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Files December 17, 1965
L. Hurick

Mr. Lochmenn of the United Nations Secretariat came in yesterday to
see me and told me the following.

His department is starting to work on a publication to be published
by the Secretary-Ueneral which would state the kinds of problems involved
in a private foreign investment, and would come up with conclusions (he
called them "guidelines") regarding appropriate solutions, These guide-
lines would cover matters such as taxation, repatriation, settlement of
disputes, terms of entry and simlilar matters. In addition they would
hope to distinguish between treatment to be afforded an industrial
ente and an enterprise for the exploitation of natural resources.
For this work they have hired as a consultant Professor Fatourous.

Another part of the publication would be devoted to the use of
various financial institutions in the financing of projects in developing
countries; 1.e, the international institutions, local development benks
consortia;. ete, For this part they have hired Professor Nyhart.

c¢.c, Mr, A. Broches
!!r. G. Delaums
Mr. D. Suratgar
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Mr. B. A, de Vries June 1’ 1965
P, Leon
Be "Plan" 1 '\L\’
'/.1 A A
i ""I.'
p " Mr. Schick's memorandum on the above describes the plan and

explains its various aspects. In my opinion, the major weakness of the
plan is that it may have no real advantage. If the total amount of

bonds the Bank can issue is limited - and our paper on the Horowits
proposal implies so - any dividend-bond issued by the Bank to stockholders
and afterwards sold by them on the capital market will diminish the amounts
the Bank can obtain on the market for its own bonds. Only insofar as
stockholders do not sell the dividend-bond there may be a net increase in
the market of all types of Bank bonds, This seems highly unrealistic. In
any case, the amount of dividend bonds retained by stockholders potentially
reduces their contributionsto other bond issues on the market having similar
characteristics (IBRD, EIB, IADB bonds, etc.). Furthermore, the capital
acquired by the Bank through the dividend-bonds has to be invested in the
country where the dividends came from, reducing owr Tending flexibility.

2. The encouragement to foreign private investment that the plan

may yleld is also dubious. Stockholders of small foreign firms have par-
ticipated in the venture and will continue to do so only if their return

is higher than in the home market., If their dividends are not in cash,

no matter how liquid the bonds they obtain, they will switch to other
investments., If the foreign enterprise is a subsidiary of a big company
(say, Esso), then the mother company will get the dividend-bonds, not the
stockholders., This may make the market of the dividend-bonds an "imperfect”
one, due to the accumulation of such bonds in the hands of few big companies,
I do not think the Bank would like this,

3. In conclusion, if we maintain a negative attitude on the Horowita
proposal we cannot be positive on the Belgian Flan, I think we should
politely discourage the Belglans and perhaps say that we are taking up the
general idea of studying the ways and means to encourage foreign private
investment in LDCs. If I am not wrong, we are thinking about a new formu-
lation of the Multilateral Investment Insurance scheme,

A



Files May 1h, 1965

The meeting was held on May 12. As Willard Thorp was in Uganda,
the chair was taken by Plerre-Brossolette, who had been elected vice-
chairman of DAC to replace André de Lattre.

A working party of fiscal experts, mainly U.S. inspired, prepared
a paper on the subject (DAC(65)11, dated May 3). The paper describes
present procedures (tax exemptions, preferences, ete.), but does not
contain proposals for the future.

While the U.S5. seems to be favorable to the inclusion of the sub-
Jeet in the agenda of the forthooming DAC ministerial meeting (July 22-23),
the U.X. is opposed, at least at present. In the U.K. opinion tax incent-
ives are not sufficient incentives for private capital.

The French are not exactly hostile to ineluding the matter in the
agenda; however, they would not like to burden the ministers with too many
sub jects, especially if they are controversial.

The meeting decided to "de-restrict” the text of the study submitted
by the fisecal group ("de-restriction” is less public than "publication”)
and leave it to the Council to decide whether it will or will not be sub-
mitted to the high-level meeting.

2. Multilateral Im

IBRD needs a decision from OECD on the continuation of its study on
the subject. The Council of OBCD is unable to make a decision because -
as I was told confidentially ~ Greece and Portugal are against.

The OECD representative (a Mr. Peter Benjamin - Mr. KSnz has resigned
in the meantime) has made a report to the meeting. He admitted that there
were still "some difficulties” but OECD is hopeful to solve them Within the
next two or three weeks". Therefore he requested IBRD to be patient for a

little longer.

On instruction from Mr. Demuth I pointed out to the meeting that UNCTAD I
had asked us (in Resolution A.IV.12) to submit the result of our study by
September 1965 at the latest. Therefore, an early decision by OHCD would be
most desirable.

3.

At the request of the chairman I reported on the present state of the
Convention, on Tunisia having been the first government to ratify, and




-a-

requested the assistance of the delegations to obtain action on ratifica-
tion, as fast as possible, in their respective legislations.

The chairman agreed and requested the delegations to act.

k. Draft Convention on the @rotection of Private Property.

OECD Assistant Secretary-General Hahnemann reported to the meeting.
There is no agreement yet on the subject and it is the Couneil's opinion
that priority should be given to the negotiations on Multilateral Invest-
ment Guarantees.

5e motion of bilities in Priva ves .

Mr. Gilbert Carter, of AID Washington, reported on AID's activities
in this field.

a. A specialized section of AID prepared an index of feasibility
studles on possible projects all over the developing world. At present
the index contains about 1500 studies and is being constantly reviewed.

In reply to my guestion we were told that, as of now, there has
not been any discussion on this subject between IFC and AID. AID would be
happy to exchange its material with that of IFC.

b. The " t ibi ury. " is another
initiative taken by AID. Its purpose is to subsidize the preparation of
feasibility surveys.

The survey is prepared by the potential private investor. If
the results are such that the firm does not want to make the investment,
AID pays 50 per cent of the cost of the survey. No such reimbursement
is done if the result is positive, 1.e. the survey leads to effective
investments.

Aeccording to AID the program, only about one year old, is
proving to be successful. At present there is no coordination yet between
AID and the GATT Trade Information Centre or the UN Speclal Pund.

i M‘M%.m' Its main purpose is to assist
smaller privately-owned firms. ‘

Assistance is given in the form of a demonstration program and
management tralining institutes.

Last year the U.8. industry contributed speakers, allowed visits
of U.8. factories, etc. Management training institutes are financed partly
by Usl., partly by the receiving country (i.e. Colombia, Nigeria).

d. International Executive Service Corps. A sort of "Peace Corps
of Executives” started on the prapoﬁ of David Rockefeller. Volunteers
from the U.8. business community (retired or active) agree to work for
LIC business ventures. Over 3,000 businessmen have volunteered already.
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By June 1965 there will be 30-35 volunteers in the field. In 1966 there
will be several hundred - 155 business projJects are under discussion in
30 different countries which wish to participate in the program.

AID will provide headquarters and personnel and 75 per cent of
operating costs in the first year. The local enterprise will pay living
expenses and, if possible, travel. No salaries will be paid.

6. Coordination. The U.S. representative proposed the creation
of a working group consisting of representatives of interested DAC counw
tries, of BIAC (the Business and Industry Advisory Committee to ORCD) and
international organizations; the purpose of the group would be to keep
discussing current problems of private investment. The group will be
interested in receiving assistance from IBRD, particularly on questions
relating to EDI, IFC and also development banks.

The DAC Secretariat was requested to prepare terms of reference
of the working group. PFinal deoision will be taken at a later date.

Enclosure



ORGANISATION FOR ECONOMIC RESTRICTED TO PARTICIPANTS
CO-OPERATION AND DEVELOPMENT Paris, 3rd May, 1965.

DAC(65)11

DECLASSIFIED
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DEVELOPMENT ASSISTANCE COMIITTEE

FISCAL, INCENTIVES IN CAPITAL EXPORTING COUNTRIES
FOR PRIVATE INVESTMENT IN DEVELOPING COUNTRIES

(Note by the Secretariat)

The purpose of this note is to review briefly the
background and nature of the Report by the Fiscal Committee
on Fiscel Incentives in Capital Exporting Oountries for
Private Investment in Developing Countries /C(64)139/, and
to set out suggestions for action by the D.A.C. in its
consideration of the document.
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Xs Background of the Report by the Ikiscal Committee

1. The promotion of private direct investment in the
legs—-developed countries has been of long-standing concern to
the Members of the Development Assistance Committee and its
predecessor, the Development Assistance Group. At its Pifth
Meeting, held in Tokyo, 1lth to 13th July, 1961, the Develop-
ment Assistance Group "agreed that the problem of incentives
to private investment in developing countries should be re-
garded as a continuing part of the work of the D.AL.G.," and
"agreed to ask the Council of the O.E.E.C. to request the
O.E.E.C. Fiscal Committee to study the problems regarding the
desirability and character of fiscal incentives in capital
exporting countries.m(1) The Council of the 0.E.C.D. accepted
this suggestion and, at its second meeting on 13th October,
1961, ingtructed the Fiscal Committee to undertake such a
study.(2)

2 A Working Party consisting of the Federal Republic of
Germany, Greece and the United States (Rapporteur), was formed
by the Fiscal Committee to conduct the study. A questionnaire
was circulated in May 1962 to Members of the Fiscal Committee
for the purpose of eliciting detailed information on the fis-
cal policies of the various Governments regarding private
foreign investment. The Fiscal Committee devoted a number of
meetings to the analysis of the replies to the guestionnaire
and discussion of the draft reports prepared by its Working
Party. A final report was adopted by the Fiscal Committee at
its meeting of 22nd - 25th September, 1964. The Report thus
represents a considerable effort by both the Working Party and
the full Committee, stretching over a period of three years.

8 5 Nature of the Report

3 The Report is concerned with income tax incentives and
does not deal with other types of taxes and duties, although it
is recognised that they may also influence the flow of invest-
ment. Four principal methods of tax treatment of foreign
income are considered: exemption, tax credit, deduetion, and
special rate., An examination of the reclative merits of these
basic methods as tax incentives for investment in developing
countries, together with those of other positive incentive
measures such as investment allowances and credits, constitutes
the heart of the Report. In addition, there is extensive dis-
cussion of the inter-relationship of tax systems in capital
exporting countries and developing countries and of the role of

(1) D.A.G. Fifth Mectings Statement to the Twenty Governments
and the Commission of the Buropean Economic Community.

(2) The Council also accepted a suggestion that a Japanese ex~—
pert be included in the discussions on this particular
problems consequehtly there was full Japanese participation
in the preparation of the Ekeport.
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tax treaties in promoting investment. The Summary and
Conclusions of the Report, set forth in paragraphs 188 - 197,
arc of a2 generzl nature, showing the merits and demerits of
alternative approaches to the tax treatment of income from
private foreign investment in the developing countries, but
not maliing specific recommendations for unilateral or multi-
lateral policy decisions by donor or recipient countries.

4. Tkhe Leport contains an Annex presenting a comparative
analysis of the tax treatment by Member Govermments of the in-
couwe derived from foreign sources. 1t covers both personal
and corporate income in a wide variety of forms as well a
official attitudes toward tax incentives and measurcs in force
for the avoidance of double taxation. In addition, there is
& section based on the replies to a special group of guestions
directed to developing 0.E.C.D. eountries. The Annex is en-—
hanced by a tabular appendix comparing the major effects of
existing Member tax policies on profits left and taxes paid by
form of organisation.

Iils Possible Action by the D.A.C.

5. The Fiscal Committee's Report will be submitted to the
Council as the Committee's instructions to

undertake the study originated with the Counecil. The
Committee has indicated that it would have no objections to fac
publication of the Report. Before going to the Council,
however, ‘the Report is submitted to the D.A.C. for examination,
because the Council's action stemmed from a request initisted
in the first instance by the Development Assistance Group. The
D.A.C. should consider whether or not it wishes to recommend to
the Council that the Report be publishede. Action on the
Report is all the more timely and relevant since the Final Act
of the UNCTAD (Annex 4.IV.12) and the fourth report of the U.X.
ECOS0C on the flow of capital to less-developed areas (E/3905)
both refer to fiscal inccntives as one of the many types of
meagsures which could be employed to stimulate the internationszl
flow of long-tecrm private capital.

6 The D.A.C. should also consider the possibility of
placing this subject and the Beport on the agenda of the High—
level lieeting to be held 22nd - 23rd July, 1965. A resclution
might be considered at that time which might restate in general
terms the potential contributions which cen be made to economic
development by private foreign investment and speeifically
point out the relevance of approrriaste fiscal policies in
stimulating private capital flows.

Te In the body of the resolution, it would not be
appropriate to recommend specific steps to be takea by Member
Governments, but the resolution might endorse certain genecral
ovjectives as does the Report. Thue, the DeA.C. might
recommend to Member Governments that, based on the conclusions



¢f the Report, action should be taken along the following

lines:

(a)

(v)

()

(d)

Elimingtion, of fiscal deterrents to investment in
developing countries:

(i) by extending as far as possible to invest-
ment made in developing countries the same
tax benefits as may be given for investment
at home in the form of accelerated de-
preciation, initial allowances, investment
allowances or investment credits and to
allow eventual losses from investment made
in developing countries to be deducted from
income from domestic sources;

G 24, by giving adequate recognition, in their tax
trecatment of foreigh income arising in
developing countries, to taxes paid in such
countries;

Consideration of the adoption of "pogitive" tax
incentives appropriste to their circumstances which
would make investment in developing countries more
attractive than domestic investment or investment in
other industrialiscd cocuntries;

Consideration of what adjustments, if any, may be
appropriate in their tax systems in order not to
frustrate the tax incentives granted by developing
countricss

Pursuit of their efforts to conclude bilateral
Conventions for the avoidance of double taxation with
developing countries with a view to facilitating
private investment in these countries.

8. The resolution might also suggest that the efforts by
the D.A.C. Members can be frustrated by off-sectting tax
policies in less-developed countries and that they should be
encouraged through both multilateral and bilaterzl contacts to
give weight in their fiscal operations to the gneouragemeht of
private foreign investment.



Mr. Irving S. Friedman April 29, 1965
Werner Schick

Comments on "Un Plan en vue de l'acoroissement des Investissements dans
les Pays en voie de developpement!”

1. The rationale of the proposal

a) Public international aid is inadequate to close the gap in the
standards of living between the developing and the industrial
nations, Being subject to congressional approval it has little
chance to inorease substantially.

b) The flow of private capital should and could fill the gapj it
has, however, been constant or even decreasing in the last few
years,

@) Efforts to stimulate the flow of private capital should, of
course, try to minimize the losses of such investments by
establishing insurances or courts of arbitration. In addition
to that, however, it should try to create a system whicli takes
into consideration both the interests of the industrial as well
as of the developing nations, and thus is likely to prevent
troubles from being created,

2. The mechanism of the proposal

"Foreign enterprises in developing countries wishing to transfer
wholly or partly their profits to the shareholders abroad deposit
the respective amount in local currency with a domestic develop=-
ment bank (existing or to be created). Against this deposit the
development bank will ask the central bank for the equivalent

amount in foreign currency and will use it to subscribe to new

bonds of an international financial institution of the character
and standing of the IBRD, denominated in convertible currency.

These bonds will be given to the enterprises as the countervalue

of the deposits in local currency for distribution to their share-
holders as dividends, The subscribing of bonds of the international
institution by the development bank is subject to the arrangement

of a loan of foreign exchange in the same amount by the international
institution to the development bank, for financing investment proj-
ects agreed with the international institution."

In other words, the proposal tries to separate the problem of
dividend repatriation from the problem of forelgn exchange shortage
by promoting a distribution of a kind of stock dividend in the form
of marketable obligations of a respected international organization
willing to relend the funds to the same country. ;

- T o SR



Mr. Irving S. Friedman «-2 e April 29, 1965

3.

L.

The advantages of the proposal

a) Increased possibility of paying dividends 4is likely to stimulate
private investment.

b) Since dividend payments impose less immediate strain on the
balance of payments situation, they offer less justification
for nationalization,

¢) The dividends paid by foreign companies in underdeveloped
countries are an additional source of finance for the inter-
national organization,

d) The proposal in no way contravenes existing efforts, but Las
merely & supplementary character,

e) The proposal 1s of pressing importance becauss at the present
time, dividend transfers tend to nullify the inflow of private
capital.

f) The proposal seems to me realizable in the existing legal
framework.

g) The proposal allows a pragmatic approach in a few countries
where the necessary framework exlsts,

Comment.s

The proposal says that the IBRD could be or create the proposed

"international financial organization®, Because at the moment
there is no other international institution whose obligation could
be acceptable for private investors in replacing dividend payments,
and because the whole plan depends on its acceptability to such an
institution, I will concentrate my comment on the plan's probable
effects on the IBRD,

a)

b)

The new financial source for the Bank is not absolutely of the
same quality as the conventional oness The costs of the funds
are the same, i.,e. "market interest" but the use is restricted
to investment in a particular country.

As the shareholders come from various countries with different
interest rates it might be difficult to have a uniform "market
interest rate," of the "dividend-bonds" whereas it is not clear
to me how bonds distributed to shareholders with equal rights
could have different interest rates, i.e. be of different quality.




" Mre Irving S. Friedman “-3a- April 29, 1965

¢) Many shareholders might want to sell the bonds received as
dividends and could thus bring World Bank bonds under pressure
and affect the rating of the IBRD,

d) It 1s unlikely that the proceeds of the "dividend-bonds" after
maturity will be reinvested in World Bank bonds. Thus the re-
financing of these bonds could become very difficult, especlally
if the plan reaches an extent sufficient to contribute substan-
tially to the problems of the less developed countries.

e) As this new source of finance is only obtainable at market
interest rates, the corresponding loans cannot be of a soft
term character, so that the debt burden of many countries
already often excessive, is likely to increase substantially.

Se Summary

The proposal would apply to countries where dividend payments are
stopped or difficult. It consists essentially in borrowing from
the World Bank (without abandoning the project procedure) to pay
the dividends. The dividends will be in the form of marketable
IBRD bonds, I+ is hoped that this proposal would encourage new
capitel inflows. While one can think of many objections in theory,
it might be most useful to examine the proposal applied to & spe-
oific case, Lt b : ;

W3chiocksce
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April 20, 1965

Dear Jolmrde:s

We are beginning to do seme work on foreign private investment in
the developing countries starting with the foreign investments of the
United States, the United Kingdom and Frence,

mmmmuumsatmummmmum
private investments of France we heve met difficulties. In the
relatively few Fronch publications on the subject which are availsble
here, therc is often ne distinction between private and public investe
ment abroad. hhmldnhteututmumenthmﬂu
investments in the developing countries; these would be mostly im the

As wo are Just beginning this work, we have not yet established the
right contacts and it may be that the Institut Nationsl de la Statistique
ot dea s Sconomiques has made or is maiing studies on this subject.

Andvew ¥, Kanarek
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