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When considering the financing of econcmic development, the General Assembly
at its seventh session referred in resolution 622 C (VII) to the importance of
stimulating the international flow of private capital to under-developed
countries. It noted that certain govermnments had taken action designed to
stimulate the flow of private capital for economic development and that action
had been taken and studies made on this subject by the United Nations arnd the
specialized agencies and by a number of non-governmental organizations. The
Secretary-General was requested to prepare a memcrandum for the Economic and
Social Council "summarizing the work done, the studies conducted and the action
taken ..."

The present memorardum, presented in accordance with this request, has been
prepared in conjunction with a study entitled The Internatinnal Flow of Private

Capital, 1946-1952 (United Nations publication 1954.II.L.1), which has bLeen

transmitted to the Economic and Social Council pursuant to a further request
made by the General Assembly in resolution 622 C (VII). The latter report
contains an analysis of the volume, direction, types and fields of application
of private international investment and the reasons for its continued inadequacy
in the under-developed countries.

Most of the national and international action summarized in this memorandum
is designed to exert a direct influence on the international flow of private
capital. Accordingly, general measures for the promotion of economic development
are dealt with only incidentally, even though their influence on the inflow of
private capital may be actually or potentially significant. Thus, in respect of
internaticnal action, no reference is made to the proposed Special United Nations
Fund: for Econcmic LCevelcpment recently under consideration by the Economic and
Social Council and the General Assembly, and only general reference to action
under the United Nations expanded programme of technical assistance. The same
limitation applies to financial and technical assistance supplied to

under-developed countries by national agencies.
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While the summary of international action provided in the memorandum is
relatively comprehensive, the information relating to national action is
limited in scope; it may be regarded as a survey of the main types of measures
taker in a selected number of countries., The account of work carried out by
specialized agencies and non-governmental organizations is, in most cases, based
on information supplied by them on request,

In requesting the present memorandum and the analysis of the international
flow of private capital to under-developed countries, in resolution 622 C (VII),
the General Assembly called on the Economic and Social Council, when considering
the question uf financing economic development in the light of the two reports
requested, "to give attention at .n early session to the steps vhich the
United Nations, the specialized agencies and the governments of Member States
might take to stimulate the steady flow into under-develored countries of

private capital in adequate amounts",
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I. INTERNATIONAL ACTION
1. THE UNITED NATIONS

The question of the flow of private capital for the economic development
of under-develored countries has been under consideration in the United Nations

since 19&7.l/ The following account relates to action taken by various organs

of the United Nations,

Economic and Social Council

General recommendations

The Economic and Social Council has adopted a number of resolutions
containing recomrendations for national and international action with respect
to private foreign capital and requesting studies by the Secretariat and the

srecialized agencies on the subject.g/

l/ Various committees of the League of Nations also consilered the question
of private foreign investment, A summary of the action taken and reports
prepared may be found in Conditions of Private Foreign Investment, report
cf & special Jjoint committee of the Economic, Financial and Fiscal Committees
of the League of Nations (1946,.II.A). Among other reports by the league
of Nations on the subject may be mentioned Report of the Committee for the
Study of International Loan Contracts (1939.11.A.10) and Model Conventions
for the Prevention of International Double Taxation and Fiscal Evasion
(1945.11.A.3).

g/ The relevant resolutions of the Economic and Social Council are the
following: 222 (IX), 14 August 1949; 268 (X), 2 March 1950; 294 (XI),
12 August 1950: 368 (XIII), 22 August 1951; and 416 (XIV), 23 June 1952.
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In resolution 222 D (IX) the Economic and JSocial Council expressed the
belief thet "consideration of measures to expedite , . an expanded flow
[of 1international capital/ requires careful study and discussion by the Council
of many problems, such as the effective mobilizaticn ~f national savings, the
creation of a favourable investment climate, the fuller utilization of existing
sources of international funds, measures to avoid extreme fluctuations in
earnings of foreign exchange and others”’, Reference was also made to action
by Governments to stimuiate the international flow of capital, particularly
through guarantees to private investors and tax concessions. The Secretary-General
vr.s requested to make several studies in prepardtion for "a comprehensive
discussion of actions necessary to stimulate capital investments" and subsequently
reported to the fifth session of the Economic and Employment Comuission on the
steps being taken with resrect to these studles, One such study was to contain
"a survey of the more important types of laws, regulations and economic policies
affecting the operations of private foreign capital which are most prevalent in
capital exporting countries on the one side and in less developed countries on
the other ..."2/ The Secretary-General was also requested to make "a study of
the possibilities of establishing an international clearing-house of information
by which potential investing entities or private investors can be brought
together with entities or private persons requiring funds in under-developed
countries", The deferment of this study was noted by the Economic and
Employment Commission in its report to the Econcmic and Social Council, which
at its eleventh session adopted a comprehensive resolution, 294 (XI), on the
financing of eccnomic develorment, including a recommendation that certain
further studies be undertaken, It may be noted that among the activities
envisaged for the proposed International Finance Corporation subsequently
considered by the Council was that of serving as a source of information regarding
opportunities for private foreign investrent in under-developed countries

(see section on proposed International Finance Corporation, below).

2/ The study requested was submitted to the tenth sessicn of the Economic
and Social Council under the title "Survey of Pclicica Affenting Privete
Foreign Tnvestment", E/1A14/Rav. 1, A Marcl 1990,
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In connexion with the foreign finencing of econcmic development resolution
294 (XI), adopted on 12 August 1950, contained several reccmmendations with the
cbject "of encouraging effective methods of increasing the flow of international
capital for the economic development of under-develored countries"., It
recomrended that:

", ..governments estatlish through domestic measures and, if necessary,
through bilateral or multilateral agreements, conditions to encourege
participation of foreign private capital in desirable economic
Jevelopments either in the form of direct invesiment or in the form of

investment in bonds of governments or of private and public corporations..,."

and that:

", ..gévernments of the more develored countries seek to encourage by

appropriate means the investment of private capital by their nationals

in under-developed countries..."

The resolution referred to "the great importance for the promotion of private
foreign investments of assurances of ability to transfer eernings and withdraw
capital in the currency in which the criginal investment has been made", and
requested the International Monetary Fund to uake a study of the capacity of
under-deveiored countries tc service investiments of foreign capital, and of
stacutory and administrative measures designed to provide for servicing foreign
investment in times of exchange stringency.

The Council also adopted comprehensive recommendations on private foreign
investment in resolution 368 B (XIII) of 22 August 1951.2/ With respect to
national action, recommendations were addressed to both developed and
under-develored countries, The Council reconmmended in paregraph 5 of the

1

resolution that "countries able to export capital":

&/ The study requested was presented to the thirteenth session of the Economic
and Social Council in a document (E/24O4) containing two memoranda, entitled
"Investment Service of Under-developed Countries" and "Statutory and
Administrative Measures Designed to Provide for Servicing Foreign Investments
in Times of Exchange Stringency in Under-Developed Countrieg’.

2/ This resolution was based partly on the discussiorn of recommendations contained

in a report prepared by a group of exprerts pursuant to resolution 290 (XI)
under the title Measures for the Economic Development of Under-developed
Countries (United Nations publication 1951.1I.B.2). It also took account of
discussion by the Economic, Employment and Development Commission at its
thirteenth session (August 1G51) and of General Assembly resolution 400 (V),
recommending that the Economic and Social Council ",,.corsider practical
methods, conditions and policies for achieving the adequate expansion and
steadier flow of foreign capital, bcth private and public,.."
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"(a) Provide potentisl investors with the fullest possible information
on foreign investment opportunities;

"(b) Undertake measures for the avoidance of double taxation, such as
the negotiation of appropriate tax treaties;

"(c) Be prepared to negotiate treaties with under-developed countries

to ensure conditions favourable to the investment of private foreign

capital. including the importation of modern equirment and techniques

and other specialities necessary for economic development, and, in particular,
to ensure the corlitionr sct forth in paragraph 5(t) below; /sce crlow/

"(4) Supplement, whenever found desirable and feasible, assurances given
by recipient countries with guarantees to or insurance of potential
investors egainst certain non-business risks affecting foreign enterprise;

"(e) Impress on investors the importance: (i) of adhering to prorer
standards of conduct in the oreration of their foreign enterprises, and
in particular of having due regard to the economic and social welfare of
the capital receiving countries; and (ii) of ensuring, wherever fessitle,
oppcrtunities for participation of nationals of the under-developed
countries in the administrative and technical services in industry, and
for their training;"

Countries "seeking to attract private foreign capital" were recommended in

paragraph 6 of the resolution to:

“(a) Exemine domestic laws and administrative practices affecting private
foreign investment with a view to removing Aeterrents to the inflow of
private capital;

"(b) Provide adequate assurances, through treaties or otherwise, with
resrect to the treatment to be accorded foreign investors: (i) in the
operstion, management and control of their enterprises; (ii) in tre
remittance of earnings and withdrawal of capital; (iii) in the protecti...
of their persons and property; (iv) in the matter of compensation in case
of expropriation of their property; and (v) in respect of any other
questions which may arise;

"(e) Undertake, through legislative or administrative measures and the
negotiation of tax treaties, to safeguard foreign investors against
discriminatory taxation and to resolve other taxation issues, including
the issue of double taxation,

"Provided that the provisions of sub-paragrarhs (b) and (c) will
be without prejudice to the right of the government of a Member State
to take any appropriate safeguards necessary to ensure that foreign
investment is not used as a basis for interference in its internal
affairs or rational policies;
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"(d) Develop information services and other means for informing
potential foreign investors of business opportunities in their
countries, and of the relevant laws and regulations governing

foreign enterprise,"

In the same resolution the Council also requested the International Bank,
for Reconstruction and Development to explore the possibility of establishing
"an interna‘ tonal finance corporation to promote the financing of productive
private enterprise either through loans without government guarantee, through
equity investments or by other methods intended for the same purpose". This

proposal is discussed serarately below,

Fiscal recommendations and studies

Several recommendations concerning fiscal aspects of international
investment have been made by the Economic and Social Council and the Council's
Fiscal Commission. In resolution 226 (IX), adopted on the suggestion of the
Fiscal Commission in the report of its second session, the Council, with a
view to promoting international trade and investment, recommended that
governments "actively pursue a policy of negotiating bilateral agreements,
vherever appropriate, for the avoidance of double taxation". Subsequently,
the taxation of foreign investments, with particular reference to foreign
investments in under-developred countries, was the subjJect of resolutions
378 B (XIII), 416 D (XIV), and 486 B (XVI).Q

In resolution 378 (XIII) the Council stated its recognition that, in the
relations between under-develored countries and countries in a more advanced
state of development, "the main burden of relief of double taxation must fall
on the country where the income is also taxable as part of the income of a
resident or national person or corporation'. The Council recommended, further,
that "there is normally no need or Justification for countries seeking to |
attract capital and enterprise from abroad to offer as an incentive specially
favourable tax treatment compared with the treatment accorded their own

national enterprises".

§/ Adopted on 10 August 1951, 1 July 1952 and 4 July 1953, respectively.
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Resolutions 416 D (XIV) and 486 B (XVI) grew out of proposals by
representatives cf capital importing countries that the Council recommend that
capital exporting countries grant full tax exemption to inccme from foreign
investments. The Council did not make such a recommendation but requested the
Fiscal Commission to continue to study the effectiveness of such exemption ard
report to the Council on this subject. Meanwhile, the Council recommended in
resolution 486 B (XVI) that "the highly developed countries, acting unilaterally
or when concluding tax agreements, should give special consideration to the
feasibility of taking action to ensure that such income is taxable only or
primarily in the country in which the inccme was produced".

The following studies relating to the taxation of international investments
have been prepared by the Secretary-General in response to resolutions of the
Econcmic and Social Council:

7/

International Tax Agreements, volumes I to III-

Replies to Questionnaire on Taxation of Foreign Nationals,
Assets and Transactions 3/

Ccmparative Studies on the Taxation of Foreign Taxpayers and
Foreign Income 9/
10/

Study on Corporate Tax Prcblems—

7/ United Nations publications »948.XVI.2, 1951.XVI.1l, and 1951.XVI.5. An

N additional volume is in preparation, and the series is expected to be
continued biennially. These reports were prepared pursuant to resolutions
67 (v), 226 (IX), 378 (XIII) and 486 (XVI). They contain the texts of
international treaties for the avoidance of double taxation, full information
on the precsent status of such agreements and an evaluation of recent trends.

8/ Prepared pursuant to Econcmic and Social Council resolutions 67 (V), 226 (IX),
378 (XIII) and 486 (XVI). The text of the questionnaire is contained in
E/CN.8/W.19 of 5 August 1948. Replies received from thirty-one governments
~re renroduced in ¥/CN.8/L6 cr 6 January 1949, and addenda.  This programme
is continuing pursuant to resolution 486 (XVI).

9/ E/CN.8/€8, 22 December 1952, and addenda. These studies contain a
description of the tax treatment of foreign taxpayers and foreign income
resulting from national legislation and international tax agreements.

EQ/ E/CN.8/€6, 25 November 1952. An annex to this report contains an analysis
of the treatment of corporate profits and dividends in internatioral tax
agreements.
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1
The Effects of Taxation on Foreign Trade and Investmentl—/

Studies of the taxation of foreign private investment in capital
importing and capitel exporting countries of Latin America lg/

In resolution 378 G (XIII), the Econcmic and Social Council, referring to
the importance of a "modern tax structure" in attracting foreign trade and
investment and in promoting national development, recommended that the
Secretary-General consider the publication of a "world tax service, prcviding
a continuous service of informat.on on national tax laws and administration..."”
While considerable information of this nature is currently being published
through the continuation of several studies listed above, the proposal for a

comprehensive world tax service has not yet been implemented.

International code concerning private investment

In 1947 the Economic and Employment Commission instructed the Sub-Commission

on Economic Develorment:

"To ccrrence & study, in co-operaticn with the otker ccmmissions

of the United Nations nnd the speciallzed agencies concerned,

with a view to making recommendations regarding the need for an
international code relating to foreign investment which will cover
among other things the protection of economic and social interests
of the countries in which investments are to be made, as well as
the protection of investors, both public and private..." 13/

}}/ 1950.XVI.1; prepared in response to Council resolutions 67 (V) and 22€ (1X).

12 Prepared pursuant to Economic and Social Council resolutions 378 (XIII) and
416 (XIV) and resolution 3 (IV) of the Economic Lommission for Latin Americe.,
A first study was published in January 1953 under the title United States
Income Taxation of Private United States Investment in Latin America
(1953.XV.1). See also "Taxation of Private Investment in Mexico"
(E/CN.8/69/Add.2, 3 April 1953)., 1In other studies now in preparation special
consideration is to be given to the poteuntial effect of tax exemption in the
principal capital exporting countries on the flow of private capital to
under-developed countries,

}2/ See the report of the first session of the Economic and Employment
Commission, Official Records, Economic and Social Council, Second Year,
Fourth Session, Supplement No. 4. See also E/CN.1/Sub.3/4, memorandum
by the Secretary-General, 14 November 1947.
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The inclusion of this subject in the agenda of the Sub-Commission on Economic
Develorment was approved by the Economic and Social Council.l&/ The proposal
relating to an international investment code Qas considered specifically by
the Sub-Commission on Economic Develorment at its third session, in connexion
with a discussion of the foreign financing of economic development. ——/ The
Sub-Commission did not, however, include a specific recommendation on such a

code in 1its report.lé/ ‘The report contained the following statement:

"With regard to the suggestion that bilateral treaties on foreign
investments should be drawn up, to which capital importing and
capital exporting countries should be parties the Sub-Commission
considers that the whole question of private foreign investments
should be & matter for negotiation between the individual or
groups of investars concerned and individuals or the national
governments of the countries wherein they want to make investments,
with the proviso that the conditions arrived at would be consistent
with the rights and obligations of Member nations under the
United Nations Chapter and help to promote the economic development
of the under-developed countries. The Sub-Commission, however, is
of the opinion that an internationally agreed statement of the
principles governing the import and export of private capital may
serve a useful purpose and hopes that such a statement will follow
the lines set out in this report." 17/

14/ See the report of the Economic and Social Council to the second regular
session of the General Assembly, Official Records, General Assembly,
Second Session, Supplement No. 3 (A/382, 9 September 1947).

32/ The Sub-Cormission had before it a report submitted by the Secretary-General,
International Capital Movements During the Inter-War Period (1949,II.D.2).
This report was prepared in response to a request of the Sub-Commission at

. its first session (see "Report of the First Session of the Sub-Commission
on Economic Develorment", E/CN.1/47, 18 Decemter 1947). The report
contained general observations on the role of private foreign investments
in the promotion of economic develorment,

lé/ See summary record of the seventy-third meeting of the Sub-Commission on
Economic Develorment (E/CN.1/Sub.3/SR.73, 11 April 1949), pages 12 to 15,

}1/ See the rerort of the third session of the Sub-Commission on Economic
Develorment, Official Records, Economic and Social Council, Fourth Year,
Ninth Session, Supplement No. 11B,
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The Economic and Employment Commission, when considering the Sub-Commission's

report, did not refer to the proposal concerning an international code relating

to foreign investments, It did, however, express the following views:

"As regards the financing of economic developrent from foreign
sources, the Commission considered that the report [pf the
Sub-Commissiog7 failed to establish a prorer balance between
the responsibilities of governments of countries desirous of
attracting foreign investments and the responsibilities of the
foreign investors themselves, The Commission recognized that,
given appropriate safeguards for the investor and for the
receiving country, private foreign capital might contribute
considerably as a means of financing economic develorment. It
consequently felt that due attention should have been paid to
the ways and means of removing barriers that now interfere with
the international flow of capital, especially those arising from
lack of security felt by the private foreign investors ready to
invest in the under-develored countries." 18/

The Economic and Social Council, at its ninth session, took note of the

report of the fourth session of the Economic and Employment Commissio ',
including the paragrarh quoted.lg/ At its tenth session, in March 1950, the

Council referred to the Sub-Commission a request for the formulation of practical

recommendations for financing economic development.gg/ It 4id not, however,

refer to the proposal for an international investment code, and the question of

such a code has since then not been on the Council's agenda, though it has been

referred to by several representatives from time to time.gl/

18/

19/
20/

"Report of the Fourth Session of the Economic and Employment Commission"
(E/1356 (E/CN.1/74), 27 May 1949), paragraph 29.

Econcmic and Social Council resolution 222 D (IX), 14 August 1949,
Resolution 268 B (X), 2 March 1950.

On 14 September 1949 the International Chamber of Commerce, a
non-governmental organization, transmitted to the Secretary-General
the draft of an "International Code of Fair Treatment for Foreign
Investments", See section below concerning this organization

The Council at its tenth session also had before it a report prepared by
the Secretariat entitled Methods of Financing Economic Develorment of
Under-Developed Countries (United Nations publication 1949,II.B.%).
Chapter II of this study dealt with methods of foreign financing, including
various methods of stimulating the international flow of private capital.
The study was prerared in response to resolution 179 (VIII) of the Economic
and Social Council, requesting a report on "methods of financing economic
developrment of under-develored countries, including methods of stimulating
the international flow of capital for this purpose,.."
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The question of principles governing private international investments was
also considered by the United Nations Conference on Trade and Employment.gg/
Articles 11, 12 and 72 of the Havana Charter for an International Trade
Organization, prepared by the Conference, contain several provisions relating
specifically to international investment, both public and private. Article 11
provided "that no member L;f the Organizatiog] shall take unreasonable or
unjustifiable action within its territory injurious to the rights or interests
of nationals of other members in the enterprise, skills, capital, arts or
technology which they have supplied”. Article 12 contains parallel provisions
of a general nature relating to the rights of capital importing countries, It
also contains an undertaking on the part of Members to enter into consultations
or participate in negotiations directed to the conclusion of bilateral or
multilateral agreements relating to "the opportunities and security for

1"t

investment which members are prepared to offer... Other provisions authorized
the organization to "formulate and promote the adoption of a general agreement
or statement of principles regarding the conduct, practices and treatment of
foreign investment”" and to muke recommendéations for and promote bilateral or

multilateral agreements designed, inter alia, to assure Just end equitable

treatment for capital brought from one member country to another, The Havana
Charter was incorporated in thz Final Act of the Conference and was signed by
the representatives of fifty-three countries on 24 March 1948. 1t has not
entered into force; the Generul Agreement on Tariffs and Trade which was
concluded in 1947 among a number of the countries in question is in the main
cornfined to commercial policy provisions similar to those contained in the

Havana Charter and does not include the investment provisicns referred to above,

International finance corporation

The Economic and Social Council, by resolution 368 (XIIT) of 21 August 1951,

requested the International Bank for Reconstruction and Develorment to rrepare

a report exrloring the rossibility of establishing & new tyre of international

gg/ The Conference was called pursuant to a resolution of the Economic and
Social Council of 18 February 1946, See Report of the Second Session of tihe
Preparatory Committee of the United Nations Conference on Trade and
Employment (United Nations publication 1947.II.4) and United Nations
Conference on Trade and Employment, Final Act and Related Documents
(United Nations publication 1948,T171.D.4).
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agency to prcomote the external financing of economic development.gz/ The
resolution envisaged the creation of an "international finance corporation”
designed to help finance productive private enterprises in under-developed
areas through methods not available to the Bank under its articles of
agreerent, namely, equity investments and loans without the guarantee of the
government of the capital importing country.

In response to this resolution, the Bank prepared a Report on the Proposal

for an International Finance Corporation (E/2215)., 1In transmitting the report,

the president of the Bank noted that it did not constitute an expression of
orinion on the merits of the proposal by the Executive Directors of the Bank
or the governments they represent, The repcrt was transmitted by the Bank to
its member governments for their consideration.

The proposal discussed in the report envisaged an agency affiliated with
the Bank, having an initial capital of about $400 million to be subscribed by
governments. The report suggested that the agency be given a large measure
of discretion concerning the methods it would use in making equity investments
and extending loans to private enterprises, The agency's investments would
normally be made in conjunction with private foreign capital, with the agency
taking a minority interest, It was indicated, further, that the agency might
perform the function of bringing information regarding opportunities in
under-develored countries tc the attention of potential private investors
abroad, thus becoming an effective instrument for bringing investment

opportunities, private foreign capital and management together.g&/

gé/ The Council's action followed consideration of a recommendation by a group
of ervperts appointed by the Secretary-General. Their report, Measures for
the Econcmic Duvelcrment of Under-Developed Countries (United Nations
publication 1951.11.B.2) recommended that 'the United Nations should explore
the possibility of establishing an international finance corporation to
make equity investments and to lend to private undertakings operated in
under-develored countries", An agency of this nature had been proposed
rreviously in a report to the President of the United States by the
International Development Agvisory Board, Partners in Progress (Washington,
March 1951), which recommended that the proposed agency be established as
an affiliate of the International Bank for Reconstrucfion and Development.

24/ See Ef2215, psges 14, 15 and 23,
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The report expressed the belief that an agency of the type proposed would
£11)l a gap in the existing international machinery for financing economic
development. Private investors, both domestic and foreign, would be able to
undertake promising projects which a:re now held back by lack of adequate capital.
The activities of the international finance corporation would be in the nature
of pilot operations, but the experience gained would encourage additional
investrents not directly associated with the corporation.

The report was discussed at the fourteenth session of the Econcr - and
Social Council. In resolution 416 (XIV) of 23 June 1952, the Council noted that
the Bank was continuing its examination of the proposed international finance
corporation and requested that the Council be kept informed of the results of the
Bank's further exploration. The Second Ccmmittee of the Gereral Assembly, at its
seventh session in 1952, noted with satisfaction the Council's resolution on the
proposal and requested the Council, in resolution 622 (VII), to report on its
progress to the General Assembly at its eighth session.

In compliance with resolution 416 (XIV) of the Econcmic and Social Council,
the Bank submitted on 20 May 1953 a ngoft on the Status of the Proposal for an
International Finance Corporation (E/2441). The Bank informed the Council that

the prcprcsal had been the subject of informal discussions between its officers

and representatives of a number of its member governments; it was also discussed
at the seventh annual meeting of the Bank's Board of Governors in September 1952.

The views exsressed with respect to fthe proposed international finance
corporation, both by goverrmental and private spokesmen, were summarized in an
appendix to the Bank's report. The Bank emphasized that since the countries on
which the proposed corporation would depend for the greater part of its funds had
not as yet indicated their willingness to subscribe to its capital, it was not
desirable to formalize the project at that time. Nevertheless, the Bank
indicated that it would continue to explore the matter with its member governments
and would present concrete proposals to them for consideration, should
circumstauces be favourable.

The Bank's report of May 1953 was considered by the Econcmic and Social
Council at 1ts sixteenth session and by the General Assembly at its eighth

session. The resolutiors adopted ou thrnsc occasions called on the Bank to
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continue further exploraticn of the matter with its members, and urged
goveruments which had not yet done so to make known to the Bank theix views

on the possitility of supporting the propcsed agency.gé/ The Generel Assembly
asked the Econcmic and Social Council to review the reports of the Bank on the
question at its eighteenth session and to report to the General Assembly at its

ninth session.

Other activities

Econcmic Ccmmission for latin America. At it. second session the

Ccomission adcpted a resolution (E/CN.12/152 of 10 June 1949) requesting the

Executive Secretary to prepare studies on conditions affecting foreign
investments in the region on a country-by-country basis, including the legal,
administrative and juridical provisions governing such investments. In response
to this resolution and to resolution E/CN.12/198 of 19 June 1950, a series of

reports was prepared under the general title, Economic and legal Status of

Foreign Investments in Selected Cou~ 1ies of Latin America. gé/i Pursuant to
resolution 8 (IV) of 16 June 1951, 4 revised and consolidated report is in

preparation covering each~country in the region.

25/ ‘Council resolution 482 B (XVI) of 4 August 1953 and General Ass.mbly
resolution 724 C (VIII) of 7 December 1953.

gé/ E/CN.12/166, April 1950, and addenda. Studies relating to fifteen
countries were issued. The resolution of 19 June 1950 requested memher
goverrrents to supply information pericdically concerning the amount,
origin and nature of foreign investmerts in their countries and also
concerning legal and administrative measures and practices that affect
such investments. A questionnaire for this purpose was transmitted to
member governments by the Executive Secretary of the Commission in
Pecember 1950 (E/CN.12/222/Rev.l).
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The question of the taxation of foreign investments has also engaged the
attention of the Econcmic Ccmmission for Latin America. It reccmmended that
consideration be given to the abolition of interrational double taxation on
investment income, with special refereuace to the stimulation ot the investrent
of private foreign capital in under-developed countries.gz/ The Ccmmission also
expressed the belief that "it is essential to continue cresting favourable
conditions both in the capital exporting ard capital importing countries for
investments abroad of private capital” (resolution 52 (V), 25 April 1953).

Economic Ccmmission for Asia and the Far East. At its fourth session in

December 1948, the Commission adopted a resolution on financing econcmic
levelopmentgg/and one on measures to promote trade.gg/ In the former, the

Commission reccmrended inter alia "that countries of the region needing

external financial accommcdation formulate specific projects of develorment
with a view to utilizing the facilitics available from private investors, the
International Bank for Reconstruction and Development and other credit agencies'.
In the latter, the Commission requested member govermments to supply to the
secretariat information regarding laws and regulations governing the treatment
of foreign investment in their territories, and entrusted the secretariat with
the dissemination of such information. Pursuant to this request the Executive
Secretary circulated a questionnaire to governmrents in the region requesting
information regarding govercment measures affecting foreign investmént; the
report sumrarizing the replies was entitled Foreign Investment laws and
Regulations of the Countries of Asia ard the Far East.ég/ The work prograrmme

27/ Resolution 3 (IV), 16 June 1951.

28/ Resolution E/CN.11/173, 10 December 19u48.
29/ Resolution E/CN.11/172, 10 December 1948.
30/ United Nations publication 1951.II.F.1.



E/2546
English
Page 21

of the Ccmmissicn contemplates the preparation of an up-to-date revision of this
report. A project for the "ccmpilation of existing regulations governing the
mireral develorment of the regiorn" has been recommended for inclusion in the

31/

secretariet!s work programme.<=' Thils project may provide information of interest
to potential foreign investors in extractive industries in the region.

In connexion with the financing of econcmic develorment, reports on certain
aspects of international investmrent in the Far East were submitted tc the second

Working Party cn the mobilization of dcmestic capital.ég/

Cther Secretariat reports. In addition to the reports referred to above,

dealing with special aspects of international investment, current reporting on
international capital flow is regularly urderiaken in the various annual economic
reports issued by the Department of Economic Affairs at United Nations
Headquarters as well as by the secretariats of the regional economic cocmmissjons.
Various aspects of the question of stimulating the international flow of private
capital have also teen dealt with in Secretariat reports concerned with econcmic
develorment ard related subjects.

Pursuent to resolution 290 (XI) of the Econcmic ard Social (louncil, an
annual questionnaire on full exployment and other topics is addressed to

governments by the Secretary-General, dealing, inter alia, with trerds and

prospects in the balance of payments and related policies. Included in the
' questionnaire trensmitted in 1953 is the following request:

"Indicate any changes that have occurred during 1953 or are expected

to occur during 1954 in the policies of your country influencing

the flow of international investment funds (such as changes in the
restriction on the movement of such funds or on the outward transfer of
interest, dividends and profits, or in other legislative or
administrative action affecting the status of foreign capital)".

Analyses of the replies to the questionnaire have been transmitted periodically
33/

to the Econcmic ard Social Council.

31/ Tocument ECAFE/L.T5, project 36-C6.
32/ See E/CN.11/I and T/81, 3 Cctober 1952.

33/ See Balance of Payments Trends and Policies, 1950-1951 (1951.II.D.3);
Governxental Policies Concerning Unemployment, Inflation and Balance of
Payments, 1951-1952 (1952.11.A.2); and "Analysis of Replies of Governments to
Questionnaire on Full Employment, Balance of Payments and Related Policies,
1952-53" E/2445/Add.1, 12 June 1953.
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'Reference may also be made to several reports prepared at the request of the
Council by independent groups of experts; while dealing mainly with other
questions, these reports discuss particular aspects of the international flow of
private cepital. Problems associated with instability in capital flow are
discussed in the following studies: National and International Measures for Full
Employment (1949.II.A.3) and Measures for International Economic Stability
(1951.II.A.2). Certain problems of internmational econcmic instability are also

discussed in a report entitled Ccmmodity Trade arnd Econcmic Development
(1954.11.B.1). The role of external capital, both public and private, in
econcmic development is considered in Measures for the Economic Pevelopment of
Under-Developed Countries (1951.II.B.2).

Technical esssistance programmes. Assistance specifically concerned with

the stimulation of private foreign investment has not thus far been rendered under
United Nations technical assistance programmes. However, the provision of
technical assistance in planning and promoting economic development, surveying
industrial possibilities, disseminating technological information, training
labour, organizing and improving fiscal and financial institutions, advising on
public administration, and the like, tends to prepare the way for investmenu of
foreign private capiteal in under-developed countries.éﬁ/ It should also be noted
that techuical assistance meessures, througn their general effect in strencthening
the econcmy of %nder-developed countries, tend to increase the potential scope

for private investment, both dcmestic and foreign.

The General Assembly

Two recent resolutions of the General Assembly concern the question of private
foreign investment, The first is resolution 622 C (VII) of 21 December 1952,
referred to in the foreword of the present report. The second, resolution 626 (VII)
of the same date, refers to "the need for encouraging the under-developed countries

in the proper use and exploitation of their natural wealth..." and to "the right

_3_&/ A summary of the programmes carried out under the auspices of the United
Nations Technical Assistance Board is contained in Expanded Programme of
Technical Assistance for Economic Development, Fifth Report of the Technical
Assistance Board, E/2433, June 1953.
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of peoples freely to use and exploit their natural wealth ard resources"; it
reccmmends, however, that, in the exercise of the right referred to, all Member
States "have due regard, consistently with their sovereignty, to the need for
maintaining the flow of capital in conditions of security, mutual confidence and
econcmic co-operation among nations". Adoption of the resolution followed
consideration of several draft resoluticns expressing divergent principles
regarding the status of private foreign investment, with particular reference to

35/

the question ot nationalizetion.

’

22/ The draft resolutions and the proposed amerdrents are summarized in the
Report of the Second Committee to the General Assembly, A/2332,
10 December 1952.
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2. INTERNATIONAL BANK FCR RECONSTRUCTION AND DEVELCFMENT l/

One of the major purposes of the Bank, as provided in its articles of
agreement, is to promote private foreign investment (Section ii, Article I). In
a sense, all of the Bank's lending activities may be regarded as prcmoting
private foreign investment, since the Bank's loanable funds are derived in large
and increasing measure from placing its own securities in the private capital
markets of its member countries. More specifically, the Bank's activities have
stimulated private foreign investment through loans for basic pullic service
facilities which either remove obstacles to investment by private capital or
create new productive opportunities for private capital, whether foreign or
domestic.

In addition, the Bank has encouraged borrowing countries to adopt economic
and financial policies conducive to development, such as measures to achieve
economic and monetary stability and to remove unnecessary or discriminatory
exchange restrictions; these mreasures also directly affect the climate for
foreign private investment. Moreover, the Bank takes into account, in connexion
with all loan applications, the willingness of the borrowing country to provide
falr treatment tc investors ana to rehabilitate its credit standing where
necessary . Through its technical assistance and advisory services the Bank has
given its member countries advice designed to strengthen their economies,
emphasizing the role which private investment, foreign as well as dcmestic, can
perform in each country, and the conditions which must exist if private
investment is to fulfil this role. In several instances the Bank has assisted in
establishing development banks designed to promote private investment. The Bank
has also arranged for the direct participation of foreign private investors in

scme of its loans, and has made a number of sales of securities from its

}/ This account is based on information supplied by the Bank.
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portfolio to private iunvestcrs bcth with and without its guarantee. The Bank
continues to give attention to measures which might foster conditions under which
foreign private investment will be attracted to under-developed countries.

Among these is the proposal for an international finance corporation, referred to

above.

Mobilization of Private Savings for Foreign Investment

A substantial portion of the funds available to the Bank for lending have
been derived from the sale of its securities in the private market. Late in
1953, the Bank had outstanding securities amounting to the equivalent of
US $653.5 million, distributed by currencies as follcws (in millions of United
States dollars): United States dollars, 575.0; Swiss francs, 50.9; pounds
sterling, 14.0 and Canadian dolliars, 13.6. While the holders of the Bank's
obligations are protected by its comnstitutional authority to call on its members
fcr proportionate shares of their unpaid capital should these funds ever be needed
to meet the Bank's cbligations, the 3ank can secure funds from the private |
market only if private savers and intermediaries chcose to purchase its securities.
The guarantee provided by the capital subscriptions of member ccuntries in the
Bank is essential tn the sale of Bank securities under present conditions, but
esperience has indicated that private investors will not entrust their money
to the Bank unless they are convinced it follows sound lending policies.

It is estimated that investors in the United States held over 7C per cent
of the Bank's obligations on 30 June 1953. This percentage has since declined.
Almost all of the Bank's bonds held by United States investors are purchased by
life insurance companies, mutual savings banks and otlier institutional investors;
the sale of Bank bonds to these investors was made possible by amendments to
various state laws and regulaticns which restrict the securities eligible for
purchase by such instivutions. Legislation or decrees authorizing investment
by institutional investors of one kind or another have been adopted in many
other member count?ies, including Australia, Canada, Chile, Colombia, Cuta,

India, Italy and Mexico. The Bank's bonds are traded on the New York Gtoch
Exchange as well as exchanges in Amsterdam, Antwerp, Brussels, Istanbul, Mexico

City and Paris.
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In addition to mobilizing private capital by the sale of its own bonds, the
Bank has sold obligations of its borrowers to private investors to the extent
of $85 million, over $30 million of which was without the Bank's gusrantee.
Private credits supplememtal to the Bank's loans to the Union 6f South Africa in
January 1951, totalling $50 million, weré made in conjunction with the placement
with eight large ctumercial banks in the United States of $10 million of the )
promissory notes of the Union of South Africa, and with the extension of a
$20 million revolving credit with these banks.

The Effects of the Bank's loans qQn Investment Opportunities

Tne bulk of the Bank's loans ha;e gone into the provision of basic
services,‘ such as pover, railways, highways and ccmmunications. For several
reasons, investment in these basic utilities has often lagged, with consequent
adverse effects upon the prcductive sectors of the econcmy. In most countries
utilities require heavy capital expenditure, and often yield a return only after
a long period. The Bank points out that in many countries these services are
quasi-monopolies subject to public reguiation arnd susceptible to popular pressure,
and are ofte» not ir s position to earn an adequate return on invested capital.
Tl.ey therefore frequentiy fail to attract private investment on the scale required.
In other countries where these basic servicee have been State-owned, governments
have been unable to undertake the heavy public expenditures required with the
resources at their ccmmand. For these reascns the Bank has found that it could
often make the greatest contribution by supporting the financing of such basic
services.

The Bank has not yet found it possible to undertake a broad survey of tne
private investments, foreign or domestic, which Bank-financed projects have
actually stimulated. Most of these projects in under-developed countries are
8till under construction or have only recently been ccmpleted. The Bank believes,
however, that Bank-supported projects in many countries stimulate private foreign

2/ :

investment both directly and indirectly.—

E/ In this connexion, the Bank's review refers to a number of projects, chiefly
for hydroelectric power and.transportation, that have been financed wholly
or partly by the Bank and are expected to stimulate private investment (in
Brazil, Colombia, Belgian Congo, El Salvador, India, Mexico, Nicaragua,
Northern Rhodesia and Southern Rhodesia ).
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Other Activities

The Bank has supplied the following information concerning its policies in
matters related to private foreign investment:
(1) The Bank adheres rigidly to the principle that it will not make loans
for a given project unless private capital is unavailable on reasonable
terms, thus assuring that its loans are a supplement to private capital,
foreign or dcmestic, ard rot a substitute. In accordance with this principle
the Bank has refused to finance several projects which were subsequently
financed by foreign private capital. _
(2) The Bank urges prcspective borrowers with defaulted foreign debt to
improve their credit starding by resumption of debt service. In appropriate
cases the Bank has also used its good offices in facilitating the negotiation
of adjustments on defaulted debts. It is significant that of the publicly
held external debt of the Bank's member countries, nearly two-thirds of the
arount which was in default at the end of 1946 has now been settled or is in
negotiation.z/ With respect to publicly held foreign bornds of the Bank's
member countries and their political subdivisions, issued in the United
Stutes, al.cst one-third was in default at the end of 1945, wheress by the
end of 1952 less than 6 per cent was in default.
(3) The Bank urges its prospective borrowers wherever necessary to take
effective measures to prcmote economic and financial stability within a sound
develorment programme. In several instances it has advised that further Bank
lending was dependent upon the adoprtion of such measures.
(4) The Bank has consistently stressed that from the standpoint of rapid
econcmic develorment of its members, appropriate measures to establish a
favcurable climate for foreign investment be taken and discriminatory
restrictions which impede the flow of private capital be eliminated. In
this connexion the Bank considers that in a number of countries its
reccrmerdations or representations have contributed towards reroving
obstacles to rinerasl exploration and production, towards obtaining fair

treatment for the remittance of capital and profits and towards securing

2/ Mcst settlerents have been made after negotiations between unofficial
councils of bondholders in the !nited States or the United Kingdom, and
the governments concerned.

L4
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electric rate adjustments that have facilitated private foreign
participation in expansion.

(5) The Bank hus on occasion called the attention of potential investors
in the United Stutes and Europe to gpecific investment cpportunities in

under-developed countries.
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3. INTERNATICNAL MCONETARY FUND

The international t'low ¢t private capital ccncerns the International
Monetary Fund, toth because of the Fund's furdamental objectives and because
certain aspects fall under its dtirect résponsibility. For example, many
payments, such as transfers of interest, dividends and profits, are current
transactions and accordingly are explored in the consultations urder article XIV
of the Fund agreement. The airti.les of agrecement of the Fund (article XIV,
section 4) stipulate that "Five years after the date cn which the Furd begins
operations, and in each year thereafter, any wember still retaining any
restrictions incorsistent with article VIII, sections 2, 3 or h,i/shall consult
the Fund as to their further retention". Consultaticns of this kind tegan in
March 1952 ard have continued subseqpently.g/ Although these consultations have
specific rererence to "restrictions on the makirg of payments and transfers for
current transactions", ard capital transactions are excluded, scme payments
affecting capital transfers are included.

The Fund frequently also consults with its members concerning multiple
currency practices which involve transfer of private capital or of profits and
interest on private capital ard, in scme instances, application of special
exchange rates to the transactions of foreign ccmpanies. In gereral, in
reviewing these practices the Furd pays particular attention to the balance of
payments and the foreign exchange reserve situation of the country concerned, to
the structure, stability and possible proliferation of exchange rates, and to the
feasibility of more fundamental measures which wculd contribute towards overccming
underlying exchange difficulties. In cases where multiple currency practices '
perform functions rot related to the balance of payments, the Fund has emphusized
the need to t'ind practical substitutes for these practices. In several cases,

1/ Article VIII, section 2, relates to "Avoidance of restrictions on current
payrents", section 3 tc "Avoidance of discriminatory currency practices"
ard section L4 to "Convertibility of foreign-held balances".

2/ See International Monetary Fund, Fourth Annual Report on Exchange
Restrictions (Washingtcn, D.C., 1953).
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the Fund has adviged members to devote greater attention to the implicatiocns of
their multiple currency policies on the inflow of toreign capital and has offered
to co-uperate with its rembers in adapting their practices so as to tacilitate
the inflow of' capital.

The Fund's concern with many of the exchange restrictions that closely
at'ect capital movements, together with its general interest in the contribution
which international capitual lews might xake toward internaticral payments
equilibrium hos occagioned {t to devote considerable attention to these matters.
In an increasing number of instances, the Fund has bteen requested by its merbers
to piovide technical advice concerning chuanges~in the operation and saministration
of their exchange controls that would help to uttract foreign capitul. The Fund
provides such uadvice and, under appropriate circurstances and cornditions, makes
its resources avuilablc.é/

Studies have been made by the Fund on various aspects ot the ipternational
tlow ot private capitul. Thus, the Fund hus recently surveyed foreign exchange
regulations pgoverning the servicing ot toreign capital in merber countries. Apart
tfrem studies on various aspects of' interpational private capital movements
conducted as part ot its pormal research activities, the Fund prepured a report at
the request ot the Feoncmic ard focial Council on "Investment Service of Under-
developed "uuutrivs",ﬁ/and g report at the request of the Econcmic Cecmmission for

Asia and the Far East on "The lmpuact ot Ditferent Types of Foreign Tnvestment on

£

the Balance ot Payments Pesition of Far East Countries” .-

5/ [t will be observed that, according to article VI, section 1 of its articles

- U wprecnent, the Fund's resources are not available teor ticancing large and
suastaine i capital movements., Hoewever, this dees not rrevent the use of Fund
resources tor reascnably sized capital movements required tor the conduct of
trade or tanking. Moreover, in order to permit merbers to protect themselves
agnivst capital rlight ard short-term "hot meoney" movements, article VI,
section 5, provides that menmbter countries are permitted to exercise such
exchapge coutrols as are necessary to regulate international capital movemeuts,
provided such ~ontrels do not restrict current transacticrs.

“+/ Jee seaticn on "General Reccmmerndations"” in chapter 1.

5/  dee Becnumie Cemmission for Asia and the Far East, Mobilization of Demestic
‘apitul: Report of the First Working Farty of Experts (United Nations
publication 1955,11.F.2).
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Lk, CTHER INTER-GOVERNMENTAL AGENCIES

Specialfzed Agencies of the United Nations

Other specialized agencies are less concerned than the International Bank
for Reccpstructicn ard Develorment and the International Monetary Fund with the
question of private foreign investment. Indirectly, however, the technical
assistance rendered by these agencies may contribute in various ways to the
creation ot corditiors within urnder-develcped countries that are copducive to
private investment, toth dcmestic and foreign. The Food and Agriculture
Organization of the United Nations ard the International Labour Organisation have

also given attention to certain specific questions bearing on the movement of

private capital.

Focd and Agricultural Organization of the United Nationps

The flow of private cupital to under-developed countries has been
considered by the Focd and Agriculture Orgenization (FAO) s part of the /ieneral
question of financing investment in agriculture. The FAO Council stated in 1953
that the need to provide capitel for agriculture has received continuing
attention by the FAO Conference, the organization's governing body, and that
"there is considerable evidence to show that the recommendations of the Conference
on this matter have influenced the policies of member governments".l/ In 1950 the
FAC Conference expressed the view that domestic savings in under-developed
countries must be supplerented with capital frcm abroad to permit the objectives
of the organization to be achieved.g/ Tne Conference also drew the attention of
goverrments to the desirability, when formulating over-all programmes for
agricultural developrment, of including projects through which debtor countries may

increase exports with a view to facilitating the servicing of foreign investment.é/

1/ Report of the Council of FAO,Seventeenth session (15 to 24 June 1953), page 28.

g/ Focd ard Agriculture Organization of the United Nations, Report of the Fifth
Session of the Conference, March 1950, page 1lk.

3/ Food and Agriculture Crganization of the United Natious, op.cit.



' The Conference has alsc drawn the attention of member governments interested in
;attracting foreign private investment in agriculture to the recomnendations
contained in paragraph 6 of resolution 368 (XIII) of the Economic and Social

L
Council.—

o In response to requests by the FAQ-Conference, the Director General of the

organization has prepared reports on financing investment in agriculture, with
=

. . p)
particular reference to foreign financing, both public and private .=

International Labour Organisation

As part of its normal work the International Labour Office of the

International labour COrganisation collects information on laws and regulations
x affecting the employment of aliens, a subject which is of interest to foreign
eﬁterprises operating in under-developed countries. A series of monographs on
such laws and regulations in some thirty-five countries of immigration is
;)gcheduled for publication in the near future.

o The International Labour Office also publishes a "Legislative Series"
éontalnlnv translations and reprints of the more important laws and regulations
gaffGOtlne labour in different countries. é/
At the third Asian regional conference of the International Labour

‘Organjsatlon in September 1953, a resolution was adopted concerning the

“lnternatlonaW flow of capital for economic development. 7/ The resolution, which

 &/ Food and Agriculture Organization of the United Nations, Report of the Sixth
- Session of the Conference, March 1952, page 32.

See "Report on Intevnatlonal Investment and Financing Facilities, 194G"
(¢/49/16); and International Investment and Agricultural Credit”

15 September 1953 (C/53/16). The latter document (pages 29 to 3%2) contains
a: summary of FAO action relating to the financing of agricultural
dévelopment projects. It also contains (pages 3 to 25) a statistical
apélyéiS'of the international flow of capital, public and private, to
under-devéloped countries, with particular reference to the amounts invested
ragrieculture or in activities aiding agriculture.

gisIatiﬁe Series" has been issued since 1920 and is now published
"ontbs 1n logse~leaf form. It includes a list of laws and
oula ons passed “in addition to those which are reproduced in full.

of the resolutlon 1s contalned in Economlc Comm1531on for



1

is being transmitted to the Economic and Social Cdﬁncil? mbly f;
at the request of the International Labour Organisatioﬂ; ) '

"effective arrangements can be devised to increase the flov oi capltal to'the
under-developed countries, and in particular that in the near future, 1nter~;~

governmental lending and grants may be progressively supplemented by substantlal

movements of private capital, for industrial development 1n,ASlanqcountrl§s;.“

It adds that

"the Conference agrees that it would be in the 1nterest of both ‘ P
the industrialized and the under-developed countries of the world"f;g.
private capital were allowed and encouraged to partlclpate inithe .
development of less advanced areas through the easing, to,the greatest
extent practicable, of restrictions on the export of prlvate capital. to
less advanced areag and through the creation of conditions in: these
countries which, whilst conforming to national legislation in the
social and fiscaW fields, would make investment attractive to the -
private investors..." ' o

Other International Organizations

In addition to the United Nations and its specializgd‘agencies} several
other inter-governmental organizations have given consideration since the ‘end
of' the war to measures for the stimulation of private international investment

in under-developed countries.

8/

Organization for Buropean Economic Co-operation—

The Organization for European Econcmic Co-operation (OEEC) has been
~oner rned with attracting foreign capital to member countries and their .
dependent territories and with exporting capital by member countries. :

In 1950 the organization published a study entitled:Report on International

Investment containing a review of the general gquestion of international

investment, both public and private. A second study, Intra-European fnvestments,

§/ The following countries are memwbers of the Organization for‘Eﬁropeén .
Economic Co-operation: Austria, Belgium, Denmark, France,:German
Republic), Greece, Tceland, Ireland, Ttaly, Luxembourg, Netherland
Portugal oweden qutzerland Trleste Turkey apd\Unlted Klngdo

in its work
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was issued in 1951; this dealt chiefly with the investments of OEEC countries in
other member countries and the dependent territories cof rambers. In the same
year the organization also published a report on Investments in Overseas
Territories in Africa, South of the Sahara.

The Report on Internationai Investment, which was approved by the Council of

the organization in September 1950, contains a series of reccrmendations relating
to the stimulation of private and public foreign investment. 2/ It reccmmrends
that member countries (a) simplify the procecure for establishing a foreign-
controlled enterprise in their territories, (b) publish authoritative statements
oL governmental policies affecting private foreign capital, (c) pay continuing
attention to the possibility of progressively relaxing exchange controls
affecting private investments. Reccmmendations addressed to non-membar lendirng
countries, in particular the United States, relate to such matters as the
taxation of foreign private investments and the governmental regulation of
private capital exports. Other reccrmendations deal with the question of
international double taxation and the extension of governmental guarantees by
capital exportirg countries against certain non-commercial risks of rrivate

foreign investmeat. The organization's report Intra-European Investments

contains recommendations similar to those just mentioned and more detailed
suggesticaus and recommendations relating to foreign exchange control, protection
of "industrial property" (patemnts, trademarks, etc.), fiscal measures,
dissemination of information, internal financial stability and other domestic
policies and regulations affecting the climate of foreign investment as well as
assurances to foreign investors in the event of nationalization. 59/ The
measures considered relate to intra-European investment ard to investments by
non-rember countries outside Europe in member countries and their dependent
territories.

A working party established in 1952 has studied a number of proposals
regarding specific mechanisms designed to facilitate the expansion of intra-

11/

European investment, including investmrent in the oversea territories of members .=

2/ Organization for European Econcmic Co-operation, Repcert on International
Investment (Paris), pages 99 to 105.
EQ/ Organization for European Econcmic Co-operation, Intra-European Investments
(Paris, 1951), pages 61 to 69,
_3/ Organization for European Econcmic Co-operation, European Economic
Co-operation (Paris, 1953), page xxiii.
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Consideration has been given to the establishment within the organization of an
Advisory Investrent Board, in which the International Bank for Reconstruction and
Develorment would be invited to participate. The terms of reference of the
propceed btoard would include matters relating to both private and public
international investment. In July 1953, the OEEC Council, without expressing
opinion on the substance of the proposal, referred the matter for further
consideration, with respect particularly to the terms of reference and membership
of the proposed advisory board.lg/

In February 1953 the organization decided to make a further study of the
problen ot United States investments abroad. The purpose of this study is to
consider what reccmmerdations might be made to member countries in order to
facilitate the develorment of private dollar investment in these countries and

13/

their dependent te:ritories.~’ A questionnaire has been transmitted to member
govermrents requesting information concerning the measures taken since publication
of the Report on International Investments in 1950, with a view to encouraging

1L/

The organization's Code of Liberalization, adopted in 1951 ,—

the inflow of private dollar investments.

in addition to
provisions concerning trade, contains undertakings relating to the liberalization
of restrictions on invisible items in transactions within the area, including
remittances of income on foreign cepital and royalties. It does not, however,
deal with capital mrovements othe than the contractual amortization of loans.lé/
With respect to capital movements, the Organization for European Economic

Co-operation has reccmmended that countries having a surplus in their balance of

12/ Ibid., page xxiv.
13/ 1Ibid.

l&/ Crganization for European Economic Co-operation, Code of Liberalization
(Paris, July 1951), adopted by the OEEC Council, 20 July 1951 (C(51)26l1).

ié/ A list of reservations by several governments to certain of the provisions
relating to invisible items is contained in the Code of Liberalization,
annex C. Since 1951 many of the reservations have been withdrawn.
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current payments "should be generous in granting authorization for investment of
capital in foreign ccuntrieéﬂlé/The organization has also expressed the view that
a careful survey of the possibility of relaxing regulationc governing movements of
capital is reqpired.ll/

The establishment of the European Payments Union by the Crganization for
European Econcmic Co-operation has played a part in facilitating international
investrents through its effect on the transferability of the currencies of merber

18/

countries.—

Council of Europe.ig/

In connexion with prcmroting the econcmic development of the under-developed
areas of member states, particularly their oversea territories, the Council of
Europe has paid attention to stimulating the international flow of capital, both
public and private. Several recomrendations bearing on the subject were adopted

by the Council of Europe following consideration of a report, The Strasbourg Plan,

prepared by the Secretariat-General of the Council of Europe at the request of the
Assembly of the Council.gg‘ ese reccnmendations were intended to encourage the
inflow of private foreign capital for the economic develorment of the oversea
territories of member states.

The subject of foreign lernding was also dealt with in a report by the Council

of Europe entit.ed Full Fmployment (bjectives in Relation to the Problem of

Furopean Co-operation. The chief concern of this report, however, was with

co-operative action for the export of public capital to the oversea territories

21/

of member states. For this purpose a Eurcpean Investment Bank was propogsed.—

16/ Intra-European Investments, pages 61-62.

17/ European Economic Co-operation, page xvi.

l§/ Jee Organization for Europeun Economic Co-operation, Third Annual Report of
the Managing Board of the European Payments Union (Paris, 20 June 1953), and
eurlier annual reports.

}Q/ The Council of Furope, established in May 1949, ccmprises the following
merberc: Belgium, Penmark, France, Germany (Federal Republic), Greece,
Icelard, Ireland, Italy, Luxembourg, Netherlande, Norway, Saar, Sweden,
Turkey ard United Kingdcm.

20/ See Council of Europe, Fourth Ordinary Session, Reccmrendation 20,
25 September 1952. See also The Strastourg Plan (Strasbourg, 1952).

21/ Full Employment Cbjectives in Relation to the Problem of European
Co-operation (Strasbourg, 1951) pages 63 to 68.
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Organization of Arcerican Statengg/

Chapter IV of the Econcmic Agreement of Bogota, signed at the ninth
International Conference of American States at Bogota, Colcmbia, on 2 May 1348,
relates to private foreign investmwent. The provisions include uncdertakings
regarding the equitable ron-discriminatory treatment of private foreign capital
by the signatories. Among the subjects dealt with are the employment of
technical personnel by foreign-owned enterprises and the payment of compensation
for expropriated property. The agreement provides that "any expropriation shall
be acccmpanied by payment of a fair price in a prcmpt, adequate and effective
manner". With reference to the latter provision, reservations were entered by a
number of the signatory States. The reservations assert the primacy of the
constitutional provisions of the country in respect of the treatment of aliens
and their property generally, and particularly in respect of the determination of
compensation for expropriated property. The agreement, which requires
ratification by two-thirds of the members of the Organization of American States
(0AS), has not yet entered into force.

In 1953 the third Extraordinary Meeting of the Inter-Americaen Economic and
Social Council, an organ of the Organization of American States, adopted a
resolution relating to private foreign investment.gé/ The resolution states
inter alia that "the investment of private foreign capital is an essential factor
in the financing of thec econcmic development of the latin American countries"
and that "the maintenance, in the American countries, of a favourable climate such
as will encourage and inspire confidence on the part of the investor is ...
necessary to encourage the flow of private capital toward countries in the course
of develorment". Reference is also made to the advisability of continuing
studies."leading to desirable and feasible changes in the taxation systems of
capital exporting countries, so as to encourage the flow of private capital from

‘

such countries" to under-developed countries.

gg/ The first International Conference of American States was held in 1890. The
present charter of the Organization of American States, which was signed at
the ninth conference in 1948, provides that the organization S
is a "regional agency within the United Nations". The present membership of
the organization consists of the twenty countries of Latin America and. the
United States. The Pan-American Union is the central, permanent organ -and the
general secretariat of the organization.

23/ Resolution 31/53, of 21 Fetruary 1953.
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The OAS Pan-American Unign is continuing to issue a series of studies on the
laws affecting business in each of the Latin American countries. These studies,
which were begun in 1946 by the Inter-American Levelcprent Commission, a
subsidiary body, contain an authoritative digest of information of interest to

oL/

existing and potential private foreing investors.—

g&/ The studies are published under the title, A Statement of the Laws of...
in Matters Affecting Business. Reports have been published in nineteen
countries of latin America.
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5. NCN-GOVERNMENTAL ORGANIZATIONS ~/

International Chamber of Ccmrerce

Since 1947 the International Chamber of Ccmmerce (ICC) has issued a number
of reports arnd has approved several resolutions relating to the international flow
of private capital.g/ The reports and reccrmmendations deal generally with the role
of private foreign capital in financing econcmic develorment and also with
particular questions relating to the treatment of foreign capital and foreign
enterprises.

A draft international agreement, entitled "An International Code of Fair
Treatment for Foreign Investments" has been prepared by the organization. The
agreement contains & series of provisions for the purpose of establishing
"conditions of fair and non-discriminatory treatment" for investments in the
territories of the contracting parties.

The investment code, it was suggested, might be put into force either
unilaterally by capital importing countries, by bilateral agreement or by

multilateral agreement "concluded by groups of countries able and willing to

l/ This section relates to certain non-govermmrental organizations having
consultative status with the Econcmic and Social Council.

g/ The reports in question include the following: Foreign Investments and
Economic Expansion, Brochure 107, March 1947, extract in document E/C.2/36
of the Economic and Social Council; International Double Taxation,
Brochure 116, February 1947 (E/C.2/40); The Status of Foreign Establishments,
Brochure 120, June 1947; Fair Treatment for Foreign Investments,
International 2l Ccde, Brochure 129, August 1949 (E/C.2/229); Financing Economic
Develorment, Brochure 142, July 1950 (E/C.2/256.Add.l); Governmental
Guaranties to Investors, Brochure 145, March 1951, extract in E/C.2/28T;
Unilateral Relief from Double Taxation, Brochure 1&6 March 1951, extract in
E/CN.8/NGO/2; Econocmic Development and Private Investments, Brochure 165,

March 1953 (E/C.2/353).

Resolutions based on the above reports are contained in the following:
Resolutions of the XIth Congress, Brochure 117, June 1947; Resolutions of the

XIIth Congress, Brochure 1L1, August 1949 (E/C.2/229); Resolutions of the
XIIIth Congress, Brochure 161 August 1951 (E/C.2/521); and Resolutions of the

XIVth Congress, Brochure 175, July 1953 (E/C.2/2%66).

See also a staterent by the International Chamber of Comrerce in
Methods of Financing Econcmic Development. Tmi+ed Natinna puhlication
1GL9.TI.R.2, pages 148 to 163.
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adopt the code's main provisions". The International Chambter ot Ccrmerce

recomrended that work should be started under the auspices ot the Economic urd

Social Council or of ore of the specialized agencies "on the gradual eliatceraticn

of a universal conventicn for adoption und signature aut scme mere auspicicus tice'.
The organization has rade reccmrendaticns with respect to internatiornul double

taxation and discrimination in the taxation ot toreign investrents. Recommendetions

relating to these questions are included ir the propesed international investment

code, ard separate recomrendations are contained in a report, Unilateral Reliel I'rcm

Double Taxation,which was sutmitted to the Fiscal Ccmmission ot the United Nations.

In May 1953 the International Chamter ot Cocmmerce adopted a4 resolution drawing
the attention of the Econcmic ard Social Council ™to the grave anxicty aroused in
the business world by the resolution /62u (VII)/ adupted by the Gereral Assembly
of the United Nations in Lecember 1952 entitled "Right to expleit freely natural
wealth and resources".é/ The resolution expressed tne view that it the cubject
"{s to be adequately treated in a brief resolution such as that ol the United
Nations Gereral Assembly the proper emphasis should also te given to the respecet
for contractual obligations, the duty of ccmpensation in case of nationalization

and, in general, to the fair treatment of toreign capital and cnterprise”.

Other Non-Governrental Agencies

Several other non-goverumental organizations have made reccmrendatious and
prepared reports dealing with the subject of the international flow of private
capital.

National Association of Manufacturers (United States)

The National Association of Manufacturers (NAM) of the United States has
transmitted to the United Nations the following reports which contain
reccaomendations relating to goveromental policies atfecting private feoreign
investment: Capitul Export Potentialities after 1952 (circulated wus B/C.. /1,

29 March 1949); The Bold New Plan, A Program fer Urder-developed Areas (circulated
as E/C.Q/ZC&, o July 1949;  and a Statement on Naticonalization, 17 aApril 1993

(transmitted to the Secretary-General of the United Nations, SC April 1953).

Recommendatiors in the akrove Ancuments relate to the legal status of foreigu

2/ Brochure 175, July 1953.
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capital, compensation in the evenut of ruationaldizuticnu or expropriation, exchange
control, taxaticn aud other natters. In particular, the organization hac stressed
that "States should ussure the security of all roreign investment:s within their
territories. In the cvvent of any expropriation or nationalization in any manner,
prempt (or prior, vhere u nation's constitution so provides), sdequate and
effective compensation should te agrreed upon with the owners of sald investrents

in a torm acceptable to them".

International Federation of Agricultural irocducers

The International Federation of Agricultural Frcducers (IFAP) has rode
several reccmrendations reluting to the financipng ot ecconcmic development. At
its sixth Ordinary General Meeting in Rcme in 199%, a rerort was approved
containing the following statement: "A vist expansion of capital movement can be
encouraged to the mutual advantage ot all parties. IFAP members frem all
countries may well work with their respective governments to create conditions

tavorable to capital movemcnt".

World Federation of United Nations Associations

The World Federation of United Nations Associations (WFUNA) considered the

financing of economic development of under-developed countries at its eighth
Plenary Assembly in September 1955. Reports were presented by the Belgian and
Italian Associations for the United Nations dealing with both giblic and private
foreign capital in relation to economic development, but npo specific

recommendations were made concerning private foreign capitul.

International Fiscal Association

The International Fiscal Association (IFA) has piven extensive study to the
question of the taxation of foreign investment. The organization adopted a
resolution on the taxation of enterprises engaged in sea and air trunsport and is
continuing to study the question of fiscal measures capable ot facilitating
international capital transfers. The matter will be placed on the apenda of the

eipghth Congress of the organization, to be held in l95u.i/

E/ See International Fiscal Asscciation, Studies on Internatioral Fiscal Luw,
vols. XXII, XXIII and XXIV.

*
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Ipter-American Council of Commerce and Production

The Inter-American Council of Commerce and Production (IACCP) has discussed
the question of stimulating the international flow of pri.ate capital to under-
developed countries on several occasions. At its plenary meeting in !i:, Peru,
in November 1952, the organization adupted a resolution deuling with the promotion
of private foreign investment in the Westeru Hemisphere. The resolution
recommended that the less developed countries "prcmote a climate favourable to
the investment of private capital”. It also reccmmended that governments ot
American nations negotiate treaties for the elimination of double, extra-
territorial and discriminatory taxation, and accept the principle that company
profits should be subject to taxation only in tﬁe countries where earned. The
organiszat on reccurended that equal treatment te accorded to both new and
existing investments and that no unilateral modit'ications be made in concessions
alrealy granted. Other recommendations were related to tax incentives by
capital exporting countries, compensation in the event of rvatiouwalization or

expropriation and foreign exchange restrictions.
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II. NATICNAI. ACTICN

In view of the rany tacturs attectiny the international tlow of private
capital, 1t is evident that gcvernmental action designed to stimulate such
1w Ay take a varlety et torms. A nurber of the yovermmental measures
discussed below are designed to reduce various types of non-business risks
anticipated ty investors or to increase the anticipated yleld of investments
through tax concessions or gimilar acticn. It should be borne in mind, however,
that measures ct this type may carry less weight in attracting investient than
the avoidance of deterrent action in capital importing countries in such
matters as expropriation, exchange control and similar restrictions and the
establisghment of a generally tavocurable tramework of political, social and
ecancmic insiitutions. But even the removal of specifiic deterrents by
capital importing countries or action by capital experting countries to
mitigate the ettt of such deterrents or other risks, although necessary,
nay not be sutftficient for stimulating the internatiocnal flow of private
capital. Uver the long run, measures to prcemote ecconcuic development and
thus increase the scope and potential yield oi' investments through raising
the general level of activity in under-developed countries mway have an
important influence on the volume ot funds that private investors are willing
to place abrcad. Menti&n ray be made algo of governmerntal measures to
reduce the prevailing internaticnal econcmic disequilibrium and to maintain
national and internatioral econcmic stability.}/

The climate of foreign investment, in a narrower sense, is aftected by
governeent policies having a more direct incldence on private toreign investment.
Such policlies are expressed in constitutional provisions, lawg, regulations and
a wide variety of administrative action. Much national action taken to

etimulate the rlow ot private capital to under-developed countries iR concerned

5/ Discussion of thie type cf action may be found in the tollcowing United
Naticns reperts: Measures for the Econcmic Development of Under-Developed
Countries (1951.II.R.2), Measures for International Econcmic Stability
31951.II.A.2) and Ccmmcdity Trade and Econcmic Development (195L.II.B.1).
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with the removal or reducticn of specitic oubstacles resulting frem previous
governrent acticn. Another type of goverrmental acticn aims at increasing the
yield of such investments, primarily through tax ccncessicns, or at reducing
the rigk incurred by the private investor through guarantees exterded by the
government of the capital exporting ccuntry. Urdertakings by capital
importing ccuntries, unilaterally or thrcough agreement with capital exporticg
countries, have also been designed to reduce ncn-business risks on the rart

of private foreign investors.

The acticn taken thus far by goverrments to stimulate the internaticral
flcw of private capital relates rmainly to sojyalled dircet business investments,
usually in branches or subsidiaries ccntrolled by parent concerns in the
capital exrorting country. Internaticnal rortfolio investment, rarticularly
in the form of loans to governments of under-develored countries, aprears to
be hampered by difficulties too fundarental to be removed through acticn of

the type under consideration.é/

2/ Sec The Internatiomnal Flcw of Private Capital, 1946-1952 (United Nations
publication 195L.II.D.1), pages LO to L2.
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6. CAPITAL IMPCRTING CCUNTRIES

Cbstacl s to Inflcw of Private Capital

Goverunental measures in capital importing ccuntries that tend to limit

the opportunitieeg for private foreign irvestment or to create special risks

or obstaclee that inhibit the flow of such capital have teen descrited at

length in coft'icial reports.z/ The obstacles in question fall into the following

e oo

groupe:

United Nations: "Survey of Policies Affecting Private Foreign Investment"
(E/1614/Rev.1l, B March 1950); Foreign Inveetment Lawc and Regulations

of the Ccuntriec of Asia and the Far Eagt (19°1. II.F.l); Foreign
Capital in latin America, study in preparation, consoulidating and
reviging the series "Econcomic and Legal Status of Foreign Investments

in Selected Countries of latin America™ (E/CN.12/166 and Addends 1-15,

12 April 1950 to 11 May 1951); The Effects of Taxation or. Foreign Trade
and Investment (1950.XVI.1); United States Inccre Taxation Of Private
Unite? States Investment in latin America (1953.XVI.1).

Organization tor European Eccnomic Co-operation: Report on International
Investrent {Faris, 1950); Intra-European Investments (Faris, 1951).

Pan American lnion: Serie~ under the titl~ Statement of laws of

in Matters Arfecting Busine. . 1 "tiated i, the Inter-American Develorment
Commiseion and continued bty “ne Pan Americen Unicn of the Organization
of American States, Washiugion, D.C. Studies relating to eighteen

countrier of latin America were putlished during the period 1946 to 1951.

United Statee Department of Ccmmerce: Factors Limiting United States
Investment Abrcad, part I (1953); Investment in Verezuela (1953);
Inveetment in Colcmbia (1953); Investment in India (1953); International
Reference Cervice, Series entitled Establishing & Bueiness in ...

Menticn may also te rade of two reports prerared at the requert of official
agencies:

National Industrial Conference Bcard, Inc.: C(letacles to Direct Foreign
Investment, Report prepared for the President'e Ccmmittee f'or Financing
Foreign Trade (New York, 1951).

Government of Canada: Report of Advisory Ccmmittee on Cverseag Investment
(Ottawa, 1951).
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(1) Lepal restrictions on the entry of foreign capital and the control
and ojeration ot foreign-cwned enterprises.

Amcng the principal types of restrictions are the tollowing:
mandatory or discr<tiorary exclusion of foreign capital frcm particular
irduetries or tyrpec of econcmic activity; restriction of entry of
foreilgn capital case by case according to various criteria; mandatory
or discretionary requiremente for minimum financial or other particiyation
by rnationals of thle capital importing country in all bueiness enterprises
or in gelected types of econcmic activity; stipulations regarding
rarticipation by raticrals in the labour force of enterprises established
within the country. Other regulatory reasures which may or may not
discriminate against foreign investment ag such but which often have
a special incidence on foreign-cwned enterprises include: regulations
gouverning the exploitaticn of minerals and natural resources generally;
official fixing of prices and rates, particularly in the public utility
industry, and official regulation of labour relations.

(2) FExchange restrictions, quantitative restrictions on imports and

exports and other tyres of control over international transactions.

(3) Fiscal reasures.

(L) Pclicies concernirg nationalization, expropriation,and tle exiert

~f putlic cwrership, ~f Irdustry.

Before considering examples of action taken by capital importing countries
to reduce o~ mitigate the effect of impediments of the tyres just listed,
a few general observatione nay be useful. A number of the imrediments directly
affecting foreign investments are symptoms of underlying econcmic conditions
rather than the expressica of rolicy tcwards foreign capital as such. This
“o particularly true of certain fiscal measures and of measures affecting
intervatiomm] tranesactions, particularly exchange restriction. Accordingly,
although removal of obstacles of this tyre may stimulate the inflcw of capital,
this muy be the by-prcduct of action taken for c¢ther reasons and in scme cases

due to developments outside the country's control.
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Many of the impediments result from administrative action within a generel
framework of control of economic activity. The deterrent effect on private
investment of such contrcl depends on the investor's anticipations with respect
to the yield of the investment and the future policy of the capital importing
country. Uncertainty rather than the specific restriction may be the serious
impediment. Certain types of government action referred to belcw are designed
to stimulate the inflow of capital by providing assurance of stability with
respect to investment policies over a specified or indefinite period.

The following paregraphs do not relate to countries in which, cwing to
absence of specific govermnmental restraints private foreigu capital,
the investment climate, in the narrow sense, is relatively favourable.

They are concerned largely with policies of under-developed countries, but

it may be noted that both as regards the obstacles and the action taken

to reduce them, the policies of under-developed countries in certain respects
differ little frcm those of several more developed countries that import

capital.

Policies and Measures affecting Entry and Operation

Since the end of the war a number of under-developed countries have taken
action designed to stimulate the inflow of private foreifgn c=pitzl by defining
the conditions under which such capital mey enter the country and carry on its
orerations and, in general, by clarifying the status of foreign-owned enterprises
within the country. Such action has sometimes been coupled with extension
of fiscal concessions, assurances concerning the remittance of income and capital
and, in some instances, with undertakings regarding future policy in respect
of nationalization, expropriation and similar matters. .

Acticn of this type has taken a variety of forms, reflecting to scme
extent the prevailing system of regulation. Certain countries have adopted
special legislation clarifying the status of foreign capital as such.

Others have taken'administrative action in connexion with such matters as
taxation and exchange control. In some cases bilateral treaties have been

signed with a capital exporting country, particularly the United States,




'

or in conjunction with, national legislation relating

either independently of,
In other cases the policy to be adopted with respect

to foreign capital.
to foreign capital has been the subject of official declarations of policy by
sovernment authorities. A few illustrations of action in these fields may
[

be given.

Tnvestment laws and related policies

The attempt to clarify the status of private foreign investments in a
single comprehensive statute may be {1lustrated by a recent legislative
decree of the Government of Greece.g/ The decree establishes a srecial
interministerial agency to review applications for the invegtment of forelgn
capital in Greece and to determine the statue .of such investments pursuant
to general policies embodied in the decree itself. Tor each investment a {formal
decree, analogous to a concession contract; is to be issued setting forth
the understanding reached between the investor and the Government. A minimum

condition for approval of such investments is that they be "productive” in the

sense that they serve "the promotion of national prcduction or . . . otherwise
i . . \ e
contribute to the economic development of the country”. The general conditions

applicaeble to approved investments, as specified by the decree, include the

following:

Exchange control. The agreement is to stipulate the terms of repayment and

service of capitel, including the kind of foreign exchange and/or Greek export

preducts’ which may be used for this purpose. The Bank of Greece will allocate

the foreigrn exchange required to meet the commitments created by the decree.
_Capital repatriation is limited to 10 per cent per annum of the amount of capital
“ iﬁpérpe@. The decree may provide that the fotal amount or a portion of profits
. aﬂgéed‘fromvforeign capital be deemed foreign cépital) provided 1t is
e lnvested 1n an approved manner. Remittance on account of income from
nv;stments shall not exceed 12 per cent per annum for inccme on equity eapital
d _O par cent per annum for interest on loan capital. If amounts remitted in
any: year are le&s than the limit, however, the balance may be remitted in

b 1quent yeaps, These 1limits on remittances may be exceeded in the case of

concerning "Investment and Protection of Foreign
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certain enterpricec ;roducing tHor export or deenmed to be of special importance.
It e«xisting torelgn cxctanpre restrictions are removed, the limits on remittances
shall cease tc apply.

Tax concegsicng.” Certain tax concessions nay te pranted to foreign

cnterprises engapged in panutacturing for export or in mining, whose operations
save "gubstantial” amounts of roreipn exchange. The concessions include:
(a) treezing of inccme tax rates for a vericd not exceeding ten years, with
provigion tor dewnward readjustment it the rates are lowered; (b) lowering of,
or exemption f'rom, custcms duties, and similar chargee on imports of
equirment; (¢) lowering of, or exemption frcm, certain other taxes, charges or
levies to be gpecitiied in the decree. Tax concessions made will be extended
to a1l "similar" enterprises in existence or to be established. Erterprises
qntlit'ying tfor tax concessions will be {ree of export restrictions on their
praducts and of export taxes, provided the cuuntry's requirements are met
by dcrestic production.

Fersonnel. Approved foreign enterprises will be permitted to

employ toreign technical and administrative staff in "higher positions".

Expropriation. Approved foreign enterprises will be exempt from

cumpulsory expropriation, and also from requisition except in case of war.

Cther provisions. Disputes arising within the purview of the decree

shall be settled by arbitration. All approved investments are assured
treatment as favourable as that < xtended to other similar enterprises in the
country.

The status of private United States investments in Greece is also the
subject off a bilateral treaty that has been signed by the two countries but
has ut yet teen ratif'ied. Treaties of thie type are discussed helcw.

Go-called "investment" laws of similar but varying scope and ccntent

have been adopted recently in several under-developed countries, including



5 6
Argentina,ﬁ/ Chile,—/ Colombia,L

1
Turkey .~—

o
~

s/

10/

11/
12/

1/ g

10/ 11 :
ngpt,g/ Iran,z/ Israel,— Japan—w/ and

2/

Law No. 14222 of 206 august 1953, governing Toveign capital investment, .
and Decree No. 19111 of 16 Cetober 1953, regulating the application

of Law No. 1k222. The Law of 26 August 1953 aluo empowers the
authorities to declare an investment to be of "national importance”

and thus to gqualify under Law No. 13892 and Decree No. 1L630 of

L June 194k, which provides tariff protection or subeidization for
approved enterprises.

Decree law No. L27 of November 195%. The decree establishes a ceiling

on annual remittances of capital but imposcs no limite on the transler

of inccme from approved investments. Interprises in which approved
investments are permitted are free from any system of l'ixing, regulating,
control or freezing of prices, provided that dcmestic enterpriscs producing
similar articles were nolt subject to such contrel at the time of approval
(Article S(d)), The income Trom such enterprises is to be exempt for

a rericd of ten years [rom "all new taxes or levies" that may be
establisghed.

Taw 8 of 18 July 1952. This law is concerned largely with the

administration of exchange control. No criteria are specified to
qualify for privileges to transfer capital and earnings, buf a procedure
of registration is established. No limits are placed on oulward transfer

of capital and income; registered invesiments are accorded the right
to re-export capital at any time, to remii earnings and to register
undistributed profits as imported capital.

law No. 156 of 1 April 1953. Important revisions were also made
concurrently in the Company Law and the Mining Law (Law No. 66 of
10 February 1953%).

Decree of 16 December 1953.

‘Law for the Encouragement of Capital Investment, 29 March 1950.

Law concerning Foreign Investment, No. 165, 1950, as amended.

Lav-No. 6224, 18 January 1954. This law removes & limit on the
transfer of income and capital of approved foreign investments
contained in Law No. 5821 of 1 August 1951.
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Certain feat irer comror to lepislation of this type nmay be observed.
The provisions extended are available only to "approved" investments.
While the criteria for appro al are similar, they vary in detail and gice
substantial latitude tor administrative discretion. 'The criteria most
ccmmonly specified are (a) the impact on the balance ot payments; and (b) the
contribution of' the enterprise to the country's cconcmic development through
provision of desired technolopy, diversificaticn of industry, duveluiment
of" donestic raw materials and training of' workers., Commen to all the 1aws
arc certain undertakings reparding the remittance of enarninges and repatriation
of capital. The commitment to eftfect transfers varies in t'irmress, however)
and is usually coupled with the ecstablishment of a maximim amourt that
ray be transferred, usually expressed as a percentape of "registered” capital.
Several of the laws authorize the extensicn ot t'igcal arnd otler ccrcecsicous,
subject to wide administrative discreticrn.

More or less comprehencive investrent lawe ot the tije reterred to
have “hus far been adcpted by relatively few countrice. In cther
countries, lawe and administrative actici relating: to the cctablishmernc
of rew enterprises, exchange control, taxaticn, labtour rejatione and cother
matters at'f'ecting the operation of foreipi- owned enterprisers have served
to define the framework within which private toreipn capital nay be employed
in the country.

Thus, in India the statone of priviote foreign capital har beer eclarified
by a series of policy declarntiongs, lawe and adminictrative actions during

3/

1 ; -
the past several years.-—= There have beorn eeveral poneral statements

1L/
of policy tewarde private forcipn invertments,—' adminictrative acticn
R o
a3 : . \ . . LD s .
providing assurances in rcrpect off oxclange restrictione=~ and administrative

action admitting new investnents, rarticulsrly in connexion with comprehensive

13/ United States Departumont 51 Commerce, Trvestrment in India (Wachington, D.C.,

1953).  See also G0 ernment of Indin, Goverimental Measures aftecting
Investment in India (llew Lo1lhi, July 19950).

14/ See appendix.

15/ See discussion of exchange control telow.
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6/
laws regnilating industry and mineral deVHlvgmvnt.——/

All o w foreign
{nvestments are s .bject to approval in each instance. The licencing ot new
private investment, both demr stic and foreipgn, in most branches of irndustry
is subject to the Industries (Levelorment and Regulaticn) Act of 1951, The
authorities respecnsible for reviewing appliaticne for now foreign investmen®
may grarnt o measure of tax exemption, determine the extent of financial
rarticiration by Indian naticnalse in the enterprise, extend a guarantec

against nationalizaticn for a srecified pericd and » general guarantee of

. . . 17/
ccopensation in the event Ot oxpruprlaticn.<;’

In scme chuntries statvtory restricticns cn the investment of foreign
capital are ccmprekhensive but, through administrative discreticn, wide score
exists for private foreign investment in particular ficelds, notably
ranufacturing. Thus in Mexico a law of July 19O4h provides that permission to
fnvest in a wide range of eccncmic activities may te subject to the
requirement that foreign rarticipation not exceed 49 per cent of the total
share capital. This requirement is mandatory, hcwever, only in a few
branches of business (such as broadcasting, transportaticn and publishing)
and has not been applied to foreign investment in wanufacturing and ccmmerce.
The pusition of foreign investors is strengthened by the absence of exchange

18/

investors will be treated on a tasis of equality with dcmestic enterprises.—

reatricticns. The Mexican Government has rereatedly stated that foreign

lﬁ/ For example, several large petroleum refineries have teen established
tv specinl agreements which involve the grantineg of an exemption under the
industries(Cevelorment and Regulation) Act. These agreements contain
assurances regarding remittauce of income, reratriaticn f capital and
exemption from certain import dities, and stipulate that the controlling
interest in the share capital of the enterprises may remain in foreign
hande.

17/ The Constitution of India, article 31, guarantees ccmpensaticn in the
eveni of acquisition of private prorperty for public purposes. Similar
provisions aprear in the constitutions of mest countries.

18/ See, for example, the statement by the Mexican delegation at the third
extraordinary session of the Inter-Americanmn Cconcmic and Social Council,
Fetruary 1953%.
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An important area of policy affecting the inflow of foreign capital is
that concerned with the granting of concessions under general laws relating
to minerals and other natural resources or through administrative action
of other types. While some countries have tightened their concession policies
in recent yeare, others have taken action to facilitate the grantiﬁg of
concegsions. Reference may be made to new mineral laws in Colombia, Peru
and Israel and the concession policies of countries in the Arabian peninsula.
Such action has often teen coupled with the adoption of a formula similar
to that in the Venezuelan inccme tax law of 1948 providing for a sharing of

the profits of enterprises engaged in mining or retroleum extraction.

Bilateral treaties

Reference was made above to the negotiation of multilateral agreements
concerning private foreign investment. While no such agreemrents have thus
far entered into force, bilateral treaties, including clauses relating to
private foreign investment, have been concluded recently between the United
States and a number of under-developed countries, as well as more advanced
ones. These treaties, based on the principle of mutuality, define the
status of the foreign investments and business enterprises cwned by nationals
of each contracting party in the territory of the other. They also include
provisions relating to the civil rights of nationals and corporations and
to various aspects of commercial policy that affect the operation of
foreign-owned enterprises.

Such treaties represent a new departure in commercial agreements concluded

by the United States.lg/ Since 1946, at the initiative of the United States,

}9/ Lormcrclial trectics ecnciau 1 betwenn many otrer countries do not appeuar
Tu coutain cermparable provisions relating to private foreign investment.
The applicaticn of the mest-favcocurcd-nation clause in ccnrercial treaties
concluded by othner copital exporting countries than the United Statecs may,
nowever, generalize to scme extent the rights and provisicns accorded to
Unitca Ctates private investors iu the treaties recently concluded.
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20/

treaties have been aigned with the Governments of the following countries:—
Chire: Taiwan, Colombia, Denmark, Ethiopia, Finland, Federal Republic of
Germany, Greece, Ireland, Israel, Ttaly, Japan and Uruguay. With reapect
to the status of private foreign investment, the most important provisions
of the treaties relate to (a) general principles governing the status of
foreign capital and foreign-owned enterprises, (b) establishment, control
and operation of such enterprises, (c) exchange restrictions and

(d) nationalization and expropriation. Some variation exists amcng the
treaties, but except for that with Ethiopia mentioned below, their content
is similar and may be illustrated by reference to the following provisions
contained in the treaty with Uruguay.

General principles. The capital importing country undertakes to "take

no unreasonable or discriminstory measures that would impair the legally
acquired rights or interest" of the nationals of the capital exporting country
and not to deny opportunities and facilities for investment "without
appropriate reagson'.

Entry and operation of foreign enterprises. The capital exporting

country is accorded "national treatment' in respect of entry -into commerce,
menufacturing, processing, finance {(other than deposit banking, construction
and publishing).g} In the exploitation of mineral deposits and other
activities not included in the above list, most-favoured-nation treatment

is accorded if national treatment is not granted. Foreign enterprises are
accorded the right to employ technical experts, executive personnel and

other specialized employeses regardless of nationality.

gg/ At the end of 1953 treaties between the United States and the following
countries had been ratified by both parties: China:Taiwan, Ethiopia,
Finland, Ireland, Israel, Italy and Japan. The United States Senate
had ratified treaties with all the countries listed in the text except
the treaty with Colombia which was withdrawn at the request of the
President for further negotiation.

The treaty contains the following definition of national treatment:

. 'The term 'national treatment' means treatment sccorded within the
wterritories of a High Contracting Farty upon terms no less favourable
a1 the treatment accorded therein, in like situations, to nationals,
mpaniesqfproﬁucts,gvessels or cther objects, as the case may be,

G rhy” :
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Excrange control. kemittances arising trum toreign investments (including

ccmpensation in the event of expropriation) are, in principle, to be free frem
restriction except in ypericds of "exchange stringency", during which the
capital importing ccuntry may apply restrictions to assure the availability

of toreign exchanpe tur essential imports or, in the cace of a memter of the
Interrational Mcnetary Fund, restricticns epecitiically approved by the

Fund. In the event ot exchLange stringency the treaties provide that the
capital importing country rhall "make reasonatrle" provision for transfers
ariging frcm foreign investuwent and shall apply certain principles of
noni-discrimination in the administration of exchange restrictione.

Nationalization and expropriaticn. In the event of natioralization or

other torms of expropriation, foreign investors are to bte accorded no
less than rational treatmert and "any expropriation shall be made in accordance
with the applicable laws, which shall at leact assure the payment cf Jjust
compensation in a prempt, adequate and effective manner”. These principles
apply not only to enterpriees in which there is a majority foreign interest
bt to all property N nationals and ccmpanies of the foreign country
arfected.

In regpect o the entry of foureign capital, the treaty between the

ey

United Utates and EthiOpiai~’ differs frcm other treaties recently
regotiated. A ccmmitrment regarding the initiation of enterprices 1s
limited to a provision that "reascrnable opportunities" will be at'forded.
Trig, the poverrnrent councerned retains the right to limit the entry of forcign
capital (or investment according to specific criteria in each care, so
long ae it is in accord with the provisicn referred to. For investments
admitted, hcwever, the treaty applies provisions rimilar to thoec
cdescribed atove.

Tre (United Statee) Mutual Cecurity Act of 1951, as amended in 1952,
provides that the United States Department of State "shall accelerate a

programme Of regotiating treaties of ccmmerce, trade, or other tcuporary

22/ United States R2rd Corgress, Second Session, Senate, Executive F, Treaty
of Amity ard Econcmic Relations with Etkiopia, 14 January 1952.
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arrangerents where more suitable or expeditious, which shall include provisious
to encourage and facilitate the t'low <t private investment to countries
participating in programmes under ... /the Mutual lecurity Act/." Ir
addition c¢o the action mentiuvred above, treaty neg tiations have teen carried
on with Australia, Egypt, India and Paraguay. Preliminary discussions hLave
taken place with several >ther countries, including Atghanistarn, Fcuador,

n
Haiti, Pakistan, Feru and Turkey.ié

Foreign Exchange Repiilatior

The ef'fect of exchange control on interratjoral investwent is discussed

in The Inpg:national Flow ot trivate Capital, 1ok6-1542, pages 5% to H4.

As pointed ont in that study, "the stringency ot exchange control ard ite
inhibiting ef'tfect on toreiyn invegtment vary cconeiderably among, countrics and,
in scme cases, within a given country, among particular fields of in.ectuent,
among individual foreign enterprises, tetween Sid and rew and btetwesn fticially
approved 'essential' and ther investments'. It hae beer. indicated atbove
that steps have been taken by a number of countries to facilitate toreign
investment by accordiny specified rightg to toreipgn investors within n system
of exchange control. since the application of exchange restricti rs 1. many
instances derends »n administrative decisions, it is dittficult to summarize
the prevailing situation in many countries. A few gereral sObegervatinne ray
be made, hcowever, with reterence to measures liberalizing tre applicatiocn of
exchange restricticne ta transacticns affecting toreign investments.g—

Amcng under-developed countries not maintaining exchange contrel are
the follcwing: El Salvador, Guatemalna, Haiti, Honduras, lLetanon, Mexicn
and barama. In geveral other under-developed countries including Cutn, the

Dcminican Republic and Venezuela, the corntrol is esserntially ncminal.

gz/ United States 33rd Congress, First Se sion, Ccmmittee _n Foreigr Affairs,
The Mutual Cecurity Act and Cvergeas fPrivate Investment, Freliminary Report
of the Sub-Ccmmittee cn Foreign Eccncmic Policy, 3 June 1Y53.

gﬁ/ A summary of the formal exchange control regulatione in effect is ccntained
in the Interratioral Monetary Fund's Fourth Annual Report on Exchange
Restrictions (Washington, D.C., 1953).
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The position of foreign investors is alsc made easier in scme countries by the
establishment of a free exchange market for non-trade trancactions, as ic the
case in Colombia, Peru and Uruguay. Capital may thus enter and remittances
be made at the free rate without limit.

Many other countries, while maintaining control over remittances related
to foreign capital and the income thereon, have taken administrative action
or adopted laws to facilitate such remittances or render them more certain.

In a number of cases - including countries and territories in the sterling
area and the other dependent territories of European countries - the policy
is to allow‘phe transfer of income on foreign capital through administrative
decision without any formal limit as to the amouni. In effect, the
investor relies on the record of rerformance by the exchange control
authorities, which in most cases have authorized bona fide requests for
remittance ot income. In respect of transfers of inccme on investments,
usually no discrimination is made between o0ld and new investments, althocugh
the entry of capital for new investments ig subject to permission by the
exchange control authorities. In resvect of reratriation of capital, the
controls are stricter, except in the case of approved new investments.
Repatriation privileges are extended, for example, to approved investments
made in dollars or other "hard" currencies in the British, French and
Belgian derendent territories.

The exchange control regulations of a number of under-developed countries
ncw provide a certain measure of assurance to foreign investors concerning
their rights to transfer inccme or capital within a system of exchange control.
This is done through special laws, some of which have been referred to above,
or by official statements of the exchange control authorities concerning
the allccation of foreign exchange for remittance of such income or capital.
Ccmmitments of this kind are'frequently accompanied by the establieshment of
a ceiling on the transfers which may be effected at the official rate of

exchange. Among the countries which maintain or have in the recent past
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made such arrangements are: Argentina, Bolivia, Brazil,gé/ Chile,gé/ Colcmbia,
Costa Rica, Ecuador, Egypt, Greece, Indonesia, Israel, Nicaragua, Paraguay,
the Philippines and Turkey.gé/ The ccmmitments are limited to approved
investments, and in scme cases discriminate tetween old and new investments;
further, in practice they are conditional on the availability of sufficient
tcreign exchange, and in several of the countries mentioned the formal
regulations have been of little practical significance during various rericds
owing to the prevalence of exchange stringencies. In the case of several
countries - for example, Chile and Greece - recent legislation stipulates that
the amounts required shall be set aside in the annual foreign ex~hange budget.
If transfers can be effected cnly at the official exchange rate,
undertakings of the above type may be of particular importance to the investor.
If, as is ecmetines the case, remittances can be made through the free markef
at a rate less favourable to the investcor, the value of such assurances
deperds on the spread between the rates involved. Since the maximum amount

of investment inccme that may be transferred at the official rate is usually

25/ The Brazilian exchange system has undergone several mcdifications in

- recent vearsg. Under the present system, remittances ray be made on
approved investments at the official rate up to 10 per cent of registered
capital per annum. Most foreign exchange transactions, hcwever, are
effected through a rate established by a system of auction. A decree
of 3 January 1952 limiting the basis for remittances to the amounts
originully brought into the country in foreign currency was mcdified
by & law of T January 19535, establishing a free market for various
transactions, including those relating to the inflcw of foreign capital
and remittances related thereto.

gé/ Under the law of 10 November 1953, enterprises with approved foreign
investments in Chile may effect remittances of inccme without limit at
the official rate; after five years, the capital of approved investments
ray be repatriated in annual instalments of 20 per cent of the annual
original value of capital invested.

27/ No limit is imposed by Colombia on the remittance of income or transfer of
capital.

28/ As stated in footnote 12, the Turkish law of 18 January 1G5k authorizes
remittance without limit of inccme and capital of approved investments.

27/

——f
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expressed as a percentage of invested capital, an important question arises
whether the capital is defined to include reinvested earnings. The same
consideration applies to the repatriation of capital, since the annual
repatriation is usually limited to a fixed percentage of the agreed value
of the investment. |

A number of countries mairtaining exchange control have accorded special
privileges to certain foreign investments in the export sector of the economy.
The enterprises concerned are scmetimes not required to surrender their
export proceeds and are to that extent exempted from exchange control
restrictions. Hcwever, i several cases, notably Chile and Venezuela, the
arrangement is coupled with the requirement that local currency be acquired
by the enterprises concerned af a rate which ie relatively unfavourable to

them.gg/

Fiscal Incentives

A number of wvnéer-developed countries have extended tax concessions with

30/

a view to attracting foreign investment. This has been done pursuvant

29/ 1t is reported that negotiation to modify the application of such a

"~ "penalty" rate to foreign enterprises in the Chilean copper industry is
currently in progress, and that an increase in the income tax rates on
such enterprises is contemplated in consideration of a reduction of the
penalty rate. Such a change may be advantageous to a foreign enterprise
if it can credit its increased tax liability against its tax liability
in the capital exporting country.

30/ The subject of tax incentives to foreign investment is discussed in

" general terms, with illustrative material, in the following United
Natiors reports: The Effects of Taxation on Foreign Trade and Investment
(1950.XVI.1), rages 19 to 34; Report of the Technical Assistance Conference
on Comparative Fiscal Administration (E/CN.8/67). Summaries of tax
incentives in particular under-developed countries appear also in Foreign
Investment Laws and Regulations of Countries of Asia and the Far East
(1951.71.F.1); Econcmic and Legal Status of Foreign Investmente in
Selected Countries of latin America (E/CN.12/166 and addenda); The Use of
Taxation Techniques 4s Incentives to Private Investment in Far Eastern
Countries (ECAFE/I and T/Fed.l9, 8 September 1953).

See also Report of the United Nations Mission of Technical Aesistance to
Bolivia (1951.1II.B.5), page 35 and following.
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to legislation on foreign investment as euch or, more frequently, through
administrative action under legislation authorizing tax concessions to
private enterprises generally. As in the case of exchange control, tax
concessions are often extended to particular enterprises; turther, certain
types of conceseion have been made available to particular classes of private
investors generally. In some instances, as in the recent decree of
GCreece rererred to above, a tax concession granted to a particular tirm is
extended to all similar enterprises. As was pointed out above, under several
recent "investment laws" a foreign enterprise may receive assurance that it
will not be subject to new torms of taxation or, in some cases, to an increase
in the amount of taxes during a specit'ied pericd. Tn peneral, most forms of
tax concessions to attract investment are extended tor a limited pericd of time.

Under-developed countries still rely to a great extent on import
duties and other forms ot indirect taxation. The granting of treedcm frcm
import duty on equirment has served as an instrument for stimulating enterprise.
Reference may be made also to the extension of tariff protection to selected
industries in which f'oreign capital has been invested. In recent years
such protection hag been reinforced or re ‘laced by quantitative rescrictions
on imports or exchange restrictions employed primarily for balaince of rayments
reasons but having an incidental protective effect.

Reduction of export taxes is less frequently offered as an incentive
to investment. A number of older concession contracts with private foreign
investors, however, stipulate that export taxes shall not be increased or
that they shall be based on an agreed formula for the duration of the
concession. Such concesegion contracts have typically contained also an
understanding regarding other types of taxation to which the enterprise shall
be subject.

A few countries which maintain taxes on toreign exchange transfers -
for example, Cuba and the Fhilippines - may authorize the granting of

¢ xemption frcm such taxes to approved foreign enterprises.
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With the inecrense of direct taxation in under-developed countries,
exemption trom or reduction ot taxes on the income of business enterprises
has teen introduced by some countries with a view to stimulating private
investment. Tax concessions ot this kind have usually been subject to a
time limit and have been extended only to enterprises meeting rather specific
criteria related, tor iustance, to the country's programme of econcmic
develoyment.

In a number of under-developed countrics, incentives are of'fered
through the allowance of' accelerated depreciation and deplcection during the
early years of the investment. The reinvestment ot earnings ol existing
enterprises has also been encouraged in certain cases by application of
a reduced rate off tax on earnings that are reinvested

The signiticance to a toreign investor of measures of' the sort
described depends partly on the tax liability of' the parent enterprise (or
other taxpayer) on account of profits earned by branches or dividends
remitted. This liability, in turn, depends not. only on the extent to which
international double taxation is eliminated but also on the method by
which such elimiration is et'fected. The chiet issue that ariges is whether
the taxpayer's liability shall be determined by the tax system in effect in
the country where the income is carned or where the inccme is received.

Since the level of taxation may vary coagiderably be.seen capital exporting
and capital importing countries, the way in which this issue is resolved

may bte of importance in uftfecting the flow of capital. Mecgt independent
under-developed countries remain outside the network of bilateral treaties
that have been concluded to eliminate double taxation of income froem

foreign investment.él/ This appecars due mainly to the tact that the treaties
concluded or proposed by capital exporting countries maintain the obligation
of' the parent enterprise under the tax laws of these countries, an obligation

coupled with the practice of’ certain capital exporting countries, particularly

i
-»

21/ See United Nations, International Tax Agreements, vol. II (19Y51.XVI.1),
page XI.
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the United States and the United Kingdom, of granting credit for taxes on
business income paid abroad, even in the absence of treaties. If tax
rates are lower in the country of operation than in the capital exporting
country, & tax concession by the former on busiress income taxes may not
reduce the total liability of the parent enterprise.

For the reasons indicated, attention has been turned increasingly to
action by capital exporting countries to modify the taxation of incomes
earned by foreign investments so as to permit the parent enterprise to take
advantage of the fact that in many cases 1ts foreign tax liabilities
are lower than the domestic, or to permit capital importing countries to grant
tax concessions that would effectively reduce the total amount of tax due
from foreign investors. Reference was made above to proposals by the Economic
and Social Council. Action in this commexion taken or proposed in the
United States and the United Kingdom is considered in the section on capital

exporting countries.

Other Measures to Encourage Capital Inflow

Several under-developed countries have established official financial
institutions to grant credits to new private enterprises. While such
ins@itutions are concerned primarily with the promotion of locally cwned
enterprises, they may also serve as a focal point for the attraction of
private foreign capital. They have been active, for example, in the {inarcing
of manufacturing enterprises, sometimes through joint participation of
local and imported capital, or in arrdnging for use ol patents and local
and imported capital, or in arranging for use of ratents and technological
assistance from abroad on a royalty basis. Such institutions may also
serve as a medium for channeling capital from foreign private portfolio

se/

inivestors.

/. In:a survey of British Guiana by a misgsion of the International Bank for
Reconstruction and Development, for example, it was suggested that an
kgg@ncy of' this type might attract the participation of such private

- investment agencies as the recently established (British) Commonwealth
;DeygloFment Fipnance Ccmpany, Limited, and Barclays Overseas Development
Cgrpg;at;on (International Rank for Reconstruction and Development, The

nomic Development of British Guiana,(Washington, D.C., 1 es
od e 5 ( gton, , 1953), pages




Certain countries solicit private foreign capltal for partlcular projects

or disseminate information concerning the status of forelgn capital within

their borders. )5/

Functions of this sort may be performed by a national
development authority (lfor example, "fomento" corporations in several
Latin American countries), by special agencies established under investment

laws (Cor example, an "investment centre”

established by the Government of
Ieracl pursuant to the investment law of 1950), or through diplomatic
chamele Informational activities may also be carried out by commercial
banks and similar agencieg. An industrially developed country, the Netherlands,
al'lords arn example of action of this latter type. After the Second World War
the Netherlands Ministry of Econcmic Affairs sponsored the Netherlands
Industrial Institute, a private organization. This Institute was founded

ty a group of Netherlands bankers and businessmen to collaborate with the
Governnent in attracting foreign enterprises to the Netherlands, either to
establish branches or subsidiary companies there or to varticipate in
existing Netherlands enterprises. The Institute solicits foreign capital
and technology through a variety of activities, including the prerparation

of detailed surveys of legal and other factors relevant to the establishment

enterpriges in the Netherlands. A branch of the Institute in the

[

o
United States serves as a point of contact with potential investors.
In capital exporting countries, functions parallel to those Jjust
mentioncd are performed by private or governmental institutions. Thus,
the United States Goverrment publishes a series of reports concerning governmental

reasures and cconcmic conditions affecting private foreign investment in

3t/

various under-developed countries,”~ disseminates information concerning

investment opportunities of interest to potential investors in the United States

Some governments have published summaries of laws and regulations governing
private investment and related inforration concerning investment
oppertunities. Examples are Governmental Measures Affecting Investment

in India (issued by the Econcmic Adviser to the Government of India,

July 1950), Venezuclan legislation on Business Labor and Taxation

( Fmbasey of Venezuela, Information Service, Washington, D.C., 1952),

and Brazilian Bulletin (Brazilian Government Trade Bureau, New York).

v
—

’

42&/ United States Department of Ccmmerce, Investment in India (1953),
Tnvestment in Venezuela (1953), Investment in Colombia (1953).




and takes other action to facilitate negotiations with by51DCbS enterprises
50

in capital importing countries as well as govermments .= In some instances,
it is reported, action of this type has led to the modification of restrictions

on the flow of private Toreilgn capital.é—

‘55/ Information on specific investment opportunities is reported by United
NS States governmental missions abroad and is disseminated in various ways
by the Department of Commerce and other agencies. In connexion with the
Mutugl Security Act, a "Contact Clearing House" has been established with
-a view to stimulating greater participation by small and medium-sizec
entérprises in the effort to increase United States private investment
abroad (Report to Congress on the Mutual Security Program for the Six
;Months ended June 30, 1953 (Washington, D.C., 1953), page 60)

k“Mutual Securlty Act and COverseas Private Investment, report of the
%ub;'omm;ttee on Foreign Econcmic Policy of the Committee on Foreign
83rd: Congress,  First Session (Washington, D.C., 1953%), page 56.




7. CAPITAL EXPORTTNG COUNTRTES

The obstacles to the internatienal flow of private capital and possible
measures to reduce or mitigate the effect of such obstacles have been the subject
of intemsive study by governmental bodies in seversl of the major capital

1/

exporting countries during recent years.= A number of measures have been
recommended and several adopted with the object of promoting the export of

long-texrm capital, particularly to under-develcped countries.

Regulation of Capital Ex‘portl

fxchange control . :

The outflow of private capital for investment abroad since the cutbresk of
the Second World War has generally remained subject to control in traditionally
capital exporting ccuntries other than the United States and Switzerland Capital
movement s between European countries and their asseciated monetary areas overseas,
however , have with few exceptions remained free frcm exchange control.

With the post-war econcmic recovery of western Eurocope, exchange restrictions
on capital movements within the region have been semewhat relaxed, and the
authorities have shown an increasing tendency to authorize specific investments in

the dollar area that promise to yield dollar earnings - There has also been scme

}/ In the United States, the major source of private funds for investment
overseas, the question has been examined by several officisl groups end
executive agencies charged with making recommwendations on varicus asyects
of the country's international ecenomic policies . Arong the reports dealing
with aspects of the question are the fellowing: Point Four, United States
Department of State Publication 3719 (Washington, D.C., January 1950) ;
Gordon Gray, Report to the President on Foreign Economic Policies
(E*Iashing’ton, D C., Nevember 1950); International Development Advisory Board,
Partuoers in Progress (‘.A.'ashington, D.C., March 1951); Rescurces for Freedom,
Report of the President's Materials Policy Commission (Washingten, D.C.,
Jurre 1952); Public Advisory Board for Mutual Security, A Trade and Tariff
Policy in the National Interest (Washington, D.C ., February 1953);

The Mutusl Security Act and Overseas Private Investment, Report of a Sub-
Conmittee of the Committee on Foreign Affairs, 83rad Congreés, First Session
(w'ashington, D.C., 1953); United States Department of Commerce, Study of
Factors Limiting American Private Foreign Investment (July 1953); Ccumission
on Foreign Econcmic Pelicy, Report to the President and the Congress
(Washington, D.C., January 195L).
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growth of medium-term export credits in connexion with the drive for recovery of
former export markets. These developments khave been accomplished bty
administrative action rather than formal liberalization. e

A first step towards relaxation of restriction on private foreign investment
was the abolition by some European countries, including France and tbe Netherlands,
of the liability to compulsory sale and repatriation of assets held abroad ty
residents. In several countries restrictions on reinvestwent of earnings on
investments abroad were liberalized, and increased scope was permitted for switching
from one investment to another both within a country overseas and tetween certain
countries,

Policies governing the ocutflow from European countries of new funde for long-
term investment abroad may be illustrated by a few examples. Capital transfers
to non-European countries from Pelgium require specific authorization but "such
authorization is usually granted wihen an economic interest is the basis for the
transfe., or if the transfer is aimed at maintaining the percentage of the

3/

In Denmark, applications for investment abroad by residents are approved when these

investment in companies auruad when these companies increase their capital'.

investments may, with reasonable certainty, lead to an increase in net foreign
exc'.i.ge earnings. & In western Germany, new foreign investments by residents
requ.-e & licence under regulations which stipulate that "new foreign investments
should be carried out in the most favourable way from the point of view of foreign
exchange. Capital raid in property or in services is preferred, and only in
exceptional cases can the transfer of foreign currency fcr investment purtcses '«
considered."i/ The United Kirgdom has allowed some investment by British
enterprises in the United States and an increasing amount in Canada during the
rast several years.

The exchange control authorities of western European countries have alsc

permitted the extension of export credits in increasing amounts and with

g/ The Code of Liberalization, adopted in 1951 by members of the Organization for
Eurcpean Feoncric Co-operaticn, wes largely lirited to undertakings regarding
rcelaxaticen of restrictions on current transactions between the members,
including yield on investments, royalty transfers, and, under certain
conditions, contractual amortization of loans.

2/ Internaticnal Monetary Fund, Fourth Annual Report on Exchange Restrictions
(Washington, D.C., 1953), page 69.

L/ Ibid., page 127.
/ Ibid., page 170.
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lengthening maturity. Theé govermments of these countries have supported this
develorment by extending guarantees or arranging for official or semi-official
systemg of insurance against commercial and cther risks attached to such credits

extended by exporters or ccmmercial ranks.

Qther regulation of capital export

While reliai ~e has been placed primarily on exchange control to restrict
capital exports, other forms of governmental control have been exercised in some
countries not maintaining exchange control or bave been enforced with respect to
capital movements within particular monetary areas, such as the sterling area.

Thus, the United Kingdom maintains strict control over the floatation of
foreign and dcomestic securities. With respect to issues floated on account of
countries within the sterling area, the policies applied by a capital issues
committee under the Eorrowing (Controls and Guarantees) Act of 1946 have taken
account of understandings reached at conferences of Commonwealth ministers. A
communique issued after a conference of Commonwealth finance ministers in
January 1954 pointed out that Commonwealth governments may now approach the London
inarket, after consultation with the United Kingdom Government, to obtain financing
for general programmes of economic development as well as for specific projects.
Such consultation, it was stated, was necessary to ensure conformity with the
general policy of concentrating on measures leading to improvement in the sterling
area'3 balance of payments and of ensuring the provision of an adequate
contribution to investment frcm local resources of the borrowing countries.
Consultation is also regarded as desirable in order to regulate the timing of
guch borrowing.

In countries that do not restrict capital exports for balance of payments
reasons, control over the floatation of new securities for investment overseas
is largely confined at present to regulations concerning disclosure of information
for the protection of investors. Thus, in the United States the Securities Act
of 1933, as amended, requires registration with the Securities and Exchange
Comzission of - iblicly issupd securities of foreign and domestic origin. A recent
off'icial Unite. States report on the stimulation of private investment abroad

recommended that "every effort should be made ... to assist foreign business firms
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and governments to sell their securities in the United States by simplifying
Securities and Exchange Commission regulations and procedures, and helpinyg forei;n
firms and governments to improve their methods of financial administration so as

6/

Mention may be made alsc of regulation in capital exporting countries of

to conform to its requirements".

"institutional" investment by agencies such as life insurance companies, savings
banks, trust funds and pension funds. Besides having a tendency to place their
funds in relatively secure investments, such agencies are subject to legal
controls in most countries, limiting the character or their assets. In the United
States, legislative or administrative action in certain (tates was required to
render the bonds of the International Pank for Reconstruction and Development
eligible for purchase by savings institutions. In the report referred to in the
preceding paragraph, it was suggested that "it would be desirable to relax
similarly provisions of state laws with regard to direct sales of foreign stocks

and bonds to such institutions and to individual fiduciaries". Z/

Tax Policies

The major capital exporting countries have taken action through legislation
to reduce or eliminate the international double taxation of income accruing to
their residents (or nationals), both individuals and corporations, from
invegtments abroad or from other foreign economic activities. é A few countries
in Europe that in the past have been important sources of capital for investment
abroad give exemption from, or reduce, the tax due on the income from such

investments.

6/ United States Department of Commerce, Study of Factors Limiting American
Private Foreign Investment, page 30.

7/ _]_:Li_cl'y rage 39.

§/ As was pointed out above, treaties providing for the avoidance of
international double taxation have been concluded largely between countries
in an advanced stage of economic develorment, except for treaties between
the United Kingdom and its dependencies.
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The United itates and the United Kingdom allow a credit for income taxes paid
abroad. 2/ In general in these two countries dowmestic corporations, residents -
and, in the case of the United sStates, non-resident citizens - are subject to tax
on their entire income, whether from foreign or domestic sources. The taxpayer is
permitted, however, to credit against his tax on foreign income corresponding
taxes paid on such income abroad by deducting the foreign tax from the domestic
tax due. There are limitations botn on the kind of foreign taxes which may be
credited (chiefly income taxes or taxes imposed in lieu thereof) and on the amount
ct the foreign tax which can be credited (usually up to the amount of the
corresponding United Kingdom or United States tax on the foreign income). lQ/

In recent years increasing interest in capital exporting countries has been
directed towards the potentialities of tax incentives, going beyond the mere
avoidance of international double taxation, for increasing the flow of private
investment capital to under-developed countries.

In the United Kingdom and the Uaited States recommendations have been put
forward to enable investors to retain the full benefit from tax concessions
extended to them by capital importing countries. At present such concessions, when
applied to taxes for which credit is received in the capital exporting country,

instead of reducing the investor's tcotal tax liability serve merely to increase the

2/ A comprehensive analysis of the United States provisions is contained in the
the United Nations report, United States Income Taxation of Private United
States Investment in Latin America (1953.XVI.l).

10/ In the United Kingdom, credit up to the full amount of the applicable
United Kingdom tax was not granted (except under bilateral tax agreements)
until the Finance Act of 1953 which resulted from a recommendation of the
Royal Commission on the Taxation of Profits and Income (First Report,

Cmd 8761, London, February 1953).
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portion of domestic tax remaining payable after credit has been taken for the
reduced foreign tax. ll/ The proposals would be implemented either through
domestic legislation, lg/or through special bilateral agreements with the capita.
importing countries specifying the eligible tax concessions. lé/ As yet, however,
these recommendations have not metured into legislative proposals in either of
the two countries; nor have more far-reaching proposals, such as the granting o
complete tax exemption to income from foreign investment. LE/

Thus, the principle of taxing income only or primarily‘in the country in
which the inccme is produced, referred to in resolution 486 B (XVI) of the Eccronic
and Social Council, las not been adopted as the basis of tax policy by goverrmer.ca
of the major capital exporting countries.

More limited proposals under active consideration in the United States are
contained in the President's budget message to Congress of 21 January 1954. These
proposals, which in most respects are similar to recommendations recently made

15/

by the Commission on Foreign Economic Policy, are along the following lines:

ll/ Except in the case of retained profits of foreign subsidiaries which are
subject to tax only in the country of operation.

lg/ United States Department of Commerce, Study of Factors Limiting American
Private Foreign Investment, page 27.

12/ Royal Commission on the Taxation of Profits and Income, First Report, page 18.

;&/ A proposal of this nature was made by the United States International

Develorment Advisory Board, in Partners in Progress, page T¢. 1In this
connexion wmention may also be made of proposals to stimulate private
portfolio investment through tax concessions, such as creating a class
of tax-exempt foreign securities, reducing or eliminating the tax on
capital gains as applied to foreign shares, and providing more definite
allowance for offsetting capital losses against income than at present.
See, for example, "Program for Increasing Private Investment in Foreign
Countries”, report prerared by August Maffry for the United States
Derartment of State, Department of Commerce and Mutual Security Agency,
Washington, 13 December 1652,

lé/ Commigsion on Foreign Economic Policy, Report to the President and the
Congress, page 23.
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(1) A reduction of fourteen percentage points in the tax rate applicable

to income derived by United States corporations from foreign establisbments;éé/
(2) Treatment of foreign branches of United States enterprises as foreign
subsidiaries, thus subjecting these enterprises to United States.tax only on
profits actually remitted to the United States, but not on profits retained

or reinvested abroad;

(3) An extension of the scope of the credit for foreign taxes by relaxing
certain limitations toth as to the amount and as to the kind of foreign

taxes admitted to credit;

(4) Extension of the benefit of the tax credit to individuals investing

abroad through domestic*'investment trusts.

These proposals, if adopted would be in addition to certain concessions which

have been accorded for scme time in the United States to United States corporations

deriving most of their income from operations in countries of the Western

Bemisphere outside of the United States or in United States possessions. Complete

exemption is granted in the latter case, while, in the former, corporations receive

a reduction in their tax rate of fourteen percentage points, a concession now

proposed to be extended to operations throughout the world.

Finally, it should be noted that the treatment in both the United Kingdom and

the United States of separately incorporated subsidiaries as separate legal entities

has the consequence that foreign subsidiaries ar= exempt from tax on income not

remitted to their parent enterprises. Thus enterprises which carry out their

foreign operations through subsidiaries abroad are liable to tax on their profits

frcm these only to the extent to which they are repatriated in the form of dividends.

16/

At the end of 1953 the rate of tax on corrorate incomes in the United States
was 52 per cent. Under existing legislation this rate is due to fall to

47 ver, cent in 1954, but it las bteen recommended in the President's budget
message that the reduction be deferred for one year. It way be observed that
Uniiea tates enterprises engaged in the extraction of minerals, whether
nreratinz at home or abrcad, are allowed an annual deduction for depletion for
income tax purgoses tased on their gross inccme and ranging froem &7.5 per cent
for petrzleum prcduciicn to 15 rer nent fer retals and 5 “o 1C per cen' for
other minerals. Since carital importing countries often tax enterprises
engaged in mineral extraction more heavily than otners, the depletion allowarnce,
combined with the system of credit for taxes paid abroad, usually reduces
substantially tite tax payrents t.o the Unitea tates by such er*ergcrises,
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Investment Guarantees

A capital exporting country wishing to stimulate private investment abroad
may guarantee investors against srecific risgks faced by them with respect to
investuwents overseas. Awmong the major risks that may be covered by guarantee are
inability to transfer earnings or repatriate capital as the result of exchange
control restrictions end loss of capital from exportation without full compensation.

Guarantees againat certain non-businegs risks of foreign investments were
introduced by the United States Covernment in 1948 and extended in scope by
subsequent legiglation. Under the present system guarantees are available tc
private investors in the United States against two types of risk: (a) inability
to convert foreign currencies into dollars, and (b) loss of capital tharough
expropriation. The insurance is available only on new investments approved by
the administering agency, including additions to existing investments. The
inveator must be a United States citizen or a corporation organized under United
States law and predominantly owned by United States citizens.

The guarantces are available for investments of various types including
equity capital, lcans, and licensing arrangements providing for the use of
patents, processes and techniques in exchange for royalty rayments. Equity
investments are eligible for gusrantee if they are expected to have a minimum
life of five years and loans if they have a maturity of at least three yea:'s. In
principle, foreign government bonds or similar obligations placed with individuai
or institutional investors in the United States are eligible for guarantee
although in practicec guarantees have thus far been extended only to direct
investments or in connexion with licensing arrangements.

Guarantees are available for a fee determined bty the administerin; agency.
The charge is one per cent per annum of the face amount for a guarantee against
expropriation and a somewhat lower rate for a guarantee against inconvertitility.£z/

The maximum convertibility guarantee in the case of an equity investment

17/ Mutual Security Agency, Investment Guaranty Mrnual (Washington, D.C. 1952).
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(including capital and inccme thereon) is 175 per cent of the amount in dollars of
tiie investment. A convertibility guarantee insures the investor that he will
receive in dollars the equivalent of the amount that he would seek to transfer at
approximately the rate at which exchange transactions are being generally effected
at the time of the desired transfer; it does not insure against loss from
depreciation of the exchange rate. The Mutual Security Act of 1953 authorizes the
issue of new guarantees until 30 June 1957 and provides that such guarantees may
be effective up to twenty years from the date of issuance.

To be eligible for a guarantee, an investment must meet several conditions.
Geoyraphically, the guarantee system may in principle be applied to investments
in all countries participating in or eligible to rarticipate in programmes under
the Mutual Security Act, including technical assistance programmes. About sixty
countries and their dependent territories would accordingly be eligible, including
most of the under-developed countries. However, the guarantees are available only
to countries that have entered into special agreement with the United States
Government. The main purpose of such an agreement is to establish the treatment
to be accorded foreign currency, property and claims acquired by the United States
Government when guarantees are invoked. Thus far, agreements have been concluded
with most countries in western Europe but with only a limited number of under-
developed countries, including China: Taiwsu, Haiti, Israel and the Philippines.
In addition to approval by the United Statec administering agency, each investment
for which a guarantee is sought must be approved by the government of the capital
importing country. |

The waximum liability of outstanding guarantees extended under the programme
at the end of 1953 was $41 million, most of which was in guarantees of
convértibility with respect to investments in western Europe. In mid-1953
pending applications for guarantees totalled atou* $61 million. lﬁ/

Opinion about the insurance gystem is reflected in a recent report by the
United States Derartment of Commerce:

"There is no clear evidence ... that the present guaranty system ...
has resulted in an increaged volume of investment. Moreover, business

18/ 83rd Congress, First Session, Coumittee on Foreign Affairs, Tuc wmui a1
Security Act and Overseas Private Investment, page 37.
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opinion on the effectivenesas of guaranties is far frcm unanimous. Oome
businessuen are definitely opposed to the guaranty principle on the
grounds (1) that the foreign government, not the United States, should
make the guaranties and pay any liubilities, (2) that guaranties tend to
perpetuate the very risks they are designed to compensate and (3) that
the existence of a government guaranty system leads tc wider government
interference in private business. C(thers object to the cost of the
guaranties, the methcds of negotiating the contracts, the necessity of
disclosing business affairs to the Government, and the limitation of
guaranties to new investments. Others believe, however, that the
guaranty principle is sound as a means of giving confidence to bus. .ess
in the face of the extraordinary risks encountered under present world
conditions." 19/

Several recommendations have been made by United States Government agencies
and other bodies with respect to modification of the guarantee programme. The
Commigsion on Foreign Economic Policy reccmmended that the programme be given a
further period of trial and that during this pericd guarantees authorized against

the risks of "war, revolution and insurrection" in addition to risks previously
20/
covered.

Other Measures to Encourage Investment

Reference has been made to various types of activity in toth capital importing
and capital exporting countries regarding the dissemination of information on
investment opportunities and investment conditions generally in under-developed
countries. Related to this sphere of activity are various types of technical
agsistance in engineering, econcmic surveys and related fields provided through
governmental - as well as private - channels in under-developed countries. Over
an extended period this type of activity may have a significant effect on the scope
for private investment, particularly with respect to small or medium-sized
enterprises in the field of manufacturing. The same may be said of technical

agsistance provided by individusl governments in certein other fields.

;2/ United States Derartment of Commerce, Study of Factors Limiting American
Private Foreign Investment, age 28.

gg/ Commission on Foreign Economic Pelicy, Report to the President and the
Congress, rage 26.
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Several official reports dealing with the stimulation of private foreign
_nvestment by United States enterprises have referred to the possible effects of
thie United States anti-trust laws. It is stated, for example, that "some
tusiness representatives maintain that the anti-trust laws constitute a deterrent
<o private foreign investment and that business should be free to adjust to
monopolistic arrangements abroad developed by foreign firms in accord with foreign
lepislation... Complaints from business suggest that more certainty in this regard,
cven without change, might provide scme stimulant to private foreign inveetment."gl/
Tte view of the United States Cowmissiin on Foreign Zc nomic Policy on this

question was stated as follows:

"United States anti-trust policies should be restated in a manner

which would clearly acknowledge the right of each country to

regulate trade within its own borders. At the same time it should

te rade clear that foreign laws or established business practices

which encourage restrictive price, production, or marketing arrangements
will 1imit the willingness of United States businessmen to invest abroad
and will reduce the benel'its of investuwent from abroad to the economies
of the host countries." 22/

The operations of government len. _ agencies in capital exporting countries
ray also serve to facilitate private investment abroad in a manner similar to that
¢ the proposed International Finance Corporation. Thus, the United States
Export-Import Bank is empowered to lend to private borrowers, without government
guarantee of the type required by the International Bank for Reconstruction and
Develorment. Financing of this type has been extended to United States and
ioreign enterprises, particularly for the develorment of minerals in under-developed
countries. The Exrort-Twmport Pank is not authorized, however, to provide funds in
tae form of equity capital. Similar operations are carried out by the United

Lingdcm Colonial Develcorment Corporation and the French Caisse centrale de la

France d'Outre-Mer in the oversea territories of the countries concerned. More

generally, of course, government agencies supplying capital in the form of loans

g;/ United States Department of Commerce, Study of Factors Limiting American
Irivate Foreign Investment, page 29.

gg/ Cormission on Fcreign Economic Policy, Report to the President and the
Congress, page 2l.
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or grants have tended to increase the scope for private investment through
provisionrn. of basic facilities and through general stimulation of econcmic activity

in under-developed countries.
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APFENTIX

CFFICIAL STATEMENTS CCNCERNING PRIVATE FOREIGN CAPITAL IN INDIA

The development since 1948 of the policy er the Government of India towards
foreign capital is irdicated in the follewing statements.

Extract from a resolution of the Goverrment of India cn indusirial policy,
6 April 1948

"The Goverrrent of India agree with the view of the Industries
Conference that, while it should be recognized that participation of
foreign capitul and enterprise, particularly as regards industrial
technique and knewledge, will be of value to the rapid industrialization
of the ccuntry, it is necessary that the corditions unde: which they may
rarticipate in Indian irdustry shculd be carefully regulated in the
ratioral interest. Suitable legislation will be intrcduced for this
purposc. Such legislation will provide for the scrutiny and approval
by the Central Government of every individual case of participation of
foreign capital ard management in industry. It will provide that, as a
rule, the major interest in cwnership, and effective control, should
always be in Indian hands; but power will be taken to deal with
exceptional cases in a manner calculated tc serve the national interest.
In all cases, however, the trainirng of suitable Indian personnel for the
purpose of eventually replacing foreign cxperts will be insisted upon.”

Excerpt frecrm a steterent in the Farlierent by Prime Mirister Nehru
cr. 6 April 16k9

"...The policy as regards participation of foreign capital has
already been anncunced in brcad terms in Government's resolution of
the 6th April, 1948. The stress on the need to regulate, in the
national interest, the scope and manner of foreigr capital arose from
past association of foreign capital and control with foreign dcmination
of the econcmy of the country. But circumstances tcday are quite
different. The object of our regulation shculd therefore be the
utilizaticn of foreign capital in a manner most advantagecus to the
ccuntry. Indian capital needs to be supplemernted by fcreign capital
not only because cur national savings will not be enough for the
rapid development of the country cn the scale we wish, but also
because in rany cases scientific, technical and industrial knowledge
ard capital equipment can best be secured along with foreign capital."

Excerpt frcm the First Five-Year Plan

"In securing rapid irdustrial develorment under present conditicns,
foreign capital has an important part to play. A free flow of foreign
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capital shoull be welcome tecause it will ensure the supply of capital
guods and of technical know-how. The Government's policy in this
regard gives the following assurances to foreign capital:

"(a) there will be no discrimination between foreign and
Indian uvndertakings in the application of general
industrial policy;

"(b) reasonable facilities will be given for the remittance of
profits ard repatriation of capital, consistently with
the foreipn exchange position of the country, and

'(¢) in the event of nationalization fair and equitable
compensation would be paid.

.. In view of the fact that the test use of foreign capital is
as dthljth asgent fcor drawing forth larger resources for domestic
investrent, it io desirable that such investment should be channelled
into tlelds of high priority. The broad principle to be followed is
that foreign investment should be permitted in spheres where new lines
ot proluction are to be developed or where special types of experience
ard technical skill are required or where the volume of dcmestic
prcduction is small in relation to demand and there is no reasonable
expectation that the indigenous industry can expand at e sufficiently
rapid pace. The system of joint enterprises under which a number of
foreign concerns have established new industries in the country in
collaboration with Indian industrialists appears to be suitable for
securing the employment of equity capital. Agreements for such joiat
par*icipation between foreign and Indian concerns should be subject

to the approval of +the Government. The share of national capital i=»
Joint enterprises, the facilities for the training of Indians, the
disciosure of patented processes to Indian associates, etc., are
matters which have to be decided with due regard to the facts of

each particular case."

Extract frcm a speech by Mr. T.T. Krishnamachari, Minister for
Commerce and Industry, in the Parliament, 4 April 1953

"...it seems to me clear that Indian capital will have to be
supplemented by foreign capital, provided we want rapid progress..

"That does not mean that we want foreign capital at any price.
we want it on terms which we consider reasonable. Wwe are prepared
to give to the foreign investor the assurance of fair and reasonable
treatment. This includes not nerely facilities fcr remitting dividends
and even for the repatriation of capital, as already announced by the
Government on more than one occasion, but also reasonable opportunities
to develop and expand. Even here 1 have been insisting that in the
expansion of any such concern owned by foreigners attempts should be
made at every stage to associste Indian capital. We have a fairly
close system of control over industry. We do propose to make that
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control complete. Goverrrent have ample powers, and I hope will have
more powers if necessary, to ensure that private industry dees not

act in ady manner inimical to national interests ard also plays a fair
game towerds the consumer. These pewers apply to foreign-owned firms
no less than to Indian-owned firms. Neither the one nor the other
can be allowed to pursue anti-sccial policies or exploit the Indian
consumer. Subject to these safeguards, which I repeat are non-
discriminatory and to any srecific corditions imposed at the time of
entry, we give to foreign firms fair and equal treatment; and I am
quite sati “ied that it is in the interests of the ccuntry and the
millions of people who inhabit it."





