

These percentages would be zlso applied in case defaults of
guaranteed loans lead in any particular year to payments in excess
of the resources available to the unit, On these same percentages,
quotas would also result with regpeet +to the totcl value of
exports from each particular industrial country to be guaranteed
by the Unit. The quota of any particular country within the totzal
permissible guarantees, could be exceeded by & maximum limit, say
50/>y beyond which any further guarantees of exports from that
particular country would huve to be covered wholly by the country
concerned,

5. Rigks %o be Cpvered by Guarantees or Insurance.

For the purpose of ensuring the greatest possible mobilisation
of private resources, the widest possible coverage of risks would
be essential. Such coverage should include:

(a) Commercial risks with respect to the insolvability of
the particuler borrower. It is essential that the arrangements ine
clude risks of default directly zgainst the lending institution and
not only egainst the exporter, as it is now usually the case with
the existing national export insurance agrrangements,

(b) Political and transfer risks including any causes
resulting from political zction, as well as from general morateorium -.4
and related measures of import and foreign exchange restrictions.

(¢) Catastrophe risks out of events or action of force
majeure including war, floods, earthquakes, as well as civil war

or revolution,

4. Premiums and the Relationship with Gxisting National

Export Insurance Arrangements,

It is advisable to cllow the propoeed Unit to provide
directly to financial institutions of the advanced or of the underw
developed countries or to particular exporters or importers their
guarantee or insurance facilities., In the case of gucrantess provided
directly to an importer, the issue of a promissory note could be
envisaged as a first step leading to a complete export credit
guarantee operation,

.



The Unit could exercise an influence towards uniformity and
lower charges in the facilities of the various national export
credit insurance mechanisms. “he possibility would also remain for
reguaranteeing or reinsuring particular operations presented by
national export credit insurunce agencies. In this latter case,
the premia would be distinctly lower than in the case of direct
guarantee, Llthough detailed estimates would not be worked out,
it zppears reasonable to argue that reinsurance coverage against
politicel and catastrophe risks should not exceed .5% cnnually,
while coverage for the above risks plus commercial risks could
reach up to Iw. In the case of direct insurance higher premie
could be charged allowing a reasonzble margin to the national
export credit insurance ageneies.

Mareh 1960.



Form No. &7
(5-48)

TO:

FROM:

SUBJECT:

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFCE MEMORANDUM

Files DATE: February 16, 1960
leslie G, Butcher

Proposal for American Export Credit
Guarantee Corporation

1., Mr, Francis X, Scafuro is a Vice-President of the Bank of America
National Trust and Savings Association stationed in New York, He is also
Chairman Pro-tem of the National Coordinating Committee for Export Credit
Guarantees, International Section, New York Board of Trade, Inc,, and it is
in this capacity that he is now promoting an organization to guarantee
export credits.

PURPOSE:

2., The purpose of the organization would be to provide U.S. exporters
and institutions which finance exports with facilities comparable to those
existing abroad for obtaining guarantees against the risks involved in export
credits,

ORCANIZATION:

3. Mr, Scafuro proposes the establishment of an institution to be
known as American Export Credit Guarantee Corporation. It would have its
head office in New York City and branches elsewhere in the United States,
It would offer to U,5, exporters and their overseas subsidiaries guarantees
to protect their receivables against losses arising from commercial and
political risks including prolonged delays in exchange transfers,

The corporation would pay from its own funds claims arising from purely
commercial risks, Mr, Scafuro hopes to have the support of the U,S,
Government tc ensure payment of claims arising from political risks.
(See paragraph 5 below), The corporation would be expected to provide a
fair return on invested capital.

Lis The corporation would have on its staff foreign trade analysts
and economists who would examine the credit status of the insured debtors
and the political and economic conditions in the customer countries.
Sources of information about customer countries which Mr, Scafuro mentions
include the U,S., Departments of State and Commerce, the International Bank
for Reconstruction and Development, the International Monetary Fund, the
Export-Import Bank, the export credit guarantee organizations of other
countries, and the Berne Union,



To: Files -2 February 16, 1960

SUPPORT OF U,S, Govermment:

5« The proposal calls for enactment of federal legislation to
provide that the corporation be federally chartered and authorized to
borrow within specified limits from a government agency to be designated
by the U,S., Treasury, The purpcse of borrowing would be limited to pay-
ment of claims arising from political risks if they should excesd the
corporation's reserves,

ELTGIBILITY FOR COVER, PERCENTAGE OF COVER AND TERMS:

6. U,S, exporters and their overseas subsidiaries, banks and
other finance agencies would be eligible for policies covering goods and
services of all types produced and exported by U,S. firms and their
overseas subsidiaries, The corporation's guarantees would cover up to
90% of the value of contracts after down payments by the importers.,

For consumer goods policies would normally run up to 6 months; for capital
goods up to 5 years from delivery.

PREMIUMS:

7o Premiums would amount to about 1% for comprehensive cover
(commercial and political risks) on short-term transactions; for capital
goods calling for cover for longer terms premiums would be proportionately
higher,

CAPTTALTZATION:

8, At the start of operations the capitalization would be:

Authorized Capital: $150 million
Initial Subscribed Capital: $50 million
Initial Paid-In Capital: §5 million
An initial surplus of $500,000 is mentioned but there is no
explanation of it,

LTMITS ON LTABILITIES:

9. The corporation would have authority to issue guarantees
totalling fifteen times its paid-in capital. At the start of business
its limit would thus be 75 million, The corporation would call for
the paying=-in of additional capital as the volume of business showed
the need for it, If the authorized capital figure of {150 million were
fully subscribed and paid-in there would be a base for maximum liabili-
ties of 52,25 billion, Mr. Scafuro considers this maximum adequate because
the experience of two comparable export credit guarantee organizations =
the British and the German - has been that only about 15 per cent of the
total annual exports of their countries is insured under their policiese.
He mentions also that a large part of U.,5. commercial exports are financed
by methods which eliminate the need for credit guarantees,
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STOCK OWNERSHIP:

10. At least 51% of the capital stock should be held by 1.8.
insurance interests, preferably those already engaged in casualty in-
Surance, and banks and finance institutions active in international
trade., The rest of the capital stock would be held by other organiza-—
tions in export trade with perhaps scme shares being offered to the
public,

STATUS OF THE PROPOSAL:

11, Starting in November 1959 Mr. Scafuro sent letters to over
1,000 U,S. manufacturers, exporters and others interested in interna-
tional trade outlining his proposal. Of 170 replies received by the
end of January, 139 indicated that they favored the plan in principle
and would support it,

12, As a first step IMr, Scafuro suggests a pilot corporation
to serve primarily as a demonstration of good faith, He will invite
one hundred or more American firms to subscribe a nominal capital sum
(say $1,000 each) on the understanding that this capital will remain
intact and that anyone rendering services to the pilot corporation
shall do so without charge., He proposes also to invite the subseribers
to the capital stock of the pilot corporation and others active in Hebs
international trade to contribute $100 each to a working fund, If the

response to these invitations is favorable he will ask lawyers to
prepare the documents necessary for incorporation, After incorporation
a committee of the incorporators will be appointed, Tt will be the
task of the committee to obtain the support of the U,S, Treasury and
other Government agencies for the corporation to receive a Federal
charter as outlined in Paragraph 5 above and to start operations,

13, An article in The Journal of Commerce, International
Edition of February 6, 1960, states that the Senate Interstate and
Foreign Commerce Committee will begin hearings on March 15 on problems
involving U,S. foreign trade, and that Senator Magnuson, the Chairman
of the Committee, has said that the Committee will gather views on
existing export difficulties, including credit facilities, Another
article in the same newspaper states that the Administration is study-
ing a proposal for an export credit insurance scheme but the article

does not mention the Scafuro proposal,
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Thank you very much for your letter of the 23rd November
about the proposed Entity to represent foreign investors. The
Geneva Study Group will certainly give a lot of thought to this and
I know it is also being carefully considered by my friends in the
I.C.C. I will keep you informed of any developments, ‘

I confirm having sent you the following telegram:

"Thank you for your letter, Is there any possibility
of your lunching on December 1st, 2nd or 3rd, or
dining on December 3rd, "

I hope that it may be possible for you to lunch or dine on one
of the dates mentioned.

Eugene R, Black, Esq., —
International Bank for Reconstruction and Development,

Washington 25, D,C,

U8, A,
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Yours sincerely,
(Sigued) Eugene
imgene R. Black

. Hlack added the following in his handwriting:

Mr, Rist
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we could get together

Will be in London

m; l- 3-.

!’P.R.

co:

E.R.B, *®



November 23, 1959
Dear Hr. Reinhardt: P E

L
Thank you for your letter of November 3, 1959, which are
rived while I was away from Washington on a trip to Latin America.

i
I am glad to know that you think the Intemational Study
noern itself with this general ides and 1 will be very
pleased to know if anything concrete develops from their considera-

ticm

I am making a short trip to England in December bul doubt
that I wuld have a chance to come to Switserland, much as I always
like

[Sigred) Fugene R. Black

bugene Il. Hlack
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From THE RiguT Hon#t LORD SHAWCROSS. . ST. HELEN'S COURT,
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%Eﬂth November, 1959.

L
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You may possibly remember the talks that we have had on proposals for
the protection of foreign investment, including the idea of a multi-lateral
convention, a draft of which is currently before the 0.E.E.C.

liy colleagues and I were very interested indeed in the proposal which
you made at the Washington meeting of the World Bank that some new entity
should be established which should represent the interests of foreign
investors, I had the opportunity of discussing the matter in some detail with
Leo Weleh while I was in New York recently, and I had indeed discussed the
general problem of the protection of foreign investment with him when he was
over here earlier in the year.

As you may know, I am a member - and was partly responsible for the
foundation - of a study group with offices in Geneva which goes under the
rather grandiose title of the "Association Internationale d'Etude s pour la
Promotion et le Protection des Investissements Prives en Territoires
Btrangers". Amongst the members of this Group, which is quite small, are
M. Smets, M. Reyre, Herr Abs, M. Massigli, M., Carli, Sir Jeremy Raisman,
"Chuk" Spofford and Arthur Dean. This group is studying the various methods
which might be pursued in order to improve the climate for foreign investment,
and I am arranging to send you a copy of its prospectus in a day or two.

I feel sure that the group will wish to consider how best to implement
the suggestion which you made, and I wondered whether you would feel it
possible to tell me whether you had any special views as to the steps which
might be taken to get such an entity established. There is, of course, the
possibility that the I.C.C. might take the matter up, and indeed I understand
that Mr. Philip Cortney is proposing to suggest at the next Council Meeting
of that body that the I.C.C. should indeed establish a new entity of the kind
contemplated under its own aegis. Leo Welch and I felt, on the other hand,
that the new body should be one of a rather different kind. The I.C.C.
primarily represents trading and commercial interests rather than those of
the private investor, and our own view was that if a new entity were
established it should be one consisting of a few individuals of recognised
standing who would be able to act quickly and informally without prior
reference or subsequent reporting back to any other body.

Fugene Black, Esq.




I should be most grateful for any opinion that you may feel able to
make and which, I need hardly say, I should treat as entirely confidential.
I really want to make up my own mind as to what action it would be most
useful to take at this stage in order to implement your ideas.

LA UL

/ |
T

Fugene Black, Esq.,

International Bank for Reconstruction
and Development,

1818, H Street, N.W.,

WASHINGTON 25, D.C.
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GENERAL MANAGEMENT Zurich, November 3, 1959

f}%‘h - -
_ &,/ Mr. Bugene Black, President
k. ! International Bank for
ch ' iﬁ_ 5 Reconstruction and Development
B 1818 H Street, N.W.

~

Washington 25, D.C.

Dear Mr. Black,

Yesterday I had the visit of Mr. Ventimiglia who brought
me greetings from you, for which I thank you very much. We were
discussing the problems of developping countries which were in
the foreground of the talks of your last General Meeting and
which, after all, led to the decision to found the IDA.

As T informed Mr. Ventimiglia, I have been appointed
Chairman of the International Study Group for the Promotion
and Protection of Private Foreign Investments domiciled in Ge-
neva, 92, Rue du Rhdne. At his desire, I have also given him
a copy of the speech which I have delivered on October 27, 1959,
at the meeting of the Association of Swiss Holding and Finance
Societies, in which I dealt with the protection of the invest-
ments abroad. Unfortunately, this review exists only in German
language.

I feel sure that the above International Study Group
founded on December 8, 1958, will at least in some ways follow
the intentions which you expressed in your address to the Gene-
ral Meeting of September 29, 1959, in the terms as hereafter:
",.. that an entity made up exclusively of private investors
from all countries ... might help in finding solutions to dif-
ferences which have actually arisen between governments and
foreign investors".

However, I should be very interested to learn whether
you planned a concrete organization. Perhaps you will be good
enough to let me know what, in your mind, would be the object
and purpose of such an assoclation. I should, in fact, be most
pleased if we could do something in the way of your intentions.

Amongst the members of the Study Group figure a number
of personalities who are prominent in the field of the further
development of international law for the protection of foreign



investments, such as Lord Shawcross and Mr. Abs, but also lr.
Dean, lMr. Spofford, Minister Carli and Ambassador lMassigli as
well as Mr. Reyre from the Banque de Paris et des Pays-Bas and
Mr. Puissant-Baeyens of the Banque de la Société Générale de
Belgique.

Hven if the danger of a general crisis of the balance
of payments, which has overshadowed the European currencies
in the past, has meanwhile disappeared, I still have the im-
pression that in the next few years problems of this nature will
become more and more important with a number of developping
countries and that it will by all means be essential to fix in
the minds of all parties concerned the four principles mentioned
in my above stated speech, namely the "pacta sunt servanda",
immediate and full remuneration in case of direct or indirect
expropriation, the avoidance of discrimination of foreigners
and the settlement of conflicts by a neutral court of arbitra-
tion, which do not merely serve for the protection of foreign
property but also form the basis of -a fully functioning, diver-
sified and closely collaborating universal economy.

I heard that you intend coming to Europe at the begin-
ning of Uecember and I should naturally be most pleased to have
an opportunity of seeing you on that occasion.

With best personal wishes,

Very trﬁly yours,

z. Zax Lot

. Reinhardt

BY AT MATL
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Dear lMr.Black,

1 planned to use the occasion of meeting with
you to taeke up the problem of the protectbn of private
international investments, which you discussed in
your address to the Washington meeting.

I have negotiated quite an important number of
internationel investments on which defaulis have subse-
guently occured and I have been much occupied with
negotiations on the seitlement of such defaults. In
many cases 1 have watched helplessly the misery of the
investors left without effective assistance forthco-
ming from those who had encouraged these investments
before.

I thought, that I might be able to make some
contribution to your project in its organising and
policy-establishing stage and I wanted to submit this
thought to you.

Kindest regards

Your sincerely

) ot
L /f)j

F.G.Steiner.

President Eugene Black,
Int.B3ank for R.and D.
Washington, D.C.
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November 3, 1959

Dear Mr, Abs:

accept my thanks for your letter
amm on the interesting poiuts you
raiseds I had hoped to see you at cur Amnual
Meeting and was disappointed that you ceuldn't
come, although I enjeyed verymmch a visit from
Dr, Lrebe.

I am going to London and will be there
from November 30th to December 3rd. I am then
going %o Brussels for & couple of days before
returning to Vashington. Is there any chance
of your being in London while I am there as I
cannot possibly go to Cersany on this particular

Best regards.
Very sincerely yours,

(Signed) Eugene R, Black

Eugene R, Elack

_Hr, Hermamn J. Abs

“Junghofstrasse S=11
Frankfurt (Main)

Federal Republic of Cermany

ERB:mel

E/



AN Proose hass n. "
A H}Fr 1{ f:‘ v one.

I sm glad to learn that, in ithe
an international orgenization of private
along the lines suggested in my speech is set up,
you might be available to help.
who could be

L]
g
:
A
8
8

(Signed) Eugene R. Black

¥r, 0. M, E. Loupart
Buigze "Wilgenakker"
Kansalduk Z. 7

Badhoven, Holland

ERB:mel
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November 3, 1959

Dear Mr. Hoxter: %
Flease accept my thanks for your two o ey (B T
recent letters and my appreciation for the senti-
ments which you expressed. I would be very glad
to see you and discuss further the point raised
in my speech at our Anmmal Meeting., Please let
me know when next you expect to be in Washingtem,
Very sincerely yours,

(Signed) Eugene R. Black

Eugene R, Bleck

¥r, Curtis J. Hoxter
527 Madison Avenue
New York 22, ¥, Y,

ERB:mel
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oxigtence of the . : Protective Soclety in
the Netherlands.

this matter.
Yours sincerely,
Bugene R. Hlack
Dre A, Quint "
i lversun



November 30, 1959

Mr. Norman D. lLees

¢/0 Mr. E. W. Johnson

Deloitte Plender CGriffiths & Co.
Av., R. 3. Pena

Buenos Aires

Argentina

X f\*’\r‘
Dear Mr. lees: ) e

”
In accordance with my earlier letter I enclose the
documentary material on Puerto Rico.

I hope it will prove useful to you.

Technical Assistance and Liaison Staff

s

Enclosures

RUD:SEB:em



Form No. 59
(2.55)

CROSS REFERENCE SHEET

COMMUNICATION: (gllection of correspondence to and from Mr. Haight and Sommers
DATED: jNovember Lth, 9th, and 12th and October 26th and 30th

TO:
FROM:
FILED UNDER: Arbitration
Crossed to 1 Private Investment
o G |
- i Contractors CGeneral

To arrange a meeting to discuss settlement of disputes
between govermments and private investors and contractors.



November 18, 1959

Mr. Norman D. Lees
Longstone
Thurlestone

8. Devon

England

Dear Mr, lees:

I am replying to your letter of November 1, asking for material N ot
on Puerto Rico pertaining to the cooperation between government and pri- bn, (I .

vate enterprise in fostering industrisl development for use in your / j
work as a member of the mission to Mauritius. ’ %-4"12&‘/.
ot Do
I have gathered together two studies done a few years ago by a h'mé/\(' (

mrorwammthmmmmnlmtw

and the (overnment Development Bank for Puerto Rico, and a brief paper
on entrepreneurial activities of the Puerto Rican government prepared

by one of the Puerto Rican officials most concerned with those activities.
ulthum;mtwtordnuufnrnmirﬂmlmcummd,
but I think they will nevertheless serve your purpose. I have also
ordered for you a fairly recent book on Puerto Rico which I believe will
be useful. When the book arrives, I will have it sent with the other
material to the Buenos Aires address you gave me.

Tou said you had seen Bank reports dealing with the problem of

government/private enterprise cooperstion in general terms. I am not
sure what reports you have in mind, other than our general survey mission

reports uhichumuydnlmpmuthm.ametotdculmmm-
blems. Idmbtthntthoumldhpnruauhﬂ;uumum.

If T come across other relevant material I will have it sent on
to you. The proposed mission should be most interesting, and I hope it

proves so to you.
/

With all good wishes,
Demuth

RHD:SEBtem _Director
Technical Assistance and Liaison Staff
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PAR AVION

AIR LETTER

£
l Sender’s name and address: . iande
H [

AN AIR LETTER SHOULD NOT CONTAIN ANY
ENCLOSURE ; IF IT DOES IT WILL BE SURCHARGED
OR SENT BY ORDINARY MAIL,

a3y o uado oy,




