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Mr. 3. A. ce Vries Jun 1, 165

P. Leon

Blgian "Plan"
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Files y 14, 1965

Arthur Karasz

'AC eting on Private In Dveloping Countries

The meeting was held on Ma i2. As Willard Thorp was in Uganda,
the chair was taken by "lerre-Brussolette, who had been elected vice-
chairman of DAC to replace Adr de Lattre.

1. Fiscal Incentives in Capital xrting Countries for Private
Investment in Devejoping Countries

A working party of fiscal -xperts, ainly U.S. ispired, prepare
a paper on the subject (iAC(65)il, dated May 3). The paper describes
present procedures (tax exemptions, preferences, etc.), but does not
contain proposals for the fut re.

While the .5. seems to be favorable to the inclusion of the sub-
ect in the akegnda of the forthcomi JA, ministerial meeting (J-ly 2-3),

the U.K. is opposed, at least at present. In the UKI. opini n tax incent-
ives are not sufficient incentives for private capital.

The French are not exactly hostile to inciding the matter in the
agenda; however, they would not like to '%rdei the ministers with too many
sublects, especially if they are controversial.

The meeting secidd to -restrict the text of the study submitted
by the fiscal 'roup (de-restriction" is less public than 'publication )
and seave it to the Council to decide whether it will or wili, not be ai
itt to the hlgh-lvel me tin

2 . Multilateral Investment Guarantees.

1i3) needs a decision from c. on the continuation of its Study on
the sub ect. The C ncil of is unable to make a decision because -
as Iwas told nf entially - reece and Portugal are against.

The 7CD representative (a Mr. Peter Benjamin - r. Knz has resigned
in the meant e) has made a report to the meeting. ie admitted that there
were stil me difficulties but QCU is hopeful to solve them 1kithin the
next two o three weeks". Ther f:>re he req ested V13 to be patient for a
little longer.

r instruct eon from Mr. emuth I pointed out to the meeting that UNCTAL) I
had asked us (in Resoltion A.IV.l?) to submit the result of our study by

epterrber 1365 at the latest. Therefore, an early decision by C wouldbe
iost desirable.

3. Convention on the ettlement of Investment Dioputes.

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



reuested the assistance a the deiegat-an ob.tam action on rat iia-

tion, as fast as p>ssbin tn repativ. le lations.

The chaiimnar rd a rgs sted th tins to act.

4. Jraft oanventiou on the trotection of Privan roperty

2) Assistant cretary-General Hahnermann reportea to the meeting.
There is ao agr eement yr-t on th. a bect and it is the 0ac eLak >oinion
tnat priority anoula be rven to the negotiations on - ultilateras vast-
ment GAarantes.

5. tr moton sibltiesinivate Investmet.

Mr. Gilbert Carter, of AIDWashingon, reprte n AID' ativities
in this field.

a. A specialized section of AID prepaedan idex of Leasibility
at dies on possible proIects al :ver th. vev >ing w rid. At presnt
th. index contains abyt 15. studies and is being constanti rviewed.

rply to my gestion w wie: that as t saw, there haE
bo een ay di~susan >n this so ,et etween IFC and ALD. AL w w4id

happy t o ahange it smaterial with that of iPC.

o. The 're-Investment Fasiolty Survey Program I isaother
initiative tak nry AI . Its p ros is to subsidize the prearation of

r.asi. ity survey.

The suey is pr paed by the potntial private ivstor. I
the res its ar such tht th ire does not want to ma e the inves tmet
AL says pr cent ofh cost >fthe srvey. No sch rim raen

S n if the res t is p>t .e, i.e. the survey leads to eff ti
it vestmens

A >d. n the program, only about one year old, ii
po:I es to . sue ass * At present there is no oordination yet between
A) ic an heMlTrd nformtion Centre or the IU peciai Fund.

. a n n gar ts main purpose is to assist
salle r vately-owndfirm.

As si c i gven in the form of a demonstration program and
maament training institutes.

Last year tne .. industry contributed speakers, allowed visits
- ore, tc. anagement t aining mInt tutes are financed partly

.y. ., er y y the r- 'xivin c untry (i.e. >iormbia, Nigeria).

: t: nat ional Cetive ervice Corps. A sort of "Peace Corps

.9 s~ti -tarted on the proposai of Uvid poc efeller Volunteers
f vtne 'U.:. bosi es oantuity (retira or activye) aer e tV work for
b am ness ,nturas. Lv r 3 § businessmen have volunteered alreadiy
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ORGANISATION FOR ECONOMIC RESTRICTED TO PARTICIPANTS
CO-OPERATION AND DEVELOPMENT Paris 3rd May, 1965.

DAC(65)11

DEVELOPMENT ASSISTANCE COMMITTEE

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 Fiscal Incentives in Capital Exporting Countries for
Private Investment in Developing Countries /6(64)139, and
to set out suggestions for action by the D.A.C. in its
consideration of the document.

51.946
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I. Background of the Report by the Fiscal Committee

1. The promotion of private direct investment in the
less-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 Fifth
Meeting, held in Tokyo, llth 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.A.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."(1) The Council of the O.E.C.D. accepted
this suggestion and, at its second meeting on 13th October,
1961, instructed 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 questionnaire
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.

II. 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, deduction, and
special rate. An examination of the relative 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..G. Fifth Meeting: Statement to the Twenty Governments
and the Commission of the Europe a Economic Community.

(2) The Council also accepted a suggestion that a Japanese ex-
pert be included in the discussions on this particular
problem; consequently there was full Japanese participation
in the preparation of the Report.
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tax treaties in promoting investment. The Summary and
Conclusions of the Report, set forth in paragraphs 188 - 197,
are o a general nature, showing the merits a-d deeorits of
alternative approaches to the tax treatment of income from
privte foreign invest ent in the developing countries, but
not m aing specific recormendations for unilateral or multi-
latera 1policy decisions by donor or recipient countries.

4. Th Report contains an Annx presenting a comparative
analysis of thne tax treatment by Member Governments of the in-
come derived from foreign sources. It covers both personal
and corporate income in a wide variety of forms as well as
official attitudes toward tax incentives and measures in force
for the avoidance of double taxation. In addition, there is
a section based on the replies to a special group of qucestions
directed to developing O.E.C.D. countries. The Annox 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.

III. Possible A__11ction bL the D.A.C.

5. The Fiscal Committee's Report aill be submitted to the
Council as the Committee's instructions to
underta,ke the study originated with tl Council. Who
Committee has indicated that it would have no objections to -Din
publication of the Report. Before going to the Council,
however, the Report is submitted to the D.A.C. for examinat i,
because the Council's action stemmed from a request initiated
in the first instance by the Develop-ment Assistance -Grou. ILI
DJ.A.C. should consider whether or not it wishes to recoernd to
the Council that the Report be published. Action on the
Report is all the more timely and relevant since the Final Act
of the UCTOAD (Annex A.IV.l2) and the fourth report of the U .
ECOSOC on the flow of capital to less-developed areas (E/3905)
both refer to fiscal incentives as one o f the many types of
measures which could be employed to stimulate the international
flow of long-torn private capital.

6. The D.A.C. should also consider the possibility of
placing this subject and the Rorort on the agenda of the Hih-
level teing to be heild 22nd - 23r Jul1y, 1965. A resolution
might be considered at tht time i might restate in general
term~s th potential contributons vhich can be made to economic
developmncrt by privatei foreign investment and specifically
point out the relevance of appropriate fiscal policies in
stirulating private capital flows.

7. In the body of the re o i, it ould -o, be
appropriate to recomend specific Stes to oan b Tember

Govoernments, but Uhe resolution might en-dorse certin general
bjeectives as does the i eort. hui e ... . mig"t

recom:end to Membe or Gov ernments h, bae on heu coclusions
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Ci the Report, action should be taken along the following
lines:

(a) Lliminatio. 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 fom 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;

(ii) by giving adequate recognition, in their tax
treatment of foreigh income arising in
developing countries, to taxes paid in such
countries;

(b) Consideration of the adoption of "epositive" tax
incentives appropriate to their circumstances which
would make investment in developing countries more
attractive than domestic investment or investment in
other industrialised countries;

(c) Consideration of what adjustments, if any, may be
appropriate in their tax systems in order not to
frustrate the tax incentives granted by developing
countries;

(d) 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 bythe D.A.C. Mdiebers can be frustrated by off-setting tax
policies in loss-developed countries and that they should be
encouraged through both multilateral and bilateral contacts to
give weight in their fiscal operations to the encouragmeht of
private foreign investment.



Mr. Irving S. Friedman April 29, 1965

Werner Schick

Comments on "Un Plan en vue do l'acroissement 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 increase substantially.

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

c) 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 which 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 foreign exchange shortage
by promoting a distribution of a kind of stock dividend in the form
of marketable obligations of a respected international organisation
willing to relend the funds to the same country.
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3. The advantages of the proposal

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

b) Since dividend payments impose less immediate strain on the
balance of payments situation,9 they offer less justification
for nationalization.

0) 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 has
merely a supplementary character.

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

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

g) The proposal allows a pragmatic approach in a few countries
where the necessary framework exists.

4. Comments

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 coment on the plan's probable
effects on the IBRD.

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

b) 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 shareholdern with equal rights
could have different interest rates, i.e. be of different quality.
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o) 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 is 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, especially
if the plan reaches an extent sufficient to contribute aubstan-
tially to the problems of the less developed countries.

a) As this new source of finame 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.

. ummary

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. It is hoped that this proposal would encourage new
capital inflows. 'While one can think of many objections in theory#
it might be most useful to examin, the proposal applied to a spe-
cific case.

W~chicks o
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