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TEEMS OF REFERENCE

As one of 10 actions in his program to reduce the deficit in
the U8, balance of paymentz and defend U5, gold vesarves,
President Kennedy, on October 8, 1062, appointed thiz Tosk Force
end charged it with developing programs in the three follpwing areas:

{1} 4 broad and intensive effort by the U5 finaneial eom.
munity to market securitiss of U5, private compenies to
foreign investors, and te increase the availebility of foraign
finencing for 17.8. business operating abroad ;

{2} A review of 1.5 Government and private activities
which edversely affect foreign purchaszes of the sequrities of
T1.5. private companics; and

{3) The identification and criticel appraisal of tha legal,
administrative, and institutional restrictions vemailning in the
capital markats of other industrial nalions of the free world
which prevent the purchuse of TS, sequrities and hamper U.5,
cenpanies in Anancing their operations abroad from non-ULS.
EUTCRS.

In Dwecember 3963, President Johnson reaffirmed President Ken-
nedy’s charge o the Task Force and msked that its report be sub-
mitted to him.
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LETTER OF TRANSMITTAL
' Aprm 9T, 1054,

Drar Mr. PresmpexT:

As charged by President Kennedy and reafirraed by you, we hove
exumined wiys ared mewns of promoting inereased foreign investiaent
in the securities of T.5. private componies and increased foreigm
finanging for i3, business operating abroad.

Herewith we submit our views as to the netura of the prob-
lems, the obstactes to be surmounted, mnd our recommendrtions
for actions by the privnle sector and the (Government. Wa have
endedvored to limit our recommendations te measurcs which we
believe can produce tangible results within st least the medium
term.

It should be recognized that no single recommendation of ours
ean be expected o have & sudden or dramatic eflect on the balance
of payments. Carrying ont onr recommiendations will require o
broad range of actions by TS, international business orpaniza.
tions and 1.5, financinl firme, the executive branch of the Govern-
ment and the Congress. Efferts by the United States to attrack
and retain fovelpn Jnvestment con sueceed, we believe, only if they
oceur within n framework of sound 118, Rszal and monetory policies.

Confident, that the programe which we recommend can contribute
to reducing the deficit in our internationnl transactions, we pledge
our own best elforts toward achieving their suocess.

Yery respectfully yours,
Hewzy . FowLen,
Elairmean,

Rooert M. McKixaey,
Erecutive O fficer.

Cieamyg A, Coodss,

Freomicx M. Eatox.

G. Kurry Fowstox,

Grorae F. Jases,

Georoe JJ. Lexess.

Avpre MevER.

Drisky Riciarogon.

Anminr K. Warsnx,

Warter B. Wrikron.

Jouw M. Youxo,

Rawes A Yoowe.

Tue PresipexrT,
The White House.
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1. Introduction

The mapnitude and perzistencs of past 11.5. balance-of-payments
deficits, ascompanied by large gold lesses, have been of increasing
concern Both to the publie and private sectors of cur country. This
situation, If allowed to continue indefinitely, would endanger our in-
ternational finghcial position. During the past 9 months there hes
been an improvemsnt in ocur balnnce of puyments. Sines some of
this improvement may be only temporary, the importance of dealing
with the basic factors inwvolved in the problem is in no way
diminished.

Significantly, onr balanes-of-payments deficit does not arise becausa
of any geneval inability to eompets in international markets, Indeed,
wn have had & lepe expor surplus of commeraial goods and services.
However, this surplus, which includes the corrent return from .5,
foreipn Investments, has not heen larpe enoupgh to offset our Govern-
ment expenditures nbroad far defense and for economic aid, together
with our outflow of new private eapital.

That our e¢xports of capital—especially in the form of long-term
investment-—have been on a large scale 15 nalural. The U.S. economy
generates s large volume of savings. No other country bas a com-
parable capacity to supply capital both gt hame and abread. As e
result, the United States has supplisd much of the free warld demand
for capital throughout the pestwar period. Retorns from these in-
vestments, already & major Tavorable element in our balaace of pay-
ments, will be aven more important in the future.

Nevertheless, concentrated outfiows of private capital can creats
severs difficultics, even fov a country with the financial strengih
" of the United Btates, Dificulties arise particularly when such
capital movemenlts oocutr ab o time when the dellar is elready under
pressure for other reasons. The United States experionced such
a combination of conditions in 1862 and early 1983, This created
g situation which—hed it been permitted to continwe wnehecked—
eould have imperiled the stability of the dollar and, hence, of the
international monctary eystem. -

These conditions led to a series of actions by the TS, Govern-
ment in July 1883, This program included massures lo: (1) rmise
short-term intersst rates, (2) reduce further Govermment expendi-
tures overseas, (3) expnnd commercinl exports, (4) inerense for-
aign tourism in the Urnited States, 2nd (5) fAnance the balance-of-pay-
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ments defieit i ways that result in o minimum drain on our gold stock,

In addition, the President requested congressional wpproval of the pro--

posed inlercst equalization tax en purchuses of forelgn securities by
1S, residents, desipned as a temporary cxpedient to stem the ncealerat.
ing cutflow of private capitel into foreign portfolio investments.,
Iy, hiz wmcssage presenting this program, Fresident Kennedy an-
nounced his deciston to creats this Task Force and set forth its
terms of referencze.

In carrying out its assipnment, the Task Force called for advice
and assistance From major sepments of the ULE. industrisl #nd
financial communities. The counssl received from representatives
of investment banking and brokerape fems, seeurities exchanges,
ihvestment companies, commercinl banks and indusirial corpora-
tions hae contributed grestly to the sffectivencss and realism of
the Task Foree's deliberations,

The purpase of cur report is to set forth actions which we recom-
mend be taken by the U.S. private secter and the U.8. Government,
desipmaed —

1. To improve the U.%, balunce of international payments
by increasing foreign investment in U.S. corporate securities;

4. To puide U.8.-based international corporations into making
increased use of the pools of savings now nccumulating in in-
dustrizl nations in which they do business; and

3. To help establish conditions under which restraining in-
Auences on capital flows between the industrially advanced
countries—Iinclnding the proposed U8, interest equalization
tax—ean be removed, diminished or sllowed to expire.

Becapsa of the favorable prospects for the TLE. economy, some of
the savings seewrnulated in other industrial enontries are Aowing hero
for investment, It is not wnreasonable to ezpect that this flow conld
be incresced, purticularly if U8, taxetion of foreign investors and
oblher inhibiting factors were slleviated and cur private selling efforts
reinforced.

The incentives and influences governing international capital flows
are, however, complex and not whaolly predictable. Habits and fears
derived fram a lifatime of experienee wilh wars, inflation, depressions,
and erises arc at lgast a5 important in influencing investment, decisions
as are the day-to-day mevements of security prices, dividend rates and
eoomomic indicatars,

Against this background, the main concern of the Task Fores has
been to antisfy itzelf that its recommendations will aperata in the eight
direction, and a5 promptly as possible.

The findings and recommendations of thiz report are directed to
inur main Lreas:

Firct, the T.5. finencial community ; that. is, investinent banking
and brokerags firtns, coramearcial banks, investment companies and
=acurities oxchangos.

Second, U.5. industrial covporations with substantial opera-
tions overseas,

Third, 1.5, taxation of foreign investors in 175, securities and
the clavification of questions which lere arizen in eonnection
with tha edininistration of Federal securities laws,

Foorth, the reduction—or elimination, where circumstances
pormiit=—-of monatary, legal, administrative and institutional re-
strictiona abroad which inhibit investment by foreigners in the
securities of 1.5, corporations and which hamper TS, com-
panies in Anencing their oversea opevations from forepn sources.
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: tmns Involving the U.S. Financial Community

. jon of Lhe repert presents OUT views as to mensures which
muntles industry—brokers, dealers, investment bankers, se-
isnges, and investment companies—and ¢ommereial ba nks,
. hun with TS, corporations whose chares are publicly held,
156 m increase the owmnership of .8, corperate securities hy
rsfm ‘the other mdustrial nations of the free world.
gunership of equity securities by the public is not nearly
gther countries as in the United States. Foreigners owning
ties tend to be na],]th}f, suphmtmated investors, In most
ﬁw.htms for sery Jng a bread investing public have not been
o0 intensively a5 in the United States. Mozt tnvestors
J,{m hegunter dificulty In obtaining information about companies
l‘-ﬂﬂﬂ‘:' fllies: Securities trunsactions are generally handled through
w‘{' lEI'L vh moka little or no effort to encournge equity investment
eI ts with small aceounts. Indirect cwnerchip of equities
tutions, such o5 pension and insurange funds, iz at o bess-
(| stnge abroad than in the United Stetes; moreaver, the num-
'ﬁ!ﬂ of such institutions are con s1dcrub1}r smailer than in the
Despite these circumstanees, we believe foreign pur-
seourities can be significantly expanded.
3 mendutmns here are congernad with {1) selling US. cor-
.. ies abrond, {2} sdapting 1.3 corporate securities to for-
';_J rﬁ‘kets, {3) selling U.B. investment company shares abrond,
3.;, |1|;u'.'|d|ng information to foreign investors, and {5) attracting
|E'r: E‘Lnk deposits,

I.S. Corporate Secorifies Abroad

_ __e‘:q:é-mmendatian Nog 1

B, investment bankers and brokerage firms
hould infensify their efforts fo develop facili-
f-f"‘-%. for reaching foreign investors directly.
feecommendation No, 2:

LS tnvestrnent bankers and brokerage firms
shiould seek modification of foreign reguiations
and practices which unduly restriet the ability
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of 1.8, firms to promote the sale of US SECUTI-
ties or to deal directly with potential foreign
customers,

Foreigners mey buy 1.3, corporate sec_urit':as by (1} placing
ordere with foreign benks or brokers, who n turm may either place
the oprders with ULS. fem for ecxecution in the 1.5, market or axecubs
the orders on & foreign exchange or in the foreign ovf:r-t.lm-mm}ter
market; or (2} placing orders divestly with brokers in the Unitod
States or with their oversen offices for execution 1 the Un]ted Siutes.
However, aot all ¢f these channels are open in all countries.

Despite the recent growth n offices of 1.5, hm!ramga fizms
abroad, sales efforts by U.S. brokers ave hampﬁrgd in most for-
eigh countries by rostrictions on nidvertising or ditect approaches
to potentinl investors. In some cmmtr‘ms,_TJ.S. broleerage firms
arn prohibited from soliciting securities husinese of any kind. In
gthers they are permitted to deal only with banks. _ .

Qpportunities may exist to open new channels for dealing ds-
rectly with the local investing public. FEvery effort shm_.lld be
mnazde to fAnd and utilize such opportuaities, even though it may
require modification of established practices or governmental regu-
lations.

Rerommendatton No. 3:

U8, investment hankers and brokerage firms,
with the cooperation of interested U.S. eorpora-
tions, shouid endeavor to obtain shares of UL.S.
corporations for distribution abroad.

Th certain cases it may be possibie for U5, securities firms to obtain
blocks of T1.3. securities for disteibueion exclusively abroad. Distri-
bution abroad may involve o greater amount of time and effort and,
pussibly, sreater compensation to foreign birgher-dealer ficmms than
would distribution in the United Stales. However, as pointed out be-
low, certain circnmstances may be present which wonld signifieantly
increase the attractivences of exclusive oversen distribution.

One seurce of such blouks would be outstanding securities that would
have to be registered with the Seeurities and Exchange Commission
{SEC} if sold in the United States. 1lawever, beeause of the time
and expense invelved, or for other reasong, it may not be desirable to
register such blacks. Holders of such seeurities might prefer to have
1.5, seenrities irms undertake distribution sbroed, and thua aveid the
ineonvenience and cost of registration with the Securities and Ex-

change Commission. 11.8, corporations could cooperais by directing
attention of Jarge stockholders to the possible advantoges of selling

_ blocks in foreign markets,

Where the expenses can be justified by sound business purposes, in-
terasted U.8. corporations might be willing to absorb cosis of distribut-
ing their shares abroad. In such circomstanees, blocks of shares could
be provided by twwo mmeans: TPirst, corporations wishing to raise addi-
tional cpitel could, whern feasible, issue new shares for sale abroad.
Second, corporations which consider it advantageous and prac-
tical to hove incrensed foreign ownership of theiv shares, but which do
not need new capitzl, might have blocks of thelr putstending shares
acquired in the open market for aventual redistribution sbroad.

It would ba shortsighted, however, to take ndvantage of inck of
regulations in other sountries comparable to thess of the Securities
and Exchange Commission in the United States. As long as ade-
quate disclosures nre made when igsucs are being offered nbroad, thers
ghould be no need to go threugh the formalily and expense of regis-
tention in the United States.

Recommendation No. 4:

The Becurities and Exchange Commission
should issue a release setting forth the cireum-
stances under which it would normally issue a
*no action” letter providing that no registra-
tion be required on public offerings of securities
onfside of the United States to foreign pur
chasers, including dealers.

The Securities and Exchangs Commission heretofore has been
helpful in issuing “no action™ lettors in individual coses when the
facts permitted. If o gencral policy could be set forth, however,
it would clarify the position of the Commission m this regard and
fucilitote the sctivities of TRS. investment bankers in foreign
markets, It would ales be helpful if such a poltcy statement
indicated that {1) s simultaneous private placement of the same
securities inn the United States would not prevent the issuance of
& "no action” leiter, and {2) the sals could ba conducted from and
clozad in the United States,

Resommendation No. 5

The Securities and Exchange Comumission
should issue a release eliminating the require-
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ment that foreign underwriters partieipating
exclusively In distributions of securities to non-
residents of the U.S. register as broker-dealers.

Foretgn securities dealers nro often asked to participate i o
11.5. underwriting or selting syndicate. Although the Securities
and Eschange Comunission has attempted en o coase-by-cose basis
to free soch foreign dewlers from the necessity to repister as
broker-dealers, enpugh uncerininty remains to make this situation
an impediment to the swccesstul distribution of TLS. securities
abroad. There should be no requirement for foreign brokers Lo
register even though they may belong to an underwriting or sell-
ing group, other merabets of which are engaged in the distribution
of the sume secutities in the Wnited Siotes,

Eeeommendalion No. 6:

U.B. investment bankers should include foreign
banks and secuarities firms as anderwriters,
whenever possible, or as selling group menibers
in new offerings and secondary distributions of
either domestic or foreign securities.

The inclusion of forvign banks and securities firms as members
of the underwriting groups for domestic or foreipn securities
would directly involvo them in the responsibility for the snccess.
ful distribution of a portion ef the oflerings abroad.

Recommendaotion No. 7.

U.5, investment bankers and brokerage firms
should organize the wnderwriting and distribu-
tion of " dollar-denominated forcign securities
issues g0 that the maximum possible amount is
gold to investors abroad.

In the past several years, sales to foreigners of new scourities
issues underwritten in the United States bhove been primarily for-
eign governiment tnd foreipn corporate bends {ineluding converti-
ble debt securities) denominated in 705, dollors. Since the pro-
posad of the interest egqualization tux, however, such issves in the
UI.5. capital market have been practically nonexzistent. When final
nction has been talken on the taz and the market for newly issued
foreign securities reopens, U8, investment bankers should endeaver

B

to place the jargast possible proportion of these securities shrosd
m grder to minimiee the impaet on our halance of payinents,
(Frow the standpeint of the foreign bortower whose securitiss fro
subject to the interest equalignbion tax, this will reduce the amouni
of the issue subject to the tux.} Similar efferts should be made with
respect to foreipn securities offered in the TNS. market which are
exempt from this bax.

Recommendation No. 8:

0.8, comuereial hanks should intensify efforts
to attract foreign trust aceounts for investment
in T.8. corporate securities.

Typically, trust accounts of foreigmers managed by 11.§. com-
mercivl banks are invested in TL3. =ecurities; thus their grawth
is & positive factor in our bzlance of payments New trust ac
eounts could be solicited by: (4) more intensive use of foreign
branches for this purpose; (b) oversen sales visits by irust alficers;
und (&) establishioent of oversea trust companies or related
facilities.

Recommendation No. 8:
The Becurities and Fxchange Commission
should serve as an information center regnrding
listing requirements, and distribution regulations
and practiecs abroad.
The Swurij;ies and Ezchange Commission hns cxpressed to the
Task Foree its willingness to serve ns a clearinghouse for in-

formation on relevant foreigm securities laws and practices and on
1Esuers’ experiences in saliing seeurities overseas

Adapting U.S. Corporate Securities To Foreign Markets

Recommendation No. 10

Major T.S. corporations should arrange for
U.S. banks and trust companies to issue,
through their foreign branches and eorrespond-
ents, depositary receipts for .S, corporate
shares. :

The Tusk Forea belioves that depesitary receipts in bearer or

registered form, which would be “good delivery” inteenationally,
would be useful in facilitating foreign investmont in U.5. cor-
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porate securities. Trading of depositary receipts on fomign_sumk
exchanges would be facilitated by Taving them {1} denominated
in fractions of whole shares, thus bringing the onit prices closer
to thoss customary in foreign markets, and {2} prined in the
language of {he country in which they ave to be treded.

The costs of the depositary receipts now availabls to European
inreslors are borne by the holders. Corpomtions whose securities
are already available in depositary receipt form, or whe wish to
initiate depositary receipt arrangements, should consider shsorb-
ing some of the costs of the service. Sume foreign corporations
whose shares ore traded in the United States in the form of
American Depositery Receipts presently bear such costs.

Selling U.S. Investment Company Shares Abroad

Foreign holdings of TS, investment ¢ompany shares have shown
o steady increase over the years. Initial foreign participation was
primarily through purthase of shares of closed-end investanent com-
panies, A few of these have had, and continue to have, substantial
foreigm shareholders; some are listed on Buropean stock exchanges.
With tha cooperstion of the companies concerned, foreign Inderest in
this mediuwn for investment in the T1.5. economy can be increased.

Sinen the foreign distribution of T.5. open-end investment comn-
pany (mutual fund} shares is largely through banks and brokers, op-
portunities for direct solicitation by the issuers are limited. A few
specinlized 1.8, sales organizations eolicit foreign investors directly,
primarily in countries without developed financisl institutions.

Recommendation No, I11:

U.8. investment companies should plan and earry
olt a program to acquaint foreign investors with
the advantages of owming U.S, closed-end invest-
ment company shares.

Recommendation No. 12:

Distributors of TS, open-end investment eorn-
pany shares should devise methods for achieving
additional foreign distribution of such shares,
whers locally permitied.

Recommendation No. 13:

U.S. investment company distributors should
seek the modification of foreipn regulations and
praetices which restriet the availability of their
shares to foreign investors.
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Recommendation No. 14;

{I.5. closed-end investment eompanies shonld seek
to plaee original and seeondary offerings of their
shares with foreign investors and, wherc feasible,
list these shares on major foreign exchanges.

The Investment Cormpany Institute has agread to inform il member
companies of the objectives of this Tosk Force, suggesting that they
underitalie more octive study of foreipn distribution opportunities,
Soma foreign banks and securities dealers on which T1.5. investment
comparnies depend for distribution offer shares of their own investment
companies, Neveriheless, {here ars banks and other potentixl dis-
tributuirs in Europe and elsewhere whe do not have cempetitive jssues
to offer. More aggressive search for such distributors would wn-
doubtedly develop additionsl sales.

In addition, the Institute is studying the feasibility of & detailed
country-by-country review of lege!, tax, end registration requirenents
to assist the educationni ond promotionsl eforts of 175 mutual fund
sponsars. Lt is also considering tronslution inte foreign lanzuapes of
bazic materials describing investment companies.

Providing Informatian to Foreipn Investors

The Aow of information on securities markets and individual cor-
porations which the U5, public receives ns i matter of conrse from
the press, radio, brokerage firms, advisory services, und directly from
compenies s unique. Abrowd, comparable infornation is oot pendily
avnilnble, Thus information disclosed by publicly owned 7.8, cor-
porations is one of our most effective petential rids ns we seck to
chonnel o growing ahare of foreign savings into ULE. investments.

Ferommendation No. 15:

In order to promote the purchase of U.S. cor-
porate seenrities abrond—

(e). the U.S. financial community shonld
epoperate closely with major T.S. corporations
in the dissemination of corporate reports in for-
eign languages and in the publication of finan-
¢ial data in foreign newspapers:

{b) U.B. investment bankers and bhroker-
age firtns should prepare research and statistical
reports in foreign languages for distribution to
foreign investors through local banks and secu-
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rities firms and promote the publication of more
detailed U.S. stock market and financial infor-

mation in the foreign press; .
(e) facilities of U.S. commerclal banks

should be fully utilized to distribute fo foreign
fnancial institutiens and investors reports, pref-
erably in foreign languages, on the U:S. econ-
oy ;

(d) U.B. securities exchanges should take
advantage of new eoramunication technigues and
redneed rates to promofe broader use abroad of
stock quotation and finaneial news services;

(e} U.B. investment bankers and brokerage
frms should offer securities orienfation and
sales training programs to personnel of foreign
banks and seecarities firms; and

{(f) U.8. investment bankers, brokervage
firms and securities exchanges should work with
their foreign counterparts and the foreign press
to broaden share ownership by foreign investors.

Some T1.5.-based international companies already publish reporrs
in foreign langunges. Distribution of reports directly Lo investors
nbroed is more diffioult than in che United States, howewer, and
is complicated by the predominant foreign practics of not nugis-
tering shares in the names of beneficial owners. Consequently, it
iz nacessary for such companies to work closely with foreign banks
to insure that their reports reach the actual shareowners. Com-
panies also should take particular ¢are to includs the foreign news
services and the foreign press in news distributions,

1].5. securities firins are an imporiant channel abroad for market
mformation on 75, securities. Hot simce local resulations or
traditions limit their ability to reach the publie dirctly in many
countries, 1.8, firms new concenteate their efforts on supplying
material to foreign banks and brokers. 5till missing, howerer,
is n means for providing broader circulation of {15, macket news
to the general public abread. To f1] the requircment, TS, securl-
ties firms with foreign offices should supply local newspapers with
abridged tables of prices of 115, serurities converted to jocal cur-
rencies. They should ascertain and provide the type of daily
market nows foreign papers will publisl.

7.5, commerciul bunks now de o thorongh job of keeping TS
firms informed of finuncinl conditions abread. Beyond this, they
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should intensify their efforls to nequaint foreipnerz with (he
general desirability of investing in the United States,

The full stock tieker service, which witil mow Ras Deen pro-
hibitively expensive outside the Tnited Siutes and Cannda, is
making s apperrange overseas. Beenuse up-to-the-minnte pries
informatien 15 a necessary hrokernge service, thie sheuld cocournge
Toreign imvestment in 1.5, seeuricies,

Porsonnel of foreign banks and brokerage Aems whe deal di-
rectly with ultimate purchnsers abroad often have little knowl-
edge of T1.5. securities or U5 market procedures. Represents-
tives of U5, inrernational geourities firms should consider sffering
sugh porgonnel condensed versions of the training given registered
representadives in the Uniled States.

LEducational progeams designed to broaden share ownership
would be advantureous te wlb indusirinlized countries.  ITere the
U5, securitics industry con play o constructive role, both direatly
and by assisting their foreign counterparts in devising snd con-
ducting their own informnation programs.

Attracting Foreign Depozits in 115, Banks

Recommendation No. 16:

The Congrass should adopt legislation disecon-
tinuing mandatory repulation of maximom in-
terest rates on domestic end foreign fime
deposits,

Recommendation Ne, 17:

Pending adoption of such legislation, the Federal
Reserve Hoard of Governors should administer
Regulation @ in a flexible wanner permitting
U.8, eommercial banks to meet interhationally
eompetitive interest rates on both domestic and
foreign time deposits.

Foreign time deposits with maturilies exceeding 1 vear in U8
banks arg =mimiler te foreign purchases of long-term securities in
their effect on the U.5. belance of payments, Encowraging such
deposits thus is elearly within the terms of refecence of the Tuask
Fares,

While an increase in short-term depositz in the United Siates
by foreipners would not reduce the UNS, payments deficit as cus.
tomarily defined, it would tend, at least tempomrily, to reduce
tha volume of liquid dollar nssets that foreign central banks mipht
nse to buy pold.
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Similarly, grester short-term investment in this country by U.S.
residents and corporatiens who would otherwise place their
funds abroad would directly reduwes the US. payments debeit,

The growth in time deposits in 11.5. banks in recent years
has reflected increnses in rates paid on such deposits, following
increases in the maximum rates under regulations of the Federnl
Reserve Boand of Governors and the Federal Deposit Insuranec
Corporation.  Foreign offiein] time depesits have likewise rizen
substantially since their exemption from repulation in October 1962,

The cobjective of Inereasing eommereial banks' ability to com-
pete for foreign time deposirs eould be enhanced eithor (1) Ly
lagislation completely abolishing the power of the Board of Gov-
ernots of the Federal Hesevve Svitem to regulate maximum in-
terest rates on time deposits, or {2) by placing that authority
on a standby basis, as the present administration has proposed.
Members of the Task Force are divided in iheir opinion s to
which of these alternitives should be used to achiere this ob.
jective; hence nn recommendation o between these alternatives is

mnde.
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III. Actions Involving U.S.-Based Internationsl
Corporations

Dividends, interest, and other receipts from existing U.S. direat
mvestments chroad have, in recent years, been sbout twice as Yarire
as our new direet itvestment outlays in foreign countries. It is
clear, therefore, that foreign operations of U.S.-based intarnationed
corporations are glready making an irportant positive contribution
te the ULE, balance of payments. Nevertheless, for limited periods
of tirme and with respect to certain wreas of the world, cur outflows
of eapital cun exceed our receipts from thoss nrens. Hence, it is alse
clear that programs designed to (1) increase foreign ownership of
the shares of U.8. corparations and {2) maximize the wse of for
g seurces of finance cen increase the overall positive contribu-
tien which T.S5.-based international eorportiions meke to the 17.5.
balunce of payments.

We set forth below specific programs we believe will be of inter
est Lo managements of interuational corporntions bLused in the
United States. These programs are not presented 23 detailed pra-
scriptions for metion, since the complexity of the Fubject matber
makes that impossible. Rather, they are suggested as general pro-
cedures which might prove feasible under certain e rcumstances,

Increasing Foreign Ownership of the Securities of 1.5, Corpora-
tions

Inereasing foreign ownership of the securities of 17,5, corporations
will require initiatives by both the U.S. private and public sectors,
In section IT we heve discussed actions by brokerage snd investment
banking firms, investment companies, corumercisl Banks, end the se-
curities exchutiges, In this section we tuke up actions by the corpora-
tions themselves.

Recommendation No. 158:

U.3.-based international corporations should con-
sider the advantages of inereased local owner-
ship of their parent company shares in countries
i which they have affiliates.

113



Recommendetion No, 19;

Where consideration under Recommendation No.
18 above is favorable, corporations should eol-
laborate with the U.8. financial community in
encouraging preater foreign ownership of thenr
shares.

In addition to the balance-of-payments impact, there is vet an-

nther dimension to the role of free world international corporations,
wherever based. Throngh thair plants, distribution facilities and
other business operations, strong local mlaticnships have been de-
veloped to encournge and support their growth. Thess relotlong
would ba further sirengthened if they were sxtended ¢o include
thot of corporation te stockholder.

Recommendation No. 20:

[F.8. securities exchanges showld submit o plan
acceptable to the Securities and Exchange Com-
nmission permitting T5.8.-based international cor-
porations to encourage foreign owmership of
their stock.

Under thiz plan, which would ba publicly anncunced and open
to all brokers, a corporation would ba permitted to pay whatever
compehzation s necessaky Lo achisve distribubion of its seeurities
abrosd, The broker receiving the compensation wonld be per-
mitted to poy all or part of such compensation tn the employes or
foreigm broker preducing the order, Onge initiated, such a plan
would centinwe until terminzted by the earporation.

Recommendation No. 21:

The Treasury Department should issue a ruling
that would establish the tax deduectibility of costs
incurred by 1.5, corporations in arvanging for se-
curities firms to place their securities outside the
United States as part of programs to lmprove
their oversea reiztionships.

The Task Force recognizes thal any, plan undertaken by o eorpora-
tion to distribute its shares abroad would involve cortain costs, How-
over, in many cases, the good will which would be created by covpora-
tions having & substantial number of sharaholders in other countries
where they do business mipcht be considered to justify the costs. Smce
many 17,8, corporations have already adopted programs in the nature
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of institutional advertising, designed to tmprove their overses rela-
{ionships, it would appear thot any expenses incurred in encournging
securities firms to plaes stock overseas as & part of thess programs
should ba appropriste deductions from tazable income as erdinary
ngd necessaty business expenses.

tecommendation No. 22

Corporations should collaborate with U.8. invest-
ment hankers in lhe utilization by the latter of
techniques for distribution abroad of new or sec-
ondary issnes of their stock.

Bome corperations may find that ters arve cdvantages in heving
Blocks of thelr stock sold abroxd. .5, investment bankers can sog-
gest & variety of means by which such blocks can be made available
for distribution abroad, The cooperaticn of the T3, corporations
involved is essential to the suecess of such a distribution.

Recommendation No, 23:

.8, eorporations should offer their shares to em-
plovees in foreign countries where stoek purchase,
gupplemental compensation or other incentive
plans are feazible and desirable,

Many 1.8, cerpovatious encournge employes ownership of parent
company shares; some offce financial incentives to promete such
vwhership by tleir overses employess Most countries permit such
phais, althouph scime restrict purchage of foreign shares by their no-
tienals, Where suvings plans for foreign employees are gurrently in
force or are under consideration, prrent company steck conld form
un importatit feature of such plans, subject, of course, to local regu-

“lations, Futided pension plans of foreign afltliates may also offer

scope for greater investment in 175, securities

Many foreign nationals employed by ULS. companies abroad may
be unfamiliar with shares but may have had experience with interest-
paying investments. Henoe, convertible bonds of the parent com-
panies or of their subsidiaries would be in some cases sttractive in-
struments for employee savings plans.

Recommendation No. 24;

1.5 -bazed international corporations should
consider the advantages of listing their shares on
foreign stock exchanges.
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Many Ierge ULS. corporations are not listed on foretgm stock ex-
changes; other U.S, companies are listed on exchanges of soms coun-
tries bui not on others, Although mest foreipm trading in listed U.E
corporate securities will probebly continue to take place on exchanges
in Kew York, listing of such securities on foreign securitics ezchanges
should stimulate their purchase by foreipmers. Finanelal and other
information regarding U.S5. corporate issuers derived from listing
spplications and reporting requirernents wonld be disseininated abroad
in loeal tangunges. Also, listing would assist in creating loeal mnrkets
for such securities, an important consideration in connection with local
public offerings or large privats placements of securities,

After ipiticl holdings of their steck sbreed have been estob-
lished, U.S.-bozed internationnal carperations should make every
effort to insure odequate continuing loeol markets for the sharves.

Maximizing the Use of Foreign Soorces of Debi Financing

Foreign debt Rnsncing reises fewer poliey issues for TS, oor-
porations with foreign subsidiaries than does the issuatce und sale
of equity securities. The primary factors to be considered 2w
the relative availability of loan funds, the costs of such financing
considered in conjunction with exchange risks, and the basic char-
ncteristics of local sources of Anance

Many countries strictly limit access to their capital inarkets by
all borrowers. Thev also limit the amount of credit even if aceess
15 pained. It shouid bo emphasized, howsver, that these limita-
tiong nre less sovers with respect to local companies, even though
they may be afiliates of TIS. parent corporations.

Generally speaking, the leve]l of interest rates and other financ-
ing costs tond to be higher abroad, Thesa costs and other limita-
tions have been of pgreater Importence in long-term debi issues
then in short- and medium-term financing from banks and other
(inancial institutions. Aceordingly, many oversen subsidiaries have
relied on short-term finaneing to o greatsr degree than would be
considercd sound fnencial practies in domeskie operations.

Hoch shorl-term losns are actively sought by forcign banks and
foreipn allliates of U5, bunks, within the limits of aveilable funds
and local government policies. These banking conneetions have
becote important sources of local! influence and information for
7.5, business firms operating abroed, [Conzequently, they ars often
relind om even where costs may be somewhat higher than for other
sourees of fingncing. . '

In this connection, the Task Force notes that the sbility of over-
set branches and affilistes of U.B. banks to provide foreign debt
financing 1= enhanced by making Public Law 480 and other countsr-
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part funds available to such branches and affiliates. This practice,
already of long stending, should be encouragod to the greatest sxtent
feasible consistent with other objectives of the pragram, where
possible placing such funds on a long-term basis and theveby facilitat.
ing badly needed enpital Inans,

Recommendotion No. 25:

U.B.-based international corporations should in-
struet their senior officers and poliey groups to
keep foreign finaneial operations under constant
review, examining as standard procedure all pro-
posais for new flnaneing from the standpomt of
the effect of their actions an the U.S. balanee of

payments,

With achievement of a high degree of convertibility aneg tha
diminution of exchange risks, the incentives for maximizing for-
pign sources of finabcing are not as strong as several years apo
Nevertheless, we belisve that the intraduction of U8, balance-of-
peyments considerntions into all covporate financial decizsions eould
do much to increasa corporate borrowing abroad.

Al corporations operiting abroad, as o madter of routine, raly on
normal trode credits, acerued tax liahilities, and other sources nf work-
ingr capital not invelving borrowing, These sourses are significant
and opportunities for further expansion should be actively sought.

Recommendalion No, 86

U.S.-baged international eorporations should,
where feasible, finance their foreipm operations
in a manner which minimizes the outlay of cash.

The uwse of securities where foreign properties are being acguired
imtproves the balance of payments to the extent that it reduces the
immediata outflow of cash funds from tha United Siates ar aveids
the wse of funds which otherwisa might be remitted to the United
Statds. Mony governments wetively solicie the establishiment of
forgipm  firms  in developing regions.  Speeial indocements are
offered, such ss low renials for new plant facilities tnx advantages,
and attragtive Ineal Anancing, By inking advantape of these appor-
tunities, TI.5. companies planning to prodece abroad can redace
the need for capital funds from the United States

7.8, corporations investing overseas should sramine the possi-
bility of utiliaing foreign eurrency loans (the sé-called “Cooley
Loans"} made availabla in certain countries by the TS, Govern-
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ment out of receipts Jrom the sale of surples agricultural com-
modities under Public Law 480,

Becommendation No, 27:

In cases where mew capital is required, T.5.-
hased international corporations should eonsider,
in appropriate eases, broadening loeal ownership
by offering in foreign eapital markets honds or
preferred stock of their loeal affiliates convert-
ible inte eommon shares of the U8, parent cor-

poration.

Convertible securities should appeal to foreign investors beenuse
they can be designed to previde—in addition to CONVETSion pr_ivi-
leges—the  intersst  rate, maturity, sinking fund, red_ﬂmpuon,
and other provisions conforming to the local markets’ requirements.
Whather converted ar not, and whether issued in dollar denomino-
tions or in the currency of a foreign country, the sale of such
securities would reduce the amount of direct deilar investment by
U.5. parent companies, As the issuer of the securities would be a
foreign subsidiary, a foreign purchaser would be free of 7.5, tax
on the diridends orinterest payments, although shares issued on con-
versioit would ba those of the 17.8. pareat.

Recommendation No. 38;

17.8.-based international corporations should be
encouraged to make available, through trade or
hanking ehannels, speeific case studies of foreign
finaneing operations to small- or medium-sized
T.8. firms interested in foreign operations but less
aware of foreign finanecing opportunities.

A= wo have seen, commercial banks and agencios of forcign govern-
mants provida .5, firms with information on foreipn financing. In-
dusirial corparations and trade associations through well-organized
programs could sopplement this information by providing special
information for T7.5. firms planning fo operate shroad. Specific case
studies of foreign finnncing sperations of individunl industrial cor-
porations eould be distribuied by the corporations themselves or by
business schools and business and financial erganizations. Suach
studies would alse be appraprinte for seminars in schools of business
administration, They would be invnluable to emall- and medium-
sized corporations which may be less awars of the opportunities for
forelgn Rnancing and its implications for the TLS. balance-of-pay-
meants problem.
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I¥. Actions Involving the 118, Government

Eforts by the privete business cormmunity to market 175, corporate
securities 1o forsign investors und to increase the availability of for.
eign financing for U.8, eorporations operaling sbroad should be ac-
companied by U8, Govermument efforts to reduce existing deterronis
to theae activities which arise from practices, regulations, and luw here
and abroad. :

Preceding sections of this report have referred to specific areas
whera the modiication of 1.5, laws and Governmont practices—as
administered by the Treasury Department, the Securities and Ex-
change Commiszion, and the Federa]l Rezerve Boord—would fagilitate
private programs. In this section, we recommend revision of 7.5,
taxation of foreign investors in U.3. securitics. The Task Force
wiches to stress thai no tax concessions to TJS5. corporations or
individuals are regommended. Our recommendations here relate
solely (9 the pemoval or vaduction of obstacles to foreigm investment in
U8 zecurities,

The U5, Government should take appropriots action where
monetary, legal, administretive, and institutional restrictions in other
countries inhibit the purchase of T8, corporata seeurities by foreipm
investors and hamper T8, companies in finoncing their overses
operations from foreipm sources. Primarily, this will invelve
diplomntic initintives, either bilaterally or multilaterylly. This
gection will alzo identify foreipm povernmental restraints and proctices
to wlich diplomatic initiatives should be addressed.

As might be expected, vigws held by varions members of tha Tash
Force reflect the division of opinion over the desirability of che inler-
ezt equalization tax, fully developed in hearings before the House
Waye snd Means Committee. Tt does not seem necessary to review
thrse differences here; nevertheless, nothing said or unsaid in this
report 15 Intendad to Tepresent any departure from the views individ-
unl members may gontinne to hold on this subject.

Revising T.5. Taxation of Foreign Investors

Revision of T1.8. tnxation of foreign investors is one of the most
jinmediate sod productive wuys Lo increase the flow of ferelan capitel
ta this country.
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Our recomimendations for changes in taxation of foreign investors
ara intended o remove  number of elements in our tax structure
which unnecessarily complicate and inhibit investinent in TL8. cor-
porata securities without generating muterizl tax revenues. They
wre not intended to turn the United Stales into & tax haven, nor to
drain funds from developing counteies,

Basic Provisions in Internal Revenue Code for Taxation of Non-
resident Alien Individuals and Foreign Corparations

Excopt 0s provided in tax treaties with eertain counlries, nonresi-
dent alien indiridoals nat engaged in tewde or business in the United
States are taxed ot o minvanm of 30 percent on {2} dividends, inter-
est, wnd grher perisdic income from U.8. sources, 2nd (3) cnpital gains
i the Uniled Stetes under the circumstances specified belew., This
Jr-percent tax is applied opninst gross income and (s witlheld at the
source, except in the case of taxable capital gains and other minor
sxceptions. I such pross ineome from TS, scurces in any year ax-
teeds $19,000,! nonregident alien individuals are required to compute
the tax on their U5, sonree net income at regllar rates if this method
of computation yields a higher total tax than the mintmum 30 percent
tax on gross income.  Nopresident alien individuals engnged in trade
or business within tha United States ure, in general, subject to tax on
ll their 1.5, source income, including sapital gains {whether or not
derived from the conduct of such.trade or business) on the sume bnsis
and at the same ratas ws 7.8 citizens,

Nonresident aiien individuals net engaped in trade or business
in the United States are taxed, ot rates specifind above, on capital
paing realized in the TInited States if they are {a) physically
present in the United States for 90 dnys ov more during o tuxable
Fear, o (b} physically present in the United States when the
gain is realized.

The 11.5. property of nonresident siien decedents {which Ly
definition includes shares of TS, corperations} iz subject to U.S.
estaie tax at normaj rates.

Foreign corpornations engaged in trade or business in tha Tnited
States are taxed on all of their 1.8 source income, whother or
net derived from the conduct of such trode or business, on the
same basis and at tho same rates as domestic corporations, Far-
eign corporations not engaged in trade or business within ths
United States are taxed st o flat rate of 30 pervent on the gross
amount of dividends, interest, and other periadiz jncome received
from U.S. sources, but wre not tazed on capital goins.

In addition, any foreign corporation meeting the personnl
holding company tests 15 subject, with certain exceptions, to &

T2 M In 1695 and theroadber,
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tus of 70 percent on its undistributed personal holding compuny
income,  Maoreover, if any sueli vorporstion derived more than 50
pereent of its gross ineoine for a 3-year period from U8, sources,
that percentage of its dividends equal to tle percentage of its gross
income derived from U3, sources is trewted us [1.5. source income
to the shareheiders themselves and taxed necordingly.

Reciprocal tax treatics in efect with meost of the indosirislized
countries of the world moedify the basic previsions of the Internal
Hevenus Code whicl are summarized sbove. Most of the treatles
reduce the rate of withliolding tax on dividends and ipterest
paid to residents {bath individuals and corporations) of the treaty
country. Typically the rate is reduced from 30 percent 1o 15
percent on dividends and from 30 percent to 15 percent, or in
Lome cases Iere, on interest. The provisions for progressive tuxn-
tion of individuals whese income from TLS. sources in any year
exceads S19,000 generally are eliminated, Certain treaties elimi-
nate capital gaing tax ligbility. Most of the bencfits nvailable
to foreipn investors under the treaties arp restricted to pesidents
of the treaty eounlry who are not engoged in trade or business
within the United States through a penmament establishment.

Specific Recommendationa

Our recormmendutions have been conceived s a package, designed
tn part to simplfy the tax Jaws and repurting requirements
applicalble to foreign investars, in part to reduce tazation of
foreign investors and in part fo make evident to the world that
the Tlnited Siates welcomes foreign investment, To the degres
that the package approach iz discarded and the pockage is broken
dewn intg its components, some being aceepted and gther rejected, more
of the petential impact will be lost than might necessarily be ex-
pected by analysis of the financial sffset of any particular
proposal, '

The major source of [R5, tax revenne from foreign bivestors
is the withheolding tox currently imposed on dividends and interest
paid gush investors by YIS, corporations, We have not recom-
mended the removal of, ar a redoction in, this tax. Thos adop-
tion of our recommendaiions would not muoterinlly reduce taz
rovenues and would leavs intact the tnajor bargeining point for
the United States should it desice in the future to negotinte new
or modified eeciprocel tx treaties wicl olher countries,

The withholding tax on dividemls and interest, in some cases,
cortainly deters investment by foreigners in the Uniled States, nnd
the different rates of withhelding tax provided by the Code snd
the various treaties are a source of confusion, The United States
should, howsver, first attempt to attract foreign investment by
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attacking the several areas of taxalion that deter investmant
without generating material revenugs. _

Adoption of our recommendations would not eliminate the need
to extend and modernize our tax breaties. Among other desirabic
ehanges: the United States should work for the reciprocal redue-
tign of withholding texes on dividends and interest and toward
reciprocal elimination of all tazes on the ineomg of pension trusts
and similar investors that are exempt from tax in their country
ot residence. Such changes will, howerar, taks time.

Recommendaltion No, 29:

Eliminate 1.8, estate taxes on all intangible
personat property of nonresident alien dece-
dents,

T7.5. estate taves, especially ns applied to shares of TS, corpora-
tions owned by noncesident alien decedenis (which sre subject to
T.S. estats taxes irrespsctive of whether ley are held in this
country or sbroad), are believed to be ong ¢of the meost Important
deterrents in ¢ur tax laws to foreign investment in the Tnited
Stntes. 17,3, estate tox rates ame materiaily in excess of those
oxisting in many countzies of the world and, despite the treaties
in effect with several countries, the toxes paid on o nonresident
nlien decedent’s estate, some pourtion of which ig invested in the
United States, generally would be preater than those paid oo a non-
resident. slien decedent’s estute, no portion of which is invested ib
the United States. We understand that the revenues received by
tho United States as a result of estate toxes levied on intangible
personol property in estates of nonresident slien decedents are not
derge

Under existing U.S. tax law, a foreigner willing to mo through
the cxpenze and trouble of establishing a personal helding com-
pany, incorperated abrowd, and assueing himzelf that this person-
nat holding company does net rin efoul of the 118, pennlty taxes
on undistributed personul holding company income, ean slready
legally avord estate taxes. Consequently, for such am tnvestor ULS,
cstate tnxes are avoldable through complicated and expensive prao-
cedures, while for other foraign investors they are likely to vesult in
& eonsidersble thy penalty, This is an unsound situstion wiicle di-
rectly deters forsipn investment in the United States and signifi-
cantly worsens the overall image of this country as o desireble place
te invest,

Becommendation No, 39:

Eliminate {with respect to income not connested
with the conduct of a trade or business) the
provisions for progressive taxation of U35,
goures income of nonresident alien individuals
it exeess of $19,000 and provide that ne non-
resident alien whose tax liability is fully safis-
fied by withholding shall be required to file
returns.

The prevision for progressive tazation of foreign investors and the
sompinion requirement to fla returns, in our opinlon constitutes ong
of the major sources of confusion and mizunderstanding for po-
tentinl foreign investors in tha Tnited States. The revenuecs pro-
duced by this tax are wnderstood to be negligible. Progressivs
tavxution of forelgn investors does not exist in many other indus.
trislized countries of the world.

Treatics with most industrinlized eountries already eliminate the
provision for progressive tuwxation of nonresident alien individusls
who ore residents of treaty countries. However, there are through-
out the world vast sums of copilal that have left thelr countries
of origin. Typically, thesz funds are held in treaty countries by
residents of nontreaty countries. If the provisigns for progressive
tazation of nonresident alien individuals were removed from the
Code, the position of the United States in compeling with other
industrialized nations for such capital would be strenpihened.

Furthermors, we must reepgnize that the actual Rscal impact of
this, or any other, tux law on the persons to whom it applies does
not measure the extent to which the law deters or limits potential
investment by persons who are unwillimg or unable to inaster its
complexities, This is espesinlly true when dealing wivh foreipners,
whose femilinrity with 1.5, laws ond practices js Nmited, Ewven
thosa foreigners with sobstantial Tunds available for imvestment
often find it troubleseme snd expensive to obtain sound TS, tax
advice, with Lthe tesalt that they channel their investments else.
where,

Wers the Internal Revenuwe Code amended to eliminate pro-
gressiva toxation of nonresident alien individuals not engaged in
trade or business within the Tinited States, the entire .S, tax
lishility of substantially all sueh aliens would automatically be
fully satisfied by withhelding at the source. These aliens wounld
have no actual, or potential, additional (ax fiability and no returns



to Gile. Thers could be no confusion as to the applicability of our
tax laws to thens This would be highly desirable.

Kecommendation No, 31;

FEliminate the provision for taxation of capital
gaing realized by a nonresident alien indiwidual
when he iz phrsieally present in the United
States; extend from 90 to 180 days during a tax-
able vear the fime that a nonresident alien in-
dividual may spend in the United States before
becoming subject to tax on all capifal gains
realtzed by him during such year,

Many fercign countries de not tax capital gains, and the
threst of such tazation m the United States, therefors, deters
investment in the United States by foreigners. In principle, the
United States already exempts from taxation copitsl pains real-
ized by mnonrvesident alien individuals and foreipm corporations
not engaged in trade or husiness o the United States. Bur this
exemption is limited by the imposition of o tax on capital gains
realized when a foreign individus) s present in the United States
and by the imposition of tax oo all capita] gains reslized by
a foreigner in any year during which he is present in the United
States for 90 days or wope. These limitations are suffielently
stringent and, in the case of (he physical presence test, suffiiently
illagical that they impair the basic concept that capital gains of
nonresident alien investors are exempt from T8, taxation. Tt is
our understanding that the revenves stemming from capital £EInS
taxntion imposed s a result of these limitations rre small,
~ The physical presence test would appear to have no praceienl
justification and, although easily aveided, it poses & potential trap
Ifur the wnwary, unsophisticaled or uninformned investor. As sueh,
it contributes to the feeling among foreipm investors that imvest-
ment in the Tnited States is complicated and potentislly hazurd.
ous frem e tax standpeint. The 90-day test is, in our opinion,
too short o period,

Eliminating the physieal presence lest cntirely and extending
the 00-day period to 180 days would, we believe, remove most of
the present unfevorsble impact of potential cipityl gaing tazation
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Recommendeiion No, 33;

I*rovide that a nonresident alien individual en-
gaged in trade or business within the United
Btates be faxed at regular rates only on income
eontiected with such trade or business.

There is obvious justifieation for taxing nonresident alien in-
dividuals st regular rates on earnings from e trade or business
condncted within the Uniwed Siatgs, Howewgr, the logic of ex-
tending such faxation to the inveslment income of foretpm In-
westors is open to question,  This provision certainly deters
foreigm businessmen operating in the Uniled States from becom.
ing mvestors in the United Stafes, and may also deter foreigners
already investing in the United States from comtnencing a trade
or buysinees here,

The problem posed by the present system of tazation may be par.
ticnlarly acute in the case of foreign investors owning and operating
real estute (or having it operated for them). Suoch investors are

deemed engaped in o trade or business, even though the real estute
activities may be more In the nature of an investment than a business
Real estate investors of this type nre often large potential investors
in securities,  To tlwe extent. tlat an investor is enguged o one of tliece
two activities, he is to o great degree precluded from engaging in the
uther.

We recagnize the administrative complicztions the Internal Rev-
eine Service would fage in sepremating a foreign investor's activities
along the lines discussed above.  But we believe that this is an inpor-
tant prrt of the packoge of recommendations for attracting additional
foreign investment and that an acempt should be made to resgive

these difficulties,
Recommendafion No. 332:
Amend the definition of personal holding eom-
panies appearing in the Imternal Revenue Code
so that foreign corporafions ewned entirely by
nonresident alien mdividnals ave exeluded from
the definition,

The penaliy provisions of the personal bolding company tox wore
tlesigmed to prevent the use of holding corporations ag o devica to
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escape the graduated tax ‘rutes applicable to individoals, Ehlminsatien
of prograssive taxation on the nenbusiness income of netresident
slien individugls, therefore, wonld remove a basic reason for imposing
penuity taxes on personal holding companies entively owned by non-
resident aliens.  Such corporations are currently excluded from the
definition of personal holding companies if less than 50 parcent of
their gross income iz derived from TLE, sources. If the exclusion
were brondened, us we hnve recommended, this would remove the sub-
stantinxl iocentive existing undeor current law Lo Fimil the portion of
such corporations’ sasers whicl is invested 1o the United States. Thig
change would have no effect on the tuxation of persenad holding com-
panies having U5, shareholders.

Recommendation No. 34:

Clarify the definitions of engaging in trade or
busincss to make it clear: (i) that a nonresident
alien individual or foreign corporation investing
in the Unifed States will not be deemed engaged
in trade or business because of activity 1n an in-
vestment account or by granting a discretionary
investment power to a ULS. banker, broker, or
adwiser; and (ii) that a nonresident alien individ-
ual or foreign corporation will not be deemed en-
gaged in trade or business by rcason of the mere
ownership of real property, by réeason of a sfriet
net lease, or by reason of an agent’s actimity in
connection with the sclection of real estate invest-
ments in the UTnited S{ates.

There is » genern] feeling of confusion amongy foreign investors
over tho application to investment activities of the tests for en-
gagangy in trade or business. This confusion certainly foslers a
fear among foreipm investors that they may throuph insdrertenca
be deemed to bave engrged in trade or business and thereby he
come subject to reguler TLS taxation on their jncome and gains
These fears, whaether or not realistie, unguesticnably are o deterront
to forsign Invesiment i Lhis countey.

Clarification of three mnjor peints through the isseancs of regu-
laticnz or rulings would sid materislly in eliminating the cxisting
confusion and fears. ©Oing would be to nake it clear that the degres
of activity in a securities mccount i= not & factor in determining

23

whether or not » nonresident slien individual or foreign corpora-
tion is engeged in trade or business in the United States.

The sceond would be to affirm that the granting by a nopresident
alien individus} or a foreign corporation of a discreticnary power
for the purchase and sale of securities to a U5, banker, broker,
or advizser does Not constitute engaging in trade or business in the
United States.

Third, uader present law, many advisers feel that any pwnership
of real properiy by foreign investors ¢reates a question of doing
business. Clarification of this question should have 5 favorabla
effect on the amount of resl estate investiments made by foreign
investors in the United States and probubly alse on the amount of
gecurity investmenis made by foreipn investoras desiring to own
both real estatn mnd stocks.

Implementaticon

Basic 1o our recommendations s the belief that nny steps trken
musi be unilatern] moves by the United States. Negotiation of
reciprocal taz treabies typically extends over many years and re-
gultz in separate rules for each treaty country. To atlempt to
implement. onr recommendationg through treaty negotiation would
vitiate the possibility of their hoving an immedinte impact on the
balsbea of payments. Deecisive unilateral action is necessary to
preserve the package coneepl which is essential if our recommenda-
tions are to have their maximom favarable impact on investor
paychology thromghont the world.

We do not believe it sound to defer chanpes in U8 taxation
of foreign [nvestors on the geounds thoe there still exist restrictions
on the abilty of U8 ceourities Arms to market the sceurities
af .8 corpurntions abroad.  Althouph sach restrictions de exist,
many impartent indusinalized eountrice do not prevent ibctr resi-
dents froah purehasing U3 secorities through one channel or en-
other. Thus there are substantial sums of foreigm capital that are
susceptible to being atbracled to the United States for investment,
if the tax laws of this countey are amended te make such invest-
ment more attractive, In fact, the existence of ollier reslocions
on the flon of foreign imvestment o the Unitad Stules and the
time veeded to harte these restrictions removed are strong argi-
ments in favor of making uvnilaleral chonges m our tax luws,
These changes can be mede with s teinimum of Jelay.

Conclusion

. Qur recormmendations for tox revision, if adopted as a package,
would greatly simplify the entire guestion of U.S. taxation of
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foreipn investors. Adoption of our recommendations weuld re-
meve the substantial deterrent to foreipn investment n the [nited
States poscd by & certain unwillingoess ameng petential foreign
investors to undertoke complicated procedures for minimizing TLS.
toxes. These procedures wre often neeessary if the investor s to
avord tax burdens which limit the atbrretiveness of investmant in
the Urited Stutes. Cuinplexitics of the current eystem of 118,
tawation of foreigm invostors diseourage thess investors and ad-
visors who endeazver to live within the confines of the law and
good conscience. These complexities result in minuscnla tax pave-
nuc, substantially reduce the incentive Lo invesl here and encous-
age disrespect for our lawa

Reducing Restraints on the Sale of U.S. Secaorities in Other
Capital Marketa

The monetary disturbunces of the 1990%, follewed by World
War Il and the abnormal needs nad circumstabces of reconstruc-
tion, left Xurope and most other advanced areas of the world with
relatively small end inefficient capital markels. These markets
warg sepatated from each other and from the remsinder of the
world by numercus monetary, legal, administrative, and institu-
tignal restrictions. Much progress has been made in recent years
toward removing controls on tha movement of capital bebween
industrial countries and teward improving the internal function-
ing of thair capitgl markets. Novertheless, restrictions still im-
pede foreipn purchnses of TILS sequrities and limit the shiliky of
TS firms to obtain leng-term financing for their overses opera-
tions from foreipn sources.

Although the Task Foree hns conducted an intensive study of ro-
strictions in other eapital markets, we hnve not attempted te set
forth all of our fimdings here. The identification and eritieal
nppraisal of restrictions ramaining io the capitul mackets of other
intlustrial countries have been covered extensively in & recent
study by the Treasury Department, made publicly zvaileble by the
Joint Economic Coramities of Coenpress.  In this section of our re-
part, we summarize tha most important legal and administrative
ohstacles ahroad which impeds foreign investment in 5.8 corporale
securities. Neo useful purposes would, we believe, bo served by
making detuiled recommendations os to the remoral of foreign
restrictions or methods by which other countries could improve

- their domestic capital markets. In cach country these matters are
often eomplex and technical; they invelve delicate dormestic rela.
tienships; frequently they toanseend financial considerations and an-
compass national policies well bayond the terms of reference of the
Task Force. It should be noted that efforts to remove restraining
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influsnces on sales of .5, securities to foreigners will raise in forsigm
financial markets the qoestion of the continuance of the U.S. interest
cqualization tax s a factor affecting the sales of foreign securities to
17.8, citizens, however temporary and special its basis,

Exchange Controls

Recomnmendalion No. 35:

The Department of State and the Treasury De-
partment should take bilateral diplomatic action
aimed at securing the step-by-step removal of
remaining exchange controls on eapital transac-
tions between advanced capifal-forming coun-
tries and the discontinuance or liberalization of
special exchange markets or procedures for in-
vestinent transactions.

Substantial progress has boen made in removing exchange con-
trols, yet the sitvation iz stil]l far feon satisfastory. Only the
TUnited States, Canada, Germnany and Switserland are free of ex-
change controls.  Although adopling the wim of full iiberalization,
Fronce, Italy, the Benelux countries and Awsivis have preserved
certuin restrictions. A third group of countries, which includes the
United Kingdom, Ireland, Jepan, Australtin, Spain and the Scandi-
navinm countries, retain & wide range of controls for balance of pay-
ments and monetary policy reasons,

The impact of exchange conlrols varies aceording to the opera-
tions tegulated. Tn general, trestment of ditect investment is the
most liberal! the trestinent of fumneinl Ioans (that 35, loang oot
linked to commercinl transactions) is the least liberal. Trealment of
portfolio invesiment has been formally “liberalized” in Austria and
tha Common Market countries, but even some of these countries re-
tain practices which tend to be restrictive.

Tn zeme countries, for example, foreigm securities may be pur-
chased only through suthorized banks. In some cases, certificates of
ownership of foreign securities must be kept on deposit at these
banks; im otler ceses purchnses of fopreign securities which are not
listed on mgenrities exchanges sonelimes require the prior approval
of exchange control authorities,

Japan, Australia, Spain, Ireland and the Scandinsvian toun-
tries oll exerciee eipht conlrol over foreign portfolio investments;
exceph in rare instanecs, their nacionels ore not perstied to boy
foreigm segurities,  Although rvesidends of the United Kinpdom
may freely acguire forsign listed securities and certnin TIS, over-
the-counter securities, they ean do ¢ only wilh funds oblained from
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the jimited pool of “investment dollars” which now sell at & pre-
miuwm of about 11 percent, after hoving been as high as 14 percent
earlier in 1964 Thess “investment dollers® represent primarily
the proceeds of sales for dollars or other foreign currencies, of
foreign secvrities held by United Kingdom residents,

Capital Issnes Control

Tecommendation No. 36

The Department of State and the Treasury De-
partiment should encourapge and support the
enlargement of free world capital markets and
urge countries with balanee of payments sur-
pluses to reiax their eapital issues eontrel in
order to permit an expanded volume of infer-
national lending.

New issues of foreign securities era czrefully conirolled in most
major countries. The liberalization of eapital issues raises sensi-
tive questions because sales of new securities issues have a divect
impact on interest rtes, palterns of investment and the balance of
poyments, Some counlriss restrict distribmtions of foreign securi-
ties in mttempts lo provent heavy demand for cxpital by forsign
borrowers from drivieg ap domestic interest rates and siphoning
off o high proportivn of domestic savings. In some countries direct
contrels over seeurities issues are in part cdesigned 1o channel
financial resources into investments considered of high priority by

tha government concerned., Alihough there has been some recent

relaxation with respect te foreign borrowing in the United King-
dom, the capital jssues control policy of that country generally
has been to reservs the London new issues market for sterlimg
sacurities for residents of the sterling area snd the European Fres
Trade Aree.

Regulation of Institutipnal Investors

Recommendadion No. 37:

The Department of State and the Treasury De-
partment should request that the Organization
of FEeconomie Cooperation and Development
(OECD) initiate a comprehensive review of
the practices and regunlations in member countries
relating to investment portfolios of financial
institutions.

a2

Regulations poverning the ineestment portfolins of institutions
such ns commercial banks, insyrance companics, savings banks, in-
vestment companies and pension funds—while principally de-
stgned to protect depositors, ghareholders, or policyholders—often
tend in practice to create protected markets for certain privileged
borrowers and to restrict foreign investment. Foreipn securities,
even when denominated in domestic curvencies or protected against
exchange risks, are usually discriminaied against by regulatory
authorities. Oferings of new or secondary issues of foreign
securities in particular ere much more difficult to market abroad
when certain large institutionul investors are mot allowed to sub-
seribe.

Finzncial institutions in most countries have gradunlly hsen per
mitted to increass tha proportion of their ascets held In equities.
The risk invelved in holding pood-quality forsipn securities would,
in many chses, be ne greater than the risk invelved in investing in
many demestic seeurities. We believe serious considertion should
be given to relaxing restrictions on the ameount of securities denom-
inated in foreipm currencics that can be held by such institutions.

Rele of International Organizations

Recommendation No, 38:

The Departinent of State and the Treasury De-
partment shouid, through appropriafe inter-
national bodies, particularly the QECD, advoeate
the step-by-step relazation of monetary, legal, in-
stitutional, and administrative restrictions on
capital movements, together with other actions
designed to incresse the breadth and efficiency of
free world capital markets.

The internetional movement of capital iz kept undeor constant
review by the {rganization fer Economic Cooperation ond Develop-
ment, to which the United States belengs. This orpanization can
and should be more intensively wtilized as a forum for review
and coofrontation on restrictions umpeding the How of capital
among its members. Similazly, the OECID can assist in developing
more effestive capitel merkete in countries where these marksts hava
lagpred hehind rapid industrial growth,

Becommendalion No, 39:
The Department of Siate and the Treasury De-

partment should urge the International Mone-
tary Fund to encourage step-by-step elimination
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of capital controls. The Fund should be re-
guesied to prepare a study dealing with remain-
g capital controls and how their elimination can
encourage stabilizing movements of long-term
gapital and thus contribute to balansed inter-
national payments.

 The Internctiona]l Monetary Fund can play an imporfant role
in elimimating restrictions on long-term eapitul movements as-
sociated with security purchases, Momber countrics are required
to inform the Fund of cupita] restrictions they imposs. Annmal
consnitations of the Fund provide an opportunity for review and for
comments by the 7.5, Executive Director. Although the Fund can-
not formally talte exception to capitul restrictions—since jts np-
proving jurisdiclion i3 limited to restrictions on current transac.
tione—it can indicats that removal of capital vestrictions would be
heipful to the international Ansncial mechanizm, The decision Ly
the Fund in 1961 to make its resources available to inance balunee.
of-payments deficits arising from capital outflows should help ei-
courage countries (o eliminate capital concrols,
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¥. Conclusion

Orther industrial nations, especially those in Western Europe, linve
made Impressive economic progress in the postwar period. This hos
been reflected in the growing velume of savings and the strengthened
balunee-of- puyments position of most of these coungries.

Moreover, the institutional framework for {orsign portfolio invest-
ment in 1.5, corporate securities has been strengthened in recent years-
U.8. finonciel firms have s large and growing number of overses
branches and wffilintes staffed witly highly trained personnel. This,
together with the current vigor of the U.5. economy, hos created an
environment fovorabie Lo increased sales abrond of the shares of T3,
COTporations.

At the swme time, many U5, corporations have established ther-
gelves in industrizl sountrisg where capital markets are expunding.
prospective investors in these countries can readily identify these
corportions with products and services of internationally recognized
guality. The fromewerk for financing obroad these foreign opera.
tions of 1.5, corparations has thus also been strengthered.

In aur investigations, however, w¢ have found & number of
obstasles—Dboll at Lotre and abroad—shich linit incrensed foreipn
investment in G.5. private comprnies.  In this repord, we have identi-
fied the more important of these resteuints and have made recom-
mendations which, in our opinion, eould improve the U5, balance-of-
puyments position in this saren within o ressonable period of time.
Cloncerted efforts in both the public and private sectors of our country
ore roquired if these recommendations ave to prove efective.

1.8, corporations and finuneial firme ave slready making an im-
portant and growing contribution Lo cur recsipis from abroad, Be.
enusy of our overall batance-of-papments prohilem, however, it is im-
perative that every efort ba made to increase this contribmtion. To
thia end, cur report has cublined & variety of actions in severa)
preas.  Collectively, these actioms could yield impressive results,

Weurge the T.5. financiz] community, 1.5, industrial cotpomtions,
and the U8, Government to give close and continuing attention to the
problems and opportunities set forth in our report.

The increased freedom of capita] movement and increased participa-
tion by foreign citizens and financial imslitutions in the ownership and
financing of UL.5. business will serve to strengthen the economic
and political ties of the free world as well as its monetary spstom.
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Therefore, we attach special importance to our recommendations con-
cerning possible reduction or elimination of vbstacles to the inter-
national flow of capital.

The work of the Task Foree has, we feel, resulted in inevesased
erchange of information in sress of potentisl coopertion betwean
the finencial comumunity, industris] corporations, and public egencies,
Our finel recommendation s that this exchange of information and
cooperation be continued.
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