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FOlUWORD

The General Assembly ot the United Nations, on 11 December 1954, adopted

resolution 824 (IX) on the International flow ot private capital tor the ecommtc

development of under.developed countries. Thin resolution contains

recommenda.tions to countries seeking to attract private foreign capital &Dd to

cow\tries 4lble to export such capital. In addition, it requests the Secretary.

General to prepare an annual report on the international flow ot private capital

and its contribution to an expa.."lding 1":'lternational economy, and on measures

affecting such flow which have been taken by Governments or announced by them to

be under consideration.

An interim report, prepared in 1955 in response to this resolution, was

confined to a review of governmental measures effecting private foreign capital
).1

which were adopted from the beginning ,...,r 195' to mid-1955.:I In compliance with

the resolution, Members of the United Nations and non-members participating in

the regional economic commissions, as well as the International Bank tor

Reconstruction and Development, and the International Monetary Fund" were given

an opportunity to supply infor.mation and suggestions concerning measures and

policies affecting the international flow of capital; in t~e preparation ot the

interim report, account was taken of the material thus received.

Besides bringing up to date the principal information relating to policies

and measures conte1ned in the interim report of 1955, the present study supplies

information on the international lnovement 01' private capital 'uring the past few

years. For comparative purposes, certain data are presented ,l the export of

public capital .• particularly to less developed areas.

The report may usefully be read in conJunction W1th an earlier study by the

Un!ted Nations entitled The International Flow of Private Cap1tal, 1946-1952

(sales number: 1954.n.D.l), issued in response to General Assembly resolution

resolution 622 C (VII) of 21 December 1952. That report contains statistical

information ccncerning international. capital movements before 1953, as well a8 a

discussion of the nature of the capital now and the factors tending to l1m1t it.

y Recent Govermnental Measures Affecting the International Flow of Pr!vate
ca.prtal\E/2766, 2 June 1955; 1DimeogI'apne<r). Intormation on measures adopted
nnoor to 1953 is contained in sevE-....al reports referred to in that study.



E/'iSOl
DJglish
Page 3

During the period under review in the· present report I there has been an

1ncreac1ng use of tax measures I in both capital 1mponing and capital export1ns

cou:lt~iesI designed to prOVide incentives to foreign investment. The taxation

of tor~lgn invest::lent income has been the subject ot several special studies

1!ursu~t to resolutions adopted by the General Assembly and the EconaD1c and

Social Council. A review ot recent governmental action in this field 18 included

1~ a separate report, "Taxation 1n Ca.p!taJ. Exporting and Capital Importing

C~u:.lt:'1es ot Foreign Private Investment" (~/2865 8!1d add~nda, 23 May 1956j
~~ogra,~ed), ~ details on t~1e subject ere therefore not contained in the

prc;Jent stUdy.

Reference may b~ made here to the Econo~c and Soc1al Council's resolution

recolution 585 E (xx) of 23 July 1955, which req,'lested the Secretary-General,

amo:lg oth~r things I to include 1n 8. future report on the international flow ot
capital ceTta~n 1nform~t1on on the fca&i~111ty of linanc1ng housing P~~~~~8

fro:'!1 e:~ternal sources. It dld not prove pOBsible to include the information in

question W1thin tho time 8.va:Llabie tor the preparation ot th~ present report.



Tbe tollow1Dg sJllbols have been used in the tables throushout the report:

'l'!lree dots ( ••• ) iDd1cate that data are not
available or are not separately reported

A dash (- ) indicates that the 8IDQU1It ia
nU or ~esl1Sible

Use of a bDhen (.) between datea representiag years, e.s-, 1950-1954,
8ip1tiea the full period involved, including the bes1DD1ns aDd encl )'ears.

"Dollars" or "$_ indicate Un1ted states dol.tars, unleas otherw1se atat,ed.

The term "billion" liplties a thousand million.

Det&11s aDd percentasea in tables do not necessarily a44 to total. bec...
of roUD41111_
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Chapter 1

THE NATURE OF REf.=ENT CAP~ MOVEMENTS

The n~t outtlov of long-term capital, owned by res~.dents as well as non­

residents, fro. all nations· that export capital on balance may have aggregated

about $2 billion annually (incl~ding reinvestment of profits) in recent years.!!

However,· since many countries are bo~h importers of fo~eign private capital and

exporters ot domestic (resident-owned) private capital, a more significant figure

-1 be the assresate net outflow of resident-owned private capital from all

countries (wliether capital exporting or impo~ting, OD balance). Such a figure

would be substantially higher. The net export of such capital from tbe United

states and the United Kingdom alone, in the period 1951-1955, appears~to have

been in the neighbourhood of $2~3 billion annually; inclusion of the net export

of such capital from all other countries would raise the total well above this

fisure.
Bo precise figure for the total international flow of private capital caD

be Siven, h~ever. The statistical information ava~lable on private capital

IIIOvements ia incomplete and does not prOVide a comprehensive picture. Reinvestment

~ foreign-owned or foreign-controlled companies of undistributed earnings is

a principal source of additions to existing investment, and though reinvestment

normally does not enter into international payments, it is recognized that, in 8

complete account of the foreign transactions of a given country, the earnings

involved should be included as a current item and offset in the capital account
2' .

as aD addition to outstanding 1nvestments.=t Figures for reinvestment are not

always aV8ileble, however. Further, business accounting procedures tend to blur

11 For the purposes of the present study, private capital includes amounts
placed by private investors, whether as loans or equity investment and, in th£
case of loans, whether the borrower is a private enterprise or a government.
Attention is focused on lons~term investments, traditionally counted as
investments With a maturity of over twelve months. The available statistical
information does not, however, always permit the segregation of long-term end
short-term capital, or of public and private capital. Further, the granting
ot commercial credits ot several years' duration has ~ended t~ blur the
distinction between long-term and short-term investments. Unless otherwise
indicated, the data presented include investment financed by reinvested
earnings of enterprises overseas to tbe extent known.

Y This principle has been adopted by the International ·Monetary Fund :tn its
. Balance of Payments Manual (Washington, D. C." 1950), but it is aot always

~lled in the balance of payments accounts prepared by individual countries.----------------------------
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the distinctivn between gross and net invPQtment and, partlcularly in the

extractive industries, between capital ou~ ~ys and current operating expanses. In

several countries applying exchange control, there has been a clandestine export of

capital, the amount of which cannot be ascertained~ Fi~8Ily, in spite of progress

'made in the recording of capital movements, classifications and methods of

computation used by different countries are by no means identical.

In a previous study which reported priv~te capital movements to 1952, it was

&US3ested that the figure of $2 billion was similar to the annu.al capital outtlo'W

!ran capit,al exporting countries in the mid-nineteen t'l..lent1es, and that in view ot
~~c considerable increase in the-dollar prices of goods since then, private capital

exp-:>rts amounted, in real terms, to about helf of thosa in the earl'.er periOd.~-
Statistical comparisons of thia kind cannot claim to be exact, and there are

significant differences in the nature of the capital flow in the two periods. The

eAport of private long-term capital was exceptionally high in the mid-nineteen

twenties, in part because it was aupported in some creditor countries by an inflow

of short-te~m funds emanating largely from France, and in part because ot the heavy

demand tor funds by Germany, at that time the world's largest borrower. Moreover,

the nature of capital exports differed fro~ that in the n1netecIl fifties - portfolio

investments played a more important part, and direct investments were less importan~

These considerations, however, cannot conceal the fact that during the past

thirty years private capital exports have failed to keep pace ~ith the quantum of

international commodity trade,. which has increased by so:~:; bll:i ng like three-fourths,

and still less with world industrial production, the volucc of which has in recent

years been about two and 8 half times that of thirty years 380.'±/ Similarly, the

amount ot private capital exported is smaller in proportion to domestic investment

than it was in the nineteen twenties, whether 111 the capitsJ. ezport1ng Or the

capital importing countries.21 In fact,- the great expansion since the war in

International Flow of Private Capital,· 1946-1952 (sales number: 1954.II.D.l).

Excluding production in mainland China, ea&tern Europe and the Union of Soviet
Socialist Republics.

United ot&tes net private capital exports (excluding reinvested earnings of
subsidiaries) averaged about $1 billion annually during the years 1950-1954,
while annual grose private domestic capital formntion was about $50 billion.

,".,'....... •
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production and investment in the Un!ted states and weotern Europe has provided

profitable domest:Sc outlets for ~av1nss and thereb1' reduced the relative attraction

of foreign investment.

While the outtlow of private cdpital tor porttolio invest_nt be8 decl1n~4

8harply since tbe nineteen tWen1i.les, particularly when measured iD real ter.,

.tbere is no doubt that the flow of capltal tor d1ree+; lnvestllent (Includ1us

reinveBud earninss) has increased. The aDDual srowth 01' United statea direct

investments since the end of the war appeara t;) have been considerably larser,

in real terms, than in the peek period 1924-1928. This appllea to capital flows

both "')0 the more develo-ped countrie8 a8 8 p-oup and to le88 devp.loped &reas.

Further, despite ~he relatively small amount ot privet,e forelsn capital absorbed

by manufactur1nS'1n the less developed areas, the recent real volume 01' toreip.

investments 1n msnutacturing in such areas, as a whole, bes probably been above the

level of the nineteen twenties. Foreign capital cODtinues to be stroD(Jly attracted

to extractlve industries, however, and s hiGh prOporti'Ob ot recent iDvest_nt8 has

been I:18de 1n countries With r,lentiful mineral resournes.

!n less developed countries, iD particular, the functioD torlDe1'ly pertor_d

b1' foreip pr1vate portfolio Investment La. been u.ken over to a larse extent by

public capital in the form of loaDs or srants channelled tbroush D8tiol18l apncies

and the International Bank tor Reconstruction and Dev'elopment. The bulk ot
assistance 111 the torm of grants has, however, been directed tc· a tew, countr1ea,

particularly in Asia and the Far East, and t:o dependencies ot w••tern Burope8n

countries. In other areas, public capital has been made available _1nly iD the

torm ot loans and credits, which bave a cl08er resemblance to the porttolio

investMnts of the pest. The chief objective has b~n the development ot power,

'b."&I'.V'port and other facilities in the "public sector" of the econo.,... 1'bI'

quantitatlve importance of public loans and private 1DvestlDent. trom abroad has

differed amoDl the lels developed areas. In Latin Aam'ica, net di.burse_nts ot
10an8 by the United states Export-Import Bank of Wasb!DgtoD and the IDternat10Da1

.Bank tor Recons1zuctlon and Levelop_nt averased about $100 uUion 4ur1Dl the

Jears 1954 and 1955; this is le.8 than halt the annual growth 111 the private

investments ot the United States alone in Latin "rlca. ID tbe les. developed

area. of Asla an.:" the Far East, on the '"' .:her hand, public loaDS have been ot

---------------_-..,
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greater importance than the inflOW of private capitsl. In both regions there

was, of course, wide variation in the relative size of public and private capital

inflows among particular countri'!8.

The border line between public and pr!vate cap!tal is not always cleareut,

and several types of association between the two, involving varying degrees of

risk on the part of the pr1vate lender, have emerged. Bonds floated in the capital

market ot a few l~nd1ng countries now cover a substantial proportion ot the loan

cou~tments of the International Bank for Reconstruction and Development. The

Bank has also attracted private capital, mainly fran investment institutions,

for part1cipation in loans of relatively short maturity and for purchase tram its

portfolio; in the year ending 30 June 1955, the sum involved was $99 million.

J. "lDost the entire amount '*"8S without the Bank's guarantee.§! Another significant

development With regard to some of the Bank's loans has been the simultaneous

public otferil1i~ of the borrower's bonds by private bankers in the United States.

The Bank h~s also developed a technique of channelling its loans to private

enterprises through intermediary financial institutions in cap1tal importing

count~ies, partly in order to avoid difficulties connected vith the requirements

under t,~·~~ Bank's articles that loans to private borrowers must carry a government

guarant{ :~. There has also been a substantial grO\ow~h ot development banks,

dt:velopnent corporations and other financial institutions in capital importing

countries. The 1nstitutions frequently employ both public and private capital,

part ot' the latter sometimes be1ng supplied by foreign investors"

The proJected International F1Ilance Corporation which is to work in close

relation wi.th the International 'Bank for Reconstruction and Developaent, is also

expe~ted to be an instr,"".ent by which capital subscribed by governments may be

invested in association w1th private cap1tal (though not 1n the capital stock of

private enterprises); the corporation', s -holdings may later be turned over to .

private inves~ors. The International Finance Corporation would expect its private

po~tners to prOVide the major share of the assets of an enterprise. Since this

corporation is designed to perform. a c:atalytic function, it would presumably be

§j International Bank for Reconstr.uction and Development.~ Tenth Annual Re~,
;954.1955 (Washington, D.C., 1955), page 5.
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more inclined to invest modest S\lO in a number of enterprises than to invest

large S\lll in relatively few ventures.'1I The cha"rter Of the' corporation requires

a m10111lU11l membership of thirty countries wbose capital lublcriptions total at

least $75 lD:1111on, betore the corporation can be established. ·At the eDd ot
April 1956, twenty countries, whOle subscriptions total over $61 IDillioo, bad

caapletec1 ....he necessary tormalitIes.

In achL tion to lending trail 1ts 'own resources, the United States Export­

Import Bank ba8 obta1ned the participation of private lending lnstltut1aoa and

industrial t1ru ln lts leDd1ng operat1ons.!V In 1955 a group of five oQlllMl'olal. .
banks in the United. States established the ADierlcan Overseas P1nance Corporation,

with a capital ot $10 m1ll1on, to provide medium-term credits to eXpoI"t8re.

The corporation ls expected to supply a major portion ot each loan frCID ita, own

capital without guarantee; the remainder will usually be covered by guarantee of

the ~port-Import Bank. The ~CllllDonwealth Development Finance Canpany, tormed

in the Uni'ted Kingdan in 1953 to make long-term foreign investments, is a Joint

eDteQrle.. the capital of whlch is d1v1ded between the United Kingdan Government

(t~ the Bank ot England) and a wide group ot industrial, cCllllDercial and

financial concerns.~ . .

In a number Df western European countries, there seems to bave been a

continuing growth of short-term and medium-term creclits to tinance exports, a

lnrge part ot which has been extended under various types ot. governmental

11 International 'Bank tor Reconstruction and Developaent, The Proposed
International rioance Corporation (Wasbington, D.C., May 1955) •.

~ MODS the devices used are the guarantee ot letters of cred1t issued by
cCllllDercial banks j advances by cammercial banks to borrow... trCID the bank
OD a guaranteed basis; and particip&tion vith the lenk in 1ts credlt8 vithollt
the bank' s guarantee. Thus, in the tirst halt ot 1955, cCllBercial baDkl and

~ UDited States exporters agreed to Join with the Export-Import Bank in
extending 108D8 vithout the bank's guarantee to the extent of $61 1D1ll1co.

21 Sint" .tfarch 1953, the ccmpe.ny has agreed to _ke loans or purcha.e equ1ties
amounting to about £9.' million tor projects in CADada, ID:l1a, New zea:Lan4,
PUI1atan and. the Union ot South Africa. The com~·. authorized capital
is £,15 milllon, ot which £6,750,000 ls 8ubscribed by .e Bank ot EDglaDd
and £8,250,000 by private sources. The company il empowered to borrow up to
twice the amount ot its authorized capital.

---~----- ._---
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10' .
iUunDoe aDd suarantee.~ It appears that the aver..e -tV1t7 of eucb credits

la relatlveq short; IQle credits enemed in cODDeXiCD with tbe fIXPCIlR of

capital 100d8, bowever l bave had a maturity of five year. or eveD lClller. !here

bave alao been several instances in recent yearl iD vb1ch abort·tera cc-.rcial

cred1ta - acaetll1les of an involuntary character, relultiq traa ca.ercial

arrear. - baYe been converted into lODS-term loans I ill acae cae.a V1tb a cbaaae

iD the cred1tor l trCID exporters or nc.aercial banka to the sover'l""t of tbe

creditor COUlltry.

The UD1ted States has accounted tor well over halt of the wor14·. private

capital exports iD recent years.· C8D84a bas been the prlDQlpal recipient ot
UD1ted States capital, but considerable .\1118 bave been ab.or'be4 by Latin America

aDd Yestern Europe and by the Middle last, where investaent baa been chiefly in

petrole\ID extraction. Private capital export_ or the UD1ted X1~. bave lODe

priDCipall), to the sterling area; in spite of SCBe increase iD UD1tecl Xialdca

direct inveataents in the United States &Dd Canada, there appearl to bave been

a steacly net iDtlov ot private fundi iDto the United XiDPoa fttca the dollar

area. Tbe private capitalmoveJDent. Of continental Europe tollow a caaplex aDd

variable patterD; however, a substantial portion of cap!tal export. frca

t.beae cOUDtrles has been in their depeadenciel.
J

In seDerall there has continued to be a considerable aov_ent of private

capital tc) C8Dada and a number of LatiD American countries, &Dl 81ao a .izable

flow of tuD48 to acme countr1es In Burope, to the Middle BaIt tor petrole\a
1nvestaeDt aDC1 to parts of Africa tor aineral develo1D8nt; ill other ar_ the

iDtlov ot private capital has oontinued to b~ quite "'11.11/ ID 1«IIe cOWltries

CCllprehenaive data OIl the vol.. and matur1t7 of IUch c~t. aDd OIl the
proportica covered by govenaeDtal Suarantee are not available. The balance
ot ~nt. 8tatements pub11shed by the Internatioral MoDetary PuDd 40 not
iDd1cate foreisn commmercial credits leparately.
NI 1JIpre••ion 1s confirmed by study or the "SuDaary Stat_Dt.- ill
Interuat100al Monetary Fund, Balance of Payments Yearbook, vol. 6
(Waeh1Dgte», D.C., 1955). 'Dle term "private capitilh usid tbere, bonver,
includes ahort-term funds and tbus does not reflect the Jar. ltable aOVeJDent
ot loas-term capital tor 1nve8tllent.
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usually considered potential capital tmporters, the balance of'payments data

have frequently indicated an outflow of private capital during the post-wa.r

period. Burma, Oeylon, India and Indonesia are exa:nples. In certain cases,

however I it appears that the figures are misleading because they fail to retlp.ct

the growth at existing foreign enterprises through reinvestment of earn1nss.12/

During the early post-war years, aggregate private capital exports tended

to increase. Since about 1952, however, there has been hardly &a1' clear trend.

A decline occurred in Un!ted S-f;,3.tes capital exports in 1953, largely because ot
repatriation ot portfolio investments in Canada and elsewhere 1n that ~ar,

&Dd .c:ae 4rop in direct investments. The decline did not continue, however,

cand the flow fran the two principal capital supplying countries, the

United States and the United Kingdan, increased again in 1954. In that year the

net outflow of United States private long-term capital was over $1,600 mill10n

(1ncluehng reinvested earnings). In the United Kingdan, the movement of 4aaestic

and foreign private long-term capital, combined, resulted in a net outflow of

sane £200 million ($560 miJ.llon), the highest level for sane years.

Aggregate capital e~orts fran the Un!ted States in 1955 remained at about

the 1954 level, but movements in the canponents of this flow d1ttered. '!be

outflow of capital tor direct investments remained ap'Prox1mately unchanged. There

was a dealine in new foreign security issues and a rise in redemption of foreign

bonds, influenced, it apPears, by the rise in interest rates and the monetary

str1u.sency in the United States•. The effect of this developnent on total

Qapital movements was offset, however, by a rise in medium-term lending abroad

by commercial banks despite the tightening of credit conditions (see table 1, in

chapter 2, below).

12./ '!bUll, there was an estimated net increase in foreign private inves'tme;lt in
Ial1a of 1., billion rupees (about $215 million) between July 1948 am
December 1953, Whereas the balance of payments statements for the same
period indicate a net outflow of private cap!tal ot 0.5 billion rupees.
The difference of 1.8 billion rupees appears due chiefly to reinvested
earnings of foreign enterprises. Reserve Bank of India, !!!R0rt ot the
~of India's Foreign Liabilities and Assets (New Delhi, November 1955).
l'6Ciit85 per cent of the recorded Increase in investment repres8n'ted
reinv1stment or imports of goods not requiring immediate release ot
currency (International Monetary Fund, ~lance. of Payments Yearbook, vol. 6).
In 1954 and 1955, the balance of Payments account continued to show an
outfJ.ow of private cap!tal - in the latter year amounting to 66.2 mill10n
rupees ($14 million).

_ ••b._Z.ru•••••a.aB,R.lz.,.,••s•.U.U.tU__l••,fIIItji,WB.z......"M,·ts 2&dSi
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In the .united Kingdan a fairly sharp decl1ne 1n long-term ~low OOCNlTed

1955;· 1t appears that the heightened domest1c demand tor fUD4a &Dd ria1Ds
interest rates may have tended to check the amount of capital 1Dv••ted abroad

and may also have attracted foreign funds to the Un1ted K1._.W·
Direct investments are not unaffected by changes in intereat rates ill the

creditor country. A rise 1n the cost of rais1ng capital teDds to reduce tbe
,.

profitability of new investments and hence renders such 1nvestaent le••
attract1ve. How~ver, much of the capital involved in direct investment 1. not
closely affected by financial conditions in the capital exporting cou.n'try. A

substantial part of the growth in direct investments is usually financed by

ploughing back undistrib\:ted profits, and this may cCl1t1nue even during ;years

when little capital 1s added through the transfer 0'1 "fresh" iU.us. So 1008

as profits are ma1nta1ned, the reinvestments of subs1d1aries cQD'tribute to the

steady expans10n at such investment. As the stock of outstaDd1ng 1uveataeDts has

grown since the end. of the war, this source of funds has 1ncreased relative to
the flow ot fresh capital and is now of the same importance tor direct

investment 88 transferred funds. Furthermore, in many instances even tr&ll8terred

1\mds are advanced by the parent canpany tran its retained earnings.

Most direct investments require durable plant and equipnent aDd are plaDDed

in terms of expectations over a relatively long period. The1r profitability

thus cannot be judged on the basis ot a telSporary situation a8 to intereat

rates. This is true in particular when the funds involved do not bave to be

ra1sed in the capital market but are W1.thhe1d from current prot1ta. An example

of long-term budgeting of foreign capital expenditure is afforded by petroleum

enterprises. Between 1951 and 19551 average annual gross expend1tun abroed

tor property, plant, equipment and drilling by United States enterprises In

this field amounted to $2.2 billion, and according to a recent proJectlon ncb.
outlays during the period 1956-1965 will amount to $4.1 bill10n per year. It is

estimated that during 1951 to 1955 only 2 to 5 per cent of the gross ou~ has
14/

been raised in the capital market.::!

The Government of the United Kingdan attributes the decl1ne in capital outfiov
in 1955 partly to difficult condit10ns obtaining 1n the London capital market
(Econaa1C Survey, 1956, CInd 9728 (London, 1956), paragrali1 58).
Joseph E. Pogue and Kenneth E. Hill, Future Cr~ and P1D8nc1a1 Re~r_ents

of the World Petroleum Industry (Chase Manhattan Bank" New York, 19 •
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Foreign portfolio investment to a large degree are subject to different

influences from those indicated above.15/ Year-to-year changes in portfolio

investments in corporate securities have been strongly influenced of late by

speculative reactions to changing conditions in various capital markets and by

shifts in interest rates and anticipations of fluctuation in rates of exchange.

Most·,,·;\ ·~fo~.1.o investment 1n such At:II\)urit:';.ea ·takes place between the U1l1ted states

end Canada, the United Gtates and western Europe, among countries of 'Western

Europe and within the sterling area. Until qUite recently it has been highly

compartmentalized, largely because of exchange restrictions on capital transfers

relating to portfolio investments. Fu~thermoreJ foreign portfolio investments are

rarely made in the securities of domestic corporations of less developed countries,

since trading in them normally requires a well-developed capital market based on a

substantial and diversified industrial structure.

The purchase of bonds issued by governments and other public authorities i8

likewise subject to widely different influences from those governi1g direct

investments. nur.ing the past two or three years, there have been indications of

renewed interest of private investors in loans for the account of ~ublic authorities,

and the number of governments that have been able to raise loans in the

international capital market has increased moderately. Nevertheless, new bond

issues for foreign account remain a minor item in international private capital

movements.

Under present conditions, therefore, the flow of private capital, particularly

to less developed countries, takes the form chiefly of an expansion of business

investments controlled in the capital exporting country. A thorough study of the

significance of such investments in the economies of the capital importing countries

has not been attempted in the present study, but a few comments on certain aspects

of this question may be offered.

W Portfolio investments ere made up of many elements, but mainly consist of
market purchases of new and outstanding corporate securities and purchases
of bonds issued by governments and other public authorities.
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In capital 1IIIportins countries, the capital 1Dtlov bal aenerally been sma
'
]

in relatiOD to d<De8t1c capital tormatiQll, but there are lIip1t1cant exCept10D8,

such &a C8naM, Venezuela, the oil procl.ucins countriel of the M1cl4le Bait aDd

several countries in Latin '-ria& aad Africa which bave attracted. 81zable

investments in mining. The extensive use of foreisn cap!tal baa be. heaVily

concentrated in certain branches Dt eccnClD1c activity, particularly the

extractive industries. In the expaDliOb of manutact~ns that haa occurred in

a number of leas developed countries aince the war, 1t appeara that the bulk of

the Dew capital has senerally been suppl1ed locally. Recently, however, this.
branch of activity, particularly in Latin America, has drawn increasingly on

foreign cap!tal and en1ierpriae.

F~elgn enterpriaes bave been ~icularly active in les. developed

countries ~ manutacturins requ1rins advanced technology In such tields &8

chemicals aa4 pharmaceuticals I various types of ccmaumer good. and, in a few

cOUDtrtes, ,ccaaponenta of motor' vehicles aDd electrical .chiner)' and similar

gOoda.16! In, some instances, the tonlsD enterprise bas supplied a minor portiOD

ot the capital, together Vith essential assistance in the farm of patent.,

information on ccmplex proceasea and skilled pers~el. FareiaD capital has

played a le88' extenaive role 111 the post-war expanaion of the better established

tie.lds ot manutacturiqs in less developed couniries, particularly textile

production &Dd food processing. It hal been 1mpQrtaDt, however, in the

introduction - tor example, in leveral Latl~ American countries - at new types

of larf;c:-scale merchand1.s1ns tecbD1quel, wb1ch in t,Ul'1l have et'mulate4 local

manutacturiD8 activity.

After rapid poet-war srowth, the outstaad1ns stock of foreign bu8i~e'8

investments in a number of countries has r-.ched a level which accounts tor an

An example of d1versitied industrial expansion is aff'arded by Brazil,
in which manufacturing output increased by over two-thirds the end of
the war and 1954. Both Urdted States and European firms bave participated
in the expanS1OD, but Brazilian capital and enterprise have predClll1aated.
A 118t at dClllestic and foreign investments iD maDUtactur:l.q recently
undertaken or planned in Brazil may be fOUDd in UD1ted States Department·
ot CQIIIIlerce, roreign COIIIIlerce Week9: (Waah1Dgtco,. D.e.), 15 August 1955.

,
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important share ot total output, pl1lployment and gross capital tormation.W
Sane 1nd1cat1co of the tmportance of foreign 1nvestments in the economy of the

host countries may be derived tran information on taxes and royalties paid to

these countries. In 1950, income taxes paid abroad by Un1ted States enterprises

amounted to slightly more than $1 b1llion, exclusive ot indirect taxes and .

royalty paymentsj at present the incane tax payments may be close to

$1.5 billion. JJ3/ The operatiCD.s ot foreign petroleum companies provide a major

source of revenue to several countries. For example, royalties and taxes

reoe1ved by governments tran foreign oil companies in the Middle East, mainly

Iraq, Kuwait and Saudi Arabia, amounted to about $730 million in 1954 and

$880 mill10n in 1955.!2I Receipts of the Government of Venezuela tram the

operations ot the oil canpan1es were in the neighbourhood of $"'75 million in

195' and 1954, or close to 60 per cent ':1t tcrAl government revenue.

In a number ot countries, foreign investments now prOVide a substantial part

of the foreign exchange earned through exports, or supply caamodities which

would otherwise have to be imported. An indicat10n of the volume of exports

senerated by such investments is the tact tJ:at about one-fourth of United States

lIIlports in recent years have been supplied by Un!ted States enterprises abroad,

which also send a substantial amount qt exports, part'.cularly of petrole\D, to

third countries.20/

In 1955, the United States Department of Camnerce announced that it had
undertaken a survey of UD1ted States enterprises operating in Latin America
to determine the contribution of such enijerprlses to danestic output and to
foreign exchange resources ln the country of operation. The survey is also
expected to supply information on other aspects of the enterprises,
including gross capital outlays, taxes and royalty payments to the hoat
country, the employment ot different catll!gories ot toreign personnel aDd
the equity holdings ot non-residents of the 'Jn1ted States.

The figure tor 1950 is glven in Unlted States Department of CClllDerce l

Fore~ Investments of the United States (WashiDgtCl1, D.C., 1953), pase '3.
The sure ()£"Ji'1iImon is abOUt a third of net protits before taxes. 1'bia
may scmewbat overstate the ratio of taxes to prot1ts I since protits are
estimated net of losses by other companies, whereas taxes are paid 0DJ.y 'by
caapaniea w1th net prot1ts •

United Nations, EconCD1c De~ents in the Middle East, 1954-1955
(_lea n\Dber: 1956.II.C.2.

UD1ted States Department of Coamerce, Foreign Investments of t~
United States, 1953, page 2; and Survey ot Current Business
TWashington, D.C. ), December 1953, page 14.---------_._----_.........._--,--"
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. The quantitat1ye importance ot foreign investments in the econaay of the

capital importing country is naturally not a full indication ot the1r ecanCll1c

influence. Foreign enterprises have contributed to increases in productivity

through the transter ot modern technology I the 1.raiD1 OS ot local labour, the

developnent ot managerial techniques and the stimulation ot local ancillary

industries. They have also served to an increasing ,extent to mObilize damestic

savings tor Joint investment with foreign capital in productive ventu:I-';&S.
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Chapter 2

RECEM' TRENDS IN CAPrrAL EXPORTS

The stati8tical survey in this chapter is limited largely to information

emanating trom the principal capital-exporting countries. As already IDentioned,.
in few cases i8 information on private-capital movements adequate for systematic

comparative studyj in particular, detailed and comparable information is lacking

for many capital-importing countries.

United States

Information on the net outflow of United states private long-term ce,pital is

set out in table 1. This outflow is normally offset to some extent by the inflow
of toreign private long-term cap!tal, which in recent years appears to have amounte

to between 15 and 25 per cent of the outflow (see table 2).Y

One of the principal sources funds for financing the expansion of direc'
Investments is the reinvestment ot' prof'its earned by United States subsidiaries

abroad. or about equal importance are other funds transferred for direct iDves~n

abroad.gJ The remaining items, referred to as portfolio investments, consist ot

Dew capital issues (minus inward payments on account of repayment of loans),

traDB&Ctiona in outstanding securities and medium-term and long-term banking aDd

cam.ercial loans.

!I !he figures 'for capital inflow are somewhat uncertain since no distinction 1s
eade between private capital and capital of foreign official institutions, but
most of the investment transactions ot the latter are in United states
Government securities, ineluded·in the last item in table 2•

.BI JJ) tb, ~, ot investments through foreign branches of United States
corpOrattoDS (which represent about 30 per cent of United States direct
1nvestllents) I an increase in investments is treated as an inflow ot new eapltal
whether or DOl; the amount represents retained earnings. It account i8 taken Of

this, the proportion ot net direct investment financed from retained earnlOS1
is vell above the figure indicated in table 1. It bas been pointed out that th
decis10n to retain earnings abroad tor further investment does not differ
essentially from a decision to invftst new funds and that the distinction
between branches and subsidiaries is largely a legal one. (See United states
Department ot Coaaerce, Foreie..1nvestments of the United States,
Washington, D.C., 195', page 27.)

- ••



'!'able 1. United states: OUtflow ot DaM.tic
Pr1vate Long-Ten Capltal

(M11110Da of follars)

•
It• 195\ 1952 195' 1954 195~

•

Bet c111'ect loveatMDt. abroad,
1,726 1,497total •••••• • • • • • • • • 1,280 1,~5 • ••

capital flow • • • • • • • • • 528 850 721 ~ 679

Ul41atribute4 prof1ta of
Q\a••1A1u1•• • • • • • • • • 752 876 Tl6 •••

lew 1•••• . ~ . . ... . . . • • ~91 286 270 ~ 125

Re4""loaa • . • • • • . • • • • • -11' -66 -1'9 ·12~ -202

otbe loD,.taIl capital (Mt)!/ •• " • 6 .'16 '" "9
~tal • • • • • • • • • • 1,n? 1,9ItO 1,'11 1,8' •••

0 • •

s..... 1IIdtelltat•• Depurtlaat of C-..re-, !!!!!l of 0In'.' "iDeal
~, D.C.); data tor 195" aa4 1955 •• ny1.1.. or iiIiMiou1r
pall...... tipre., mapp11e4 b)' tbe Depu-tMat of Co...... ... .llll
11141•••1 .p1tal 1Dflov.

!I tId. 1'- lDclu4e., bea1dea tr....ct1o.. 11l outltaD41111 f ••11D MeadU••,
..u..ten a4 loq-ten bUlki1ll aDcl ec.erotal loauJ .bor'·~ b ....DO' tael\14e4.



table 2. VDlte4 States: Infloy ot Porelan
LollS-Term Capital

(M!1110DI of dollars)

------------------------_......._-------
ltee 1951 1952 1953 1954 1955

Direct lnvestMnte aDd portfoll0
11lveat1leate other than transactloDS
'iD United State. QoverrDeat

244 344securities (net) • • • • • • • • • • 182 141 206

UD41.trlbute4 profits ot
126 82subl14terie. • • • • • • • • • • • • 121 130 •••

'.l'otal . .. • • • • • • • • • • :508 22' 327 ,.,..
•••

'1'rauactioD8 iD VD!ted state.
Gove:rDment securities (net) • • • • -659 302 -82 8 529

-
Source: See table 1. Minu8 sip indicatea capital outflow•

•

In recent years, new uDlted state. pr!vate portfolio lnvestments have C0D81sted

iarpl)' of' Caaad1an secur1ties, aDd boD4a of the International Bank tor

Reconstruction aDd Development - both resarded by investors a6 akin to ho141nl8 of
. .

domestlc lecurltlel. Fluctuat10na in this type ot capital outflow arc marked17

influenced by abort-run chaDges In relative interest rates &Dd antlclpatloDS ot
f1uctuatloDB In excbanse rates, and have been much Wider than fluctuatioDS ill direct

investment.. In 1953, there was actually a net return of Unlted states portfolio

capital, reaultlns tro. the 1Iquic1ation ot Canadlan and European securlties. In

1954, there was hardly &l\Y net flow of such capital to C&Dad., partly as a l·eault

of a decline in C&Dad1an lons-term interest rates relatIve to thoee ln the

Un1ted Statea. In the same year, western PAlrope made large repayments ot c01llDercial

bankins loans. However, there vaa a net purcbase ot some $100 IIl11lon ot eqult,
securities In Euro~; of this about $90 mIllion represented stock ot coapan1••

organized ln the Retherlandl which became attractive to tnvestore tollOW1D1 tbe



rC!llOval ot certain restrictions on foreip transactions in Ifetberlucla securities.

~'1ns the period under review, several investment funds were established With

United States capital in Canada and the United States. In 1954 aDd 1955, a

considerable part of "other long-term capital" outflows shown in table 1 relulted

from inves'blent in such funds in Canada. SOlle of this capital hi inteDd.ed for

investment, particularly in mining ventures, in countries other than C~, and was

cbalmelled through Canada because of certain tax advantasee available to the

in''1estor.
Betore 1955 there had been'a revival on a-small ecale of' market tlotat10DS of

doJ.-lar bonds of' some countries outside the dollar area. ThuI, in 1951&. Australia

and Belg1ua raised loans of $25 million aDd $30 million 1n the United S~4te.

capital market; this was the first time 's1nce 1947 that foreign countries other

tbnn Canada and Israel had floated -sizable loans in that market. In 1955 new bond

i8&1;eS tor the account of foreign governments remained roughly the same as in 1954,
the amounts iasued being as follows: CUba, $8 mil11on; Israel, *'2.7 l1illion;

Norway, t15 1I11110n; and Union of South Africa, $25 million. Tbe increased interest

of private iavestore 1n foreign dollar bonds was reflected in rising prices ot such

securities d~1ng 1954 and 1955.
Total Dew iS8ues o~ securities declined considerably, however, in 1955. The

International Bank tor Reconstruction aDd Development ~1d not float any aecurities

in the United States during that year and there was a decline in canadian security

flotatloDs, partly as a result of the increase ot interelt rates in the

Un.ited States. On the other hand, there vas a growing volume ot aediwa-tera lending

abroad by c01Dllerclal baD:UI in the United states, although a part vas secured by

B~ld or United states Government securities. ThiS, tosether witb an increase tn

purchases ot outstanding foreign eecur1ties, caused a shift trom an 1Dtlov in 1953
to an o\ltfloY 1n 1954 of "other lons-term capital" sbown 1n table 1, and there vas

a substantial rise 1n lending by commercial banks in 1955. During 195'" aDd 1955,.
commercial banks also joined to an 1ncreasing extent With the International Bank for

Reconstruction aDd Development and the Export-Import Bank ot Washington 1n toreign

loans, takins, at their own risk, the shorter matur1t1es of such loans; these are
included. 1D "new issues" 1n table 1. .~~
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In 1954 and 1955, the expansion of direct investments was somewhat below

that of the preceding two years. This appears to have been due to the completion

of certain large investments in the extractive industriesj other major projects

in this sector were initiated but did not begin to absorb sizable funds. The

financial stringency which tended to reduce the rate of investment in new foreign

securities in 1955 did not cause any decline in the outflow of capital for direct

investment. Moreover, the available data for 1955 do not include investments

financed by the undistributed profits of subsidiaries. Since the income from

United Stat~3 direot investments abroad, excluding such profits, was $1,926'm11110D

in 1955 compared with $1,665 million in 1954, it may be assumed that the volume ot

undistributed earnings of subsidiaries increased in 1955.

Table 3 shows the importance of Canada as an outlet for United states direct

investments.~ In 1954 the sha~e of Canada in the total additions to such

investments abroad rose to about 50 per cent, as against an average of 35 per cent

for the years 1950-1953. Substantial investments were also made in other industrial

countries. Among the less-developed areas, Latin America was the chief recipient,

though the amount it has absorbed recently is smaller than during the rapid growtb

in petroleum investments from 1947 to 1949. Furthermore, Latin America's share iD

new direct investments has tended to decline With the rapid expansion of

investments in. Canada a..,d ';-estern Europe; in 1954 it was l~~ per cent.

Petroleum and other extractive industries have continued - though not in each

year - to absorb the bulk of capital for direct investment (see table 4). Since

1950, mining and smelting have assumed,increased importance. A substantial amoun~

of net investment in the extractive industries, particularly in petroleum, may not

be reflected in the figures, being financed from funds s;t 8side for accelerated

depreciation and.amortization or, in the case of exploration expenses, treated as

current expenditure.

1/ The share of foreign capital in the capital expansion in Canadian manufacturing
in 1948-1953 was over one-half, in the petroleum industry two-thirds and 1n
mining and smelting over 70 per cent. The figures relate to retention of
earnings &s well as capital transferred. During the years 1948-195' non­
residents, mainly United States investors, accounted for a third of total DeW
investment in industry (including public utilities and commerce) in Canada, .a
against just under half for the years 1927-1930. Canadian savings were larse
enough to finance all but 12 per cent of total gross capital formation, but part
of the saVings were invested abroad or used to retire the external debt.
(Dominion Bureau of Statistics, Canada's International Investment Position,
1926-1954 (ottawa, 1956), pages 32 and 47.)

........ ·.alli.WALl_le .__, ;IJJIJII.~I'1";i~"~r''''''''~~'J!!'''''''Jjii!'t!(~!''\It·~m4.#6~'.~
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Table 3. United States: Increase in Book Value ot
Direct Investments Abroad, by Area

(Millions of dollars)

Area 1950 1951 1952 1953 1954

Canada • • • • • • • • • • • • • • 433 393 621 649 697
Western Europe • • • • • • • • • • 270 259 166 224 236
Australia • • • • • • • • • • • • 40 55 54 16 61
Japan • • • • • • • • • • • • • • 7 26 24 23 14

Total, above areo.s • • • 750 733 865 912 1,008

Latin America • • • • • • • • • • 145 441 582 276 222

Argentina • • • • • • • • • • 27 9 28 13 19
Brazil • • • • • • • • • • • 56 159 210 4 33
Chile • • • • • • • • • • • • 22 43 40 34 .24
Colombia • • • • • • • • • • -1 14 27 1 28
Me~lco • • • • • • • • • • • 1-'0 57 19 24 9
Venezuela • • • • • • • • • • -43 3 188 12b 91

Union of South Africa • • • • • • 35 17 31 18 4
W3stern European dependencies • • 8 11 22 135 -,
Rest of world • • • • • • • • • • 150 100 223 170 188

Total, all areas • • • • 1,088 1,301 1,730 1,510 1,419

soU:."Ce·: UD1ted States Department of Con!t1~rce, Surve.l of Current Busines8,
August 1955j data for 1954 are preliminary. Minus sign denot~decrea8e
in value. The figures reflect the net outflow of capital, reinvested
earnings of subsidiaries and re~aluation of assetsj during the period in
question revaluation of assets W?q small.
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Table 4• United States: Average Annual Increase in Book Value of
»trect Investments Abroad, by Area and Industry, 1952-1954

(Millions of dollars)

Mining
Petroleum!:l Manutac- otherArea and t•.I.;,;y industries Total

Illeltinl

World total • • 252 549 4'4 '18 1,'"
Cana4a • • • • • • • • • • 128 199 '-84 145 656

Western Europe'. • • • • • 4 53 121 31 209

Latin America • • • • • • 89 93 85 92 '59
Rest of world • • • • • • 31 204 44 50 329

Source: Unitee! States D~partment ot Commerce, Survey of C~'rent Business,
November :954 and Ausus+, 1955. The f1gur&s are annual averages tor
the three-year period and reflect the net outflow of capital,
reinvested earnings of subsidiaries and revaluation of assets; durins
the period in question revaluation ot assets vas small.

a/ Including refining, transportation and distribution of petroleum aDd petrole\lll- products.

~ Not including petroleum refining and metal smelting.

The table sives aDnual averages tor a period of three years, since year-to­
year ebaDsee In the 1MUitl'tal or f'o3J.O,v 1 d1iJi::·ll"-' ~1on oi' a~~·ect investaente are

not very 8 isniticant• SUch changes are often influenced by the initiation or

completion of ...jor projects which tend to dominate the results in a particular,
year. Completion of such projects, moreover, often sets in motion a reverse tloY

ot capital to repar advances r~ceived from the parent company. Other sbort-tar.

factors ~e al80 of importance. Thus, in 1953 there was actually a return tlov to

the United States ot capital on account of manufa-cturing (excludins the re1Dveete4

earn1D88 at subs1diar1es ) amount1ns to $30 million, contrasting vith a Det outflow

of $200 million in 1952. This reversal resulted largely from developments 1n Brazil
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where, owing to a shortage of dollar exchange, large advances had been made in 1952

to finance imports of equipment and materials required for manufacturing; in 19",
as Brazil's exchange position eased, these advances were repaid.

Manufacturing (not including petroleum refining and m~tal smeltinB) has

recently absorbed increasing amounts of capital. It accounts for ove~ a fourth of

the increase in direct investments the end of 1951 to the end of 1954. During

thi8 period the addition to investments in manufacturing amounted to about

$1,300 1I111110n, divided mainly among Canada (42 per cent), western Europe

(28 per cent) and Latin America (20 per cent), other areas accounting for under

$200 million. Reinvestment of earnings by subsidiaries is a major source of capital

for expansion of manuf'actur1DB. In 1954 such reinvestment financed four-fifths of

the increase.

Foreign manufacturing enterprises, exclusive of petrQleum refining, metal

smelting and similar processing, usually produce mainly for the domestic market in

the capital importing country.~ Investments 1n manufacturing accordingly depend

to a large exteri~ on the ab~t.1ity of the capital-importing country to absorb

manufactured productR :.. ~d 0" tl110 ~~sJib~lity of producing economically on a larse
scale. For both reasons investments in manufacturing tend to be made in countries

which are economically advanced. In 1954, for instance, Canada, western Europe,

Japan and Australia absorbed about three-fourths of a total direct investment of

$428 million in manufacturing. Nevertheless, United states direct investments in

manufacturing in some under-developed countries have recently been expanding

rapidly, particul~ly 1n Latin America. Protectionist policies have played their

part in attractiJl8 foreign investments in manufacturing but have naturally proved

ineffective in the case of countries With too small a domestic market.

In Latin America, most foreign investment in manufacturing is found in a few.
relatively large countries, in particular Argentina, Brazil and Mexico. In the past

several years considerable amounts have been added to the foreign manufacturing

investments in these countries. There are indications, however, that as income has

grown and the market has expanded in other countries, investments in manufacturing

~/ A number of United states manufacturing concerns producing for export have,
however, been established recently in the United Kingdom and several other
European countries, portly in order to export to countries within the same
currency area or 1n a protected trade region.
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have followed. Colombia and Venezuela are cases in po1Dt; in the latter, market

expansion may be attributed in large part to the development of mineral resources,

which has been finaDced by foreign capital. It ia thus seen that investments in

extractive industries 11&)' prepare the way for investments in manufacturing.

Details of the distribution of outstanding Un1ted states direct investments,

given in table 5, indicate that manufacturing la the moat 1mport8Dt of the

industrial groups. Petroleum investments, which have been growing rapidly during

the post-war period, are close in importance to maDuf'acturing. Public utilities,

once an important group, have fallen behlD4 in recent years j in 1954 they

represented o~ 9 per cent of the total ccapared with over 14 per cent in 1946.
It should be borne in mind that the investments are recorded at their book value;

at present it appears that thi8 figure ls in general substantial.ly below market

value or replacement COlt because at .the post-war ri8e ot prices and ·also because

of rapid amortization &Dd other. accounting practices which tend to understate tbe

book value ot &Ssets.

Tabl . 5. UI11ted states: OUtstandlD8 Direct Investments Abroad,
by Area and by MaJor Industries, 1954

(Mill1ona of dollars)

Western
Industry C8Da4a Latin Western European Other World

America Europe depend- areas total
enclea .-

Mining, smelting •• 78' 1,003 35 105 145 2,071
Petroleum!!•••••••• 1,160 1,688 671 412 1,422 5,'53
Manufacturing~•••• 2,55' 1,248 1,432 14 408 5,655
'Public utilitiel •• 301 1,120 29 20 75 1,545
'I'rade ••••••••••• ~ • 358 402 2'5 '1 122 1,148
Other industries •• 784 795 20' 18 176 1,916

Total 5,9'9 6,256 2,605 600 2,'48 17,148

Source: Un1ted States Department ot Caamerce, Survey of Current Business J

August 1955; eDd-of-year data.

!I Including refining, transportation and distribution of petroleum and petroleum
products.

2/ Not includ1ng petroleum refining and metal melt1ng.
~~.,...,.1I!II'1f~.•~•.,'~v:,:.,.'Oi;l$t~i •.,:.,., .. 'l'".~"r.""~~,~.,":J1:~S'l~~~;.'\)~;...,.... ':... ,..;' ..,. .... ,.....,_':"' ..i~~.~.~.~ .•~.
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As shown in table 6, direct investments at the end of 1951f. :were almost t~.,o

and a half times their size at the end of the war. On the other hand j portfolio

investments - which are r,acorded at arket value - were less than a third larger

in 1954 than in 1946, 8J1d this increase is almost who1l¥ accounted for by

investments in Canada 8I'1d securities ot 'the International Bank for Reconstruction

and Development. In 195", Canada accounted for aver three fifths ot investments

in toreign dollar bonds and foreign securities.

Table 6. United States: Outstand1Dg Private
LoDs-Term Investments Abroad

•
(Billions of dollars)

Item 19~

• • d

1946

•••••••••••••••••••••••Direct investments

Portfolio investments ••••••••••••••••••••

Total

8.0

7.2

15.2

16.,

6.0

22.'

•

Source: Un!ted States Department ot Caamerce, SUrvel of Current Busines.!J
August 1955; encl-ot-ye8r data.

!I Pre1 jm1nar.y.

Un1ted Kingdom

According to newly published estimates, the outward private lOftS-term capital

movement frail the United K1Jl8daD, iD ro~ f1gures, has been as follows:'J.I

2/ United KingdaD, Balance ot~nts, 1~6 to 195' (No. 2), Cmd 97'1
(London, 1956), pase 43. Tlie1iitormat10D, less precise than that for the
Vnited Staes, represents "lons-term investment by the United Kingdom in the
rest ot the world (excluding 1nter-savermental lending, but including
United K1ngc1a1 Goverraent lOaDS tor commerc1al proJects and borrowing by
oversea governments in the Loradon market), less net lens-term investment
by the rest ;ot the world in the United Kingdan". .



1952
1953
1954
1955

.... , .
•••••• 0•• ,•••••

••••••••••••••

•••••••••••••

Millions of
pounds sterling

150
175
200

125
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Most of the outflow represents estimated net investment in the rest ot the

~terling area - a little over £125 million in 1952, somewhat over £150 million

in 1953, rather under £175 million in 1954 and about £100 million in 1955. On

the basis ot these figures, the net investment in other areas has been about

£25 million annual.l.y. New oversea investment in the United Kingdom, it is

estimated, was approximately balanced by sales and redemptions by oversea holders

of their United~Kingdom investments during this period of four years, so that

tt,e annual average of £150 million to Ll75 million approximately represents new

oversea investment, less sales and redemptions, by the United Kingdom in the

rest of the world.

It is pointed out that the estimates are subject to a considerable margin

of error, largely because so much of the new investment overseas is private

investment in the sterling area for which "it is particularly difficult to obtain

accurate figures",2I one reason being that permission by the exchange control

authorities is not required for investment within that area. Further, while

the reinvestment ot undistributed profits is included to the extent known, it

appears that all such reinvestment could not be taken into account. The actual

additions to outstanding investments thus were probably... higher than the figures

show.

The great bulk ot post-war private investment - according to the above

figures about 85 per cent - has been in the sterling area. SUch investment "is

a matter of particular importance to the colonies, who look to the United Kingdom

€I The figures quoted differ fram those of the series which in the past has been
taken to correspond most closely to the net private capital movement, in that
they do not include short-term capital nor the balancing item representing
errors and omissions in the whole w~count.
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tor a large part ot the finance and associated technical assistance needed to

carry out their development programmes".IJ The colonies rely to 8 great extent

on London to meet their needs for long-term capital and for investment of any

surplus funds they may accumulate; "these processes may occur at one and the

same time, and the flow ot long-te~ investment represents· a substantial offset

against the rise in colonial sterling balances".§j The flow of private capital

into British colonial areas tor investment purposes - of which presumably the

largest amount came from the United Kingdom - has been estimated at £70 million

in 1953 and £65 million in 1954, including reinvested earningSj21 to these

figures should be added £20.5 million and £16 mdllion, respectively, on account

of loans raised by colonial governments in the London capital market. Heavy

expenditures for the construction of an oil refinery at Aden contributed to the

investment in both these years.

In 1954, when the export of private capital reached a high level,

restrictions on d1£ect investments in non-sterling countries were eased.

Proposals for such investment were geJ'l"~~ally approved by the exchange control

authorities whenever the investor intended to play an active role in the

management of a foreign enterprise. Canada was the main recipient of Un!ted

Kingdom capital outside the sterling area - investments authorized in that

country rose from £37 million in 1953 to about £49 million in 1954. The

following figures, giving approved applications for direct investment in

7J Economic Survey, 1955, Ctnd 9412 (l,ondon, 1955), paragraph 32.

§j United Kingdom sterling liabiliti"es to the colonies rose from £930 million
at the end of 1951 and to £1,281 million at the end of 1955.

21 Colonial Office, The Colonial Territories 1953-54 and 1954-55,
Cmd 9169 and 9489lLondon, 1954 and 1955): The decline in 1954, however,
is accounted for by the exclusion from the estimate of Northern Rhodesia
and Nyasaland, which in September 1953 became the Federation of Rhodesia
and Nyasaland.
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non-sterling areas by United Kingdom residents (in millions of pounds sterling),

show that there was also a considerable increase in the amounts authorized for

direct investments in the United states:~

United state~ ••••••.••••••••••

E\1rope •••••••••••••••••••.••••

•••••••••••••••••••••••••••••Canada

other non-sterling areas • • • e •

Total

1253
36.6
2.7

10.•7
4.4

54113

1954
48.8
29.7
15.1
6.1

101.0

!I Information sUl>plied by the Government of
the United Kingdom in response to the

. United Nations questi.onneire of 5 Jan~;ary 1955
on governmental measures affecting the
international flow of private capital. (See
footnote 1 in chapter 3~)

The figures do not measure the amount of direct investment actually

undertaken in the years in question and are substantially larger than British

capital exports to the non-sterling area indicated in the United Kingdom balance

of payments. The increase from 1953 to 1954 accordingly does not imply a

corresponding rise in the flow of capital for such investment outside the

sterling area.

Although exchange control permission is not needed for direct investments

within the sterling area, official approval is required for raising new capital

issues in the London market. Authorization was given during 1954 for issues

totalling £90 million for investment in Common,,-rea.lth countries in the sterling

area, though the money was not all raised during that year. This total included

£16 million in loans for colonial govern."'1ents and £25 million for independent

Camnonwealth governments, mainly in support of their public development

programmes; it also included £48 million for private enterprises, much of which

was for mineral and metal production, oil refining, transport and

communications.10/ The figures for act':'1l flotations during the years

10/ Economic Survey, 1955, Cmd 9412, paragraph 31.

~~~i~#"~I',,,:..~.if{IU..'.,.'I~iIt~""~,:-,,,,,,~~, .....;;-m·!M*WRQ-"'''.·...
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1951-1955 are shown in table 7. New issues tor areas outside the Commonwealth

have been very smaJ).

Table 7. United Kingdan: Capital Issues for Oversea Account

(~Jlion~ ot pounds sterling)

COJIIIlonwealth countries other countries
Govern- Govern-

Year ments Indus- JUents Indus- Total,
Total and trial Total and trial all

local . issues local issues coun-
authori- author1- tries

ties ties
• - 1 •

1951 •••••• 38.9 27.7 11.2 6~4 5.11- 1.0 50.2!J

1952 •••••• 50.2 ".1 17.1 2.2 -- 2.2 52.11-

195' •••••• .57.4 30.8 26.6 -- •• .- 57.4

1954 •••••• 72,6 34.1 38.5 1.7 •• 1.7 79.2!1

1955 •••••• 55.8 17.5 38.2 7.8 -- 7.8 6,.6

• • =

Source: Central Statistical Office, Monthll Digest of Statistics {London),
January 1956. The figures are estimates, 'D'ased on prICe of issue and
comprising issues of capital in the United Kingdom for cash or for
replacement of existing securities by governments other than the
United Kingdom Government, by local authorities I public corporations
and public companies. Loans redeemable in tve1ve months or under I

mortgages, bank advances, etc., are excluded, and issues for repaying
• them are classed as new issues. Loans to local author!ties and public

corporations from governme~t funds, including issues of stock to the
national debt coumissioners,-are not covered.

!I Including an amO\mt unallocated between Ccmnonwealth countries and other
countries.

Private investment capital absorbed by countries in the Commonwealth is

shared between colonial areas and independent countries. A substantial

proport:J.on goes to relatively developed countries, Australia being a case in
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point. United Kingdc:m direct investments in that country increased considerably

at least unt~.l 1952 (see table 8).lll Simultaneously, the aoount of Australian

Government bonds held in the United Kingdom declined through redE':ll",t1tions. The

Union of South Africa obtained substantial amO\l."'1ts of private ca.pital from the

United Kingdom during the early post-wru:' years but has SUbsequently received

smaller amounts of such funds. As indicated in chapter 1, certain countries,

including Ceylon and India, report an outflow of investment capital to the

United Kingdom, but such movements ar~ sometimes counterbalanced by unrecorded

additions tC' ex:tsting investments, lergely through ploughing back profits.

Table 8. Australia: OUtstanding United Kingdom
Private Direct Investments

(Milli~ns of Australian poun·~.s)

Type 1950 1951 1952 1953

..... - .....~.__..

Branches •••••••••••••••••••••••••••• 128 138 146 143

Subsid.iaries •••••••••••••••••••••••• 125 146 172 177

Total 253 284 3:'-8 320

Increase during year!! 49 31 34 2

... ..-... ..-- ...~ .. ---.~ --_.-...................--

Sourct:') I:lterllational Monetary Fund, ~~}£!_P~ P~nt~_~~bl')~kJ vol. 6;
data for 30 J\Ule of year stated.

!I Excluding reinvestment of l.Uldistributed profits of subsidiaries. During
the tour years shown the total of such ~"e~_nvestment by all foreign
subsidiaries in Australia was £63 million; the Un1ted Kingdom accol.Ulted
tor about 70 per cent of investments by such subsidi~ies.

ill Australia also absorbed direct inves tments from other countries, chiefly
the United Sta';es. The total capital inflow on this account from the United
Kingdom and other countries (including reinvestment by subsidiaries) is
recorded at £A 70 million in 1950, £A 60 million in 1951, £A "76 million in
1952 and £A 13 million in 1953. The expanding Australian market and the
relatively high Australian import tarift on manutactllr-ed goods appear to
have induced f ore1gn manufacturers to establish branches or subsidiaries
in Australia.
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A previous stuib' by the Un1ted Nat10ns contained an analysis ot outstanding

Un1ted Kingdom oversea investments to tbe end ot 1951, as reported by the Bank

ot England.12/ Since the figures show the nominal value of the investments, they

ditfer cons1derably trom both market and book value estimates. The nominal value

ot the investments 1s_~e,Ported as f'ollows (in millions of pounds sterling, at
·~1.1e end of the year):W

Government and lIlUJ1ic1p~ lQans .0•...
Business investments •••••••••••••••

Total

1951
113

1,214

1,981

1952

190
1,192

1,982

1953
198

1,215

2,013

The figures for government and municipal loans, by area, are shuwn 1n table 9.

The Internat1on3l Flow of' Private Capital, 1946-1952 (sales number:
1954.II.D.l).

Bank of England, United K19J5dom Overseas Investments) 1953 (London, 1955).
No later figures are available than those relating to 1953. The data do not
include a number of' companies whose activities are divided between the united
Kingdom and overseas, among others, insurance and· shipping companies.



s

E/2901
E1l81ish
Page 35

Table 9. United K1ngdClll: Oversea Government and Municipal Loans

(Nominal value, in millions of pounds sterling)

Area

Ccmnonwealth countries:

Outstanding,
end ot year

1952 1953

Change
in 1953

( decrease - )

Australia •••••••••••••••••••••••••• 290.5 284.0 - 6.5
New Zealand •••••••••••••••••••••••• 50.4 58.0 7.6
Canac1a ••••••••••••••••••••••••••••• 12.6 12.2 - 0.4
Union of South Africa •••••••••••••• 30.8 30.4 - 0.4
Br1t1sh Central Africa • • • • • • • • • • • • • 65.1 73.1 8.0
Other areas •••••••••••••••••••••••• 56.3 62.2 5.9

Total 505.7 519.9 14.2

Other areas:

Europe (including Ireland) •••••••••
Latin America ••••••••••••••••••••••
China ••••••••••••••••••••••••••••••
Japan •••••••••••••••••••••••••••••
united States ••••••••••••••••••••••
Other countries ••••••••••••••••••••

Total

All areas

135.0 128.2 - 6.8
37.9 . 32.5 - 5.4
33.2 33.2 --
38.0 35.6 - 2'.4
35.7 44.7 9.0
4.5 3.6 - 0.9

284.3 277.8 - 6.5

790.0 197.7 7.7

b

--------------------------------------
Source: Bank ot England, United Kingdom Overseas Investments, 1953 (London,

1955 ).

Other Capital Exporting Countries

The capital exporting countries have alwqs been a sma]] minor1ty.

Trad1tionally, e. number of countries in continental Europe have had 8 surplus

ot capital. During the war and early post-war years, this could not be

maintained and capital overseas was liquidated; but of late, surpluses have
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again appeared as production has grown and the external p~nts position hu been

.trengthened. The pattern is not very well established in SCllle ot the countr1ea

concerned, which are at once capital importers and capital e)Cporters, ma'Jnta1D1na

a flow ot funds to their oversea territor1es at the same t1JDe as the)' liquidate

their assets elsewhere, or promoting capital exports favouring their c~rc1a1

interests while foreign capital is being invested w1th1D tbeir borders.

Switzerland

_.--

..
••

'5
30

1955

60

11
50

160
25
7

_.
_.--
37

--

--

.-

40

110
85
75

1954

6
_.
••

••

----

--
.-

.-

195'

59
60

.- _.
59-- 50-- -.-. _.

-- -.-- ---- 2_. ---- 85_.
••

Australia •••••••••• '•• '" •••••••••••••••••••••••
Belg1an Congo' .
Belg1\DD •.••••••••••••••••••••••••••••.•.••.••••••
Caaacla. .•••••••••••••••••••••••••••••••••••••••
France' .'. '•••••••••••••••••••••••••••••••••••••
Ital.y •••.••••••••••••••••••••••••••.•• '•••••••••
lo~' •.•.••••.•••••••••••••••••••••• ~ •• J' •••••••

]?e~ ••.•.•.•.•••••••••••••••••••••.•••••••••••••••

~~rl •••••••••••••••• '. '. • • • • • • • • • • • • • • • • • • • • •
union of South Africa ••••••••••••••••••••••••
united states ot America •••••••••••••••••••••

Switzerland represents the chief deviation trom the situation mentioned above,

in that it 1s a capital exporter but hardly a cap!tal importer OD lcms tera. It

i. also a country with a fully convertible currency; the direction at it. capital

exports is Influenced not by the need to conserve scarce foreign exchange but o~

to avoid accumulating balances in countries with which SWitzerland has parmeDt.

asreements. Moreover, it has DO dependent oversea territory to supply with

cap1tal. Its position is thus in some respects unique.

The high rate ot danestic savings, l1m1ted domestic investment opportun1tiel

and the resultingreduct10n of the y1eld on domestic securities have made Swill

1nvestors seek foreign Investments. New bond issues tor forelp account have been

~ncrea8ing rapidly in recent years, reaching 428 million francs ($100 mill1on) in

1955. The chief borrowers in that year were the Governments ot Australia aD4

Italy and private enterprises in France and Italy. The geographical distribution

ot borrowers has recently become wider. In the five years 1951-1955 new issues

were distributed as follows (in millions ot SWiss trancs):
1951 1252

Interrlat10nal Bank for Reconstruction' and
50

428
Development •••••••••••••••••••••••••••••••• 50 50 100 50

Total 50 246 225 397
Source: International Monetary Fund, Balance of PaymeDts Yearbook. vol. 6

(1951-1954); fisures tor 1955 supplied by the InternatloDal BaDk tor
RecoJ18truction and Development. The largest part ot the amounts floated

____1_..;:r;D;:;7;;~~n;.:a.~~.~.:.1~.~.~.:;;!fIl:i;.:;.,0.;.i~;;;.;;.~4•.•~.~_iiii~.;•.~.~~·.,:.""'ue~:._.fi4lll:.:n_.tlllll~...ac..__c_o_:un_t_.._ot_b_U8_1_De_._. .-~
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Besides increased purchaaes of tore1sn issues floated on the SWiss capital

market, Swi.. 1Dve,.tora appear to have been b~ng aecurities abroad in

increasing 8IX')untl. Bet purchases of securities in the United States averaged

237 million trancs per anD\DIl in the years 1949-1952; in 1953 and 1954 they rose

to JI06 JD11110n and 460 m:l.llion francs, respect1vely. Swiss investors were also

act1ve 88 buyers 1n BaDe European securities markets, for examp.le, in the

purchase of shares on the London stock exchange in mining enterprises iD the

Union of South Africa.

Another important elemeDt 111 Swiss fore1gn investment cons1sts at long-term

credits granted by Swi•• banks, mainly to cOlmtr1ea within the European P8)'JIlcnts

Union, apparently in order to fiDuce Sw1.ss exports or to relieve Switzerland's

creditor position in the Un10n.

Although figures are not available on the outflow of Swiss funds for direct

investment abroad, SW'1as enterprises are known to have branches or subsidiaries

in n\iilll'Vus countries I part1cularly iD the f1eld of manufactur1ng, including the

production of textiles ,watches, mach1nes, foodstutfs and chemicals. One

1nterest1D8 development dur1ng 1954 was the 1ssue of securities by a Mss

COnCel"D to provide tunde tor residential construct10n 1n Canada.

~eum-I.u!!mbours.

Be1s1an capital exports increased rap1clly during the years 1952-1954.
Table 10· shovs the net outflow trClJl Belg1\11-Luxembours ot daDestic as well as

foreign capital. Tbe figures 41sclose a rapid increase 'in the outflow ot Belsi8ll

private capital, which in 1954 equalled $95 million. The add1~iat18 to foreign

1nve.,tments are undoubtedly larser than the figures sugest, since it appears

that the re1nvestllltint et un41atr1bute4 earnings is not 1ncluded. The high

tisure tor capital outflow iDvolv1Ds the expen41ture of' Belgian franc. OD

account at tbe Be1s1&D Ccmso in 1954 is clue to the flotation 1n the Belgian

capital m&J:ket of a loan of 2,220 m111ion Belg1an trancs by the Congolese Ce~tr'al

Government. Apart!rCD this loan, there was in 1954 (as in 1953) a net return

flow ot. private capital in the form of Belgian trancs traa the Belgian Congo to

BelSi\lll. The outflow frail Be1s1\ID of private capital involvins p~nts 1n

other currencies increased rapidly dur1ns 1953 and 1954j information on the



d1vision ~t the capital flaw between the Be1s1- Cqo aDd other are.. 11 not

available. A principal source of new inve8tm£nti abroad apgeara to be the 1Dcame

ot Belgian residents from earlier ~.nvestments, since such 1ncaae CaD, UDder the

excbange regulations, be used tor investment abroad, provided that certain
formalities are complied with.

Table 10. Belgium-Luxembourg: let outtlcnl of Private Capital

(Millions of Bel81an trancs)

Item 1951 1952 195' 1954

......

Bet outflow ot Belslan capital. •••••••••••• • • • 1,131 2,504 4,776

Bet outflow of foreign cap!teJ. •••••••••••• ••• 1,029 258 ·964
Total net outflow 1,438 2,160 2,762 ',812

Di8tribution of net outflow by currency:

BelS1an francs (to Belgian Congo) •••• 566 788 -66 1,8'9
Canadian and United States

dollars !I ......................... 603 100 1,852 568
Currencies' ot Eurqpean Payments' . , ...

1,36611nion •••••••••••••••••••••••••••••• 299 1,'" 1,12'
Other currencies and unallocated

items ~ ••••••••••••••••••••••• : ••• -30 -61 -147 '9

So~ce: National 'Bank of Belgium, Bulletin d'Intormation et de Documentation
(Bru8sels). The figures include some short-term capltilllOVeDJents',
but are believed to reter maiiUy to long-term capital traDIsct1ons.
Minus sign indicates capital inflow. '!'he excbanse value of the
Belgian tranc is $0.02.

!I Including tree Swiss francs in 195' and 1954.
2/ Including transactions with the Bank for International Settlement. aDd the

European Coal and Steel CQDID'l.'n1ty.
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Fraace
•

aa. attic181 balance of PQlDeDts account of France refers to tile e&tire
.~.

traDe .... and tINe doe' DOt sbov trulact10ns between metropolitaD haace ut:..
its overea territories. It is known, however, that there bas recently beeD :L

part18111qu1c1at1on or the aSlets he1c1in cambodia, Laos .... V1et·" (as a g'oup~

by the relt 01' tbe traDC zone, ma1~ metropolitan France. !he 1Dt1ov ot capital

to France tr~ this area 18 est1mated at $62.5 million 111 the t1u'ee ,earl 1952,

1953 aDd 1954. Rew investments in all oversea territories are reported to have

dec11Ded trca $351 million in 1952 to $251 lIl111ion in 19'3 8D4 $2'" 1Id.1l1an 141

195",14' but tbese tisures 1nclude 1avestmeDts financed trCII local 8D4 tonig 1

sources 88 well as frca metropol1tan Prance. It is DOt mown wbat proport1cm at
these sums represent investment b~ French enterprise••

Metropolitan Fr8llce ball been a net 1mporter of private loq-tel'lll ca~'ltal

tram outside the tranc area. There have been 8ubstanti&1 acqu181t1oas of foreign

private investments in FrBDce I while French investments abr0e4 baTe boeD

liquidated. Dur1Dg the eight and a halt years recorded, total net acquis1tions

by tore1p sources (table 11, first col\IDD) amounted ~o $171 m11l1OD, ancl Det
liqu1c1ati0D8 of French assets abroad, to $'93 million. '1'bere bas been a s1JD1lar

inward private loDg-term capital movement to the French oversea territories;

thus, 1D 1952, 195' and 1954 net acquisition ot investments 111 tbese are. by

foreign interests smo\.U1ted to $7 mil] ion, $7.5 million and $13.4 11111100,

respect1ve~, wh1le the net sale of 1nve'1tments abroad owned by resideDts ot
FreJ1ch oversea territories to I~ interests amounted to $34.7 lD111iOD,

$35.2 million and $44.1 million.
The franc area as a whole ba8 thus been a net importer of private 1DVeSt.nt

cnpital. The great bulk of the capital has been su,pl1ed by the Uaite4 States

and by western continental Europe.

!lll ~t1_ Ra;eRort de la Commission des Inv~.!i.!.s!ements (Paris, 1954).

•
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1955, first halt •••••••••••••••••••••••

19117
1948
1949
1950

1951
1952
195'
195~

Period

. . . . .. .. . . .. . . . . .•••••••••••••••••••••••••••••••••••
• • • • • • I • • • • • • • • • • • • • • •............................~ .
.. . .•••••••••••••••••••••••••••••••••••
•••••••••••••••••••••••••••••••••••

•••••••••••••••••••••••••••••••••••
• • • •••• • • I • I • • f • • ••••••••••••••••••••••••••••••••••••

•••••••••••••••••••••••••••••••••••
•••••••••••••••••••••••••••••••••••

Cbanse iD CbaDee
l1ab1li.tiee iD .....

(net] (an)

..·.8 -1"'.2
9'.0 '1.0
4'.0 80.,
~.9 125.1

-10'.1 80"1
• 5'.9 110.
64'.9 19'.1
21.7 ".2
116.1 .~.O

Source: Interaational ftt)netar)' Fund, !ftp at P8p!nta Ye8l'~. vola. , -.4
6. A m1Dus figure denotes capi outtlow.

Western 0el'!!Pl.

We,.ter~ Oer118D7 baa recently resumed it. poait101l as aD exportc of pnYIIM
capital. The increase in private loDs-tem asseta abr0e4 were eClUiva1eDt to

$20 million 111 195', $4-7 million in 1~54 aDd $26 lD111ion 4ur1D1 the firM ba1t
lel '

et 1955.~ The figure tor 1954 was ottset, however, to the exte. of

$26 m11l1on by all increase in 1cms-term 11ab111t1e8, aDd 4ur1Jls \be first ba1t

of 1955, accord1D8 to prel1m1Dar7 information" the cap1t&11Dtlav OD this acc01a\

lIOI'e thaD offset the increase iD assets abroad. It should DOt be ocaclwla4 tbat

the potential sUPP17 ot tlmds far investment abroad 18 '-", for there bu , •••
tor Sale 18ar8 a heavy outflow of capital trClll the bank:lns sector, nt1e0M4 sa

•
'!iJ Data trca 8DI1ual reports of the central baDk at tbe Pe4eral Bepab110 of

GerJD8Dl' (Bank deutscher Llnder).
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particular in the aCq'.'1sitiOD ot gold and foreign exchange and in the accumulation

ot claims on account ot export credits. The strong pay1Ilents position of weatern

Germany is indicated in the rapid increase in per1ll1ts to make direct investments

abroad. The total amount ot such investments authorized trom the beginning ot
1952 to ,he early part of 1956 totalled approximately one billion marks

($21Jo million), of which about 450 million marks was authorized in 1955. Actual

investments made bet~o1een 1952 and 1955 amounted to about 640 million marks.

'lbe Netherlands
,

The improved payments position of the Netherlands and the policies of the

country in the economic and financial field have attracted foreign investors,

particularly from the United Stc\tes, who have recently made heavy purchases ot
Netherlands corporate securities. While tbe intlow ot foreign capital has thus

risen, however, the counterflow ot tunds for investment abroad. has likewise

increased. (table 12), in spite of the conside~a.ble liqUidation in recent years ot
foreign government bonds held in the Netherlands.

'!'he heavy outtlow in 1954 resulted principally from the floo/vetioD in the

letherlanda capital market of a Belgian Governmen·~ loan of the value ot
100 million guilders. This was the first foreign loan ~o be issued on the

Netherlands market since the war; it W88 followed later in 1954 by smaller issl1es

on behalf of two Belgian lIlUDicipal authorities and a Belgian petroleum company_

':hese transactions reflected the removal durinS the summer of 1954 ot. almost all

restrictions on 9apito.l transfers within the Benelux union. Towards the end ot
1954, the Netherlands Government also relaxed restrictions on investment by its

residents in other co"tJJltries of the European Payments Union; some increase in

Netherlands purchases of foreign sec~ities, particularly German bonds, was

reported to have followed this action.

W....ile Netherlands investments abroad appear to have grown simultaneously with

foreign investments in the Netherlands, a change has been taking place in the

seographical distribution of existing investments. In 1954. the Unite.d states

Supplied the major portion of the inflow of foreign-owned private long-term capital

(329 million guilders of a total of 498 million). At the same time, however, there

were also Netherlands capital withdraWals from the United States ($160 million),

>
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Table 12. Netherlands: Pl-1vate LODg-tera Cap!tal Jt)veaaeDta

(MilliQD8 at guilders)

Item 1951 1952 195' 1954

Netherlands investment abroad (net) • • • -ll&!! 25 100 222

Foreign investment in the Netherlands
(net) • • • • • • • • • • • • • • • • • • 45 101 1'1 ·498

Net int1o¥ •••••••• 163 76 31 276

Source: Inte.rnational Monetary Fund, ~lance ot Payments Yearbook, ~o18. 5 and 6.
The par value of the Netherlands guilder i8 approxi_tely $0.26.

a/ Inflow•.-
seemingly employed to tinance capital exports to other countries, particularly in

western &!rope. ID 1953 too, there was an iDf'lov of investment fUDds trom the

Un1ted states, though on a smaller acale.

Public Capital

ThOugh the present study is concerned vith private capital movements, a brief

note may be added about the movement of government fund••16/ TbroUShout the

post-war period there have been substantial international transfer. at such funds.

Most ot the sums involved have been 8~pplied, directly or indirectly, by the

governments of countries which are also the main sources ot private capital, and

the objective bas been to supplement, not to compete With, private capital

movements. Much ot the public capital 1n question ha. been intended to toster

the economic development ot the receiving countriea.

Private lending to governments or other public borrowers, as well 88
re~t by such borrowers to private 1nvestor., 11 Dot here regarded
as a public capital movement.
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trhe United states has supplied by far the largest amount of public funds.

During the early post-war years, its public grants and credits contributed

significantly to the reconstruction of western Europe, which in turn was enabled

to resume the export of its own public and private funds. Since the Korean

conflict, military supplies and services have constituted a greatly increased

share of United States foreign aid. Grants and credits for relief, development,

technical assistance and cash transfer to governments have nevertheless conttaat!

on a large scale. Between mid-1945 apd the end of 1955, military grants totalled

$15.8 billion (net), other grants $27.5 billion and credits $10.9 billion.

'1'&ble l.5 liv•• details for the period 1951-1955. It allovs tbe I'q14 1Dc1'e_
during the Korean conflict in military aid, partly at the-eK~ense-of.~canomic

assistance, and the reversal of this trend since 1953.171 .
"Military" assistance, as defined in this table, consists of articles and

services used by the military forces of the receiving country. Other assistance

("economic and relief") includes, besides sums for relief', development and

technical assistance, various economic assistance rendered to sustain tb~ defence

burden of the recipient country. To this category of grants belong cash paymP.nts

to foreign governments to strengthen their military budgets. Such payments

aggregated $575 million in 1955, $200 million more than in 1954.
Several European recipients of these grants and credits have recently been

repaying more on their post-war credits than they have received in new grants aDd

credits. In 1955 this was true of Belgitun, Denmark, FinlaDd, the Netherlands aDd

Norway. France was a major recipient in 1954 and 1955 under arrangements by which

considerable sums were transferred for the maintenance of military forces in

Another source of dollar currency accruing to certain countries is
United States military expenditure overseas, which in 1953 to 1955 averaged
about $2.5 billion annually.

SUbstantial tales of government-owned agricultural surpluses have taken
place since late in 195' against payment in foreign currency. So far these
sales have resulted largely in an increase in United states holdings of
foreign currency ($203 million in 1954 and $341 million in 1955); to that
extent they have not been included in table 13. Ultimately a large proportion
of the proceeds may be used to provide additional credits to foreign countries.
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. Table 13. United States: Government Grants
and Cred1ts, by Area

(M1111ons ot dollars)

Area and type ot assistance

All areas:
Military ••••••••
Economic aid and relief

We,tern EurOR.!.:!I
Military ••••••••
Econo11l1c aid and relief

other European areas:
~onomic aid and relief

• • • •
• • • •

• • • •
• • • •

• • • •

1951

1,132
3,276

912
2,425

-2

1952

1,789
2,821

1,'49
1,965

-15

3,490
1,229

-4

1954

3,521
1,711

2,744
711

10

1,85
88

Asia:
Military • • • • • • • • • • • •
Economic aid and relief ••••

Latin .Amerlea:
Mil!tary ••••••••••• '"
Economic aid and relief ••••

189
674

--

282
756

115
28

770
518

21
196

714
642

45
246

62~

75~

4':1..
10]

Africa:
Economic aid and relief

OCfjania:
Economic aid and relief

• • • •

• • • •

4

--

18

-1

44

1

55

--
71

International orlanizea.tions and
~citie~ areas:

~ilitary • • • • • • • • • •
Economic aid and relief ••

• •
• •

.

31
82

42
71

35
57

20
90

Source: National Advisory Council on International Monetary and Financial
Problems, Semiann~rt to the President and to the CODJ!!8S,
January-Jun""-"95'3 (Washiiigton, D.C., 1956), pp. 45 and 46. Date. are
for years ending 30 June. Negative sign indicates excess of grant
returns over new grants utilized, or excess of principal repayments
over new credits utilized. "Economic aid and relief" includes
technical Assistance.

!I Dependencies are included in the group "western Europe". '!he figures shown
tor other groups, particu~.arlyAsia and Africa, are correspond1nsly
understated.

_._--". ------~-~~~
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Indo-China. Its net receipt of grants and credits in 1955 ot $307 million accounta

for over 60 per cent ot the total for western Europe. Large SU1D8 bave also be8ll

paid to cambodia, Laos, and Viet-Nam tor defence and for recovery after the cease­

fire agreement, and to Korea tor rehabilitation purpOses. Of the amount spent 1D

Aaia in 1955, IDdo-Chtna and KOrea account for about two-thirds.

'!'hough the governmental funds supplied by other capital exporting countries

are tar smaller than tho.e of the United States, they are not negligible. !he

United KiD8dOlD, BelSium, Prance and other European countries bave made substantial

official funds available, 1II&1Qly to their oversea territorie.. An 111lportaDt

11l8truMDt by which srant. e.:n4 loans of public funds have been made ava11able "by

France to public authorities and to private enterprises 1n French oversea

territories, other than north Africa, 1u ~he Fends d'investiaeement ROur le

d4§vellowment e!conomique et social (Fmm), established in 1946. Expenditure by

this agency in French territories in Africa south ot the Sabara during 1954 vu

about '1.5 billion francs (,go lit] l1aD), of which about ha.lr was spent in

French West Afri~.18/ In the United Kingdom, grants to colonies, aid to other

countries and various otf1cial contributions for relief and rehabilitation averase4

between £44 million and £50 million annually during the period 1952-1955.19/ ~
public tunds supplied for development purposes have passed through several cbannell.
Grants for basic development p:L: 7)~c< . in the ·.:;olonies are being made at aD

increased rate through approp~~ liitions UDder the Colonial Development and Welfare

Acts. Another channel i8 the Colonial Development Corporation which provides

funds, particularly risk capital, for the development ot commercial enterpriae 11l

the colonies.

'lbe United Kingdom i8 one of the principal supporters of the Colombo PlaD, a

consultative committee established in 1951 to promote economic development ot
southeastern Asia under co-ordinated national plans. On this committee are

represented thirteen countries of the region as well as six contributiq cOUDtr1ee

outside the region (Australia,Canada, Jal*J', New Zealand, the United KiDS40la f\D4

the United States), from which official funds and Lssi8tance are channelled.

W

!21

-
United Bations, Economic Developmente in Africa, 1954-1955 (sale.
Bo.: 1956.1I.C.;).
International Monetary Fund, Balance of Pay!ente Yearbook, vol. 6.
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The Colombo Plan, Cmd 9622 (London, November 1955).

The official rate of exchange is four roubles to the dollar.

For details of these loans, see United Nations, World Economic Survey,
(sale'·~ No.: 1956.1I.C.l), chapter 3.

~
21/-
22/-

Under the plan" the United Kingdom had, by October 1955, made available about

£80 million (included in the amount mentioned above); 1n addition, drawi.ngs on

outstanding sterling balances have represented one of the chief contributions of

"external finance" to the Plan.20/ Among the other donors, Australia has supplied

£A 29 million since 1951 and Canada, $133 million.

Relatively little information is available on the total value and nature of

pUblic capital exported from the Union ~f Soviet Socialist Republics. Ae~rdtng

to an official statement ,early in 1956, ~ost-war aid in the form of long-term
Icredits extended to 6ther centrally planned economies amounted to 21 billion G..'..;..

roubles.21/ Presumably included in this total is a credit of 5.6 billion roubles ~
u'

m~de available to mainland China for that country's current five-year plan (195'· ~.

1957) and other credits, eqUivalent to about 7 billion rOUbles, extended to various !
countries in the group between 1947 and 1954.gg/ Information is lacking on the ~

I,
\'~extent to which these credits have already been utilized. In addition, the

Soviet Union has recently made offers of economic aid to a large number of

countries outside mainland China and ea8tern Europe. Some loans and credits,

combined With technical aid, have already been made or arranged - for instance,

to Afghanistan, India and Yugoslavia. l"

The role of international instit~tions in Bupplying capital to receiving I
countriA.s ie increasing in importance. The International Bank for Reconstruction ~

and Development, by 31 March 1956, had granted loans totalling $2,432 million ;
~

(table 14), of which $1,895 million was ~isbursed. Loans granted during the i
111,

twelve months ending ~l January 1956 totalled $398 million, of which $107 million t
was extended to borrowers in Africa, $77 million to Asia, $55 million to I~.:,
Australia, $70 million to Europe and $89 million to the \lestern Hemisphere. While· .

at the outset, the Bank devoted a large share of its loans to the reconstruct1on ot
war-devastated countries in Europe, ~t now lends principally for developmen~

projects in ~der-developedcountries. For the financing of its operationa, the
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Bank relies less on government subscriptions to its capital and more on the proceeds

of bonds floated in the private capital marl:et. By the end of 1955, close to

$1 billion of the Bank's bonds had been floated in the United States ($8'5 million),

Gwitzerland (:V)'; million), Canada (~)50 l'ailllon) and the Netherlands ($11 million).

Table 14. Loans Grante~ by International Bank for
Reconstruction and Devel()pmel~t, by Purpose and Area,

to 31 Narch 1956

(MillioIJ,S of United States dollars)

Purpose Asia Africa Australia Europe Western World
Hemisphere 'total

Total • • • • • 345 268 259 929 631 2,432

Develo~~ent loans • • • • 345 268 259 432 631 1,935
Electric power • • • • 138 98 33 90 312 671
Transport • • • • • • • 108 126 103 59 223 619
Communications • • • • 2 -- 24 26
Agriculture a.nd

forestry • • • • • • 40 91 46 49 226
Industry • • • • • • • 59 2 32 137 23 253
General development • • 40 100 140

Reconstruction loans • • 491 497

bource: Internationa.l Bank for Reconstruction and Development. The figures are
net of cancellations and refunding.
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Charter 3

GOVERNMENTAL MEASURES AFFECTING CAPITAL FWWS!/

The past several yenrs have seen a substantial increase in gove~~ntal action

concerned with the international flow of private capital. Most of the measures

taken have been designed to reduce specific obstacles to the inflow or outflow of

capital resulting from previous governmental action or to provide special

incentives to private investors. The na~urt; of such obstacles and of the various

measures taken to eliminate them or lessen their effect has been discussed-in
2/ .

earlier reports.- In ge~~ral, the measures taken are intended to reduce various

types of non-business risks anticipated by investors or to increase the prospective

yield on inve~tments through tax concessions or similar action. In a number of

countries the scope for new investment, parti.cularly in the production of petroleum

and other minerals, has been widened. On the other hand, a few countries have

expanded the area reaerved for public investment and accordingly reduced the

potential scope of private foreign enterprise.

!/

g./

This section and the appendix are a revision of Joc~nt E/2766, 2 June 1955.
In preparing that report, the Secreta£y-General, on 5 January 1955, in
pursuance of General Assembly J~~solution 824 (IX), communicated with all
Members of the United Nations and with non-member governments participating in
the work of the regional economic commissions as well as with the' specialized
agencies in the economic field, inviting them to supply information concerning
governmental measures affecting the international flow of private capital.
Replies were received from Argentina, Australia, Belgium, Brazil, Cambodia,
Canada, C~ylon, China.:Taiwan, Colombia, Costa Rica, Cuba, Denmark, Dominican
Republic, Ecuador, Egypt, El Salvador, Guatemala, Haiti, India, Iraq, Japan,
Luxembourg, New Zealand, Nicaragua, Sweden, SWitzerland, Thailand, Union of
South Africa, United Kingdom and United Sta·~e8. Information concerning such
measures was also supplied by governments in reply to the Secretary-Generales
annual quest10nDaire on full employment and the balance of payments, the
replies to which, for the years 1954 and 1955, are contained in documents
E/2726 and E/2871 (and addcl1da) • -'l'he information on which the folloWing
section is based is, however, derived mainly from published sources and has
not been submitted to the governments concerned for review.

United Nations, The International Flow (\f Private Ca ltal 1946-1 52 (sales
number: 1954 .II.D.l, pages 3 to 1, and Foreign Capita in Latin America
(sales number: 1954.II.G.4), chapter 2. .
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The governmental measures discussed below are concerned with only some of

tte factors affecting international capital movement. Action of the type

discussed mar car~ less weight in attracting investment than avoidance of

deterrent action in capital importing countries - in such matters as expropriation,

exchange' coDtrol aDd similar restrictions - and establishment of a generally

favourable framework of political, social and economic institutions. It should

be borne in mind a180 that a number of the impediments directly affecting foreign

i~vestment8 are symptoms of underlying economic conditions rather than the

expression of policy towards foreign capital as such. This is particularly t~le

of certain fiscal measures and of measures affecting international transactions,

particularly exchaD8e restriction. Although removal of obstacles of this type

may stimulate the inflow ot capital, this may be the bY-l'roduct of act~on taken

for other reaSODS and in some cases resulting from developments outside the

country' s control. Furthermore, even the removal of specific deterrents by

capital importiDg countries or action by capital exporting countries to m1tigate

the effect of such deterreuts or other risks, althoush necessarIY I may not be

sufficient to stimulate a substantial expansion in the international flow of

private capital. Over the long run, measures to promote economic development

and thus increase the scope and potential yield of investments io under-developed

countries may ha'V'e aD important inf::"'lence C:l the volume of tunds that private

investors are villins to place abroa.i. Of similar importance are governmental

measures to reduce international disequilibrium and to maintain national and

international econOBdc stability.

Regulation of Capital Imports

In reso~ution 824 (Il) the General \ssembly recolIlllended that countries seeking

to attract private foreign capital should "re-examine, wherever necessary,

~ome~tic poli~ies, legislation and admdnistrative praatices With a view to

improving the investment climate; avoid unduly burdensome taxation; avoid

discrimination spinst foreign investments; facilitate the import by inveetors of

ce.pital goods, machinery and component materials needed for new investment j [8n~7

make adequate provision tor the remittance ot earnings and repatriatiou of

capital" •
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The priaclpal measures adopted alol18 the•• liDeS receDt~ relate to

(a) resulation ot the ent17 of foreisn capital aDd. tbe operatioDs of toreip owed

enterprises; (b) ealing of restrictioDS OD transfer of iDCe. 8D6. rep,tr1atiOD of

capital. ID both respects there ba8 been a trend towards • more liberal policy

iD capital tmportins countries. A number of cOUDtriel bave also eatablilhed

procedures to attract private toreisn capital for specific projects or to

publicize inveltment opportunities. In a few countries new tiD8~ia1 iDstitutions

have also been established or proposed, ueualq OD govermDent iDitia"ive, to

obtain private capital tor investment both trc. domestic investors aD4 trOll

abroad. Since 1953 a DUmber ot under-developed cOUDtriel have a4opte4 or

br08clene4 tax mealures designed to stimulate private iDVeltraent. A prep0a4erant

DWDber of' countries in Latin America and south-eastern Asia, &Dd ED)' ia tbe

Middle East 8Dd Africa now employ euch meaaures, otten vithout distinsui8hiq

between foreip and domestic investments. other measures taken include the

Widening ot the network ot bilateral treaties relatiD(l to private investment

between the united states anc1 various cap1tal importios countr1es. Some of the

specific measures taken are 1ndicated 1n the following dieculsion; further

details are g1ven in the appendix.

Resulation ot entry and operatiOD

The resulation of capital imports varies widely among couatriel in Icope aDd

lD the fleXibility with whicb it Is adm1nist.ered. It il often difficult to draw

the line between controls exere1sed over foreign investmente •• such aDd. various

types ot SOYerNll8Dt. regulatioD ot prlvate business operatioDs. lfevertbelesl,

three broad types of control over new investments from abroad 118¥ be 4istiDl\1i8hed:

(8) Specific authorization ot each new investment, which is frequently

related to the adDdnistrat1on"ot.exchange cODtrol;

(b) Limitation ot the extent ot toreian tiaanciBl participation 01­

_naserial control i

(c) Restriction OD foretgD part1~1pation in specific brancbea of eCODam1c

actiVity, such 8S minins and public utilities.

These types ot control are not exclusive, and, in some countries, are applied

simultaneously.
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Authorization procedures

Prior authorization ot incom1ng investments continues to be required in a

fairly large DWDber of countries. Broadly speaking, such control is maintained

as an adjunct to exchange restrictions or as part of a policy ot ensuring

conformity of foreign investment with a country's seneral economic polic1es.~
Whether or not Mm1 nistered as part of the e~che.nge control systern, such.
regulation of investments - sometimes referred to as "screening" - is frequently

lM)tivated by the anticipated effect of the investment on the country's balance

of payments I but other criteria of economic llsetulness are sometimes applied.

Screening mBf be employed also to ensure compliance with certain conditions

stipulated by the capital importing country regarding local fioancial participation,

manag~meDtI and the training ot local labour. At the same time, the authorities

may extend tax concessions or other privl1et;;es to approved investments. As

regards controls of this nature adopted prior to 1953, there have been some

simplification of procedures and relaxation of the criteria for adDdssion of

capital tor new. investments, particularly in Europe.

Owing to the range of edministrative devices that may be used to regulate

enttJ of foreisn capital, par~tcular1y for direct investment in a business

enterprise, it is difficult to summarize the prevalent situation or appraise treDc1e

in policy. A number of countries, particularly in Asia and the Far East, require

official approval tor establishment of new private enterprises controlled abroad;

this regulation may be administered under the authority of exchange control

lesislatioD or through other enabling legislation which may require government

8anctioD for certain categori~8 ot new investment, whether domestic or foreign­

controlled. To some extent, also, screening of investments is implied in

. legislation stipulating that only apJ)roved foreign investments may quality tor

special facilities to remit income or capital. The granting or withholding ot
such f'acil1tle8 JD8¥ act, in effect, as a system of licensing incoming investmeDt8,

The strictness of the control sometimes varies, depending on whether a
direct or portfoliO investment is concerned. In general, portfolio
investments are less strictly controlled.
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since UDcertaintJ cCD~ernlD1 t.be ability to ettect hllittance. ~ be a c1eterreDt

to the investor. ID eertaiD cue. it appears that the prooe88 ot .cftenlog DeW

inve8tments ancl providiDg certain assurances rep.r4iog rem1tteee. and other
•

privileses are combined, in that investment8 not qualifY1D1 tor the latter
pr1vileses are Dot permitted.

DuriDl the period UD4er review (trom early 195' to tbe begiDDiq ot 1956)
IDBQY capital importiDg cOUDtriee have modified principles &ad proceclure. applyil;1g

to new investments from abroad. A _jor object ot·auch moditicatiOD baa b4!en to

provide assurance8 to investo.'8 regardins rights to rell1t income aa4 repatriate

capital. The mea8ures adopt;ed are discuss." below iD cODDexiOD with exchlmp
control.

General limitation ot toreie participation

Be18tive~ tew couutl ies have legislation Dt seneral applicatiOD tbat limits

toreiso p&~icipatiOD iD capital or 1Il8DagemeDt ot local enterpri8es. In western

Europe, eXcept tor minor restrictions in certain countrie., DO distinction i8

D8Cle between'domestic. 8Dcl foreip enterprises, and the participation ot foreigners

in firms es+.ablished UDc1er the law ot the capital importias country il not formally

restrlcted.~ General restrictions of this nature are also infrequent in LatiD

America.if In Asla and the Far East, several .countries have i8sued official

statemeDts Dt policy, indicatizas that, in their procedures tor &UthoriziDg new

investments, special emphas1a will be siven to8~ 8\lbetant1al c10IIIeltlc. 6/
part1cipaticD in any enterprises f1D&DCed itl part by toreip capital.~

Or'sen1 sat1.on tor Europeu EcODOmiC Co-operatioD, Private UD1ted States
. Investment iD Europe and the" Overseas Territories Par., I pap •

t1Dlted Nations, ForeiF CaEital in Latin America, chapter 2.

O~ a fev countries iD the region have adopted leBislatioD 11JD1tlns toreiso
participation. In Burma, the cODstitution providea that eDterprlaes eDPPd
iD various branches ot the extractive 1DdustrrI as well as tho8e 4ealsaate4
as public utilities, shall bave a maxiDIUD ot 40 per cent ot forelp abare
capital. A 8ia11ar repletion applies iD the Philipp10el With resvd to
the development ot Datural resources, banklq, air transport and coaetal
sh1ppi ns·
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Sinee early 195' there appears to have been little ch8l'se in lesia1atiOll or

ac!JI1Distrativa practice relatiDS to this aspect of regulation. ODe such action"

however, welS the ameDdment by Egypt ot ita law 10 order to perm!t toreip

investors to,own part or all of the sbare capital in approved projects. A
81JD1lar relaxation VBS introduced in Pakistan by administrative action which

authorize. incomins investments on an in4ividual basis. Several countries, of

which India is 81'1 important example, have &DI1ounced tbat when authoriziDI

particular investments trom abroad they will apply nex1bly a policy which ~.u

to eDsure a lubstantial amount ot local participation iD tbe capital aDd

.a....nt of busl.al eterprises.

IDtrr into specific lectors

Durias the period UD4er review there were two noteworthy tendenciea rela'ttDl

to resulatioD of entry ot foreip cap!tal 1nto specific lectors ot the ecODOII\r.

!be first was a ten4ency, confiDed ma1n~ to certain countrie. iD Asia &Dd the

lar BaIt, to specity with greater precision the branches of eoonoma act1V1V

reserved tor development by soverm.nt enterpriles. Such actiOD vu takeD, tor
_..,le, in Burma, Ceylon, India, Indone8ia aD4 Paki,tan. In aeveral lD8taDceS

this action was acoCHl,P&nied by assurances that enterprises outsiele thele lector.

woulel be SWU'anteed against nationalization tor a certain D\1IDbt!r ot 1eara.

Resulation ot toreip lnveltment in the extractive industries 18 the .ecOll4

broad tie14 in which sisniticant chaBps have occurred. Since developmeDt ot

lIiDeral pr04uotioD in UD.c1er-developed cOuntries has usual1¥ depended heavl~ OIl

tiDaDcins troa abr0a4, the policies a4opte4 by thele countries have 81'1 i1llpOl'tant

bearies on tbe international flow ot private oapital. DI1rlnB the past se'V8ral

,.earl a DUllber have adopted new le8is18tion relat1ns to developDLSnt ot lI1aeral

resources, particularly petroleum. In most inltances the lava are 4.liped to
.lt8blish a framework within which private enterpriles ot either domeltic or

toreip origin -.y operate. New laws relatins to development ot petroleua

resources have been adopted in several countriel, iDCludlq Bolivia, Egypt,

Ouatemala, Libya and Turkey. On the other hand, a few countries, such ..

ArseDtlaa and Brazil, have taken action teDC1iD8 to exclude private ente6ri..,

~stic or foreip, trom sbariDS in the development ot their petroleum r••ourcee.
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The content ot the laws varies, but in general they provide tor aD e,_l

diVision ot profits between the conce8sionaire and the soverament, iD some cas••.
after a minimum period has elapsed.. Provision is usually made tor deduction ot

substantial depletion allowances and tor treatment ot exploration COlts as current

expenses iD the calculation ot taxable profits. The laws also contain prov.ls1oDa

regarding the duration of concessions aDd the conversioD of BD exploration

concession to one authorizing actual productiou. Pursuant to these lavs, or by

separate action, a substantial number of concessions tor mineral developlMnt were

granted to foreigJ1 enterprises during the period under review. ID view of the

Widespread cbemps , it appears useful to present a brief S1,lJlll'8.l1" ot trftccla in the

extractive industries below.

In Latin America several countries have enacted legislation modifyins their

regulations affecting exploration concessions and participation ot toreigD capital

iD development of mineral resources.lI At the end of 195', the OoverDDlent of

Argentina, announcins a revision of its policy resardins the role ot foreip private

enterprise in the petroleum industry, indicated that 1t was desired to encourap

the investment of forelsn private capital in this sector. Subsequently, a

concession contract was negotiated with a subsidiary of a foreign-owned cOlll.P&lV',

but action t(i ratify the contract was not taken by the Govermaent. It vas

announced in 1956 that the National Advisory Board had approved a decision by tbe

Government not to grant concessions for production, refinins and _rketiq ot
petroleum nor to form companies for this purpose with private capital, whether

domestic or f.oreign. The development of petroleum resources was to remain the

responsibility of a governmental monopoly.Y

In 1955, Bolivia adopted a new law, designed to attract private capital,

both domestic and foreign, into petroleum development. The law stipulates aD

equal division of profits between the-concessionaire and the Goverdment &Dd

For further information on the framework of legf,slation affecting torelsn
1nvestment in the extractive industries of this region, see I'orelp Cgital
in Latin America.

Bank ot London and South America, Fortnightly Review (London), 7 April 1956.
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provides a depletion allowance of 'Z7. 5 per cent ot gross earnings J subject to a

maximum limit of 50 per cent ot net profits.

In OCtober 195', Brazil- adopted a law establishing a government monopoly

over all phases of the petroleum industry through a government-controlled

corporation (Petrobras). Non-voting preferred shares in the corporation may be

held by pr!vete participants, but only by Brazilian citizens (excluding, however,

citizens naturalized for less than five years and those married to foreigners)

or Brazilian-owned corporations. The ~onopoly does not include privately owned

refineries, pipelines and tankers in op~rbtion on 30 June 1953. While eliminating

the possibility of granting petroleum concessions to foreign-owned enterprises,

the law does not exclude certain contractual arrangements between foreign

enterprises and Petrobraa for exploration and extraction.

In Chile, a government agency (Empresa Nacional de Petroleo), which has 8

monopoly on exploring, producing and refining petroleum and which meets only a

small part ot the country's requirements, was authorized by a decree issued in

October 1954 to enter into agreements with private companies to e~~lore and

exploit new 011 fields. A revision of the M[ning Code, submitted by the

Government to Congress during 1954 in the form of a bill establishing conditions

under which private capital might be invested in the development of petroleum,

was later withdrawn. The Government has in recent years modified its policies

governing participation of foreign capital in other extractive industries. In an

agreement concluded at tee end of 1954 with two foreign-owned nitrate companies,

it authorized more favourable depreciation rates for income tax purposes and

granted more liberal exchange rates for the sale of export proceeds. In a protocol

to the agreement, the nitrate companies undertook to make new investments in

production facilities amounting to about $43 million over a period of five years.

Furthermore, foreign-owned copper companies in May 1955 were permitted to buy

l'csos for operating expenditur~ in Chile at a more favourable rate than that

previously applicable. At the same time the companies became subject to a new

tax at a basic rate of 50 per cent of net profits. The rate of exchange applied

to the copper companies was subse~uently adjusted in conformity with rates

applicable to other transfers.

Colombia took further steps to encol""age the expansion of oil refineries by

foreign-owned enterprises under the Petroleum Code enacted in 1953. During 1955
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new legislation was adopted, limiting the percentage of Government taxation of the

industry and instituting a depletion allowance. In addition, a new form of

association between public and private enterprise was developed. A contract

between the Government and a foreign-owned company signed in December 1955 provides

for joint management and exploration of a petroleum concession. The company will.
receive 75 per cent of the output - after payment of royalty - in return for the
same percentage of expenditure.

In Cuba renewed exploration for petroleum on an extensive scale has been

encouraged by the Government. Qualified enterprises may obtain financial

assistance from the Govermnent io' the form of loans Which are cancelled in the

event that the borrowing ente~rise loses its own investment in the exploration.

If drilling operations are successful, the enterprise, in repaying the loan, will

pay a bonus and a surcharge on royalty payments. Concessions are obtained from

the Government for a three-year exploration period after which fees tor exploration

concessions are substantially reduced. If oil is obtaint.od, the concessi~n may be

converted into a production concession of thirty years' duration.

With the passage of a new petr~leum law in 1955 simdlar to that of Bolivia,

Guatemala opened the field for development by private foreign-owned enterprisese

A number of companies have filed applications for concessions.

In Honduras a petroleum law was adopted in 1954 setting forth conditions for

the granting of exploration rights and concessions to private investors, regardless

of nationality.

Foreign investment in extractive industries in Mexico has not expanded much

in recent years. However, a new branch of mining was started vith the granting

of concessions tor extraction and refining of sulphur. Concessions have also

been granted to several foreign-owned steel companies for mining non-ferrous

metals.

A United states company signed an agree~nt with the Nicaraguan Government

in 1954, receiVing exclusive rights for a period of three years to explore for oil

and natural gas.

In Peru a number of concession contracts have bee~ ~oncluded between the

Government and foreign enterprises under the petroleum law of 1952. There has

been, in addition, an important expansion of foreign investment in mining under

the provisions of toe P~ruvi8n Mining Code of 1950.
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In Venezuela, vhere no DeV exploration or production concessions have been

granted since 1945, the Governme~t announced in 1955 that it will accept

applicatioDs tor petroleum concessions.

In several countries of Central America, including Costa Rica, Guatemala,

Honduras and Panama, substantial changes occurred during the period under review

in concessions governing the operatioDs of the United Fruit Company, a major

enterprise in the area. In Costa Rica, pursuant to the revised contract of

December 1954, the company agreed to pay income tax at a rate of 30 per cent

instead of 15 per cent, to sell foreign exchange for its local currency requiremc~ats

at the same rate as other expoI'ters, to accept a smaller list of colDlllOdities which

it may import duty-free and to transfer to the Government, free ot charge, the

medical and educational facilities it has established and operated tor its

employees, whenever the Gcvermnent decides to undertake such services. .

An agreement between the Gov~rnmen't ot Guatemala and the United. Fruit Cor.lp8DY,

supplementary to existing contracts, vas enacted into law in December 1954.
This agreement settled outst8DCl1ne; d~ fterences and providec1. tor return to the

company of lands expropriated by the previous government under the asrarian

reform law ot 1952. At the same time, the company ceded to the state w1thout

compensation a large area ot its reserve holdings. It also relinqUished its

exemption trom income taxes, becomins subject to the existing tax OD busines8

profit8, to a maxilllLUll ot 30 per cent of its net protits •

In the }fiddle East aDd Africa a number ot chanses have occurred, particularly

in regard to petroleum concessiODs. Por ex6mp~e, following passage of

Law No. 66 ot 19 February 1953, replacins the law of 1948, E&vpt concluded

agreements with several foreign-owned companies tor oil exploration.

UDder an agreement ratified by the Iranian Parliament in October 1954,
effective control over the _in oilfields ~d the Abadan refinery was assumed, OD

behalf ot the Government-owned National Iranian Oil Company, by a consortium ot
eight foreip oil companies in which the former British concessionary COJll.PaD¥

(Aallo-lranian 011 Company) 'has a 40 per cent interest, five United States

com,panies have 40 per cept, and Dutch and French companies' hold 14 per cent and

6'per cent, respectively. The agreement covers a period of twenty-five years,

with provision for three five-year extensions. The consortium is obligated to

L



·pro4uce a IliD'•• quaDtlty of crude 011 for each ot the fir8t three year. following

ooao1ualO1l of the asreement; tb:ereafter, tbe quaDtities pro4uced 'ball be IUch
nu vou1<1 reUOD&bq reflect the trend ot 8uppq &Dd de_act for Middle Eut cru4e

011" • Proftt. earDed in Iran by each of ""he con80rti~ compaD1 ea are lubJect

to InDian iacc.l tax at the rate' ot 50 per cent. Ap1n8t thi. tax l1abW't1,

credit i. aUowed for royalties and other payment. of .1m11ar aature IBde to tbe

aoW:rDIIl!Dt, the Iat10-.1 IraD1an Oil Compa~ or 8D¥ other apDCy of the OoYe~nt.

ID a aeparate asreemeDt, Iran asreed to pq the ADslo-Irwaa Oil~

£25 m1U1OD over 'a Jeriod ot ten years startiDI 1 Jauuary 1957 iD lettl"Dt of

all the cOlllJUJ's 01&1118 apiD8t Iru. ID aMition, the caIIP8'\Y wiU be

cClllJ.MQUlate4 b7 the other metrbers ot the con.ortiua in retum for their ~lclP6tlon

iD the Inmia operatioD.

In JordaD tbe GovermaeDt during 1955 siSDe'1 a contract with. UDite4 states
c~ tor aD exploration concession coveriDS a period ot fifty-five yearl.

The acmeea.l00 pests the c01llp8D7 to carry out explorations iD the whole area

ot JordaD tor aD eilht-lDODth period 8D4 to select one-third of the count!7 tor

actual ari)li.,. it tests are favourable. The GovermaeDt of Jordaa re.ern. tbe

rlpt to cancel the agreeIIeDt it DO oil i8 discovered cluriDl the ell1bt-8ODth

period, &Dd a 'teD-year 11111t 18 placed on exploration if DO 011 i. t0UD4.

Provi,lon is aide ~'o..· equal shariDS of profits b)" tbe aoverJUDeDt aa4 the c~

after the latter has recovered outlay. Incurred In exploratlon.

Dur1Ds 1955 a DUllber of applicatlons b:, tor.11D eDterprlle. tor petro1eua

cCDC••aiOD8 1D'l'urkey vere spproved UDder a DeW petro1ewl law. Ifbe DeW

lep.1atlon euperleded the law of 1926, vhich lilll1te4 petroleum o,eratl0D8 to &

sovera_at-GWDeC1 enterprise. In &4dltlO11, a DeW m1D1D1 law eaacte4 iD 1"" 11'"
pderit7 of exploltation to the discoverer rather tbaD, as tormer~, to the

GOftrrJlllell't •

ID ottler Micl41e Eastern countries certain cJvmps iD policies attectlDl
tONlp lDveat_Dt bave been ihtroduced siDee 1953. Rev IliD1D1 lava were a4optec1

iD Lt",. aDd 8)'r1a. DuriD8 1955 the LlbyaD OOVerameDt eaaete4 • law r...1at1Dl

petroleua exploration aDd exploitation, etfective in Ju!J' 1955, aDd • m""r of

cODCe.,;l.onl were graate4. In Yemen a petro1eua exploratiOD cODee••i. vu

sraDte4 in Rovelllber 1955 to a t1Dite4 states C0mp8DJ'. 'lb1. coac•••iOll M ,.
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thirty years and covers 40,000 square miles; the contract will become void it no

discovery of oil or minerals is made Within six years. In Israe1·the Q,iscovery

ot oil in September 1955 8Dd the effect of the provisions of a petroleum law

adopted in 1952 led to an expansion of f'oreigD activity in this sector.

In Africa there have beec few changes in legislation relating to development

of mineral resources during the past few years. However, new concessions Mve

been granted and e."q)loration continued under earlier concessions in many areas,

including Algeria, Angola, British Soma1iland, Ethiopia, French Equatorial Africa,

the Gold Coast, Somaliland under Italian Mm1nistration, Madagascar, Morocco,

Mozambique, Nigeria and Tunisia.

There have been few recent developments of importance relating to private

foreign investment iD extractive industries in Asia and the Fer Fast.

In June 1955 the GoverDJDent of n'U~: \..~. announced, in connexion with a statement

of policy on foreign investment, that enterprises engaged in extraction CIf m\tural

resources ~ be established by private investors in partnership, or under contract,

with the Government. Foreign participation in such undertakings is limited to

40 per cent, but an exception to this limitation was made in a new entsrprise

established for development.

In ladia there has been no change in the official position regardiQg the

extractive industries. According to the industrial policy statement of 1948, ~lte

petroleum industry is oneJn which the State will, in principle, be exclu8ive~

responsible for the establishment of new undertakings, except where it 1s

considered necessary in tbe natiOD&1 interest to secure the co-operation ot
private enterprise. Under the petroleum concessien rules ot 1949 concessions 87

be granted to foreign enterprises, but exploration by such enterprises 4uriDl

the past several years has been on a lim1ted scale. DuriDg 1955 governmental

participation in oil exploration was increased, and a new corporation to explore

tor oil was tormed representing joint government-private participation with a

subsidiary of a foreign cOllJP8D¥.

In 1954 and 1955 the Government of Pakistan signed concession agreei1lents with

toreign firms to explore for oil. The Government' 11 finance bill tor 1956 conta1Ds

new prOVisions for taxation of petroleum enterprises, including an equal division

ot profits and a special depletion allowance.
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Public utilities

In an eRrlietr report, attention was drawn to governmental policies ccncerniog

rates charged by public utilities and to other factors that have greatly reduced

new investment of private foreign capital in this sector.21 Little change has

occurred since 1952 in governmental policies affecting private foreign investment

in public utilities, but several countries, most ot which are in Latin America,

have undertaken a review ot utility rates, and. some have authorized substantial

!'ate increases in order to compensate for rising costs.

In Chile, a foreign-owned electr:l c power coJDp8l1)' was granted a rate increase

of about 75 per cent in August' 1955 and a further provisional increase ot
''''5 per cent early in 1956. Rates were also substantially raised in Mexico,

and in BraZil, where toreign-owaed companies operate. While earnibg8, expressed

in local currency, increased as a result ot these adjustments, the dollar

eqUivalent did not fully refiect this in all cases, and even declined in one

instance, oving to a decline in rates ot exchange. In March 1956 the Brazilian

Goverament authorized a surcharge on electric rates to compensate foreign-owned

compen1e8 tor depreciation of the cruzeiro.

In Peru a new law I adopted j.D 1955, specifies the coD4itiOD~ for grutiag or

reDeW1Dg cODce8sioDs in the electric power indu8try, making DO distinction u to

the nationality of the cODces8ionaire. Rates authorized by the GoverameDt are to
be reviewed at least every three years and adjusted whenever protits exceed or

tall short ot certain specified limits. ExcbaDge losses on ~nts in toreip

currency are to be c0l18idered in the establiebment ot rates, 8D4 the Oove~Dt

undertakes to provide exchaage at the official rate to meet the toreip ~xcbanse

requirements of the ~nterpri8e.

Thue far, plana tor expansion ot fore1so privately OVDed utilities in Latin

America continue to rely heaVily on loans from the United State8 Export-Import

Bank 'and the International Bank tor ReconstructiOl1 and Development; other

financing ia drawn mainly trom tunds earned by the subsidiaries in the countries

of operation aDd by sale ot securities to the public in these countries. It 1118¥

See The InternatioDal Flow of Private Ca ital
42 to •

-1 52, paps 28 to " &Dd
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be added that during the period under review public utility enterprises were

acquired by the government in several countries: railways in Cuba, electric power

plants in the Dominican Republic and telecormmmications in Venezuela, for example.

Bilateral treaties

In resolution S24 (IX) the General Assembly recommended that capital exporting

and capital importing countries continue efforts, wherE: appropriate, to negotiate

treaties, agreements, .or other arrangements to stimulate the flow of capital to

under-developed countries. Bilateral treaties of this nature deal primarily with

the conditions to which foreign capital shall be subject in the ca;.;ital importins

country.

The main development of bilateral treaties relating to fore:f.gn investment in

recent years and, indeed since the end of the war, has resulted from the initiative

of the united States Government. The treaties signed represent· a modern version

of a prograume ca~r1ed on over many years to provide a basis for the devele:-pment of

business, trsde, and other cODlllercial relationships. ID its reply to the

Secretary-General's note,'!g/ the Government of the United States POiDt,~~d out that

spec~al attention has been e;1ven to creating, to the extent that this can be dODe

by treaty, an environment in foreign countries that will be conducive to the

investment ot United States private capital abroad. Accordingly, in addition to

clauses on commercial relations, the treaties contain provisions directed towarcle

reduction ot such special hazards as "rigid exchange controls, ineqUitable tax

statutes, drastic expropriation laws, aDd &QY other laws or juridical conditioul

that do not afford investors a prope'r measure ot aecurity agaioat risks over and

above tho~e' to whi~h ventuie capital 1s normal~ subject".

Some variation exists &mOns the treaties, but their content, as regards

toreisn capital, may be s1JlIID8.J'ized as follows.

General princi'2.!:!:!.. The treaties, based OD the principle ot mutuality,

define the status of the foreign investments and business enterprises ovned by

aatioDals ot each contracting party in the territory of the other. The capital

10/ See footnote 1 in this chapter.-



E/~ol
English
Page 62

importing country undertakes to Ht&ke no ur.l'"C8oou''j.ble er discriminatory measures

that would impair the legally acquired rights or interest" of the nationals ot tb

capital exporting country and not to deny a,portunities and facilities for

investment "without appropriate reason".

Entry and ~eration of' foreign enterprises. Investors of the capital

exporting country are accorded "national treatment It in respect of entry into

commerce, manufacturing, processing and filL~ce (other than deposit banking,

) 111 .cODstruction and pub1is:1ing.- In the exploitation of mineral deposits and in

othe~ activities not included in the above list, most-tavolJured-nation treatment il

accorded if national tree.ttoelit. is Dot granted. Foreign enterprises are accorded

the right to employ technical c}<..:>~~rtr J executive personnel and other specialized

employees regardless of natiOD&lity • In se\"eral instances - for example, the

treaty between the United states and E"thiopia - the conu::tf,tment regarding entry of
. .

foreign enterprises is limited to a provision that "reasonable opportunities"

will be attorded. Thus, the parties retain the right to limit the entry of

tor~1gn capital according to the circumstances in each case. As regards

authorized investments, however, the principle of nat ional treatment applies.

Exchange control. RemitttUlces of income and capital of foreign investments

(iDCludiq compensation in the event of expropriation) are, iD principle, to be

tree trom restriction except to the extent necessary to assure the availability

of excbanle for imports "essential to the health and welfare" of the population

or, in the case of a member of the Internstional Monetary ~d, restrictions

specifically t.pproved by the Fund. In the event of "exchange stringency" the

treaties prOVide that the capital importing country shall mke "reasonable"

provision for transfers arising from foreign investment and shall apply certain

priDC1pJ.es ot non-discrimination in the administration of any exchange

reetr1ctlccs.

11/- The treaties contain the following definition of national treatment: "The
term 'oational treatment' means treatment accorded within the territories of
a High Contracting Party upon terms no less favourable than the treatment
accorded therein, in like situations, to nationals, com;anies, products,
vessel,: 0:' other objects, as the case may be, of such Party."
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~tionaliz~tion ~ e~r9Priation. In the event of nationalization ot an
industry, or other form of expr01?riation, foreign investors are to be accorded 110

less than national treatnent and "an.V" expropriation shall be made in accordance

vith the appliceble laws 1 which shall at lea.st assure the pa.yment of just

compe::lSation in a prompt, ndequate and effective manner". These principles apply

not ouly to enterprises in which there is a majority foreign interest but to all

prop~rty of na.tionals and. COrc.:?e.!1ieS of the foreign country affected.

As of 15 May 1956, bile.teral treaties concluded since 1946 had entered into

force between the united S~ates and the following countries: China.:Taiwe.n, .
12/Ethiopia, Finlo.nd,- Greece, Ireland, Israel, Italy and Jap8!1. Treaties had

also been negotiated with the following countries but had not yet entered into

force: Colombia (signed in 1951), Denmark (signed in 1951), Haiti (signed in

1955), Iran (signed in 1955), Italy (supplemectary treaty, signed in 1951) ,~I
Netherlands (signed in 1956), Nicaragua (signed in 1956) and Uruguay (signed in

1949).

Exchange restrictions

The stri~ncy of exchange restrictions varies considerably trom country to

country and, even within a given country, their effect may differ among particular

fields ef investment, between old and new investments and between officially
14/approved and other investments.- Since auch restrictions are uaually imposed in

order to deal w1th pressure on the balance of payments, a question arises not OD~

concerning the nature ot the controls but also as to whether conditions are likely

to lead to a tightening or a relaxation of the controls or to a variation in the

rate ot exchange. The present discussion, however, is concerned only with recent

----
12/-
YI

This treaty is a minor modification of a treaty concluded in 1934.

This treaty contains provisions designed to bring the previous treaty, sisoed
in 1948, into general conform!ty with more recent treaties, particularly w1th
regard to provisions concerning private foreign investments.

The effect of exchange restrictions on international invest~nts is di8CU••ed
in The International Flow of Private capitalt-t946-1952, pages 53 to 55, aDd
in Foreign C~ital in Latin America, pages ~ 0 24.
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tendencies in exchange restrictions I not w1th underlying trends in the payments

position of the countries concerned.

Many countries maintaining exchange restrictions bave taken steps in recent

years to f~cilitate foreign investment within their territory I either through

administrative action or special legislation relating to the remittance of income

"and the repatriation of cat;>itel of investments owned by non-residents. As the

restrictions existino previously were largely aimed at conserving dollar excb£nge I

the measures introduced are intended primarily to encourage investDl!nts from the

United rjtate~. Nonetheless I the measures in question are no~lly applicable to

foreign investments in general.

During the period under review there has been a substantial increase in the

number of countries authorizing the transfer of inc~ accruing to new foreign

investme~ts ~thout any l~it or within fairly broad 1tmits. Regulations relatin

to the repatriation of capital ot non-resident investments remain more stringent,

but same have been liberalized. As the application ot exchange restrictions

frequently depends on administrative decisions, it is difficult to sUJJlDl8rize the

prevailing situation. Some significant features ot recent action are indicated

below I however, and further details on particular countries are given in the

appendix. A country-by-country summary of the present framework ot exchange

control applicable to foreign capital may be found in the Seventh Annual Re~

on Exchanse Restrictions of the International Monetary Fund (1956).

A significant development dUi~1ng the past several years has been the adoption

by a number ot countries of special legislation or other action providing a measur

of assurance of remittance facilities for foreign investments or the l1beralizatio

of earlier legislation concerning them. Among tbe countries in which iegislation

of this type has been adopted or similar administrative action taken are the

follOWing:

Afghanistan (1954)
Argentina (1953)
Brazil (1954)
Burma (1955)
ceylon (1q55)
Chile (1953)
China: Taiw~n (1954)

Colombia (1952)
Egypt (1953, 1954)
Gree.ce (1953)
Iran (1953, 1955)
Israel (1950 , 1954)
Italy (1948 t 1955)
Japan (19501

Jordan (1955)
Nicaragua (1955)
Pakistan i1954}
Paraguay 1955
Thailand 1954
Turkey (1954)



While the 1I8i61 ob3ect at such measures is to reduce the investor's trall.fer risk,

the laws • sometimes referred to as "1nvestmen~ laws" - sometimes authorize other

iDducements to foreign capita.l, sucb 88 tax cOD~e6s1ons, exemption of capital

imports in kitid trom import duty I and, ~.n a few insta.nces f assurance apiut

expropriation.

The degree of assurance agains~ tr~sfer d1ff1~~:~ies provided b7 luch
measures varies consirlerably trom country to country. Certain cOUDtries DOt

providing assurance by law regarding transfera.bility, administer their excbMse

restricticoe iD a more l1be:a.~t.Ll ms.:mer th~ some ""bioh have special 1nvestMDt

laws.. Thus, there are no special investment laws 1'1 most western Iurq)eaD

cOUDtriee aDd their dependent terri~orie8 or 1n the sterling area seDeral~, but

very few restrictiODs remain on transfer of inoome accruing iTom either 014 or DeW

direct or portfolio investments ..!1/ Permission "'GO revatriate capital of Dew

direct iDYestEDts (1DCludiag apprec1at.ion ot capital) is freely granted bJ met
ot tbese countries i earlier inves'!;menta mey be subject to str1cter l1ceaa1Dl

requl~Dts• In tbe courf'!.! of the past few years a 1'1U!!1ber of countries 1n

western Europe, 1Dclud1ns v~e8tern Germany, Belgium-Luxembourg and the Betber1aDds,

have also sreatl¥ relaxed restric~10n8 00 the sale f •. : portfolio 1nvestments by

noo-resideats, 1nelwl'!as trans8c~lons involving dollar payments.

la the lee8 ~ve1oped 8l~eB8 the tendency has been to moc1ity excbaDp

restrictioDl re~t1D3 to foreign capital through special les18....&t10D or fora].

statemeate ot policy by the authorities. An important feature at Imet new
iavestment laws or similar administrative action grant1!1g relBittaace facilities

18 that the priv1leses are extended only to new 1nvestments meetiDs with ott1c1al

approval. While some inveetment laws specify certain oriteria to be applied in

admitting new investments, wide latlt'\lle le left tor administrative 41aoretioa.

----
A recent survey of restrictions in ", ~ ·tern Europe shows that iD mat cOUDtriee
traDsters of lavestr.aeat income are cO!Ji>leo:;e1y f ~:~ee to all are... Aa reprdl
traDsfers to the dollar area, authorizations are granted OD tbe lllerit. of eoch
case :111 Icel8Dd, Ita~, Iortrn.y and 'l\arkey aDd only in exceptloaa1 cuea iD
Austria. see Or88Diuation for &..tropean Ecot\omic Co-operatiOD, Liberali.atioa
ot Europes Dollar Trade (Paris, , ,6), pase 129.



AI DOted. earl1er, .0118 countries require otficial approval ot iDoCJl1q lDw.taeats

quite 1D4epadent ot toreisn exchange con.ideratione.

A specltic l1Jlit OD the amount of inveatment 1Dcome tbat M7 be treut.rred
at the ottioial rate ot exchBDge 10 any OIle ;year 18 iIp).ed iD lava adopted b1

certain cOUIltrie8, including Argentina, Brazil, China: Ifaiwu, Greece, JlrM1,
Ital7 aa4 Parquay.16/ Formal l1m1ts OD remtt8Dce at income are ullU&11y

~

accCllP8Died b1 111D11ar.llad.ts on the re~atdat1on ot eopltal; B.tabli...t ot

r~llch l1m1t. 11 uauall)' ooupled w1th a more or le.. 4et1ll1te UD4ertak1ns to
authorise rell1ttaDcel up to the I1m1t establilhed. ID a tev countrtea We

cOBDitment 18 lBde explicit 1n a law st1pulatiDs that the aJIOUDt. requ1recl shall

be set &lide iD ,JD aDIluel foreign exch&Dp budset.

In molt cOUDtrie8 that lim1t tr8Dster. at the ofticial rate ot acblDse &Dd

that haYe • free exchange market it i8 po.sible to make ad4it1oaal tnut.re

tbroush the tree _rket· at a rate le.s favourable to the investor. It ia alODl

thele 1'.•' tha~ duriDS the past several yearl the 1Ip)rtaDce of the traDlter

rights accorded by special invest.nt lawa have been reduced in .eftral COlIIltries

thrOtllh the e.tabl1ehment ')t a broad tree market for forelp excl""'.. tbroush
wh1c· .. JUward ad outward p~nts art.inS tram non-relident capital CaD be ude

tree..! ':~. '1b1. i8 the case, tor example, in Arsent1Da, Bruil and Cbile. Tbe

acb8l'se rate applied to outsoing payment. 1a often le.s tawurable to the

investor than that applied to a major sb&re of trade tranaactiona, but rem.ttancee

My be effected v1thout l1m1t. The l1tuatiOll with respect to nw 1D...t.nt 18,

theretore, OIle of practically complete freed.CD, subject, ot cour.., to

fluctuations in the excbMge rate. In most cales the a_ appU.. to earlier

investment••

Certain t1Pel ot foreign investment, particular1,1D .-nutacturlDs, are

affected not only 'by restrictiollS on r..em1ttance8 of income aDd cap1tal but 'b1
d1ff1cult)' in obtaining neceStlary imports of equ1pment aDd raw _terlal.. ID a

Ot-~er countriel MintrUDing luch 11111t8 prior to 195' included Io~yS,a)
Costa Rica, Ecuador, Egypt &Dd Hicaresua. The limit QIl ~tei Of iDc.
trOll approvecl Dew investments vu abolilhed by Hmi iD i9~ aDC1 __
!'~~~ ~ ~~"
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nWllber of oountries import restrictions and the application ot unfavourable

IIII1tiple exchange ra~es continue to aftect such e,nterpriles, eveD thoup they ma)'

get preterentjal treatment.
ID lumary, the great maJorit)' ot countries maintaining, excbaDse control have

established a liberal polic)' vith respect to the truster ot income trOll approved

new lnf'e8tment., &Dd a s\lb.taDt!~ number have pven assurances reprd1nS the

repatr1atiC'Q of capital ot such inves~nts. Investments made prior to the adoption

ot these pollcies generally rece1ve les8 favourable treatment, althoup some

countries have eltm1Dated or·reduced d1scr1Ddnation between old and new investments,

at least u re'sards tr8Dsfe=s 'ot income. '!he. existeDce ot leg11lative or
ac1m1n1strative assurances regarding remittaD.ce facilities should tend to reduce tbe

uncertainty that appears to have been an iaportant factor deterring foreign

investment in a number of countries. In the long run, however, the fuifilment ot
such commitments will depend to a sreat extent OD a country's ability to prevent

a deterioration in its extemal pa7JDeDts position.

. Measures affecting capital exports

During the period under review, action was taken in several countries to

tacil1tate or encourase the export ot private capital by residents. It may be

recalled in this coonenoD that in resolution 824 (IX) the General Assembly

recc.menc1ed tbat countrieil able to export capital should "re -examine, wherever

necess&r1, domestic policles, legislation &Dd administrative·practices with a view

to encOurastns the tlow of private capital to capital. importing countries •• ,If.
sc.e .asure ot restriction on capital exports by residents is maintained to

protect the balance of P&1IMDts in DlOst cOUDtrles outside the dollar area. 'lbe

purpose ot such control may be either to conserve excbaDge for other purposes or to

prevent a flight ot capital. Countries also may regulate cap1tal exports tor

reasons unrelated to their balance ot payments - for example, in connexion vit·ll the

contrOl of new aecuritJ issues or the supervision ot iDvestment institutions. ~

the othe; . &Dd, since the war several countries, notably the United States, have

adopted measures to encourage the export of private capital. Also, when

restrictions have been maintained tor balance ot payments reasoDS, they have been

applied bJ some countries in a discr1m1nato17 tashio~ to perm!t or encourage the

export ot capital to specific areas, to promote trade or to further other

obJectives.
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capital exports by resident, ot western European countries remain generally

subject to official approval, except when made within the same currency area, tor
example w1thin the sterling area. This control is exercised by the exchanse

control authorities or, in scme instances, by the authority regulating the

flotation of security issues. As their payments position has improved during the

past several years, some countries in western Europe have allowed investment

abroad more readily than before.

In its repl;J.! to 'U'e Secretary-General the Go',ernment of the United Kingdom

pointed out that its general economic condition sets strict lim1ts to the amount of

capital which can be exported. "In present circumstances it is clear on .the one

hand that all the potential demands cannot be: met and on the other that the less

developed countries of the sterling area must, by reason of their special

relationsh.ip to the United Kingdom, be regarded e.s having a prior claim on the

resources of the London marltet. tt

In general, the export of private capital from the United Kingdom is subject

to exchange regulations only if the transfer is to a country outside the sterling

area. Spme control over capital transfers to countries within the area is,

however, exercised under the Borrowing (Control and Guarantees) Act of 1946. Tbis

empowers the Government to restrict the tlotat~cin of loans, whether by local

residents or by Commonwealth countries, on the London capital market. It does not

affect the freedom of United K1ngdom companies or individuals to transfer capital

directly to other sterling area countries.

At the British Commonwealth Economic Conference of December 1952, the

United Kingdom Government announced that it would make a special endeavour to

expand the flow of capital for Commonweal;th development and, to this end, it

offered other Commonwealth countries in the sterling area freer access to the

borrowing facilities of the London capi-tal market. SUch access was, however,

made subject to the. conditions that the proposed loans should be to finance only

specific projects, that the projects should be such as to strengthen the sterling

area t s balance ot payments and that the recipient country must i tselt by pursuing

an investment policy calculated to strengthen the bala.nce ot payment. and be

!1/ See footnote 1 in this chapter.

Q
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willins io make a sufficient contribution towards any proposed proJect. At a

later conference, in January 1954, a modification ot these conditions was
announced, and Commonwealth Governments may now approach the London market" after

consultation with the United Kingdom Government, not only in I'elation to

particular projects but also in support of general programmes of developme:tt.

While the transfer of private capital from the United Kingdom to countries

outside the sterling area remains subject to exchange cont~ol, direct investments

have been permitted on an increasing scale, particularly investments in Canada and

the United States. Such investments are authorized when it is considered that they

wUl assiat the United Kingdom's exports or develop raw material supplies Ole lead

to employment of skills or techniques w1thin the sterling area. Portfolio

investment by United Kingdom r~sidents in countries outside the sterling area 1s

not, at present, permitted, but residents have a large measure ot freedom as

regards the sale of particular foreign securities against the purchase ot othe~s.

In September 1955, a change in thl~ United Kingdom regulations enabled residents of
Utransferable-account lt countries to transfer sterling securities, or the proceeds

of their sale, to residents of the dollar area.
In 1954 wes"rn Germany re18~ed its control of capital exports by domestic

business enterprises.181 In May 1956 the Government announced a far-reaching

li~eralizat10nof eXisting controls, rendering it possible for German residents to

make portfolio investments abroad • In Belgium-Luxembourg, since July 1955, cap1tal

transact10ns have been ent1rely free, both for residents and non-residents, at the

tree market rate of exchange, which has closely a,proximated th~ official rate.

Each year since 1954 the Netherlands has relaxed control on capital tra~sact1ons

by Dutch residents, who are now authorized to purchase foreign securities ­

in~lud1ng dollar securities - for guilders and also to purchase Netherlands

securities held abroad. In the course of 1953 and 1954 Denmark also liberalized

1ts regulations governing export of capital. In several other European countries

applications by residents for permission to make direct investments abroad appear

to be granted usually, if such investments are ,considered likely to effect a net

increase in foreign exchange earnings or otherwise promote domestic economic

activity.

18/ Data on authorization of such exports is given in chapter 2.

~
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ID new ot it. strcms papenta poe1tiOD Sw1taerlUl4 baa encCNNP4 tile 8110n

I ot capital. Such traoatere are contro~led, hov.~r, w.t.th respect to OOQDtrie.

with which Sv1tzerl&Dd ha. speoial PQll8Dts asre.-n". · that il, .at DOD-dollar

countries.

A system ot guarantees to private iDveltor. vu e.tabll.hec1 by the

United States OoverDJll8Dt 1n 1~8 &Dd extended iD ICope by aublequent lep.latiOD.
",;.-. J

Insurance 18 nov available %r a tee ..aiD.t <a) iD&bl1ity to convert to:reip

currencies into dollar. aDd (b) lo.s ot cap1tal throulh expropriation. The

insurance is ottered OD new investments approved b1 the ec11Di nlsteriDl apno, aDd

by the .Govemment ot the country in which the iDYe.taent i. l8le. Guar8Dteel are

available tor variouI type•. ot investments, lnclu<11D1 equit, capital, 10•• 8D4

11cens1ng arraqementl supp1y1os patents, proeea'.1 and techniqueI iD excb8Dp tor

royalty P&lMntl. The investor _at be a United Statea citi&eD or a cOJ1)Or&tion

organized UDder United State. law and controlled \:;J UDited State. CitiHU.W

Since 19" the Untte4 State. baa 1ntroc1uced le'feral cbeDsea in i ts re~tlatlOD'

governing lnveltaent SUU'aDteea, aDd the seosraphlc scope ot tbe prosraa- bU

been enlarsed. '!'be maxiJIWD UIOUDt ot a suarantee ap.1n.t illCoovertibility vu

iDcreased trom 175 per cent to 200 per cent ot the value ot an e9.\l11;y iDveetaent.

Tbe charge tor a suarmtee ap1nat expropriation vu reduced trCID ODe per ceat
per 8DDUIl to one-halt ot one per cent of the iD8UNd 8IDOUDt, whlch 18 tile ._ as

the rate tor convertibility inaurance.

In8urance is now available tor investaeDts iD 8DY country which bu cODclu4e4

aD acreeMnt vith the UDitecl Statel regar4iq the statu. Clt toreilD curreDc)',

property or cla1JD8 which, UDder the resulatlOD', are acquired by tbe

UD1ted States OoYerDeDt in the event that aD illlUrADCe contract 1. 1D~I4.

Previously, 1Dsurance vu 111111te<1 to.countriel eligible to partioipate iD

prosramea UDder th. Mutual Security Act. '!'he qree.entl authorial either

guarantees agaiDst inconvertibility aDd expropriation or ap1n8t iDCODyert1blllty

only. ID the tormer ca••, the asreement8 vith mo.t oountrie. provide tor

coqNlao17 arbitration ot clat•• wbJ.ch ., ari.e iD the eYellt a paraDtee4

investment ia expropriated, it the two OOverDMn't. are unable to asne tbrouIb

'W Details of the guarantee system are contained 111 roreip Operatiou
AdJD1D1stration, JPve'tI!!JlUQlurance MlPultl (waah1ngton, D.C., 19~).
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normal diplomatic negotiations on a settlement of the claim. The scope ot
investment eligible for insurance was also somewhat broadened in 1954 to, include

United States corporations in which United states citizens own more than

50 per cent of the to'tal share cap1tal whereas, previously, a minimum ot
85 per cent was required. In 1956 two changes were proposed in the legislation

governing the insurance programme. One would extend the aut.hority to issue

gua.rantees to 1962 instea.d of 1957. The other would increase from $200 million to

$350 million the amount of guarantees ~hich may be issued.

Agreements authorizing guarantees were concluded with ten countries dur1Dl

19551 bringing the number of countries elic;1ble to thirty,201 a8 ot 1 May 1956.
As of that date l insurance totalling $107 million had been iS8ued, &Dd application.

for new guarantees of about $300 million were under consideration.

Increased efforts were made by the United States GoverDment to info~

prospective investors of investment cOllditions and opportunities abroad. A

Contact Clearing'House, designed to establish direct communication oetween

United States ~nterprises and foreign concerns seeking investment partners now

operates in over thirty countries. Special govermnental mi8sions were lent to
Geveral countries to assist them in establishing offices to attrect foreign

investment and also to provide assistarlce to local enterprises 8eeking to attract

foreign capital. The system of reporting on conditions atfectins foreign
Winvestment in various countries was also expa:~ded.

Mention may also be made of the Inter~American Investment Conference held iD

the United States at New Orleans in February 1955 for the purpose of exchangins

20/ The countries are as follows (an asterisk indicates agreement coverins
convertibility insurance only): Austria, Belgium, Bolivia, China: TaiwaD,
Colombia,* Costa Rica, Denmark, Ecuador, France, western Ge~, Greece,
Guatemala, Haiti, Honduras, Ireland, Israel, Italy, Japan, Netherlands,
Norway, Pakistan, Paraguay1 Peru l * Philippines, Portugal, Spain, Thail&rld,
Turkey,* United Kingdom* and Yugoslavia. Most of the dependent territones
ot the countries listed are also included in the programme.

21/ Special handbooks on the subject have been issued covering the followlns
countries: Colombia, Federation of Rhodesia and Nyasaland, India, Japan,
Mexico, Pakistan, Paraguay, Philil)pines, Union of South Africa and
Venezuela. Handbooks on other cO'l:ntries are in preparation.
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iDtoI'M.t1on cOIlcerniDs 1Dvestment opportunitie. in Latin America. !be aanterellce. \

vu &pouored by an asenc)' ot the United Statea OoverDllent bu.t held UDder private.
..picea. It vaa atten4ed by private business men from the UDited States aDd

most couatries ot Latin America. ~e participaots decided to eltablish tacilities

tor exchlmp ot information cOIlcerning investment opportuoitiea in Latin .-erica

ana availability ot capital for export trom the United States to Latin America.

In coanenon vith tM probleJII ot revivilli toreisn portfolio inftaiaelltI

attelltlOD haa been 8iYen in recent years to ~e governmental resulatlOD. 11111tiDg

the power ot certain types of investment lnstitutioD8, notably iDlUl'8Ilce compuies

aDd laYiDS. baDks, to purchase forelsn aecurttie.. ID the United States, tor

example, only cOIIIIDercial banka'have authorit)' to make lubstaDtial illftltaenta

abroad; the obliptions ot the International Bank tor RecCD8truct1C1l aDd

Development, bovever, have been made eligible tor purchase by IDOlt ia.atitutlOD&l

investors. . "oreiID aecurity hold1Dss of insurance companies, the moat '1JII)ortu.t

inve8tment intermediary, continue' to be restricted by law to lilll1ted amouDt8 ot
canadian lecurities and to other toreisn aecur!ties in proportion to the amounts

ot policiel au.tltaDding ::'n the countries in question. In lev York State, bowever,

a recent amendment to the law authorizes domestic insurance cCIII.P8Dles to invest.
up to 1 per cent ot assets in forelsn securities ot the same O1&Hee 88 ere
ellsible for domestic investment.

Governmental views 011 investment policiel... .
I~ the 8ecretary-General'l Dote221 to OQvernment~ ot , J8DU&l')' 19",

reterence wel made to the Economic and Social Council ~8 desire to rece1"

augeltionl tor promoting the internatiooaJ. flow ot private capital. ~ a

l1J11tecl IlUIDber of Governments replying dealt with thia aspect ot the questlOD,

most countries supplying mainl)' a description ot their exilting policies toward

toreiso investment.
The reply ot Belgium Itrelled the importance of aalvances by capital

1IIport1Ds countries concern~!1g transterability of income trom fore1p iDvest.Dts.

In particular, it emphasized the desirabil1ty ot avoiding d1scrimination betweeD

22/ See footnote 1 in tbis chapter.
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old and Dew iDveatments in respect ot exchange restrictions. several capital

importlns countries al.o referred to the significance of exchange rate stability

and freedom from excbuge restrictions as a condition tor attracting investments.

The reply ot Emt stated that investment of capital in under-developed

countries should be made "vithout any political attacbllents or economic measures

that may impair the 8CODmSc integrity of the country in which the capital is

invested" • Measures should also be taken to encourage reinvestment ot income

from toreip capital vithin the capital importing country.

In its reply. the UDited States Government referred to measures it had taken

to encourage private capital exports and added that auch measures "are designed to

complement rather tbaD replace meaaures needed in other countries to est&bliah and

maintain the coDditions in which private enterprise CaD function effectively".

The Gove~nt ot India referred to the need to eatablish interDational

institutioDS to chaDnel private capital to unde:,;,-developed countries and endorsed

the proposals tor aD international tinance corporation and a special Un1ted lfatiou

fund for economic development as contributing directly or indirectly to thia end.

Replies by several other countries expressed support tor the establishment ot the

internaticmal tiDeDce corporation as contributlns to an expanded flow of private

capital.

1he Union of Sou.th Atrica Government suggested relaxation ot legal

prohibitions OD inyeatment abroad by savings institutions in capital export1Dg

countrie8. The JapaDese reply referred to the deslrability ot bilateral

negotiations between cap1tal exporting and capitu lmportiDS countries to,
establ1sh con41ti0ll8 tor attracting suitable toreisn investments. Several

countries referred to the desirability ot action to reduce or eltminate

international c1~ble taxation or to stimulate investment throush tax incentives

. in both capital export1nS &Dd capital importiDg countrie8.

DuriDg tbe peried under review recommendations on policies affecting private

foreign capital have been JIIde at several Int8r-sovern-ntallleetlngs, and 1t hu

been thought useful to mention tbe nature of certain actionB taken at these.

At the Tenth IDter-Allerlc8D Ccmference ot the OrgaDization of American

Sta.tes, held ln Caracas in March 1954, two resolutions were adopted

(resolutions LXX aDd LXXI) c~taiDing recCllllDendationa relative to private foreign



lllft8~Dta • It vu recOJIIIleDdecl tbat Member States create a favourable clbate tor

the iDtemati~ flow of private capital and that they adopt certain ecCDCII1c

.uurel to It1DW.ate IUch a flaw, 1DcludiDg the establ1shMnt of 8pDClel to
turD1ab iDtorzation on specific opportUD1ties auitable tor protitable lnvestmeDt

tl'Cll abroad. With respect to the taxation of. foreip inveltments, the cODterence

recQ&I6nded both unilateral action In capital 1IIportlDg aad capital export1Dl

oOUDtries, to avoid or eliminate di8cr1m1natory or UDduly burdensome taxatiOD, 8Dd

bilateral treaties designed to el1m1nate or reduce double taxatlon. !be

recOIDendatiOD was also made that new foreign investments should not be pestted

to illpair the normal development of established el1terpriles that are iD tbe DatlODA1

interest of the hoat country.

Moat of theae recOlllDendatlons were also contained 111 re.olution. adopted at

the meetlns ot ministers of finance or economy ot the America RepublicI , ba14 as

the Pourtb Extraordinary Meeting of the Inter-AmericBD EconOlD1c aDd Social Councll

ot the Organization ot American States ln Rio de Janeiro in Ho'geJDber 1954.W A

relolution adopted at that meetlns allO included the recCBlenclatlOD that bilateral

tax treaties sbould contaln provision for recopltion by capltal export1q

countries ot tax cODcesslons granted by capital ~rtiDl countries.

At the ninth ae8810n of the Contract1ng Parties ot the General A&reement OD

Tariff. &Dd Trade, ·in March 1955, a resolution vas adopted coneemiDI iDtematlcmal
inftataent tor economic development. It expre.sed the recosnition that aD

increaaed international flow of capital would tacilitate the obJectivel of the

General Agreement. The ContractiDS Parties recCllllDeDded that cOUDtriea live

particular attention to the provi8ion ot security for ex18tiDs and future private

inveatment, the &voidaDce of double taxation, and the provision of facilitie. tor

tr8D8ter ot .earnlDgs from foreign investments. The participat1ns Oove~ntswere

urSed, upon tha request ot any contractil!8 party to Desotiate tor the cODclul100

ot bilateral and multilateral agreements relatiDs to pr!vat. iDves'tMllts.

In 1954 a special Working Party ot goveramental reprea.tativel, -tiDs under

the auspices at the Orsnnisl\... ·· t)D tor European Economic Co-operation, ilsuecl a

report OD the SUbJect of private iDternational investment ccmta1n1q several

W Resolutions 61, 64, 68 and 69.
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~ .recoDmendations • Countries requiring authorization of incoming investments

were urged to simplify and improve their procedures. It was noted that some

European countries have abandoned the procedure of "screening" incoming cap1tal

in connexion vith the ad:nin1atrat10n of exchange control. other member countries

were urged to "re-examine their policies in the matter and consider" how far the

advantages expected from this screening outweigh the risk of frightening good

investment projects away". This question, it was stat,d, should be Judged within

the context of the country's general policy toward foreign capital. With respect

to exchange control, the Working Party expressed the view that existing limits an

transfers of investment income in ~gC countries are "perhaps less barmtul tbaD

the fear that str~cter ones might be r~imposedU • It was suggestt.,d that "there 18

sometbins to be said for making more formal ud b1nding the assurances of laat1q

transferability which most member countries already give to foreign investors" •.

Legal liDdts maintained by certain countries on the amount of transferable

earnings were hel.d to be unnecessary. other recommendations were made with

respect to providing essurance to i"- Jtors concerning the risk of expropriation,

extending tax incentives, a::d stimulating Joint participation in enterprises by
investors from several countries, particularly in the extractive industries.

Concluging remarks

Most of the governmental measures reviewed 1n this chapter are concerned

with direct inve6tments, that is with capital invested in business enterpr1ses

controlled by resid~nts of the ca.pital exporting country. As noted, there has

been, with certain exceptions, a general trend during the past several years

towards measures aimed at erJ.couraging such investments, particularly in IIl8DJ' leas

developed areas. New policy developments in the major capital exporting countries

have been less striking; some further steps have been taken, hoWever, particularly

to offer tax inducements and, in several European countries, rising levels of

savings and the i~~oved payments position of certain countries have led to

relaxation of restriction on capital exports.

24/ Orsuisnt1on for European Ecot\omic Co-operatit)n, Private United States
Investment in Euro;ee ~g._!:h~~I§~as Territories, pages 5' to 56.
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It 1s not to be expected, however, that the action taken will exert a strong

influence on the total volume of direct investment in the short run. Many of the

aeaaures and policies adopted in capital importing countries leave considerable

J:OCIIl tor administrative flexibility. Investment decisions usually depend on

lons-ranse calculations, and continuity of governmental Policlea affecting such

investments is accordingly important; the full impact of changed policies is not

likely to be felt for 80_ time. It has also been pointed out above that specific

IOYerDmeDtal policies applied to foreign in7~stment are but one element affecting

private investment decisions and that 'Lue underlying economic situation in both

capital'importing and capital exporting countries must be taken into account in

appraising their effect.

In considering the potential impact on direct investments of the type of

_asures reviewed in this chp~pter ::..~ is &.l.d<J impor "ant to distinguish the

oODditlons affecting .foreign investment :L.I.1 any ~ranch of economio activity, ~

particular the extractive industries, public utilities and manufacturing.

During the period under review legislation and administrative action have

considerably broadened the scope for foreign private investment in the extracti''"e

industries, particularly in the less developed areas. The volume of capital

tlow1Ds into this sector - which has absorbed the major part ot private foreign

investment during the post-war period - is closely geared to the world demand tor

raw materials. In this regard, the high and rising levels of economic activity

during the post-war period have been favourable to an expansion of foreign

investment, which may be expectad to continue.

Before the war, the public utilities sector, inclUding power I transport and
. 2f:.-/

cOIIIIIl,JDications, was the dominant outlet for private direct investment.:D In the

under-eleveloped countries, particularly, the post-war expansion of investment in

this field ha. been undertaken largely b)" public agencies, and the foreign cap!tal

fiow1ng into this sector has likewtse been su!'plied by Government 1.nstitutlons

employing public funds or funds bO::'l'Q,.red from private investors, as in the case ot
the Intemational Bank for Reconstruction and Development. During the past several

gjJ The financing of such eaterpl'lses, it will be l'ectt.:led, usually depended
OD flotation of both shares nnd debr .... 'tures in the capital market ot the
creditor country.
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years, a number of countries in which private foreign-owned enterprises are

i~portant producers of electric power have taken ~teps to adjust rates to
compensate for internal~d external depreciation of the currency and have adopted
other measures, particufarly the relaxation of exchange restrictions, which have

tended to reduce the operating difficulties ot these enterpripes. However, the

ability of such enterprises to raise new funds in the capital markets of the major

capital exporting countries has not yet been tested.
Many of the measures taken in less dev~loped countries have been designed

largely to attract foreign capital into the manufacturing sector. !xcept where

there has been an expansion of ~ublic enterpri~es in this field, less developed

countries do not in general restrict the entry of foreign capital for investment

in manufacturing, nor have foreign enterprises in this sector generally been

subject to ditficulties ar1sing from expropriation or similar action. On the'

other hand, the framework of busiu~ss regulation prevalent in many countries,

particularly in the field of exchange and import restrictions, has often posed

serious problems for such enterprises, even when such regulation has had the

incidental effect of providing a sheltered market. As noted in chapter 1, a
Dumber of less developed countries, especially in Latin America, have attracted

an increasing volume of foreign private investment into manufacturing. This trend
has DO doubt been influenced by specific measures of the type reviewed or by the

absence of restrictive policies; ~robably even more important, however, has 'ticJen
the rapid economic expanston occurring in several of the capital importing

countries, to which, 1n turn, the new investments have contributed.

As noted in chapter 1, there has recently been a limited increase in private

portfolio a-nvestments abroad, which has taken a variety of forms. Thus far,

however, the less developed countries have received only a small portion or this

outflow. In particulo.r, the flotation of Government bonds in the major oapital

markets by less developed countries has failed thus far to resume its former

place in the field of international finance. Instead, this type of capital has
been supp11ed largely through governmental agencies, which in turn have derived

some of their resources from the private capital market or have guaranteed loans
made by private lenders.
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It appear8 that the scope for specific 8O"emM'ltal measurea to stt.,]ate

prl..te foreign portfolio investmentI especial.ly iD OoverDllent bonds, 18 fairly

11111ted • In the capltal export1Dg countries the attl'blew ot potential lnvestors

towards such securlties is coadltloned by recolleatl00 ot peat difflculties aDd

by the availabi11ty of attractive alternatlve outlets tor ..riDS8. ft. ohanneU'1ng

ot pri¥ate savings into variOU8 tJ'Pes of investment iD8titutiOD8 allO pl&18 a part I

since the investment policies ot such inatitutiona aa4 the le8&1 restraints to
which thay are subject li~t their role in torelsn invest.nt. Aa reprda the

(',apital importing countries, their ability to borrow abread will depend Dot only

on internal developments lntluenclns their economic paovtb and payment. po.ltion

but OD 1DterDaticmal economic aDd political trends generally.

a
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APPENDIX

SURVEY OF MEASURES AFFECTING CAPITAL IMPORTS
IN INDIVIDUAL COu:fl'RIES

This summary relates to governmental measures havinS fairly general

appl1cation to private capital imports. It is mainly concerned with leSialatlft

actiOD, but t.lso includes references to adm1nistretive measures and official

declarations which reflect significant changes of policy. References to apec1tlc

changes in exchange restrictions are generally excluded, as are measures relatiDI
to particular branches of activity, such as nineral production or public

utilitiel, and to treaties and bilateral agreements, which are discussed in

chapter 3.
The information included in this e~~end1x is believed to cover most of t •

••asures of a general nature tha.t have been introduced since the beginnins at 1953­
Com;prehensive info~ation concerning the f:"8!'lework of laws and regulationa

applied to foreign investment in the coun~,ries C;c1'1.1cerned, or in others in Which no

sipificant change has occurred during the p~riod under reviews may be fOUDd iD

leveral reports by the Un1ted Nations and other official agenCies;1I aDd •

systematic description ::'5 theretor'? not L"'1cJJ.1ded here.

Latin America

!!:senti_

The status of private f~relgn invest.1JlentB in Arger..tlna was modified b7 • law

adopted iD August 1953. Under this legislation more favour~.ble remittance

facilities for income and capital than under the then prevailing exchange

Y These include the following: United Nationa, ForetE Invest:nent lawa aDd'
.!!!.sulations of Asia and the Far Ea~ (sales number: 1951.II.F.1); a revialon
br1nging this study up to date is in preparation; United Nations, ForeiS!
.£!pit.l iD latin America (sales number: 1954. II.G.4); Organisation for
European Econord.c Co··operation, Pri~te UnttP.d States Investment in Europe aid
the Overseas Territories (Paris, 1954); :IIi;~ernat1on3l Moneta.ry Fund, Seventb
Annual Report on Exchange Restrictions (Washington, D.C., 1956)j Pan-America
UnioD, Series of country surveys und~r the title, Statement of laws at .••
Atfectiy Business (Washington, D. C. ); United States Department of Ccamerce,
worICi Trade Info1'lA18.tion Service, Economic Reports, and series of country
surveys entit1ed Investments in .~(Washinston, D. C. ).
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reetncticma were afforded to ottici~ approved Dew iDveat.Dta. A aubataDt1al

rev1aiOl1 of the exchange control s)'IItem in October 1955, however, ccmai4erably

altered tbe signitlcance ot the regulati0D8.Y

'!'be law ot 1953, which applies only to approved Dew torelSD iDveatMDte iD

.1Dh18 aDd .-nufacturlns, provides tat two years after the r eZiatratlO11 ot the

investDlent, proflts up to 8 per cent ot the registered capital JIIQ be trauterred

each year. For purposes ot caaput1D8 the traD8terable profit, the law permits

the capital 8JIOUDt to be expresled in the currency iD which the investment was
-.4e; the protitiA1 such currency ia thus ~ot eftected by variation iD the

excbamge value ot the Argent1De peao. The act_1 transter ot .earn1Dp, bonver,

il to 'be ettectecl at the rate ot excbanp prevail1Dg iD the tree arket at tile

ts.- ot traneter. Tbe law al80 stipulates that the capital ot reSiatered

1Dveataents -.y be repatriated ten years after relistratiOD iD umual 8IKNDt.,

varyiDg traa 10 to 20 per cent ot the principal, the specific percentase beiUS

aettled at the time tu inveltmeDt ia approved. Approved inveatmeDta a)' alao be

granted certain other priviles•• , 1nclud1D8 reducti0D8 elf duty OIl their 1JIIpOrt.
aDd .\tb.idle j of the enterprll••Y

ID Jamary 1955, new polici.s were eatab1ilhed; applicable to 1Dve.t.....t.

1184. 'betore Ausust 1953, ~/ Prevlowsly, toreiSD capital that entered Arpnt1Da

before the adoptico of the law of Ausuat 1953 cGU14 be remitted 0Dly to the extent

of 5 per cent per year, and tbe trauter ot earn1D88 vas l1Il1te.1 to 5 per cent

per year of the value ot registered capital. Accord1D8 to to. new regulatioo8,

1Dve.~t. of thi. category iD -.nutactur1DS aDd JI1nlD8 became el1g1ble tor the

y 1be regulations iD question adopted prior to October 1955 C0D8ist of the
follov1DS: taw Ro. 14,222 ot 26 AUlUSt 1953 govemiq forei8D capital
inve8tlleDt; Decree 10. 19,1ll of 1.:4 October 1953· regulat1D8 the application
of LaY Ro. 14,222; Decree No. 25,113 ot 24 December 1953 OIl 1ntaDlible property
(patent risht., etc.); central Bank circular 1,852 ot 16 lovsber 1953 OIl the
CeDe_ ot toreip capital inveated in Argent1na prior to 26 Ausuat 1953.:
central'baDk circular 1,890 of 8 JlIDuary 1954 OIl the e118ibilitJ' of
tnmaterable protit. tor reinvestment iD ArpnttDaj aad Executive Order Ro. 637
of 17 JanU8.17 1955 OD the status ot 1Dve.t1IeDtl made prior to 26 Ausuat 1953.

JI PurIAumt to Decree 110. 14,630 ot 5 June 1954, which applie. equally to dame.tic
aDd toreip-ovued enterprises.

Y Executive Order Ra. 637.
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same transfer privileges as under the law of AUS'JfJt 1953. However, the

regulations provided that in determ1n1Dg the base on vhich the 8 per cent mu'"
transfer of profits is to be computed, all previous traDsfers of profits

exceeding 5 per cent per &DIl\Dll are to be deducted.

Under a new excbaDge cODtrol system in October 1955, a free fluctuatiDS

exchange market was introduced for invisible transact1ol18, capital transfers aDc1

certain trade transactiODS.~ Bew incan1ng capital ay be transferred through

the free market, and such cap!tal aDd the earnings thereon _y be repatriated

vithout l1m1t throush the tree market. Likewise, earn1qs accruing since

30 June 1955 OD all foreign investments may be freely transferred at the free rate.

Repartlation of foreign capital existing in Argentina before 30 June 1955 and the

t~8ter of earnings accrued prior to that date cODt1Due to be subject to excbc"ge

control. Ua4er the new regulations, special facilities are given to foreign

mvestors for ~ort1D8 new -.ch1Dery, spare parts aDd other _terials provided

tbat such imports are fiD8DCed by non-Argentine sources of foreign excbaDge.

Brazil

In February 1953 a ccaprehenaive revision of exchange control regulations

was introduced, includlns new rules applicable to foreign investments.§/ Prior to

that date, :remittances at the official rate of excbense were 11m1ted to a fixed

percentage·ot cap!tal registered vith the authori'tieB. These regulations, which

were introduced in 1946, were subsequently modified several timeSj iD particular,

a decree iD 1952 provided tbat profits t~8terred siDce 19~ iD exceBs of 8 per
cent ot the ,orig1aal investment were couidered Vitbdrawal of capital. TraDetere

relat1DS to 1Dvestaents DOt receinns approval were not authoriZed, but were

tr8qu.nt~ ade tbrough an unofficial curb market.

,,; The official rate of excbanse 18 18 pesos per dollar; in md-April 1956, the
free market rate was apprax1ately 37 peS08 per dollar.

6/ law Ro. 1,807 ot 7 Januar;y' 1953, establishing a tree exchange market1 aDd
- Decree 10. 32,285 ot 19 February, regulating its execution. Subsequent rul1n&8

are contaiDed in Law Ito. 2,145 ot 29 Dec_ber 1953, cm 1IIlports aDd excbaDp
contrOl, and Decree Ro. 34,893 ot 5 January 1954, regulat1D8 it. executiOD;
&leo in ;rnatruetion Ro. 113 ot the Superintendency of Currency &Dd Credit
issued 17 January .19~5, OD impOrts Without excbfmp cover.
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'!'he regulations of February 1953 introduced a fluctuating free excbanp ,

market for "invisible" transactions, including most capital traDSactl0D8. Tbroush
this arket, foreign capital may enter or leave freely, aDd DO l1m:1t 1. 1JIIpoaed

on the amount of protits that may be remitted. The 8UPP~ of toreip excbanp

in this market has been small, however, and the "tree" rate of .chaDse hu

UDc1ergone a ,ubstantial depreciation. Transfers of capital or eamiDgs are Dot

subject, boweve...·, to a 10 per cent remittance tax applicable to other

trans8CtiODs.

The privtlege of makiDg ~ransfer8 at a rate of exchange more favourable to

the investor than the tree marke\ rate may be provided, however, to certaiD

approved. investments. Such investments must be resiltered vith tbe author!tie.;

this alao applies in principle to exis-:tlDg investments. LoaDs, cred1tis aDd·

tiDancing of "unquestionable interest" to the ecoD~ ay be transacted at tbe

official exchange rate. The rep~ent of such loaDS and the transfer of interest

up to 8 per cent per aDDUID i8 eftected at a rate reterred to as the coat ot
ofticial exchange, which equall the official rate plus a sur~barge.JJ Tbe capital

ot a second catego~'..: or .#.~~~-=:t.meDt. (',f "special interest" to tbe C~l'7 ls

tl'8D8ferable (iDward aDd outward) tbroush the free Erket. As mucb as 10 per

cent of the incCDe from such investments, -bowever, IIIa7 be transferred at the coat

of official exchange; transfer ot other inCCDe _y be effected at the tree Mrket

rate. Poreign investors are also authorized to import capital in k1D4, iD the

fom ot ..chiDery aDd equipment I provided the authorities are aatistied tbat DO

paJllleD.t will be transferred abroad. The same privilege ia afforded to Bra.illaD

enterpri8es receiving boD&-fide loaDS fl'Qlll abroad. All other 1IIIports ot
equipaent are subject to usual import l1cens1D8 aDd exchanse restricticma.

Chile

ID Rovember 1953, Chile adopted legislation (Decree laY Ro. 1a27) relatiD8 to

toreip pr!vate capital &ad ·cl.siped to attract such cap1tal iDto approved

11 The "cost of official exchanse" 18 equal to the official~ rate ot
18.36 cruzeiros per dollar, plus the weighted averase ot prem11.D8 paid to
exporters upon the surrender ot their toreign exchanse eamiDIs; in Mq 1956
it amounted to about ..... cruzeiros per dollar. At tbat time the tluctuat1DS
free market rate vu appraxiJllately 67 cruzeiros per dollar. Rate. appl1cable
to various categories of imports ranged .tl'ClD about 4JI. to over 300 cruzeiroe
per dollar.

a
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1I1vestmenta UDd.er 8pec~fied. coDd1tiODS .~/ For 8 period of ten yeara, &D4 iD

saae casei tor aa JllUch at twenty years, the inca:rae frcm approved investment.

_y be transferred ab~ without l1m1t. The original capital, whether 111 the

torm of foreign excbaDge or of imported goods, as well as reinvested. earn1D8s, ..
be repatriated afier a period 01' five years iD equal 78&rly quotas. ID 844itiOD,

tor a period 01' ten years I 8Dcl in acme cases tor as much 88 tveDt)" year., approved

enterprises are exempt from any new taxes and their products are tree traaa price

cODtrol unless such control applies to dClDestic enterprises produciDS s1Jl1lar

products at the t1JDe of approval 01' the investment.

Rem1ttaDces der1YiDS traa 1I1vestments not subject to the above legislation

relB1I1ed subject to leS8 tavourable conditions, as regards traDsfer of both

!DcClDe aDd capital. The sip1ficance 01' the legislation, as it relates to

exCbaDI8 r8Stricti0D8, appears to have been substantially altered by a revision of

the exchaqe cootrol syst_ introduced in A»ril 1956, s1Jllp11ty1Dg the previoua

stnacture ot multiple exchense rate.. Transfers relating to capital MY now be

ettectfd tr( ;~ tbroush a tree .rket, in which the rate of exchaDle bu Dot

4iversed JDuch trca the rate tor ID08t trade transactions.21
Por SaDe years the large II1D1Dg cCIDJ?8Dies operat1D8 in Chile have been subject

to special rules as regaMs exchange restrictiou. They have been authorised

to rem.t treely iDCCDe aDd cap1tal u;p to tbe amount ot their exchaDse receipts

not required to be surrendered or used to pay local taxes. At the .... tlae, the

CCllP8D~el were required to convert foreign excbange for local expeDdlture at

rat. ot excblms. l.ss favourable to them thaD the rate applied to IIOst forei8D

ca.ercial tnmeactlC1ls. In 1955 tbi. s~.tea was baaicall)' revised, 8D4 the

excbMIe rat. applicable to toreip exchange surreDdered by the c<aJ8Dl.s vu
ad. aore favourable to thaj at the 8_ time the rate of lnccae tax applied

to th_ vu 1Dc~ed.

Y Decree law Ro. 427 ot 10 Rov-ber 1953, as emeD4ed by a decree law of
2 Pebrual'1 195J1.. Procedure. tor the ""ministration ot this leSis1atioo are
specltle4 iD Replatlcm Ro. 427 ot 3 May l~.

2/ At the eD4 ot April 1956, the free rate applicable to capital traD8ten aDd.
other inVisible traDSacti0D8 vu 498 pesos per dollar, and the I'Bte
applicable to tre4e tnmeactiou vas 493 pesos per dollar.
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Nicaragua

Decree No. 10 of 26 February 1955, offers privileges to approved new

investments from abroad. Such investments may be made in any field of economic

activity that is open to private enterprise and which does not require special

approval as, for instance, public serviue enterprises. Approved investments,

including reinvested earnings, are registered in the currency of the country of

origin. Earnings and capital may be transferred abroad without l1m1t at the rate

of exchange used for Itessential" imports. In all other respects, foreign

investments are to enjoy the same position as domestically owned investments, and

t heir holders can obtain the fiscal and other privileges that are available tor
the promotion of certain activities. Foreign investments registered under previous

legislation, 10/ and those made in accordance with concession contracts, are to

maintain their earlier status.

~

In February 1955, Paraguay adopted law No. 246 designed to attract foreign

private capital into the country by offering various privileges for approved

foreign investments. The application of the law 18 not l1m1ted to any specific

industry or branch of economic activity, but it is stipulated that special

legislation will be introduced regulating investmet in certain fields, including

public utilities, petroleum extraction, banking and insurance. The new legislation

does not establish mandatory restrictions on incoming capital, but accords

priVileges to approved investments. Its provisions appear to apply only to

investments made subsequent to the enactment of the law.

The registration or approved investments, which My include reinvested

earnings, authorizes the investor to transfer earnings and capital up to 20 per

cent per annum of the registered amount. All transfers are to be made at the

free rate (an official rate), and provision is made for yearly revaluation of the

registered amount at the excbange rate for the currency iD which the transfer

1.s to be carried out. Should the authorities not allocate exchange, however,

10/ Fp,rnings and ca.pital of such investments may be transferred up to an amount
- not exceeding 10 per cent of registered capital per aDDum.

•
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because of "foreign exchange shortage", 'che investor may be authorized to retain

up to 25 per cent of his foreign exchange earnings in order to make the privileged

transfers mentioned above; in special cases the l1mit is 50 per cent. Other

privileges available to enterprises With registered capital include exemption

during a specified period from import duties on investment goods and. from new

export duties, and a rebate of up to 25 per cent on income tax l1abilities.

The import and export duty exemptions Just mentioned were previously

available under Decree.Iavlb. 31 of March 1952, to new DIB11utact~1ns enterprises
l~ ~

or to ente~r1ses moder.niz1ng their installations, provided they:util1ze domestic

raw mater1als. This decree-law made no distinction as to nationality ot ownership.

The right to retain a percentage ot the foreign exchange proceeds frail exports

bad been incorporated in several previous decree-laws defining privileges available

to toreign investors in particular fields of activity.

The Middle East aDd Africa

A law adopted in April 1953 provided for the extension ot special tacil1ties

for remittances in respect of approved new investments ):1/ The law eatablished

a special Foreign Investment CCIIIID1ttee Which, in addition to determiniDg

investments eligible tor approval, was also made responsible for aupplyiDs

prospective investors vith information on legislation and econanic coDditiOD. in

EQpt.

Investments over a Wide range of econo.aic activity, includins manutacturiDg,

agriculture, JA1ning, power, transportation and the tourist trade, are eligible
I

for approval. Subject to the approval of the Foreign In,!estment COIIIIlittee,

additiou to an investment financed fran reinvested profits may also be accorded

the same privileges as are available to the capital originally introduced.

Earnings of approved investments may be transferred abroad in the currency

ot the orig1Dal investment without limitation, at the eXchange rate prevail1Dg at

the t1Jae ot transfer .B./ capital ay be repatriated after five years frail the date

law No. 156 ot April 1953, as amended by law No. 415 of September 1954.
Law No. 156 of 1953 imposed a limit of 10 per cent of ~egisterel capital
on such transfers, but this was removed by Law No. 475 of 1954.
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of ent17, at aD aDDual rate not exceeding one-fifth of its resistered value. III

the event that practical difficulties prevent the 1Dvestment of capital

tran8ferred to Egypt pursuant to tbe provisions of the law, the fuD4a ay be

repatriated one year after their transfer to FQpt.

The scope tor foreip investment in Egypt vu alao increaaed by the 840ptian

at a nev campany law, effective 16 February 1954, 8MDd1ag an earlier law ot
1947. The amended law provides that foreign capital approved UDder the general

. mvestment law (No. 156 of 1953) is exempt from tbe application of certain

provisionS o~ the new cClllp'UQ" Jaw that l1m1t tbe extent of foreip omerab:1p.

The provisl0D8 in question require that, for a period at one DIODth, 49 per cent

of the shares awrt be oftered to Egyptian aatioaals aDd that ~;ger cent at the

members of the board ot directors muat be Egyptian Dati0Da18.YI

Iran

A decree deslped to encourase private foreisn inve8tment was adopted in 1953
aDd enacted into law in a slightly DlOd1tied fom iD 1955. '!'be law attorcla· tbe

_.. rishts, exeaptlO11S aa4 facilities to toreip investors as are accorded to

daaestic investors. In the event of explOpriatiOD Of capital, tbe toreip investor

i8 888ured equitable canp&llsation. 1be net protit ot toreisn lDve8tments I8Y be

transferred abroad each year in the currency of the origiD81 capital.. up to a

l1m1t to be specified in resuJ,atiQD8 1mpleIDent1Dl the law. Repatriation ot the

orig1nal capital and accruec1 profits ls also perm:Ltted.. subject to notice at three

IDOIlths after all tax oblisatioDS are fulfilled, and. vith the prOViso that 10 per

cent of the origiDal capital.is to be retained in Iran for a period of six IIOIltha.

Israel

AD amendment to a law Of 1950, which exteD1s certain privileges to approved

foreip investments, was adopted iD June 1955. ID the case of approved

investments, the law of 1950 allows the transfer ot earn1Dgs aDd. 8IIOrtiu.tiOD up to

:!JI A law ot 19JI.7 imposed more stringent 11m1ts on fore1l1l ownership. SUch
ownership was 11JD1ted to a minority interest, __q 49 per cent. This
provi8ion was amended by Decree-law Bo. 120, etfective 4 Ausuat 1952,
authorizing 51 per cent fore1p ownership.



1/2901
Eng11sb
AppeD41X
Pase9

10 per cent per 8.DD\DI of registered capital, aDd it also exteDC1a certain tax

benetits to such investments. The recent 8mendme~t mcreue8 the types of

1DveStJDent8 which' _y be granted privileges under the 1950 laWj iD particular,

investment through lcmg-term loans are included. The law also !ncr..ea the 'taX

beDetits., vh1ch ....y be accorded to investors" and it liberalize. the

resuJ,at1on8 cODcerDing the re~tion of invested capital.

Jordan

In April 1955, the Govem-nt of Jordan enacted two laws desiped to

encourage investment of private foreign cap1ta,). in industrial enterprise. iD

that country. A "law tor the Encouragement of Foreip capital Investment" provides.

that 1DcClle of approved new investments from abroad may w transferred Without

l1m1t into the currency in which the original 1nveatmexlt was r£de. Rep&tx~1OD

ot iDvested capital i8 perm1ttecl after one year, in four equal annual

1nata1aeDts. A special c<DD1ttee i8 established to ec1m1 nister the Jaw. The

ccwn'ttee il to aetemiDe at the time of approval of the investment what

percentap ot local capital" it aD7" i' to participate.

A related law, entitled a "law for the EDcourqement aid Guidance of

IDduatl'7" affords incentive" such .a tax relief aDd relief trOll 1IIIpOrt duty" to

1Dt1uatri.. c1aalltie4 as essential to the country's econOll1c developaent.

Turkel

ibfa IlIaw tor the EDcouras-&nt of Private Capital"" adopted in 1951, vu
14' .

replaced in 1954.::::!I UDder the new law, retroactively applicable to 1nveltMDts

.... aiDce 1 AUSWIt 1951, toreip capital I;II&Y enter practic~all fie14a ot
aetiv1ty open to '.1'urk18h private enterprise" provided that it 1e 1Dvestecl iD

project. useful for the econClll1c developaent of the country' &b4 does Dot entail

~ lIODopo~ or any special cODcession, and subject to approval OD a case-b;wcaae

baeis. A special cClmDittee is established With the responsibility ot couicler1DS

1DveetMDt proposals" appraising the value of capital 1IIIpOrtecl iD tome other

than toreip excbenge &Dd ailm1Distering other proV18icml ot the law. For tbe

14/ law Ro. 6,224 ot 18 January 1954.
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purpose of the law, fore1gn cap1tal is defiDed to include the folloviDs: toreip

excbengej _ch:1Dery, equiplfm't, tools, accessories &Dd necessary _ter1ala to be

approved by the special callD1tteej services &Dd 1ntanl1ble risbt., such ..

patents, licences BDc1 trademark8 j aZJd. profits accruiDI fraa approved capital aDI1

reinvested, with the approval of the cCXllDl1ttee, iD t!Ie orig1Dal eDterpr1l. or in

&n)" other project meetiDg the requirements of the lav. Any 8JIOUDt of the profits

of tile enterprise ay be reinvested aDd inc:i.\i4ed in the invelJ'tuont, subject to

official approval. .

The DeW law places no re8triction OD the remittance of protits accruiDI to

approved foreign investments aDd allows the repatriation of 1Dvelted capital

without l1JD1t. tbler the law of' 1951, renlttaDces of iDccae of approved

iDvest1lleDts were l1m1ted to 10 per cent o~ reSistered capital, aD! the repatriatian

of capital vu authorized only after a min1DlU11l period of time. The new law

suarutees to foreign capita1 and to foreign enterprises all rights, ex-.ptiou

aDd privileges srauted to mLticmal capital and _ticnal enterprise=a iD the ...

t1e14 of activity.

Tbe'-aovemment of Turkey !JaB also sought to at1-J1ate private 1DvestM!lt by

establish1ng an iDdWltr1al_ta'Wuie cClllll1ssiOD to bell' investors evaluate

investment opportunities aDd lJI'O¥1de 1ntormtion aa4 advice to private enterprises.

other deve10J,!leDts

Collect!ve efforts have been made, by certain countries iD the Middle But

to encourage the trauter of prt.vate investment 1'uDda MODS thea ud to establish

arraDSeaeDts to prClllOte the utilization of part of the f1DaDcial re80urces

1nd1v1d'la11yavailable to them in the ecODCIIl1c develosaent of the group as a whole.

A aultilateral agrMMDt OD curreJ.1t payJDeDta an4 capital tranatera was siped at.
cairo 1D eeptember 1953 by reprelentativea of the _bera ot the Arab teape.

UDder the agxe-.ent, the cODtract1Dg parties pledged to authorize the trauter

of cap1tal by their Dat10D81s ~ residents to eDable theD to partici:p&te iD

ecooClDic devel~ projects in aeaber countries,; capital tranlferred trc:a ODe

party to another 111 accordaDce Vith the terms of the acreement would DOt be eubject

to any levy or tax that ID1gbt hinder its tnmsfer aDd vould be guaranteed

repatriation to the country of origin. By January 1955, the asre--t Md. been

ratified by E&vPt, Iraq, Jcm!&D, I.ebaDCXl, Sa\di Arabia &Dd Sma.
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Accor41DI to available 1Dtormtlon, the framework of general legislation aDd

resu1atiOD applicable to private foreign investments in Africa has not been

su'batantl&1.l¥ altered dur1Dg the period 1.U1der review (1 January 1953 to end 0'1.
1955). 1'bere have, however, been numerous chanses in specific aspects ot
rep1atlOD, particularly In the fora of t~ incentlves and tarlff measuree de.tlDed

to at1llU1ate private enterprise, aDd of leglsla.tlon aDd administrative

arnasIMDts lovera1uI the deVltl~t of. m:1nerala. As regards exchange

reatrict10D8, the pellcie. of the dependent terrltoriea ot the region iD pneral

tollow tboH 0'1 the _tropolltaD area with which they are CODDected.

Asla and the Far East

'!!puietaD

ID Aprll 1954, Atgbani atan .adapted &. Jaw. accord1ng certa1n .RrlvUesee to

toreigD 1Jrqet;meats in approved enterprises. The scope of activities open to

approvecl inveetJDellts is not l1JD1ted by the law, but it proVides that preterence

be Siven to 1Jmte"tiDeD:ta-1Il the fields of industry, m1n1ns, public works.,

aanoulture ..&Dd tnmeportatiOJ1. The law s~lpulates that no legal 41st1Dctian.·18 to

be made betveeD toreigD aDd Daticmal capltal. Further I 1DcCllle ot approved

toreip 1DveetaeDte _y be transterred W1thout l1m1t at the offlclal rete 0'1

excbaqe. !be repatriation 0'1 capital, including reinvested. .earn1Il8S, 1s 11kevi••

authorized Without restrlction. A sovermnental cOJlllD1ttee on foreign 1DveetMDt

1e to review investment propoaala; fiDal approval rests With the Cablnet.

ID June 1955, the Bumeae Gove:mment issued a statement setting forth iD

detail prov18i0D8 resuJ.atiDg new tore1sn pr1vo,te investment in Burma. Accord1DS

to the 8tateaent, pr1vat. inve.tors are to be e~cluded tran two branches ot
actiV1t7, ne.ly, public ut1litie. and the manufa.cture ot 1lUD1tiODS. At the ...

twe, the QovemMDt ilsued a list ot 1Ddustrles in which prlvate 1nvelt1leDt,
\

dc-.lt1c or tore1p, '.11 e.peci~ desired. It was indicated that forellD
inveltMDt iD auch venturee should preferably be made jointly vith domestic

capital. TIle extraction of Datural resources may be undertaken by private
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iDft.ton 1D partDenbip with the OoftmMut or UDller cODtract V1tb tile

Oover.-t; the _x:taua foreip participation iD auch UDd.ertak'DP, laaftver, la

l1JI1ted to 40 per cent. AD exceptiQD to this l1II1tatian la -.le, banvel', in

petro1eull develOJB8Dt.

The Qover.ament atated iD thi. aDrtOUDc__t that it vou14 paraatee Dew

enterpri.es aplDat Dational1zation tor aD asreed period, ao~]17 of Dot less

tMD ten years, &Dd. that 1t vou14 pay equitable caaptnaatlon in tile eveDt ot

nationalization, the balis ot cCIIpeDsatiOll to be di8cuss'" V1th prospective

investors. Poreisn lIlveBtors VO\Ild. be perm1tted to tnmater currat eam1Dp aDd

the repatriation ot 1DvestMDts over a "naecmable pe!'S.o4" vou14 be allove4.

Cubodia

A b111 cODe.mins iDvestmeat ot toreip capital eu approved ill March 1956
'by tlMt cambodian COUDcil ot tbe Rea1l'l UJ4 aula1tte4 to the Ratloaal Aa...q. The

bill provide. that iDcClD'lDI iDveSt&ellt8 are to be subject to prior authorizatiOll

'by the Govert'DM"t. Proviaion i. l1114e tor a sovemment IU&rantee _1nst

natlcma1lzation or expropriation Vith1D teD to tveDtY)'ears ot the .stabllshMnt ot
Ul atezprl... TraDaters ot protitl are to be 1111:1ted to 8 per cat ot the

invested capital, aDd capital repatnation upon'l1quidatiOll l1JI1te4 to aDDQ&].

1Dlt&!ments of 20 per cent. It 1. indicated that the CuibocU.aD Oovern-ent or

QuIbocl1a~ natione,)s ...re, in Seneral, to participate in approved invest.-ts to tbe

extent ot 50 per cent or ~re ot the slare capital; likewise, at leaat balt of

tbe ep10)'88s are to be c.m1vv\ian citizeu.

C.ylon

Kev polleies With respect to torel~ illveatmeDt were .et forth 'b7 the

Oovem1lleDt ill a White Paper in J'\lq 1955- Fonisn 1I1ftaton :lDteDd.1DI to UDdertake

lDVll!8t1DeDtS in the country are to 1DtOnl the Govez'.,eD't tbroush appl1cat1C1l to
the Pr1M M1D1ster, who 18 to be ..sisted by aD advisory board iD c0D8icler1Dl

projecta. Flexible criterla are to be applied in Icreen1"s appl1cat1ou. Forelp

lDvestMnt ia to be encourased where a "senu1De prosr- ot productiCIDIt ailta,

¥bere there ia iDe4equate dcaestic capital or tecbD1calkDov-hov U4 vllere tbe

country's balance ot ~t8 can be atreDgtbenec1. ID leneral, toreip lDveotIwDta
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concerned _iDly vith finance, commercial trac1.e or agency management are not to be

enc~urasf!d unless technical assistance can be demonstrated to be an important

contribution of such activity. Althoush no specific rules exist, great importance

1s attached to the training ~ employment of Ceylonese nationals and to local

financial participation.

Aa regards exchange res crictions, the Wh1te Paper states that in the event

of the continuation of exchange control, the Government would freely pe:rm1t the

rem1ttance ot income from foreign investments and the vithC.:'~~fa1of foreip

capital. Under present regulBtions, p""occ~d.~ from the sale or liquidation of

assets owned ~y per.manent residents of the sterling area are freely transferable

to the country of residence; in the case of residents of non-sterling areas, the

proceeds of approved investments made after 1 January 1950 are transferable up

to the amount of the original investment. The proceeds of investments owned by

residents of non-sterling areas can be c:i;'edited to a blocked account I if the

original 1nves~ent ws net approved by the Government or was made prior to

1 January 1950.

China: 'I8.iwan

A law relating to pr ..vate foreign investment was adopted in July 1954. Rew

investments in the country are subject to approval by the autbor1ties, according

to prot''!dure specified in the law. The profits of :;):·;rrcved investments are

guaranteed transfer into the original currency ot the investment at a rate not

exceed1n8 ,15 ·per cent of the value of the investments. Transfers in excess of

15 per cent may, however, be approved on an individual basis. After the aecoDc1

year ot the investment, repatriation of capital, including reinvested earnings, i.

permitted in yearly quotas not exceeding 15 per cent. The statute accords

foreign-owned enterprises equality of treatment with domestic enterprises aDd

provides tha~ if foreign capital constitutes 50 per cent or more of the total

iD,vestment, the enterprise is to be immune from expropriation for a period of teD

years atter its establ1shment. The privileges a.ccorded by the SUo tute are also
. ,

available to foreign investments eXisting a.t the time of its enactment, provided

application for approval was made on behalf of such investments W1thin two mantha

of the promulgation of the ls,,~.
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During 1954J the Gove.rm-nt also ameDded certain measures designed to

encourage Chinese residents overseas to eng88e 1:D productive enterprises in

Taivan, which had been issued in Octo~r 1952. The amendments were incorporated

in a statute enacted in November 1955, wh1cbprovides that Chinese residents

abreed who invest in the production ot essential. consumption goods or exportable

Sooc1s are to be ent1tled to the, same pr!vileges 88 foreign national s who iDvest

iD Chinese enterprises.

IDdia

Du:r1DS the past several' years J a number, of official statezteDts have been

Iaaued cCIlcerning Ind1a I s interest in attracting t.oreign private capital tor
. .

purposes ot eCODaD1c developnent and reitemting tbe rights and flssunmces grazrtecl

to t~reIsn investors under existing laws and policies .l:i/ Specific lleUures have

&l8o been adopted vith the purpose of at.tracting foreign cap1tal into approved

1DveetllDeDts.

Thus, "in order to st1mulate investment of foreign capital in desirable

cblmnela", the Govel'lllent in March 1953 announced the relaxation of exchange

regulat1QDs .govern1nS the repatriation of non-sterling capital 1J1Vested 1n approved

A recent SUD'Ilry of the Government I s policy is contained 1rA the foUow1Dg
statement by the ~ster ot Fjoance of India:

"ForeIgn capital is welcome on terms mutually advantageous to the
,investor and the country. As far as possible, the majority interests iD
CMl8nJh1p end effective cC'ntrol should be in IDdian !lands. ibi8 i8, however,
not a hard and fast rule, aDd exceptions are made wbere necessary iD the
nations,] interest.

"Then, tbereshould be adequate prov1sion for the tra1n!Ds ot Ind1an
personnel for taking over :technical and administrat1ve posts in the
enterprise.

"Foreign enterprises Will, after admission, have equality of treatment
with Indian enterprises. Fair and equitable canpensatlon will be pa1d it
the Government acquires any forei~ enterpr1ses . Foreign enterprises are
assured of reasonable facilities tor remitting profits and repatriatiOD ot
capital and also for any compensation paid on acquis1t1o:l."

"
International 'Bank for Recons'tructlon and Development, St~

Proceedl!!&!J Ninth Annus.l Mee't1.ng of the Board of Govemors lw~, D.C.,
1951i), page 45.

z
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projeets after 1 January 1950. Previously, the repatriation of such capital was

l1m1ted to the amount ot the original investment. Under the new arrangement,

approved investments made after 1 January 1950 by residents of countries other

than those iD the sterling area, and ~nmsl'k, Norway and Sweden, ay be

repatriated at any time j this arrangement includes capital appreciation in the

value of investment. Thesefacil1ties do not apply, however, to shares purcbaaecl

OD the stock exchange unless such purchases were an integral part ot an

iDft8tIaeDt proj.ct approved by the Government of India after 1 J8aUal7 1950.

~e broad outlines of India's policy towards private foreign investmeDts

were laid down in ~he Government's industrial policy resolution ot April 19J18
aDd the Prime Minister's statement in th\! Indian Parliament iD April 1949.. ID

April 1956, the Prime Minister me.de a further statement on industrial policy 111

the IDd1an Parliament, modifying earlier policies establishing certain categori••

of industry reserved for development by ;;,he State or by private enterprise. A

number of iDdustries were added to the list previously reserved tor excluaive

future development by government enterprise. These cover air transport &Dd

several branches of heavy industry, including iron and steel, heavy Jl8Ch1nery,

certa1n branches of m:1Ding, and the generation aDd distribution of electricity.

The new policy does not appear, howeve~, to apply to existing enterprises in tbes.

sectors.

Dur1nS the period under review, several new f'inancial institutions were
•

established iD IDdia to stimulate investment in.-.nufacturing and other

activities. or particular ~ortance tor the st1lllulation of foreign iDveataent

was the establishment ear13 in 1955 ot the IndWJtrial Credit ami Inve8tJDeDt

Corporat10D ot India. The new corporation i8 a privately owned enterprise

deriving its capital frail private and public sources within India aad abroad. lot

has an authorized capital of 250 million rupees ($52.5 mill1on) &Dd BD 1n1tta1.

capital ot 50 million rupees <$10.5 million). The purpose ot the new

corporation is to prCDOte the developnent ot privately owned 1ndustrial

enterprises in India. This task is to be undertaken both by the provi8ion ot
f1Dancia1 far.:illties and by assistance to indua'tl')" in securing n:anagerial &Dd

technical advice.
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Indonesia

In December 1955, the GoverDlllent ot Wot'sia issued a stateMDt concemsDI

its policy toward private foreign investments. In certain sectors of lpecial
. .

public interest, includi128 railways, telecOlllllUDicat10na, inter-insular

Davisation, electricity, and irrigation and wate~ supply; all enterprises are to

be 10verDllent-owned. The 8DDouncement stated, b.0W8ver, that aistillg toreip­

cnmed enterprises in such fields would not be nationalized 'except OD 8Ireeaent V1th

the owners. In other industries regarded as ,"basic", foreisn capital il not to

represent more than 49 per cent of the to'tal sbare capital. Rqulationa resard1DI
fore:l.p investments, and special tranaitory resuJ,atiODs tor ui.tinS toreisD

enterprises, are to be ,\ravn up j they are to 1Dclude l1m1tati0D.8 on use ot laD4 tor

industrial purposes for a max:lmum period of torty years. 16/ .
Acco1"d1Qs to the announcement .. ' transfer abroad of all protits accru1Dl to

toreign investments would be freely perm1tted, as would repatriatiQD ot tOftip

capital atter a certain period of operation. Transfers of protita due DeIl­

residents are subject, UDder an emergency act of 1954, to a 66-2/3 per cent

exchange transfer tax, With the exception of profits ot foreign entepr18.1

established after 1953. ID explainiDg the imposition of the aurcharse, tU

~nlment 1Dd1cated that aD. increase in the profits of ex1st1D8 torelsn

investments aa a result ot internal iDflation h8d Dot been acccnpm1e4 by a

correapond1Dg change in the official rate of exchange of the rupiah.

Southern Korea

A draft law, prepared in 1955 aDd presently under consideration, cemt&1D8

rules and regulations governing i!lvestment of foreign capital. The draft

estAblishes procedures for authoriz¥1g new investments and prohibits expropriat1OD,

except for public purposes, for a period of fifteen years after 811 invelt1leDt

1s made. While all payments in respe('+, of 1nv~"eible transactions aDd capital

rem1ttances at present require official approval, the proposed law provides tbat

the capital ot authorized investme:lts ~y be W1thdrawn after two years &Dd that

the authorities may impose certain limits on transfers of inccae 8Dcl capital.

16/ Regulations 1mplemexrt.1Dg ""the ~C1;3J-e.xpres&ed .in the-'eJUlOUDCceut have not
yet been issu.ed.
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Pakistan

In November 1954, the Government of Pakistan announced the liberalization ot

certain policies adopted in 1948 concerning private foreign investment. The

policy adopted iD 1948 required t~t Pakistan capital be given an option to
,

subscribe at least 51 per cent of all share capital aDd debentures in thirteen

specified industries. In addition, foreign investors were required to provide

facilities tor the training of Pakistan nationals and to afford opportunity tor

their participation in newly established enterprises. The GovermD8nt UDdertook

to allow transfer of "a reasonable proportion" of profits tram foreisn

investments. It was Itated that no restrictions would be placed on such

remittances "other than those of general application arising frcm foreign exc""'!le

l1m1tations and policy •.. ". No specific cClllllitment was made regarding the

repatriation of cap!tal of foreign investments. The entry of capital tor new

business investments was subject to approval on a case-by-case basil. certain
tax concessions were offered to stimulate foreisn and domestic investment••

According to the announcement of 1954, the Government will guarantee the

repatriation of foreign capital invested after 1 September 1954 in approved

industrial projects, together with profits reinvested with the consent of the

Government in approved enterprises .El The new repatriation facillties do not

apply, however, to the purchase of shares on the stock exchange \mless they are

an integral part ot an approved investment project. Remittance of profits

continues to be goyerned by the policy adopted in 1948.

Under the amended rules, foreign investors will be permitted to own up to

60 per cent of share capital in thirteen specified industries and up to 70 per'

cent in other industries, vith the exception of public utility enterprises, in

which the percentage of foreign capital will be determined on a case-by-case

basis.~/ The new announcement further states that. in the event of expropr1atlO11,

};1/

113/-

A list of twenty-seven industries in which the investment of foreign capital
is to be allowed repatriation facilities was announced in January 1955. The
same privilege may be extended, however, to investments outside the specified
list with the approval of the Government.

In actual practice, the restriction on the maximum percentage of foreign
investment has been applied rather flexibly ..
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Just &Dd equitable compensation will be paid and will be -.de freely transferable.

A government bureau has been established to provide intor.matiOD aDd assist

prospective foreign investors.

The Philis>ines

In January 1954 the President of the Philippines stated that it was

~e8irable to take steps to attract private foreign investment. Subsequentq, a

mission appointed by the President to study the question of stimulating foreign

investment in the Philippines recamnended the adoption of a general law

regulating private foreign investments.

At present, all new investments entailing rem!ttances abroad or transfers

of .capital require prior approval of the Government. The right to engage in a

number of fields of economic activity is reserved to Pb11ippine nationals, aDd in

a number of indusiiries .- including banking, developaent of natural resources and

land transport ~ foreign participation is l1m1ted to a minority interest. The

position of tmited States investors is governed by a trade agreement between the

Phil'1ppines and the United states, which was revised in 1955 and which entered

into ,force in 1956. This provides, among other thinss, tor non-discrim1Datory

trea~t of citizens and business enterprises in both countries with respect to

the development of natural resources and public utilities.

Tbailand

The ~vernment of Thailmd adopted an industrial promotion act in

October 1954. The legislation does not establish general regulations for private

foreign investment, but provides for a commission to advise on the promotion of

investments vith reference to such. matters as types of industry to be pranoted,.
exemption·fram taxes and duties to be granted to approved industries, and

conditions for remitting income and capital of certain foreign investments. The

Government is authorized under the act to provide a guarantee for transfer

abroad of current earnings. In general, the Government has followed the policy

of making exchange available for rem!ttance of earnings on existing foreign

investments. A governmental committee has been established to examine and revise

legislation and practices which are likely to tmpede foreign investments.
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According to an official statement in October 1955 foreign cap1tal may be

invested vithout restriction in industries, whether foreign- owned or owned

jointly with nationals of the country. Among the activities reserved to the

Govermient are railways, domestic c1viI aviation and port facilities. Prior

approval by the Government 1s required for investment in public utilities,.
development of natural resources, banking and insurance. A law of 1954 specifies

the maxiJDum area of land - ~ependi~ on purpose - that an alien may acqUire.

,Western EurOE!

Almost all co~tries in Western Europel9/ and their dependent territories

re~te private foreign investments n:thin their area in some degree, The

regulation. is, however, largely confined to exchange control and is imposed mainly

,with the balance ()f payments considerations in mind. In addition, sane countries

have,l1m1ted foreign investment in specific sectors for reasons unrelated to the

balance ot pq,ymentsj ,this applies particularly to investments in dependent

territories and to investments involVing mineral exploitation. With regard to
. "

1nvestment~ once admitted, the righ~s and obligations of foreigners in the

conduct of business w1thin these countries and their dependencies are generally

identical vith those pt nationals. In a few countries, however, a minimum amount

of local financial or managerial participation may be required,as a condition ot
approval of a new investment, but statutory. exclusion of foreign capital 1s.
rarely found.

It is therefore evident that regulation of foreign investment in most

European countries consists largely of administrative rulings, mainly in the tield

of excbange control. During the' past several years there has been a tendency in

certain countr1es to liberalize restrictions relating to capital movements.

The entry of' foreign capital for investment in particular projects remains

subject to authorization by exchange control authorities in most countries of'

l:!i./ The countries to which this section refers are Austria, Belgium, Luxembourg,
Denmark, .France, Western Germany, Greece, Iceland, Ireland, Italy,
Netherlands, Norway, Portugal, Sweden, Switzerland and the United Kingdom.
The information is based partly on a repOrt of the Orgara188tion tor European
BconClll1c 'Co-operat1OD, Private t1J11ted States Investment in Europe and the
Overseas Territories (Paris, 1954).
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Europe. No author1saticm is requ1Nd, however, iD Italy aDd Sw1tserJ8Ddi aDd iD

Belgium, Luxembourg and Portugal, the regulation of entry is desiped~ to

obtain 1Df'ormation in order to prevent subsequent evasion of exchMse restrictions.

Elsewhere, ~ontrol is exercised ma~ vith reference to the potential 1JIIpect of

the investment on the econeDy at the host country aDd, in the case at UDited Stat~s

investment i vith particular reference to the anticipated effect on the country's. .

balance of PQJD8nts with the dollar area.

With the ge:neral eaainS of excbMge restr1ctions &Dd reduction at
.di8cr1m1 nation in trade aM payments that has occurred durins the past several

years in Europe ~ however, it appears that these critena are applied vith

couiderable flexibillty. Furthermore, several countries, iD their desire to

.attract foreisn capital, have s1lllplified the procedure for author1zinS capital

1DIpOrts tor direct investment. Thus, the Nether] aDds has created a 8insle 81ency

which bandles all admin1strative procedures for f'oreisn inve8tment aDd _inta1ns
~ "

an ottice in the UDited States to attract invea:tZlent·s in the Rether1anc\s,

particularly by manufacturing concerns. A s1m1lar ceDtral1zatiCll of' procedures

has occurred in Belgium, Italy and the United Kingdom.

In most countries of the area, the transfer abroad ot iDcaae f'rCID new

investments (both direct aDd portfolio) i8 now freely perm1tted, rep.r4le8s of'.
the 9urrency involved. Very few l1m1tations exist OD the transfer of' lDcCDe traa

earlier investments, that is, those in existence before a date specified by the

exchange control authorities.

As regards repatrlati.on of capital, there is 8a1le variation 8IlODS different

forms of investment. Repayment of loans in accordance with the tenas .of the loan.
contract is always permitted. Permission to repatriate freely'the oris1Dal

capital of new direct investments is a:pnost autClD&tic in most countries. ID 1953
the tbited Kingdan further liberalized its regulations to permit free

repatriation of capital derived from reinvested earnings or capital pin8

resulting from the sale of assets of approved new investments. During the past

several years,. as noted in cbapter 3, restrictions have been 'considerably eased

on transfers arising from the sale of securities by non-residents, particularly

in Belgium-Luxembourg, Western Germany, the Netherlands,' and the United KingdClll.
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In two countr1e.s of the region, Greece and-Italy, special legislation relating

to foreign investments has been adopted during the period under review. In 1953

Greece eD8Cted a law designed to provide certain assurances to private foreign

investors aDd to regulate the status of private foreign investment in that
. 20'

COUDt17'~ Approval of each foreign investment is to be granted by a special

80vemmentai qency and it must take· the form of a royal decree, in which all the

ccmditions pertinent to the. establ~sbment or operation of the foreign investment

are detiDed. The decree defines the form in which the capital is to be imported

and the 1nve~tor's rights to· transfer profits .and repatriate capital. The decree

CaDDot be altered ~cept With the consent of the foreign investor. The law limits

transfer of earniDis to 12 per cent per annum of the amount of eqUity. capital

(incltd1n g" capital financecL trail reinvested earnings) and 10 per cent per annum
.on loan capital; the repatriation of either class of call1tal is l1m1ted to

10 ~r cent per annUlI. If ex"isting foreign exchange restrictions are removed,
~

the l1m1ts 00 rem!tt~ces shall then cease to apply. Certain tax exemptions may

be granted under the "law to enterprises established with foreign capital, e.nd
. . .

foreign 8Qterprises are exempted f~ compulsory expropriation. All approv~

investments are assured of treatment as favourable as that extended to similar

enterprises in the cQUDt17.

ID. Ita~ a law was adopted in 1948 (Decree- law No. 211) to tacilltate

rem1ttances arisi118 trail investments made through the transter ot Swiss trancs.
or Canadian or tl11ted states d~llara. Earnings on such investments were made

freely transferable abroad, up to an annual amount not exceeding a percentase of

the origioal.· investment, equal to the legal rate of interest plus one per cent.

Amounts in excess ot the liID1t Were to be paid into a special account. Transfers
" .

trail such accounts were to be allowed,. however, in pa~nt tor certain invisible

items. TraDsfer' of the capital of the investment was to be allowed in instalments

after a minimum period. These provisions were liberalized by law No. 43 of

Febnary 1956, creati118 two categories of foreign investments. Enterprises

desipated a~ "productive" My freely remit income and capital, including

reinvested earn1Dgs. The transfer of income from other investments is l1mited to

8 per cent of the investment, and the capital may not be repatriated until two

years after the investment is made .
•

20/ A legislative decree of 22 October 1953 concerning the "Investment and- Protection of Fore1sn Capital".




