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TERMS OF R E F E R E N C E  

As one of 10 actions in his program to reduce the deficit in 
the U.S. balance of payments and defend U.S. gold reserves, 
President Kennedy, on October 2, 1963~ appointed this Task Force 
and charged it with developing programs in the three following areas: 

(1) A broad and intensive effort by the U.S. financial com- 
munity to market securities of U.S. private companies to 
foreign investors, and to increase the availability of foreign 
financing for U.S. business operating abroad; 

(2) A review of U.S. Government and private activities 
which adversely affect foreign purchases of the securities of 
U.S. private companies; and 

(3) The identification and critical appraisal of the legal, 
administrative, and institutional restrictions remaining in the 
capital markets of other industrial nations of the free world 
which prevent the purchase of U.S. securities and hamper U.S. 
companies in financing their operations abroad from non-U.S. 
s o u r c e s .  

In December 1963, President Johnson reaffirmed President Ken- 
nedy~s charge to the Task Force and asked that its report be sub- 
mitted to him. 
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L E T T E R  OF T R A N S M I T T A L  

z. .  APRIL 27, 1964. 

D ~ R  MR. Pm~smB~T: 
As charged by. President Kennedy and reaffirmed by you, we have 

examined ways and means of promoting increased foreign investment 
in the securities of U.S. private companies and increased foreign 
financing for U.S. business operating abroad. 

Herewith we submit our views as to the nature of the prob- 
lems~ the obstacles to be surmounted, and our recommendations 
for actions by the private sector and the Government. We have 
endeavored to limit our recommendations to measures which we 
believe can produce tangible results within at least the medium 
term. 

I t  should be recognized that no single recommendation of ours 
can be expected to have a sudden or dramatic effect on the balance 
of payments. Carrying out our recommendations will require a 
broad range of actions by U.S. international business organiza- 
tions and U.S. financial firms, the executive branch of the Govern- 
ment and the Congress. Efforts by the United States to attract 
and retain foreign investment can succeed~ we believe~ only if they 
occur within a framework of sound U.S. fiscal and monetary policies. 

Confident that the programs which we recommend can contribute 
to reducing the deficit in our international transactions~ we pledge 
our own best efforts toward achieving their success. 

Very respectfully yours~ 
I~NRr  H. FOWL~, 

Ghalrman. 
ROBERT M. McKIxNBr, 

Executive Officer. 
CHARUBS A. COO~BS. 
FREDRICK i~t[, EATON. 
G. Ke~T~ FUNSTO~. 
GBORGB F. JA~ES. 
GEORGE J. LENESS. 
ANDRE lt~rER. 
DORSEY Rm~AP~S0N. 
ARTHUR K. "~VATSON. 
WALTEa B. ]¥RISTON. 
JOHN M. YOUNG. 
RALP~ k .  YOU~G. 

THE PRESIDENT~ 
The White House. 
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I. Introduction 

The magnitude and persistence of past U.S. balance-of-payments 
deficits, accompanied by large gold losses, have been of increasing 
concern both to the public and private sectors of our country. This 
situation, if allowed to continue indefinitely, would endanger our in- 
ternational financial position. During the past 9 months there has 
been an improvement in our balance of payments. Since some of 
this improvement may be only temporary, the importance of dealing 
with the  basic, factors involved i n  the problem is in no way 
diminished. 

Significantly, our balance-of-payments deficit does not arise because 
of any general inability to compete in international markets. Indeed, 
we"have had a large export surplus of commercial goods and services. 
However, this surplus, which includes the current return from U.S. 
foreign investments, has not been large enough to offset our Govern- 
ment expenditures abroad for defen~ and for economic aid, together 
with our outflow of new private capital. 

That our exports of capital--especially in the form of long-term 
investmenV---have been on a large scale is natural. The U.S. economy 
generates a large volume of savings. No other country has a com- 
parable Capacity to supply capital both at home and abroad. As a 
result, the United States has supplied much of the free world demand 
for 'capital throughout the postwar period. Returns from these in- 
vestments, already a major favorable element in our balance of pay- 
ments, will be even more important in the future. 

Nevertheless, concentrated outflows of private capital can create 
severe difficulties, even for a country with the financial strength 
of the United States. Difficulties arise particularly when such 
capital movements occur at a time when the dollar is already under 
pressure for other reasons. The United States experienced such 
a combination of conditions in 1962 and early 1963. This created 
a situation which--had it been permitted to continue unchecked-- 
could have imperiled the stability of the dollar and, hence, of the 
international monetary system. 

These conditions led to a series of actions by ¢he U.S. Govern- 
ment in July 1963. This program included measures to: (1) raise 
short-term interest rates, (2) reduce further Govermnent expendi- 
tures overseas, (3) expand commercial exports, (4) increase for- 
eign tourism in the United States, and (5) finance the balance-of-pay- 
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ments deficit in ways that result in a minimum drain on our gold stock. 
In addition, the President requested congressional approval of the p ro-  
posed interest equalization tax on purchases of foreign securities by 
U.S. residents, designed as a temporary expedient to stem the accelerat- 
ing outflow of private capital into foreign portfolio investments. 
In his message presenting this program, President Kennedy an- 
nounced his dccisioll to create this Task Force and set forth its 
terms of reference. 

In carrying out its assignment~ the Task Force called for advice 
and assistance from major segments of the U.S. industrial and 
financial communities. The counsel received from representatives 
of investment banking and brokerage firms, securities exchanges, 
investment companies, commercial banks and industrial corpora- 
tions has contributed greatly to the effectiveness and realism of 
the Task Force's deliberations. 

The purpose of our report is to set forth actions which we recom- 
mend be taken by the U.S. private sector and the U.S. Government, 
designed-- 

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

2. To guide U.S.-based international corporations into making 
increased use of the pools of savings now accumulating in in- 
dustrial nations in which they do business; and 

3. To help establish conditions under which restraining in- 
fluences on capital flows between the industrially advanced 
countries---including the proposed U.S. interest equalization 
tax---can be removed, diminished or allowed to expire. 

Because of the favorable prospects for the U.S. economy, some of 
the savings accumulated in other industrial countries are flowing here 
for investment. I t  is not unreasonable to expect that this flow could 
be increased, particularly if U.S. taxation of foreign investors and 
other inhibiting factors were alleviated and our private selling efforts 
reinforced. 

The incentives and influences governing international capital flows 
are, however, complex and not wholly predictable. Habits and fears 
derived from a lifetime of experience with wars, inflation~ depressions, 
and crises are at least as important in influencing investment decisions 
as are the day-to-day movements of security prices, dividend rates and 
economic indicators. 

Against this background, the main concern of the Task Force has 
been to satisfy itself that its recommendations will operate in the right 
direction, and as promptly as possible. 

The findings and recommendations of this report are directed to 
four main areas: 

First, the U.S. financial community; that is, investment banking 
and brokerage firms, commercial banks, investment companies and 
securities exchanges. 

Second, U.S. industrial corporations with substantial opera- 
tions overseas. 

Third, U.S. taxation of foreign investors in U.S. securities and 
the clarification of questions which have arisen in connection 
with the administration of Federal securities laws. 

Fourth, the reduction--or elimination, where ciremnstances 
permit--of monetary, legal, administrative and institutional re- 
strictions al~road which inhibit investment by foreigners in the 
securities of U.S. corporations and which hamper U.S. com- 
panies in financing their oversea operations from foreign sources. 
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of  U.S .  f i rms  to p r o m o t e  the  sale o f  U.S .  secur i -  
t ies or  to deal  d i r ec t l y  wi th  p o t e n t i a l  f o r e i g n  

cus tomers .  
Foreigners may buy U.S. corporate securities by: (1) placing 

orders with foreign banks or brokers, who in turn may either place 
the orders with U.S. firms for execution in the U.S. market or execute 
the orders on a foreign exchange or in the foreign over-the-counter 
market; or (2) placing orders directly with brokers in the United 
States or with their oversea offices for execution in the United States. 
However, not all of these channels are open in all countries. 

Despite the recent growth in offices of U.S. brokerage firms 
abroad, sales efforts by U.S. brokers are hampered in most for- 
eign countries by restrictions on advertising or direct approaches 
to potential investors. In some countries, U.S. brokerage firms 
are prohibited from soliciting securities business of any kind. In 
others they are permitted to deal only with banks. 

Opportunities may exist to open new channels for dealing di- 
rectly with the local investing public. Every effort should be 
made to find and utilize such opportunities, even though it may 
require modification of established practices or governmental regu- 
lations. 

Recommendation No. 3: 
U.S.  i n v e s t m e n t  banke r s  a n d  b r o k e r a g e  firms, 
w i t h  the  coope ra t i on  of  i n t e r e s t e d  U . S .  co rpora -  
t ions,  should  e n d e a v o r  to ob ta in  sha re s  of  U .S .  
co rpo ra t i ons  f o r  d i s t r ibu t ion  abroad.  

In  certain cases it may be possible ~or U.S. securities firms to obtain 
blocks of U.S. securities for distribution exclusively abroad. Distri- 
bution abroad may involve a greater amount of time and effort and, 
possibly, greater compensation to foreign broker-dealer firms than 
would distribution in the United States. However, as pointed out be- 
low, certain circumstances may be present which would significantly 
increase the attractiveness of exclusive oversea distribution. 

One source of such blocks would be outstanding securities that would 
have to be registered with the Securities and Exchange Commission 
(SEC) if sold in the United States. However, because of the time 
and expense involved, or for other reasons, it may not be desirable to 
register such blocks. Holders of such securities might prefer to have 
U.S. securities firms undertake distribution abroad, and thus avoid the 
inconvenience and cost of registration with the Securities and Ex- 
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change Commission. U.S. corporations could cooperate by directing 
attention of large stockholders to the possible advantages of selling 
blocks in foreign markcts. 

Where the expenses can be justified by sound business purposes, in- 
terested U.S. corporations might be willing to absorb costs of distribut- 
ing their shares abroad. I n such circumstances, blocks of shares could 
be provided by two means: First, corporations wishing to raise addi- 
tional capital could, where feasible, issue new shares for sale abroad. 
Second, corporations which consider it advantageous and prac- 
tical to have increased foreign ownership of their shares, but which do 
not need new capital, might have blocks of their outstanding shares 
acquired in the open market for eventual redistribution abroad. 

It  would be shortsighted, however, to take advantage of lack of 
regulations in other countries comparable to those of the Securities 
and Exchange Commission in the United States. As long as ade- 
quate disclosures are made when issues are being offered abroad, there 
should be no need to go through the formality and expense of regis- 
tration in the United States. 

Recommendation N,o. 4: 
The  Secur i t i e s  a n d  E x c h a n g e  Commiss ion  
should issue a re lease  se t t ing  f o r t h  the  c i rcum-  
s tances  u n d e r  wh ich  i t  would  n o r m a l l y  issue a 
" n o  ac t ion"  l e t t e r  p r o v i d i n g  tha t  no  r eg i s t r a -  
t ion  be r e q u i r e d  on publ ic  of fer ings  o f  secur i t i es  
outs ide  of  the  U n i t e d  S ta tes  to f o r e ign  p u r -  
chasers ,  i nc lud ing  dealers .  

The Securities and Exchange Commission heretofore has been 
helpful in issuing "no action" letters in individual cases when the 
facts permitted. I f  a general policy could be set forth, however~ 
it would clarify the position of the Commission in this regard and 
facilitate the activities of U.S. investment bankers in foreign 
markets. I t  would also be helpful if such a policy statement 
indicated that (1) a simultaneous private placement of the same 
securities in the United States would not prevent the issuance of 
a "no action" letter, and (~) the sale could be conducted from and 
closed in the United States. 

Recommendation No. 5: 

T h e  Secur i t i e s  a n d  E x c h a n g e  Commission 
should  issue a re lease  e l im ina t i ng  the  requ i re -  



m e n t  t h a t  f o r e i g n  u n d e r w r i t e r s  p a r t i c i p a t i n g  
exc lus ive ly  in  d i s t r ibu t ions  of  secur i t ies  to non-  
r e s iden t s  of  the  U.S.  r eg i s t e r  as b roker -dea le r s .  

Foreign securities dealers are often asked to participate in a 
U.S. underwriting or selling syndicate. Although the Securities 
and Exchange Commission has attempted on a case-by-case basis 
to free such foreign dealers from the necessity to register as 
broker-dealers, enough uncertainty remains to make this situation 
an impediment to the successful distribution of U.S. securities 
abroad. There should be no requirement for foreign brokers to 
register even though they may belong to an underwriting or sell- 
ing group, other members of which are engaged in the distribution 
of the same securities in the United States. 

Recommendation No. 6: 
U.S .  i n v e s t m e n t  banke r s  should  inc lude  f o r e i g n  
banks  a n d  secur i t ies  f i rms as u n d e r w r i t e r s ,  
w h e n e v e r  possible,  or  as sel l ing g r o u p  m e m b e r s  
in  n e w  of fer ings  a n d  s e c o n d a r y  d i s t r ibu t ions  of  
e i the r  domes t ic  or  f o r e i g n  securi t ies .  

The inclusion of foreign .banks and securities firms as members 
of the underwriting groups for domestic or foreign securities 
would directly involve them in the responsibility for the success- 
ful distribution of a portion of the offerings abroad. 

Recommendation No. 7: 

U.S.  i n v e s t m e n t  b a n k e r s  and  b r o k e r a g e  f i rms 
should  o r g a n i z e  the  u n d e r w r i t i n g  and  d is t r ibu-  
t ion  o f  "do l l a r -denomina t ed  f o r e i g n  secur i t ies  
issues  so t h a t  the  m a x i m u m  possible a m o u n t  is 
sold to inves to r s  abroad.  

In the past several years~ sales to foreigners of new securities 
issues underwritten in the United States have been primarily for- 
eign government and foreign corporate bonds (including converti- 
ble debt securities) denominated in U.S. dollars. Since the pro- 
posal of the interest equalization tax, however, such issues in the 
U.S. capital market have been practically nonexistent. When final 
action has been taken on the tax and the market for newly issued 
foreign securities reopens, U.S. investment bankers should endeavor 
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to place the largest possible proportion of these securities abroad 
in order to minimize the impact on our balance of payments. 
(From the standpoint of the foreign borrower whose securities are 
subject to the interest equalization tax, this will reduce the amount 
of the issue subject to the tax.) Similar efforts should be made with 
respect to forei~l securities offered in the U.S. market which are 
exempt from this tax. 

Recommendation No. 8: 

U.S.  commerc ia l  banks  should  i n t e n s i f y  effor ts  
to a t t r a c t  f o r e i g n  t r u s t  accounts  f o r  i n v e s t m e n t  
in U.S .  co rpo ra t e  securi t ies .  

Typically, trust accounts of foreigners managed by U.S. eom- 
mel~ial banks are invested in U.S. securities; thus their growth 
is a positive factor in our balance of payments. New trust ac- 
counts could be solicited by: (a) more intensive use of foreign 
branches for this purpose; (b). oversea sales visits by trust officers; 
and (e) establishment of oversea trust companies or related 
facilities. 

Recommendation No. 9: 

The  Secur i t i es  a n d  E x c h a n g e  Commiss ion  
• should  serve a s  an  i n f o r m a t i o n  c e n t e r  r e g a r d i n g  

l i s t ing  r equ i r emen t s ,  a n d  d i s t r i bu t ion  r egu la t ions  
and  prac t i ces  abroad .  

The Securities and E~change Commission has expressed to the 
Task Force its Willingness to serve as a clearinghouse for in- 
formation on relevant foreign securities laws and practices and on 
issuers' experiences in selling securities overseas. 

Adapting U.S. Corporate Securities To Foreign Markets 

Recommendation No. 10: 

M a j o r  U.S.  co rpo ra t ions  should  a r r a n g e  fo r  
U.S .  banks  and  t r u s t  companies  to issue, 
t h r o u g h  t he i r  f o r e i g n  b ranches  a n d  co r respond-  
ents,  d e p o s i t a r y  rece ip t s  fo r  U.S.  co rpo ra t e  
s h a r e s .  

The Task Force believes that depositary receipts in bearer or 
registered form, which would be "good delivery" internationally, 
would be useful in facilitating foreign investment in U.S. cor- 



porat~ securities. Trading of depositary receipts on foreign stock 
exchanges would be facilitated by having them (1) denominated 
in fractions of whole shares, thus bringing the unit prices closer 
to those customary in foreign markets, and (2) printed in the 
language of the country hi which they are to be traded. 

The costs of the depositary receipts now available to European 
investors are borne by the holders. Corporations whose securities 
are already available in depositary receipt form, or who wish to 
initiate depositary receipt arrangements, should consider absorb- 
ing some of the costs of the service. Some foreign corporations 
whose shares are traded in the United States in the form of 
American Depositary Receipts presently bear such costs. 

Selling U.S. Investment Company Shares Abroad 

Foreign holdings of U.S. investment company shares have shown 
a steady increase over the years. Initial foreign participation was 
primarily through purchase of shares of closed-end investment com- 
panies. A few of these have had, and continue to have, substantial 
foreign shareholders; some are listed on European stock exchange s . 
With the cooperation of the companies concerned, foreign interest in 
this medium for investment in the U.S. economy can be increased. 

Since the foreign distribution of U.S. open-end investment com- 
pany (mutual fund) shares is largely through banks and brokers, op- 
portunities for direct solicitation by the issuers are limited. A few 
specialized U.S. sales organizations solicit foreign investors directly, 
primarily in countries without developed financial institutions. 

Recommendation No. 11: 

U.S.  i nves tmen t  companies  should  p l an  and  ca r ry  
out  a p r o g r a m  to acquain t  fo re ign  inves tors  w i th  
the  advan tages  of  owning  U.S.  closed-end invest-  
m e n t  c o m p a n y  shares.  

Recommendation No. 12: 

Dis t r ibu to r s  of U.S.  open-end  i n v e s t m e n t  com- 
p a n y  shares  should  devise me thods  fo r  achieving  
add i t iona l  fo re ign  d i s t r ibu t ion  of  such  shares,  
where  locally pe rmi t t ed .  

Recommendation No. 13: 

U.S.  i nves tmen t  c o m p a n y  '~ d i s t r ibu to rs  should  
seek the  modif ica t ion of  fo re ign  regu la t ions  and  

p r a c t i c e s  which  res t r i c t  the  avai labi l i ty  of  the i r  
shares  to fo re ign  investors .  

Recommendation No. 14: 
U.S.  closed-end inves tmen t  companies  should  seek 
to place or ig inal  and  secondary  offer ings of  the i r  
shares  wi th  fo re ign  inves tors  and, where  feasible, 
l ist  these shares  on m a j o r  fo re ign  exchanges.  

The Investment Company Institute has agreed to inform its member 
companies of the objectives of this Task Force, suggesting that they 
undertake more active study of foreign distribution opportunities. 
Some foreign banks and securities dealers on which U.S. investment 
companies depend for distribution offer shares of their own investment 
companies. Nevertheless, there are banks and other potential dis- 
tributors in Europe and elsewhere who do not have competitive issues 
to offer. More aggressive search for such distributors would un- 
doubtedly develop additional sales. 

In addition, the Institute is studying the feasibility of a detailed 
country-by-country review of legal~ tax, and registration requirements 
to assist the educational and promotional efforts of U.S. mutual fund 
sponsors. I t  is also considering translation into foreign languages of 
basic materials describing investment companies. 

Providing Information to Foreign Investors 

The flow of information on securities markets and individual cor- 
porations which the U.S. public receives as a matter of course from 
the press, radio, brokerage firms, advisory services, and directly from 
companies is unique. Abroad, comparable information is not readily 
available. Thus information disclosed by publicly owned U.S. cor- 
porations is one of our most effective potential aids as we seek to 
chamml a growing share of foreign savings into U.S. investments. 

Recommendation No. 15: 

I n  o rder  to p romote  the  purchase  o f  U.S.  cor- 
pora te  securi t ies  a b r o a d m  

( a )  the U.S.  f inancial  c o m m u n i t y  should  
cooperate  closely wi th  m a j o r  U.S.  corpora t ions  
in  the  d i s semina t ion  of  corpora te  r epor t s  in  for- 
e ign languages  and  in the  publ ica t ion  of finan- 
cial da ta  in  fo re ign  newspape r s ;  

(b) U.S.  i nves tmen t  bankers  and  broker-  
age f irms should p r e p a r e  research  and  stat is t ical  
r epor t s  in  fo re ign  languages  fo r  d i s t r ibu t ion  to 
fo re ign  inves tors  t h r o u g h  local banks  and  secu- 
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rifles firms and promote the publicatio n of more 
detailed U.S. stock market and financial infer- 
marion in the foreign press; 

(c) facilities of U.S .  commercial banks 
should, be fully utilized to distribute to foreign 
financial institutions and investors reports, pref- 
erably in foreign languages, on the U.S. econ- 
omy; 

(d) U.S. securities exchanges should take 
advantage of new communication techniques and 
reduced rates to promote broader use abroad of 
stock quotation and financial news services; 

(e) U.S. investment bankers and brokerage 
firms should offer securities orientation and 
sales training programs to personnel of foreign 
banks and securities firms; and 

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

Some U.S.-based international companies already publish reports 
in foreign languages. Distribution of reports directly to investors 
abroad is more difficult than in the United States, however, and 
is complicated by the predomina~nt foreign practice of not regis- 
tering shares in the names of beneficial owners. Consequently, it 
is necessary for such companies to work closely with foreign banks 
to insure that their reports reach the actual sh~rcowners. Com- 
panies also should t~ke particular care to include the foreign news 
services and the foreign press in news distributions. 

U.S. securities firms are an important channel abroad for market 
information on U.S. securities. But since local regulations or 

traditions limit their ability to re~ch the public directly in many 
countries~ U.S. firms now concentrate their efforts on supplying 
material to foreign banks and brokers. Still missing, however, 
is a means for providing broader circulation of U.S. market news 
to the general public abroad. To fill the requirement, U.S. securi- 
ties firms with foreign offices should supply local newspapers with 
abridged tables of prices of U.S. securities converted to local cur- 
rencies. They should ascertain and provide the type of daffy 
market news foreign papers will publish. 

U.S. commercial banks now do a thorough job of keeping U.S. 
firms informed of financial conditions abroad. Beyond this, they 

should intensify their efforts to acquaint foreigners with the 
general desirability of investing in the United States. 

The full stock ticker service, which until now has been pro- 
hibitively expensive outside the United States and Canada, is 
making its appearance overseas. Because up-to-the-mlnute price 
information is a necessary brokerage service, this should encourage 
foreign investment in U.S. securities. 

Personnel of foreign banks and brokerage filnns who deal di- 
rectly with ultimate purchasers abroad often have little knowl- 
edge of U.S. securities or U.S. market procedures. Representa- 
tives of U.S. international securities firms should consider offering 
such personnel condensed versions of the training given registered 
representatives in the United States. 

Educational programs designed to broaden share ownership 
would be advantageous to all industrialized countries. Here the 
U.S. securities industry can play a constructive role, both directly 
and by assisting their foreign counterparts in devising and con- 
ducting their own information programs. 

Attracting Foreign Deposits in U.S. Banks 

Recommendation No. 16: 
The Congress should adopt legislation discon- 
tinuing mandatory regulation of maximum in- 
terest rates on domestic and foreign time 
deposits. 
Recommendation No. 17: 

P e n d i n g  adop t ion  of  such legis la t ion,  the  :Federal  
R e s e r v e  B o a r d  o f  G o v e r n o r s  shou ld  a d m i n i s t e r  
R e g u l a t i o n  Q in  a flexible m a n n e r  p e r m i t t i n g  
U.S. commercial banks to meet internationally 
competitive interest rates on both domestic and 
foreign time deposits. 

Foreign time deposits with maturities exceeding 1 year in U.S. 
banks are similar to foreign purchases of long-term securities in 
their effect on the U.S. balance of payments. Encouraging such 
deposits thus is clearly within the terms of reference of the Task 
Force. 

While an increase in short-term deposits in the United States 
by foreigners would not reduce the U.S. payments deficit as cus- 
tomarily, defined, it would tend~ at least temporarily~ to reduce 
the volume of liquid dollar assets that foreign central banks might 
u~  to buy gold. 
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Similarly, greater short-term investment in this country by U.S. 
residents and corporations who would otherwise place their 
funds abroad would directly reduce the U.S. payments deficit. 

The growth in time deposits in u . s .  banks in recent years 
has reflected increases in rates paid on such deposits, following 
increases in the maximum rates under regulations of the Federal 
Reserve Board of Governors and the Federal Deposit Insurance 
Corporation. Foreign official time deposits have likewise risen 
substantially since their exemption from regulation in October 1962. 

The objective of increasing commercial banks' ability to com- 
pete for foreign time deposits could be enhanced either (1) by 
legislation completely abolishing the power of the Board of Gov- 
ernors of the Federal Reserve System 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 their opinion as to 
which of these alternatives should be used to achieve this ob- 
jective; hence no recommendation as between these alternatives is 
made. 

III. Actions Involving U.S.-Based International 
Corporations 

Dividends, interest, and other receipts from existing U.S. direct 
investments abroad have, in recent years, been about twice as large 
as our new direct investment outlays in foreign countries. I t  is 
clear, therefore, that foreign operations of U.S.-based international 
corporations are already making an important positive contribution 
to the U.S. balance of payments. Nevertheless, for limited periods 
of time and with respect to certain areas of the world, our outflows 
of capital can exceed our receipts from those areas. Hence~ it is also 
clear that programs designed to (1) increase foreign ownership of 
the shares of U.S. corporations and (2) maximize the use of for- 
eign sources of finance can increase the overall positive contribu- 

tion which U.S.-based international corporations make to the U.S. 
balance of payments. 

We set forth below specific programs we believe will be of inter- 
est to managements of international corporations based in the 
United States. These programs are not presented as detailed pre- 
scriptions for action, since the complexity of the subject matter 
makes that impossible. Rather, they are suggested as general pro- 
cedures which might prove feasible under certain circumstances. 

Increasing Foreign Ownership of the Securities of U.S. Corpora- 
~tions 

Increasing foreign ownership of the securities of U.S. corporations. 
will require initiatives by both the U.S. private and public sectors. 
In section I I  we have discussed actions by brokerage and investment 
banking firms, investment companies, commercial banks, and the se- 
curities exchanges. In this section we take up actions by the corpora- 
tions themselves. 

Recommendation No. 18: 

U . S . - b a s e d  i n t e r n a t i o n a l  c o r p o r a t i o n s  should  con- 
s ide r  the  a d v a n t a g e s  of  i nc r ea sed  local  owner -  
Ship of  t he i r  p a r e n t  c o m p a n y  shares  in  coun t r i e s  
in  wh ich  t h e y  have  affiliates. 
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Recomme~utation No. 19: 
W h e r e  considerat ion under  Recommenda t ion  No. 
18 above is favorable,  corporat ions stiould col- 
laborate  ~fith the U.S. financial communi ty  in 
encouraging  grea te r  fore ign ownership of the i r  
shares. 

In addition to the balance-of-payments impact, there is yet an- 
other dimension Go the role of free World international corporations, 
wherever based. Through their plants, distribution facilities and 
other business operations, strong local relationships have been de- 
veloped to encourage and support their growth. These relations 
would be further strengthened if they were extended to include 
that of corporation to stockholder. 

Recommendation No. 20: 

U.S. securit ies exchanges should submit  a plan 
acceptable to the Securi t ies  and Exchange  Com- 
mission pe rmi t t i ng  U.S.-based in te rna t iona l  cor- 
porat ions  to encourage fore ign ownership of 
the i r  stock. 

Under this plan, which would be publicly announced and open 
to all brokers, a corporation would be permitted to pay whatever 
compensation is necessary to achieve distribution of its securities 
abroad. The broker receiving the compensation would be per- 
mitted to pay all or part of such compensation to the employee or 
foreign broker producing the order. Once initiated, such a plan 
would continue until terminated by the corporation. 

Recommendation No. 21: 
The T r e a s u r y  D e p a r t m e n t  should issue a ru l ing  
t h a t  would estabiish the tax deducti 'bility of costs 
i ncu r red  by  U.S. corporat ions in a r r ang ing  fo r  se- 
curi t ies  firms to place their  securities outside the 
Un i t ed  States as p a r t  of p rograms  to improve 
thei r  oversea relationships.  

The Task Force recognizes that any. plan undertaken by a corpora- 
tion to distribute its shares abroad would involve certain costs. How- 
ever, in many cases, the good will which would be created by corpora- 
tions having a substantial number of shareholders in other countries 
where they do business might be considered to justify the costs. Since 
many U.S. corporations have already adopted programs in the nature 
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of institutional advertising, designed to improve their oversea rela- 
tionships, it would appear that any expenses incurred in encouraging 
securities firms to place stock overseas as a part of these programs 
should be appropriate deductions from taxable income as ordinary 
and necessary business expenses. 

Recommendation No. 22: 

Corporat ions should collaborate with U.S. invest- 
men t  ,bankers in the uti l izat ion by  the la t ter  of 
techniques for  dis t r ibut ion abroad of new or sec- 
onda ry  issues of the i r  stock. 

Some corporations may find that there are advantages in having 
blocks of their stock sold abroad. U.S. investment bankers can sug- 
gest a variety of means by which such blocks 'can be made available 
for distribution abroad. The cooperation of the U.S. corporations 
involved is essential to the success of such a distribution. 

Recommendation No. 23: 

U.S. corporat ions should offer thei r  shares to em- 
ployees in fore ign countries where  stock purchase,  
supplemental  compensat ion or other  incentive 
plans are  feasible and desirable. 

Many U.S. corporations encourage employee ownership of parent 
company shares; some offer financial incentives to promote such 
ownership by their oversea employees. Most countries permit such 
plans, although some restrict purchase of foreign shares by their na- 
tionals. Where savings plans for foreign employees are currently in 
force or are under .consideration, parent company stock could form 
an important feature of such plans, subject, of course, to local regu- 

lations. Funded pension plans of foreign affiliates may also offer 
scope for greater investment in U.S. securities, 

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

Recommendation No. 24: 

U.S.:based interna¢ional  corpora¢ions should 
consider the advantages  vf listing the i r  shares on 
fore ign  stock exchanges. 
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Many large U.S. corporations are not listed on foreign stock ex- 
changes; other U.S. companies are listed on exchanges of some coun- 
tries but not on others. Although most foreign trading in listed U.S. 
corporate securities will probably continue to take place on exchanges 
in New York, listing of such securities on foreign securities exchanges 
should stimulate their purchase by foreigners. Financial and other 
information regarding U.S. corporate issuers derived from listing 
applications and reporting requirements would b e disseminated abroad 
in local languages. Also, listing would assist in creating local markets 
for such securities, an important consideration in connection with local 
public offerings or large private placements of securities. 

After initial holdings of their stock abroad have been estab- 
lished, U.S.-based intel~ational corporations should make every 
effort to insure adequate continuing local markets for the shares. 

Maximizing the Use of Foreign Sources of Debt Financing 

Foreign debt financing raises fewer policy issues for U.S. cor- 
porations with foreign subsidiaries than does the issuance and sale 
of equity securities. The primary factors to be considered are 
the relative availability of loan funds, the costs of such financing 
considered in conjunction with exchange risks, and the basic char- 
acteristics of local sources of finance. 

Many countries strictly limit access to their capital markets by 
all borrowers. They also limit the amount of credit even if access 
is gained. I t  should be emphasized, however, that these limita- 
tions are less severe with respect to local companies, even though 
they may be affiliates of U.S. parent corporations. 

Generally speaking, the level of  interest rates and other financ- 
ing costs tend to be higher abroad. These costs and other limita- 
tions have been of greater importance in long-term debt issues 
than in short- and medium-term financing from banks arid other 
financial institutions. Accordingly, many oversea subsidiaries have 
relied on short-term financing to a greater degree than would be' 
considered sound financial practice in domestic operations. 

Such short-term loans are actively sought by foreign banks and 
foreign affiliates of U.S. banks, within the limits of available funds 
and local government policies. These banking connections have 
become important sources of local influence and information for 
U.S. business firms operating abroad. Consequently, they are often 
relied on  even where costs may be somewhat higher than for other 
sources of financing. 

In this connection, the Task Force notes that the ability of over- 
sea branches and affiliates of U.S. banks to provide foreign debt 
financing is enhanced by making Public Law 480 and other counter- 
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part funds available to such branches and affiliates. This practice, 
already of long standing, should be encouraged to the greatest extent 
feasible consistent with o the r  objectives of the program, where 
possible placing such funds on a long-term basis and thereby facilitat- 
ing badly needed capital loans. 

Recommendation No. 25: 
U.S . -based  i n t e r n a t i o n a l  c o r p o r a t i o n s  should  in- 
s t r u c t  the i r  sen ior  officers a nd  po l i cy  g r o u p s  to 
keep  fo r e i g n  f inancial  o p e r a t i o n s  u n d e r  cons t an t  
review,  examin ing  as s t a n d a r d  p r o c e d u r e  all p ro -  
posa ls  f o r  ne w  f inancing f r o m  the  s t a n d p o i n t  o f  
the  effect  o f  t he i r  ac t ions  on the  U .S .  ba lance  of  
p a y m e n t s .  

With achievement of a high degree of convertibility and the 
diminution of exchange risks, the incentives for maximizing for- 
eign sources of financing are not as strong as several years ago. 
Nevertheless , we believe that the introduction of U.S. balance-of- 
payments considerations into all corporate financial decisions could 
do much to increase corporate borrowing abroad. 

All corporations operating abroad, as a matter of routine, rely on 
normal trade credits, accrued tax liabilities, and other sources of work- 
ing capital not involving borrowing. These sources are significant 
and opportunities for further expansion should be actively sought. 

Recomme~datio~ No. 26: 
U . S . - b a s e d  i n t e r n a t i o n a l  c o r p o r a t i o n s  should,  
w h e r e  feas ible ,  f inance t he i r  f o r e i g n  o p e r a t i o n s  
in  a m a n n e r  wh ich  min imizes  the  o u t l a y  of  cash. 

The use of securities where foreign properties are being acquired 
improves the balance of payments to the extent that it reduces the 
immediate outflow of cash funds from the United States or avoids 
the use of funds which otherwise might be remitted to the United 
StatAs. Many governments actively solicit the establishment of 
foreign firms in developing regions. Special inducements are 
offered, such as low rentals for new plant facilities, tax advantages, 
and attractive local financing. By taking advantage of these oppor- 
tunities, U.S. companies planning to produce abroad can reduce 
the need for capital funds from the United States. 

U.S. corporations investing overseas should examine the possi- 
bility of utilizing foreign currency loans (the so-called "Cooley 
Loans") made available in certain countries by  the U.S. Govern- 
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ment out of receipts from the sale of surplus agricultural com- 
modities under Public Law 480. 
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Recommendation No. 27: 
In  cases where new capital is required, U.S.- 
based international corporations should consider, 
in appropriate cases, broadening local ownership 
by offering in foreign capital markets bonds or 
preferred stock of their local affiliates convert- 
ible into common shares of the U.S. parent cor- 
poration. 

Convertible securities should appeal to foreign investors because 
they can be designed to provide--in addition to conversion privi- 
leges--the interest rate, maturity, sinking fund, redemption, 
and other provisions conforming to the local markets' requirements. 
Whether converted or not, and whether issued in dollar denomina- 
tions or in the currency of a foreign country, the sale of such 
securities would reduce the amount of direct dollar investment by 
U.S. parent companies. As the issuer of the securities would be a 
foreign subsidiary, a foreign purchaser would be free of U.S. tax 
on the dividends or'interest payments, although shares issued on con- 
version would be those of the U.S. parent. 

Recommendation No. 28: 
U.S.-based international corporations should be 
encouraged to make available, through trade or 
banking channels, specific case studies of foreign 
financing operations to small- or medium-sized 
U.S. firms in~erestedin foreign operations but less 
aware of foreign financing opportunities. 

As we have seen~ commercial banks and agencies of foreign govern- 
ments provide U.S. firms with information on foreign financing. In- 
dustrial corporations and trade associations through well-organized 
programs could supplement this information by providing special 
information for U.S. firms planning to operate abroad. Specific case 
studies of foreign financing operations of individual industrial cor- 
porations could be distributed by the corporations themselves or by 
business schools and business and financial organizations. Such 
studies would also be appropriate for seminars in schools of business 
administration. They would be invaluable to small- and medium- 
sized corporations which may be less aware of the opportunities for 
foreign financing and its implications for the U.S. balance-of-pay- 
ments problem. 
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IV. Actions Involving the U.S. Government 
Efforts by the private business community to market U.S. corporate 

securities to foreign investors and to increase the availability of for- 
eign financing for U.S. corporations operating abroad should be ac- 
companied by U.S. Government efforts to reduce existing deterrents 
to these activities which arise from practices, regulations, and law here 
and abroad. 

Preceding sections of this report have referred to specific areas 
where the modification of U.S. laws and Government practices--as 
administered by the Treasury Department, the Securities and Ex- 
change Commission, and the Federal Reserve Board would facilitate 
private programs. In this section, we recommend revision of U.S. 
taxation of foreign investors in U.S. securities. The Task Force 
wishes to stress that no tax concessions to U.S. corporations or 
individuals are re;commended. Our recommendations here relate 
solely to the removal or reduction of obstacles to foreign investment in 
U.S. securities. 

The U.S. Government should take appropriate action where 
monetary, legal~ administrative, and institutional restrictions in other 
countries inhibit the purchase of U.S. corporate securities by foreign 
investors and hamper U.S. companies in financing their oversea 
operations from foreign sources. Primarily, this will involve 
diplomatic initiatives, either bilaterally or multilaterally. This 
section will also identify foreign governmental restraints and practices 
to which diplomatic initiatives should be addressed. 

As migh~ be expected, views held by various members of the Task 
Force reflect the division of opinion over the desirability of the inter- 
est equalization tax, fully developed in hearings before the House 
Ways and Means Committee. I t  does not seem necessary to review 
these differences here; nevertheless, nothing said or unsaid in this 
report is intended to represent any departure from the views individ- 
ual members may continue to hold onthis subject. 

Rev/sing U.S. Taxation of Foreign Investors 

Revision of U.S. taxation of foreign investors is one of the most 
immediate and productive ways to increase the flow of foreign capital 
to this country. 
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Our recommendations for changes in taxation of foreign investors 
are intended to remove a number of elements in our tax structure 
which unnecessarily complicate and inhibit investfnent in U.S. cor- 
porate securities without generating material tax revenues. They 
are not intended to turn the United States into a tax haven~ nor to 
drain funds from developing countries. 

Basic Provisions in Internal Revenue Code for Taxation of Non- 
~esident Alien Individuals and Foreign Corporations 

Except  as provided in tax treaties with certain countries, nonresi- 
dent alien individuals not engaged in trade o r  business in the United 
States are taxed at a minimum of 30 percent on (a) dividends, inter- 
est, and other periodic income from U.S. sources, and (b) capital gains 
in the United States under the circumstances specified below. This 
30-percent tax is applied against gross income and is withheld at the 
source, except in the case of taxable capital gains and other minor 
exceptions. I f  such gross income from U.S. sources in any year ex- 
ceeds $19,000, • nonresident alien individuals are required to compute 
the tax on their  U.S. source net income at regular rates if  this method 
of computation yields a higher total tax than the minimum 30 percent 
tax on gross income. Nonresident alien individuals engaged in trade 
or business within the United States are, in general, subject to tax on 
all their U.S. source income, including capital gains (whether or not 
derived from the conduct of such .trade or business) on the same basis 
and at the same rates as U.S. citizens. 

Nonresident alien individuals not engaged in trade or business 
in the United States are taxed, at rates specified above, on capital 
gains realized in the United States i f  they are (a) physically 
present in the United States for  90 days or more during a taxable 
year, or (b) physically present in the United States When the 
gain is realized. 

The U.S. property of nonresident alien decedents (which by 
definition includes shares of U.S. corporations) is subject to U.S. 
estate tax at noI:mal rates. 

Foreign corporations engaged in trade or business in the United 
States are taxed on all of their  U.S. source income, whether or 
not derived from the conduct of such trade or business, on the 
same basis and at the same rates as domestic corporations. For-  
eign corporations not engaged in trade or business within the 
United States are taxed at a fiat rate of 30 percent on the gross 
amount of dividends, interest, and other periodic income received 
from U.S. sources, but are not taxed on capital gains. 

In  addi.tion, any foreign corporation meeting the personal 
holding company tests is subject, with certain exceptions, to a 

$21,200 in 1965 and thereafter. 
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tax of 70 percent on its undistributed personal holding company 
income. Moreover, if any such corporation derived more than 50 
percent of its gross income for a 3-year period from U.S. sources, 
that percentage of its dividends equal to the percentage of its gross 
income derived from U.S. sources is treated as U.S. source income 
to the shareholders themselves and taxed accordingly. 

Reciprocal tax treaties in effect with most of the industrialized 
countries of the world modify the basic provisions of the Internal 
Revenue Code which are summarized above. Most of the treaties 
reduce the rate of withholding tax on dividends and interest 
paid to residents (both individuals and corporations) of the treaty 
country. Typically the rate is reduced from 30 percent to 15 
percent on dividends and from 30 percent to 15 percent, or in 
some cases zero, on interest. The .provisions for progressive taxa- 
tion of individuals whose income from U.S. sources in any year 
exceeds $19,000 generally are eliminated. Certain treaties elimi- 
nate capital gains tax liability. Most of the benefits available 
to foreign investors under the treaties are restricted to residents 
of the treaty country who are not engaged in trade or business 
within the United States through a permament establishment. 

Specific Recommendations 

Our recommendations have been conceived as a package, designed 
in par t  to simplify the tax laws and reporting requirements 
applicable to foreign investors, in par t  to reduce taxation of 
foreign investors and in part  to make evident to the world that 
the United States welcomes foreign investment. To the degree 
that the package approach is discarded and the package is broken 
down into its components , some being accepted and other rejected, more 
of the potential impact will be lost than might necessarily be ex- 
pected by analysis of the financial effect of any particular 
proposal. 

The major source of U.S. tax revenue from foreign investors 
is the withholding tax currently imposed on dividends and interest 
paid such investors by U.S. corporations. We have not recom- 
mended the removal of, or a reduction in, this tax. Thus adop- 
tion of our recommendations would not materially reduce tax 
revenues and would leave intact the major bargaining point for 
the United States should it desire in the future to negotiate new 
or modified reciprocal tax treaties with other countries. 

The withholding tax on dividends and interest, in some cases, 
certainly deters investment by foreigners in the United States, and 
the different rates of withholding tax provided by the Code and 
the various treaties are a source of confusion. The United States 
should, however, first attempt to attract foreign investment by 

23 



attacking the several areas of taxation t h a t  deter investment 
without generating material revenues. 

Adoption of our recommendations would not eliminate the need 
to extend and modernize our tax treaties. Among other desirable 
changes: the United States should work for the reciprocal reduc- 
tion of withholding taxes on dividends and interest and toward 
reciprocal elimination of all taxes on the income of pension trusts 
and similar investors that are exempt from tax in their country 
of residence. Such changes will, however, take time. 

Recommendation No. 29: 
E l i m i n a t e  U.S.  es ta te  taxes  on all  i n t ang ib le  
pe r sona l  p r o p e r t y  of  n o n r e s i d e n t  a l ien  dece- 

dents .  

U.S. estate taxes, especially as applied to shares of U.S. corpora- 
tions owned by nonresident alien decedents (which are subject to 
U.S. estate taxes irrespective of whether they are held in this 
counti'y or abroad), are believed to be one of the most important 
deterrents in our tax laws to foreign investment in the United 
States. U.S. estate tax rates are materially in excess of those 
existing in many countries of the world and, despite the treaties 
in effect with several countries, the taxes paid on a nonresident 
alien decedent's estate, some portion of which is invested in the 
United States, generally would be greater than those paid on a non- 
resident alien decedent's estate, no portion of which is invested in 
the United States. We nnderstand that the revenues received by 
the United States as a result of estate taxes levied on intangible 
personal property in estates of nonresident alien decedents are not 
large. 

Under existing U.S. tax law, a foreigner willing to go through 
the expense and trouble of establishing a personal holding com- 
pany, incorporated abroad, and assuring himself that this person- 
hal holding company does not run afoul of the U.S. penalty taxes 
on undistributed personal holding company income, can already 
legally avoid estate taxes. Consequently, for such an investor U.S. 
estate taxes are avoidable through complicated and expensive pro- 
cedures, while for other foreign investors they are likely to result in 
a considerable tax penalty. This is an unsound situation which di- 
rectly deters foreign investment in the United States and signifi- 
cantly worsens the overall image of this country as a desirable place 
to invest. 

Recommendation No. 30: 

E l i m i n a t e  (w i th  respec t  to income no t  connected  
w i t h  the  conduc t  of  a t r a d e  or bus iness)  the  
p rov i s ions  f o r  p rogress ive  t a x a t i o n  of  U.S.  
source income of  n o n r e s i d e n t  a l ien  i nd iv idua l s  
in  excess of  $19,000 and  p rov ide  t h a t  no non- 
r e s iden t  a l ien whose t ax  l i ab i l i ty  is f u l l y  satis-  
fied by w i thho ld ing  shal l  be r e q u i r e d  to file 
r e tu rns .  

The provision for progressive taxation of foreign investors and the 
companion requirement to file returns, in our opinion constitutes one 
of the major sources of confusion a~ld misunderstanding for po- 
tential foreign investors in the United States. The revenues pro- 
duced by this tax are understood to be negligible. Progressive 
taxation of foreign investors does not exist in many other indus- 
trialized countries of the world. 

Treaties with most industrialized countrle.q already eliminate the 
provision for progressive taxation of nonresident alien individuals 
who are residents of treaty countries. However, there are through- 
out the world vast sums of capital that have left their countries 
of origin. Typically, these funds are held in treaty countries by 
residents of nontreaty countries. I f  the provisions for progressive 
taxation of nonresident alien individuals were removed from the 
Code, the position of the United States in competing with other 
industrialized nations for such capital would be strengthened. 

Furthermore, we must recognize that the actual fiscal impact of 
this, or any other, tax 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 unwilling or unable to master its 
complexities. This is especially true when dealing with foreigners, 
whose familiarity with U.S. laws and practices is limited. Even 
those foreigners with substantial funds available for investment 
often find it troublesome and expensive to obtain sound U.S. tax 
advice, with the result that they channel their investments else- 
where. 

Were the Internal Revenue Code amended to eliminate pro- 
gress!ve taxation of nonresident alien individuals not engaged in 
trade or business within the United States, the entire U.S. tax 
liability of substantially all such aliens would automatically be 
fully satisfied by withholding at the source. These aliens would 
have no actual, or potential, additional tax liability and no returns 
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to file. There could be no confusion as to the applicability of our 
tax laws to them. This would be highly desirable. 

Recommendation No. 31: 

E l i m i n a t e  the  p r o v i s i o n  f o r  t a x a t i o n  o f  cap i t a l  
ga ins  rea l i zed  b y  a nom 'e s iden t  a l ien  i n d i v i d u a l  
w h e n  he is p h y s i c a l l y  p r e s e n t  in  the  U n i t e d  
S t a t e s ;  ex t end  f r o m  90 to 180 d a y s  d u r i n g  a tax-  
able  y e a r  the  t ime t ha t  a n o n r e s i d e n t  a l ien  in- 
d iv idua l  m a y  spend  in the  U n i t e d  S t a t e s  b e f o r e  
becoming  s u b j e c t  to t a x  on all cap i t a l  ga ins  
rea l i zed  by  h im d u r i n g  such  year .  

Many foreign comltries do not tax capital gains, and the 
threat of such taxation in the United States, therefore, deters 
investment in the United States by foreigners. In principle~ the 
United States already exempts from taxation capital gains real- 
ized by nonresident alien individuals and foreign corporations 
not engaged in trade or business in the United States. But this 
exemption is limited by the imposition of a tax on capital gains 
realized when a foreign individual is present in the United States 
and by the imposition Of tax on all capital gains realized by 
a foreigner in any year during which he is present in the United 
States for 90 days or more. These limitations are sufficiently 
stringent and, in the case of the physical presence test, sufficiently 
illogical that they impair the basic concept that capital gains of 
nonresident alien investors are exempt from U.S. taxation. I t  is 
our understanding that the revenues stemming from capital gains 
taxation imposed as a result of these limitations are small. 

The physical presence test would appear to have no practical 
justification and, although easily avoided~ it poses a potential trap 
for the  unwary, unsophisticated or uninformed investor. As such, 
it contributes to the feeling among foreign investors that invest- 
ment in the United States is complicated and potentially hazard- 
ous from a tax standpoint. The 90-day test is, in our opinion~ 
too short a period. 

Eliminating the physical presence test entirely and extending 
the 90-day period to 180 days would, we believe, remove most of 
the present unfavorable impact of potential capital gains taxation~ 
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Recommendation No. 32: 
P r o v i d e  t h a t  a n o n r e s i d e n t  a l ien i nd iv idua l  en- 
gaged  in  t r a d e  or  bus iness  w i th in  the  U n i t e d  
S t a t e s  be t axed  a t  r e g u l a r  r a t e s  on ly  on income 
connec ted  w i th  such t r a d e  or  business .  

There is obvious justification for taxing nonresident alien in- 
dividuals at regular rates on earnings from a trade or business 
conducted within the United States. However, the logic of ex- 
tending such taxation to the investment income of foreign in- 
vestors is open to question. This provision certainly deters 
foreign businessmen operating in the United States from becom- 
ing investors in the United States, and may also deter foreigners 
already investing in the United States from commencing a trade 
or business here. 

The problem posed by the present system of taxation may be par- 
ticularly acute in the case of foreign investors owning and operating 
real estate (or having it operated for them). Such investors are 
deemed engaged in a trade or business, even though ¢he real estate 
activities may be more in the nature of an investment than a business. 
Real estate investors of this type are often large potential investors 
in securities. To the extent that an investor is engaged in one of these 
two activities, he is to a great degree precluded from engaging in the 
other. 

We recognize the administrative complications the Internal Rev- 
enue Service would face in segregating a foreign investor's activities 
along the lines discussed above. But we believe that this is an impor- 
tant part of the package of recommendations for attracting additiona] 
foreign investment and that an attempt should be made to resolve 
these difficulties. 

Recommendation No. 33: 

A m e n d  the  def ini t ion of  p e r s o n a l  ho ld ing  com- 
pan ies  a p p e a r i n g  in the  I n t e r n a l  R e v e n u e  Code  
so t h a t  f o r e ign  c o r po r a t i ons  o w n e d  en t i r e ly  b y  
n o n r e s i d e n t  al ien i nd iv idua l s  a re  exc luded  f r o m  
the  definit ion.  

The penalty provisions of the personal holding company tax were 
designed to prevent the use of holding corporations as a device to 
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escape the graduated tax'rates applicable to individuals. Elimination 
of progressive taxation on the nonbusiness income of nonresident 
alien individuals, therefore, would remove a basic reason for imposing 
penalty taxes on personal holding companies entirely owned by non- 
resident aliens. Such corporations are currently excluded from the 
definition of personal holding companies if less than 50 percent of 
their gross income is derived from U.S. sources. I f  the exclusion 
were broadened, as we have recommended, this would remove the sub- 
stantial incentive existing under current law to limit the portion of 
such corporations' assets which is invested in the United States. This 
change would have no effect on the taxation of personal holding com- 
panies having U.S. shareholders. 

Recommendation No. 34: 
C l a r i f y  the  def ini t ions  of  engag ing  in  t r a d e  or  
bus iness  to make  i t  c lear :  ( i)  t h a t  a n o n r e s i d e n t  
a l ien  i n d i v i d u a l  or  f o r e ign  c o r p o r a t i o n  inves t ing  
in  the  U n i t e d  S ta t e s  will  no t  ,be deemed  engaged  
in  t r a d e  or  bus iness  because  of  a c t i v i t y  in an  in- 
v e s t m e n t  accoun t  or by  g r a n t i n g  a d i s c r e t i o n a r y  
i n v e s t m e n t  power  to a U.S.  ,banker, b roker ,  or  
a d v i s e r ;  a n d  ( i i )  t h a t  a n o n r e s i d e n t  a l ien ind iv id -  
ua l  o r  f o r e i g n  corporati .0n will  no t  be deemed  en- 
gaged  in  t r ade  or  bus iness  by  reason  of  the  mere  
owner sh ip  of  rea l  p r o p e r t y ,  by  reason  of  a s t r i c t  
ne t  lease, or  by  reason  of  an  a g e n t ' s  a c t i v i t y  in  
connec t ion  wi th  the select ion of  rea l  es ta te  invest-  
m e n t s  in  the  U n i t e d  Sta tes .  

There is a general feeling of confusion among foreign investors 
over the application to investment activities of the tests for en- 
gaging in trade or business. This confusion certainly fosters a 
fear among foreign investors that they may through inadvertence 
be deemed to have engaged in trade or business and thereby be- 
come subject to reg, ular U.S. taxation on their income and gains. 
These fears, whether or not realistic, unquestionably are a deterrent 
to foreign investment in this country. 

Clarification of three major points through the issuance of regu- 
lations or rulings would aid materially in eliminating the existing 
confusion and fears. One would be to make it clear that the degree 
of activity in a securities account is not a factor in determining 

whether or not a nonresident alien individual or foreign corpora- 
tion is engaged in trade or business in the United States. 

The second would be to affirm that the granting by a nonresident 
alien individual or a foreign corporation of a discretionary power 
for the purchase and sale of securities to a U.S. banker, broker, 
or adviser does not constitute engaging in trade or business in the 
United States. 

Third, under present law, many advisers feel that any ownership 
of real property by foreign investors creates a question of doing 
business. Clarification of this question should have a favorable 
effect on the amount of real estate investments made by foreign 
investors in the United States and probably also on the amount of 
security investments made by foreign investors desiring to own 
both real estate and stocks. 

Implementation 

Basic to our recommendations is the belief that any steps taken 
must be unilateral moves by the United States. Negotiation of 
reciprocal tax treaties typically extends over many years and re- 
sults in separate rules for each treaty country. To attempt to 
implement our recommendations through treaty negotiation would 
vitiate the possibility of their having an immediate impact on the 
balance of payments. Decisive unilateral action is necessary to 
preserve the package concept which is essential if our recommenda- 
tions are to have their maximum favorable impact on investor 
psychology throughout the world. 

We do not believe it sound to defer changes in U.S. taxation 
of foreign investors on the grounds that there still exist restrictions 
on the abililty of U.S. securities firms to market the securities 
of U.S. corporations abroad. Although such restrictions do exist, 
many important industrialized countries do not prevent their resi- 
dents from purchasing U.S. securities through one channel or an- 
other. Thus there are substantial sums of foreign capital that are 
susceptible to being attracted to the United States for investment, 
if the tax laws of this country are amended to make such invest- 
ment more attractive. In fact, the existence of other' restrictions 
on the flow of foreig~a investment to the United States and the 
time needed to have these restrictions removed are strong argu- 
ments in favor of making unilateral changes in our tax laws. 
These changes can be made with a minimum of delay. 

Conclusion 

Our recommendations for tax revision, if adopted as a package, 
would greatly simplify the entire question of U.S. taxation of 
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foreign investors. Adoption of our recommendations would re- 
move the substantial deterrent to foreign investment in the United 
States posed by a certain unwillingness among potential foreign 
investors to undertake complicated procedures for minimizing U.S. 
taxes. These procedures are often necessary if the investor is to 
avoid tax burdens which limit the attractiveness of investment in 
the United States. Complexities of the current system of U.S. 
taxation of foreign investors discourage these investors and ad- 
visers who endeavor to live within the confines of the law and 
good conscience. These complexities result in minuscule tax reve- 
nue, substantially reduce the incentive to invest here and encour- 
age disrespect for our laws. 

Reducing Restraints on the Sale of U.S. Securities in Other 
Capital Markets 

• The monetary disturbances of the 1930's, followed by World 
War I I  and the abnormal needs and circumstances of reconstruc- 
tion, left Europe and most other advanced areas of the world with 
relatively small and inefficient capital markets. These markets 
were separated from each other and from the remainder of the 
world by numerous monetary, legal, administrative, and institu- 
tional restrictions. Much progress has been made in recent years 
toward removing controls on the movement of capital between 
industrial countries and toward improving the internal function- 
ing of their capital markets. Nevertheless, restrictions still im- 
pede foreign purchases of U.S. securities and limit the ability of 
U.S. firms to obtain long-term financing for their oversea opera- 
tions from foreign sources. 

Although the Task Force has conducted an intensive study of re- 
strictions in other capital markets, we have not attempted to set 
forth all of our findings here. The identification and cri.tical 
appraisal of restrictions remaining in the capital markets of other 
industrial countries have been covered extensively in a recent 
study by the Treasury Depai'tment, made publicly available by the 
Joint Economic Committee of Congress. In this section of our re- 
por t ,  we summarize the most important legal and administrative 
obstacles abroad which impede foreign investment in U.S. corporate 
securities. No useful purposes would, we believe, be served by 
making detailed recommendations as to the removal of foreign 
restrictions or methods by which other countries could improve 

- their domestic capital markets. In each country these matters are 
often complex and technical; they involve delicate domestic rela- 
tionships; frequently they transcend financial considerations and en- 
compass national policies well beyond the terms of reference of the 
Task Force. I t  should be noted that efforts to remove restraining 
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influences on sales of U.S. securities to foreigners will raise in foreign 
financial markets the question of the continuance of the U.S. interest 
equalization tax as a factor affecting the sales of foreign Securities to 
U.S. citizens, however temporary and special its basis. 

Exchange Controls 

Recommendation No. 35: 
The  D e p a r t m e n t  of  S ta t e  a n d  the  T r e a s u r y  De- 
p a r t m e n t  should  t ake  b i l a te ra l  d ip lomat i c  ac t ion  
a imed  a t  secur ing  the  s tep-by-s tep  r emova l  of  
r e m a i n i n g  exchange  controls  on cap i t a l  t r ansac-  
t ions  be tween advanced  c a p i t a l - f o r m i n g  coun- 
t r ies  and  the  d i scon t inuance  or l ibera l iza t ion  of  
special  exchange  m a r k e t s  or  p rocedures  f o r  in- 
ve s tmen t  t r ansac t ions .  

Substantial progress has been made in removing exchange con- 
trols, yet the situation is still far from satisfactory. Only the 
United States, Canada, Germany and Switzerland are free of ex- 
change controls. Although adopting the aim of full liberalization, 
France, Italy, the Benelux countries and Austria have preserved 
certain restrictions. A third group of countries, which includes the 
United Kingdom, Ireland, Japan, Australia, Spain and the Scandi- 
navian countries, retain a wide range of controls for balance of pay- 
ments and monetary policy reasons. 

The impact of exchange controls varies according to the opera- 
tions regulated. In general, treatment of direct investment is the 
most liberal; the treatment of financial loans (that is, loans not 
linked to commercial transactions) is the least liberal. Treatment of 
portfolio investment has been formally "libsrMized" in Austria and 
the Common Market countries, but even some of these countries re- 
tain practices which tend to be restrictive. 

In some countries, for example, foreign securities may be pur- 
chased only through authorized banks. In some cases, certificates of 
ownership of foreign securities must be kept on deposit at these 
banks; in other cases purchases of foreign securities which are not 
listed on securities exchanges sometimes require the prior approval 
of exchange control authorities. 

Japan, Australia, Spain, Ireland and the Scandinavian coun- 
tries all exercise tight control over foreign portfolio investments; 
except in rare instances, their nationals are not permitted to buy 
foreign securities. Although residents of the United Kingdom 
may freely acquire foreign listed securities and certain U.S. over- 
the-counter securities, they can do so only with funds obtained from 
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the limited pool of "investment dollars" which now sell at a pre- 
mium of about 11 percent, after having been as high as 14 percent 
earlier in 1964. These "investment dollars" represent primarily 
the proceeds of sales for dollars or other foreign currencies, of 
foreign securities held by United Kingdom residents. 

Capital Issues Control 

Recommendation No. a6: 
The  D e p a r t m e n t  of  S ta te  and  the  T r e a s u r y  De- 
p a r t m e n t  should  encourage  and  s u p p o r t  the  
e n l a r g e m e n t  of  f ree  wor ld  capi ta l  m a r k e t s  and  
u rge  count r ies  wi th  balance of  p a y m e n t s  sur-  
p luses  to re lax  the i r  capi ta l  issues control  in  
o rde r  to p e r m i t  an expanded  volume of  in ter -  
na t iona l  lending.  

New issues of foreign securities are carefully controlled in most 
major countries. The liberalization of capital issues raises sensi- 
tive questions because sales of new securities issues have a direct 
impact on interest rates, patterns of investment and the balance of 
payments. Some countries restrict distributions of foreign securi- 
ties in attempts to prevent heavy demand for capital by foreign 
borrowers from driving up domestic interest rates and siphoning 
off a high proportio n of domestic savings. In some countries direct 
controls over securities issues are in part designed to channel 
financial resources into investments considered of high priority by 
the government concerned. Although there has been some recent 
relaxation wit h respect to foreign borrowing in the United King- 
dom, the capital issues control policy of that country generally 
has been to reserve the London new issues market for sterling 
securities for residents of the sterling area and the European Free 
Trade Area. 

Regulation of Institutional Investors 

Recommendation No. 37: 

The  D e p a r t m e n t  of  S ta te  and  the  T r e a s u r y  De- 
p a r t m e n t  s h o u l d  reques t  tha t  the Organ iza t ion  
of  Economic  Coopera t ion  and  D e v e l o p m e n t  
( 0 E C D )  in i t ia te  a comprehens ive  rev iew of  
the  prac t ices  and  regu la t ions  in m e m b e r  count r ies  
r e l a t ing  to i nves tmen t  por t fo l ios  of f inancial  
ins t i tu t ions .  

Regulations governing the investment portfolios of institutions 
such as commercial banks~ insurance companies, savings banks, in- 
vestment companies and pension funds--while principally de- 
signed to protect depositors, shareholders, or policyholders--often 
tend in practice to create protected markets for certain privileged 
borrowers and to restrict foreign investment. Foreign securities, 
even when denominated in domestic currencies or protected against 
exchange risks, are usually discriminated against by regulatory 
authorities. Offerings of new or secondary issues of foreign 
securities in particular are much more difficult to market abroad 
when certain large institutional investors are not allowed to sub- 
scribe. 

Financial institutions in most countries have gradually been per 
mitted to increase the proportion of their assets held in equities. 
The risk involved in holding good-quality foreign securities would, 
in many cases, be no greater than the risk involved in investing in 
many domestic securities. We believe serious consideration should 
be given to relaxing restrictions on the amount of securities denom- 
inated in foreign currencies that can be held by such institutions. 

Role of International Organizations 

Recommendation No. 38: 

The  D e p a r t m e n t  of  S ta te  and  the  T r e a s u r y  De- 
p a r t m e n t  should,  t h r o u g h  a p p r o p r i a t e  inter-  
na t iona l  bodies, pa r t i cu l a r ly  the  OECD,  advocate  
the s tep-by-step re laxa t ion  of  mone ta ry ,  legal, in- 
s t i tu t ional ,  and  admin i s t r a t i ve  res t r ic t ions  on 
capi ta l  movements ,  toge ther  wi th  o ther  act ions 
des igned to increase the  b r ead t h  and  efficiency of  
f ree  wor ld  capi ta l  marke t s .  

The international movement of capital is kept under constant 
review by the Organization for Economic Cooperation and Develop- 
ment, to which the United States belongs. This organization can 
and should be more intensively utilized as a forum for review 
and confrontation on restrictions impeding the flow of ~apital 
among its members. Similarly, the OECD can assist in developing 
more effective capital markets in countries where these markets have 
lagged behind rapid industrial growth. 

Recommendation No. 39: 

The  D e p a r t m e n t  of  S ta te  and  the T r e a s u r y  De- 
p a r t m e n t  should  u rge  the  I n t e r n a t i o n a l  Mone- 
t a r y  F u n d  to encourage  s tep-by-step e l imina t ion  

32 33 



of capital controls. The Fund should be re- 
quested to prepare a study dealing with remain- 
ing capital controls and how theh" elimfnation can 
encourage stabilizing movements of long-term 
capital and thus contribute to balanced inter- 
national payments. 

The International Monetary Fund can play an important role 
in eliminating restrictions on long-term capital movements as- 
sociated with security purchases. Member countries are required 
to inform the Fund of capital restrictions they impose. Annual 
consultations of the Fund provide an opportunity for review and for 
comments by the U.S. Executive Director. Although the Fund can- 
not fo~znally take exception to capital restrictions--since its ap- 
proving jurisdiction is limited to restrictions on current transac- 
t ions- i t  can indicate that removal of capital restrictions would be 
helpful to the international financial mechanism. The decision by 
the Fund in 1961 to make its resources available to finance balance- 
of-payments deficits arising from capital outflows should help en- 
courage countries to eliminate capital controls. 
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V. Conclusion 

Other industrial nations, especially those in Western Europe, have 
made impressive economic progress in the postwar period. This has 
been reflected in the growing volume of  savings and the strengthened 
balance-of-payments position of most of these countries. 

Moreover, the institutional framework for foreign portfolio invest- 
ment in U.S. corporate securities has been strengthened in recent years. 
U.S. financial firms have a large and growing number of oversea 
branches and affiliates staffed with highly trained personnel. This, 
together with the current vigor of the U.S. economy, has created an 
environment favorable to increased sales abroad of the shares of U.S. 
corporations. 

At the same time, many U.S. corporations have established them- 
selves in industrial countries where capital markets are expanding; 
prospective investors in these countries can readily identify these 
corporations with products and services of internationally recognized 
quality. The framework for financing abroad these foreign opera- 
tions of U.S. corporations has thus also been strengthened. 

In our investigations, however, we have found a number of 
obstacles-both at home and abroad--which limit increased foreign 
investment in U.S. private companies. In this report, we have identi- 
fied the more important of these restraints and have made recom- 
mendations which, in our opinion, could improve the U.S. balance-of- 
payments position in this area within a reasonable period of time. 
Concerted efforts in both the public and private sectors of our country 
are required if these recommendations are to prove effective. 

U.S. corporations and financial firms are already making an ~m- 
portant and growing contribution to our receipts from abroad. Be- 
cause of our overall balance-of-payments problem, however, it is im- 
perative that every effort be made to increase this contribution. To 
this end, our report has outlined a variety of actions in several 
areas. Collectively, these actions could yield impressive results. 

We urge the U.S. financial community, U.S. industrial corporations, 
and the U.S. Government to give close and continuing attention to the 
problems and opportunities set forth in our report. 

The increased freedom of capital movement and increased participa- 
tion by foreign citizens and financial institutions in the ownership and 
financing of U.S. business will serve to strengthen the economic 
and political ties of the free world as well as its monetary system. 

(aS) 



Therefore, we attach special importance to our recommendations con- 
cerning possible reduction or elimination of obstacles to the inter- 
national flow of capital. 

The work of the Task Force has, we feel, resulted in increased 
exchange of information in areas of potential cooperation between 
the financial community, industrial corporations, and public agencies. 
Our final recommendation is that this exchange of information and 
cooperation be continued. 
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