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 ATSTRACT

Even if UoS. investors find economically attractive
apportunities in Youtheast Asls, internal insecurity and the threas
of Chinese Couavnist invasion weipgh heavily against. - UeS. investments
i tie uroaes The cuuntries cf ‘Southeast ssia have acknowledged a
need for roreign capital but fer the most A4rt have not actively
ancourtged new investient frou cbroed, I'meod. the investment milieu
they have established ter.ds to impede large scale private U.S,
investuonts :

The antipathy of the Governmentgof Lurme end Indonesia toward
foreign capital is Lased larg,ely on nationallism snd the dosire to
socialize iuportant sectors of the economy (especially matural re=-
sources and utilitles), and Las resulted in constitutional and
legislative limits on foreign investuent or extralegal Tfevoritism
toward their ovm nationals, Theiland has encoursged Us,S. investment
but at the sume tine 1t has belﬂ rapidly nationalizing industrye.

Two dogen Gavorament corparatiérs corpeié with private capital in
major Philippine industrios. In the Fedoration of Nelaya, the Crown
colony of Singapore and Lhe hsgociated Stetes of Indochine, the
Advantageous positioms of priv l te British and French ocapital handicap
the potential U.S, investor. W:ile UeS. cepital is not officially
precludsd from those countriesy British entorprise in Melaya and
Singepore and the French in Imcoshine are insulated by adainistra-
tive practices, establishsd coamsrcial patterns and the concern of
metropolitan Governments over 'ﬂ;luable oxchange oarners,

Foreign capital ubually receives equal legal treatment in
the economic activities it 1s pcx wmitted to entor. Investaient from
abroad is rarely ihe olject of ciscriminatory taxation but taxes on
ell corporute en’cergribes nrorelotively hich in soveral couatries
and nowhere in Southeast Aria 4n U.S. capital relieved from double
taxatione ifosl of tio ciuntriec of Southeast Asie have exchange
. control systens that could 1imit profit re.ittences ae well as the
withdrawal of cupital, Thus f4&r, hcwever, cnly the Philippines heas
rigidly restricted the repetriadion of earnings on foreirn investe
ments and disinvest.ent Is rolatively i‘reeo .

The wost favorable enviru 1ent for privete UsS. investnent
appoars to exist in the I’hihpgmes &rd in Thelland. Close political
and economia associations j.ith the U.t., constitutional discrimina-
tions in favor of UeSe citizanﬁ and corporations snd its ingular
position, favor the rChilippines. T.ailand hes & back;round of
independence, internal security, reasonable treatient to foreign
investnent and fiscal stebility. In wadition Thiilend's political
e.libmxent wi't;h the ue..tmj,d be encoura_ing to V.S, 1zwen:tor:s.>
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- I. THE ASSOBLf T STATES OF INDOCHINA
g

Ao  Pol it_‘;lcal ' :

. Opes warfare throghoub the .mjor pert bf' the three Associnted
Statéc of Indochina prosently: constitutes a deticive impedinment to
rost foreign dnvestuonts | ihofe is no prospect that warfare will
torainate {n the near fufure.: tven under thesé nost unfavorable
-conditicns:there las boeq & 1f:.ited awount of French investaont,
diroctsd for the .ost port atggraconatructing aad ox;unding existing
‘enterprisefs This lius Leen pPusitle larpsly tocause of war demmgs
payaents alloctted by rrance $0 Fronsh notioneds. The French military:
effort has Loen dirocted bt hbluing tio .ost vroauctive arens of ‘
Indoching, i:eluding almost ) industrial instellations end an ’
important portion of winek und pluntationss Uetle investaents, which ..
total at :dst oboeut JUS 28 afilion are reprevgnted alincat entirely .
in petroleun instillations whfch are subjeot tq this sase protection
of Freach~otnunose troeps, :

on T A T g R

Bo Admini détrai;iw

: Fromeh aercantile polidy hes, in the past, procludad extensive
inves%;nntx:% by othor than, fredeh netionuls, This poliay ranifested
i1tself not Bo wuck i1 terhc off s, ezif'ic rustridtions on foreign
cupltel participation i: ihe gutional sconomisa of the three associated
stutes (Vietnan, Laos and/Cu.Wodin sro, in fact, ohaxastorized by an
sbsente of such restrictiens); es by privileges  runted to Freneh
firmge Thewatinued opuration of these privileges is jsuaranteed Ly

& nunker of provisions of{the mireo:rent betweun France nnd the
Assoclnted Ltatos end by tiw apatinued presence of Frenoch administrae~
tors in the: ovornaonts of the three stutos, Tho ten year develep-.
“ent program for Indochind (udknet rlan) does mot envisage the use

of private foroign capital frob non-French sourbes,

As for the jssocintod Butes thonsolves, Vietnawse officiais,
ot least, hgvo indicatod $hoirkdesire Lo sce fofoign capital other
then Fronch, invostod in tHe cofitry. In his oW Yearts addross on
FeLruary 5, 1951, Bao Uai Coclired, "Fronch end: foreirn technicians

. and capitel will be welcoidedeepoCnpital will find in Victnam a frea

*i o Pield for i%s activities whichiuill ef'ficiontly: couploent the

- Viotnguese qilorts.”  Le dent fn tostate tnat Loreign capital would
- be subiject fo reasumable texation und that transfers of prorits

would be fadilitatede =
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Co Legal

;!y teras of thelr s, roe wnts with France the Ascocicted States
are comaitted to glive first ¢all o Frerch Union nationals whenever
they regquire tochniciam or advisora. jiowever, there is no indioca-
tion tha% this require.snt u uld apply to firms not uvnder govornaent
contraot, .

vhereus Fronch Unien netionals and nationals of states with
which Frdunco has upecial trputies (et present only China) are subjeot
to the jurisdiction of ©.ixed tribunels, other tforeign neticnals are
subject to ti.e re ular Vietnamese cuurte, :

Only cmapanioa;wrcogporatou in France or French colonles
and in vhich three querters of ihe cirectors ard adminis trators
are I'rongh nationals or Fremchsubjects nay enpage in miring entor-
prisos.

Do Minenciai

"Little local cepital is availalle for iavestment, and an
unrealistie olficinl uxohungu rete inhibits the iuaport of capital
from the doliar area. "Transior of foreign exchanpge 1: severely
regtricted, vspocially outside the franc aree, Lxcharge control is
in the hgnds of en orgar of ithe newly establiched Institute of Issue,
which insorporates the rublic finsncial fupction farnmerly exerclsed
by the Bank of Indochine. This Lody cunsists of representatives of
the Ansogiated Ltaetes and Frunce ni*t.h decisions in wost important
aatters, including the selaetion of its chalfmnen, raguiring mutual
consont. Thus, Frrice i ih a position to provide protection to
existing French interesgts.

Eo Texation

There is no tux discrimination ajainet forelgn investment,
but UeSe! 1nvost wont is mb*@ vt %o cmutm taxntions
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W AURMA

Ao Dackirownd
Privato forsi, n investwit in Burma has boen reletively smmll

in recent ysars ond is protubly diainishinge 48 of 1947 total foroipn
direct investuent in twma, nelaly . ritish owned, wer sgtimated at
$L90 milliop. ‘Iwowthirds of o ‘edlin canital was invested in potec-
leum (produetion, retining aud Adstribution) and ir uining (lead tin
and silver)s The reseinder of tle forei;n capitsl was investsd
lorgely in transportation facilities (mlnrd wvetorways and rallwaya),
banks end other ce.oorcial iustlitutions, lumer (esvecially toak
eutting enc :;illiuu), and in a.bwﬂicultuml 2laxtetions (vspocially
rubber an¢ tea).  Tho eurpent saguitude of Coreden private invests
nent s not lnowne

UoSo private ilavestent in ! urme has never boen extensive
and has deslined Jduring the postwar years. As of 1967, U.S5, dirset
private investmeni was about (3.0 will’on and by the end of 1950
thic swan Led been reduced to & naximun of $0.8 nillione Uefe firms
hawe ocncentruted mainly. ir. the clstribution of UoSo products (eof.
petroleum, & Lr'\!in;, nachines, Lugines: uschiues). The grose receipts
of the larg imvestor only wyurapes sbout $leb million yearly.
Since the bu..in« st of Uolie firms is usually conduoted through
branch offices or agencies ncting for UeS. principals, inventories
are satll and pr opmrtj holuings ere of nlnor imponrtance., None of
the larger UsS8. investors ovmé reel estate in Burma. A survey of
tha #ive leading Un . firni oporating in Ruras during 1960 showed
only ous rosldent !.hfi. nationald.

Foredpn tflms would oporute under trying conditione in Burmn,
Low incone lovels und 1iving stnndards howve precluded the daveleoprant
of wide narkets for processed uodt. 1ho lack of & ckilled labor
foree, inedequete¢ housingy o hi kL incidonce of disesnse, en undere
dovelopad spd euxpousive trx: i mrml. on sysion nrsl poor communication
fucilitles roprotent addit‘censl cbataclos to investients For UeSe
Invastors, the sboonee of ur amoricsn business cormaunity, a history
of Britvich duilnence mon{, worm;n invectors, end & logal framewor:.
baseu upes iritish and Indiun toncepts, peso spocial roblems.

B: Peliticsl

Insurgont wartfare {/ith: Communist snd racial minority group:s)
in Burus 1s & purcistent $hreat to lives, property, transportation
und com.aumiestion. Dacoity, & problem of long~standing in Iurma,
has beon erecurazed by theé unsbitled security conditions in the
country. Reviewin; the cffects in insurgonoy upon the Lurmese
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sconbey in- 1980, the chairmesf of he Hurme Chapiber of Commerce

noted thet civil warfare-hed § rovented the oparation of the two
lariest mines in the coudiry #nd had seriously roduced output in

the ofli'ields, in ‘timbar cutiing and ailling, tin and wolfram ‘
- prodectiony and in cosent Frdductivn, In 1943, the unsettled some
ditions Inguced investors to gotition the Government to hasten

forost natiocnalizatione !bwi 't continontal proximity to Communist
China is a. dstorrent to §oroi§;m lnvestuent scarcely ldes important
than the centisunus inteshiel Hisorders, The npar=future prospects

Lor {nterndl stability anc t}‘% ellalnetion of the external thrests ;
to Burma'sicecurity are ot upigkt. _ i ’ _ :

. ! £ :
- Sinee 1048, the Ggernfent of Turma hes: been comuitted to

o policy of ultimate utate owfership of sxtroctive, public utility,
end heavy jenutacturing § Auugz'ies, and to the!encourags.ent of
covparativess Kventual joverfuent ownership aid oporetion has beon
epsciried for railroads, #nlepd water trenspert, the ceneration end
trocmiission ov cleetricfty, gcmercial rodic transuicstion, coal ‘
alping, lardpueccale ticbop eng»r;;riaea. and the ranufacture of irom,
tteel, papar, sulphurlc scid 4nd sugar, L = ' '

~ Although it has bepn 1¢:5 explicitly stdted, the (overnment
intends to miniafze the e;mo% 8. powor of foreigrers as rapidly as
poseilles Hoth netlonalipn agd the Socialist doctrines supported
by the politicel alite ini 3urge have ;encrated :cuspicion of foreim
econanic Inturestse Furmp's outral® foreipn ‘policy has enforged
~its op,ouitdon to any ccoponld ties with the .ast thet would support
sharges of pliancy to "Weftord capitalism". The Government 1s wille
ini; hovisver. to teaporarily moderate its positian and to permit

foreign capital to operate inmome sectors of the econolys A partners

ship with fbreiyn private:cepital is considered to be the uost

proferablo poaprouise positiorgy vith the oxpootation that the foreign
cupital would jroaually e elffinated in much of the eoonomy o
. f i ! ' : '

L

pe

The povernuont hasisxtensive legal povers to nationalize
ontorprices; (sve Sectionf velbw), but it ..as soupht to ssaure
foralgn irvestors thet ruflless expropriation vwlll be avoided,

In an ltenpt to ettrect potentiel investors the Goverrment has
announced that it is prepared go ;uarantee private operation for
a period sufficient to ea#n "ai reasonable returh on -investment",
To further 0llity foreiph invstors, the Govergment has indicated
its recdiness to rent nonopoliss and 4o assist foreim firms in
their marketing problems, ! ’ : .
- : In tho pest four yéers,: Lurme hes nsticnalized the Irrawnddy
z‘ivnr%jtrar'mggxft system, slmostizall teak oxtraction and x ocessing,
The Hanjoon Telephone Cougieny gnd is acquiring one-half interest
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in the Burma Corporation and a cne-third interest in the Burma 011
Sospany. In all cases compansaiion hes bzen granteds however,
nejotiations heve boen slan uad the avards heve not matohed the
investorst axpec tetions, Tho exiont to which nationulization hes
besn achlovad 4z 2lso apparsat 'ron ddte on the Government®s role
in the eccnomy. <Govornuemt snborprise accounted for 11 percent
of groes natioensl product in 1958 and 18 percent in 1949, In 1638,
24 percent of duuestio investuert was wade by governmsnt sgenciess
between 1948 and 1950, 63 peroent was {rom goverument scurces. The
pusaibility of even broader goyurnmeut luvestusent in the future is
indicatod Ly the sizeable reserves being ecoumulated by public
authorities and boerds, accorging to buricse of(icial financial
deta, publig sevings betwsern 194% and 1950 fer exceedsd public
investment, with the surplus to be used in part Lo finance a futurs

nationalieation program off slLout Rupees 640 nillion (UeS. $136
aillion at the official ratele

Go Lef;al

Burma‘'s Constitutian reaarvms tre production of military
jtemsc to the stute, indicaiec that ssveral other industries should
be in Covernment ownership, and requires that locald oapital pre-
dominate in public utllitics apd impertent extrsctive industries.
Foreign reel property riphts ars severely restricted unless
excoptions ars suthorized by law. Lesser restrictions apply
apainst foreign personnal. xornal requiresents [or the orpsnize-
tion and cperation of tusiiess enterprises do not diseriminate
ugainst foreignerse :

1, Industries exclusively rucerved to Stuto omership end opera=
tion include the production of atomic energys arus, ammunition and
21l indusiries solely -.,on"scttd. with military defense”.

2, Foreipn investors cur .not acquire new ey -iu.ultural or ninerel
lunds unless Perliacuent authordzes an excoption to the Conatituticnal
burr on land grmd:a to alieiise -

%, Keal proporty cannot bu liold by nou-Bummns for nore than
cne yosr. This restriction inciudes sales, loasos and :wrtgaese
The legisletion (Transfer of Tmovable Iroperty isct of 1947 and
huondaents of 194b) permits the Governnent to whive this restriotion
in the public intorest. .

4, PpPublic utilities and the exploltaticn of natur’e.l reBOUTCes
are to be mutlonalized, '
RESTRICTED
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izeti on, r.urmaae* cituena uust own
321 11 coupanies or assoclations
pless public utildties, timber and
B, corl, end .inerals. wodifying
rees het of 194¢) suthorizes none
wumxwao enterprise is unatle to.
tion is detrimentel to the Bational

Ba Ai"m:aifﬁ;; eonplets :mi
ut least 60 percent of thelcep
engpged in the following inaue
mineral lendp forests, {isReri
loginlétion {union Mineraliles
Burman ainersl operations $uior
exploit rosonrees, nonesxpl o1t

WWW

intorest, sng forefpn exnléitatlon iu ct;xupatiblo with the planned
seonoalc policy of the Coviz-nm b o

£

6o All primte nroporty i,
subjoot to limitution or viuro
The restriction or eliminaion
however, be p.ct‘f.np" izhed ixi &C
properdy is not mma‘rory i et

".;:., are, by C.mb‘%ﬁ.tuti onal provision,
riction vhon in tho public interest.
0! private property rights must,
podence ‘with laws Compsnsetion for
put be preserivod by lupilclatlions

Y6 Unsk il’ud levor nay; act &2 brought 'in by foreira enterprise
1loss Burmage ars oot availalldy  Foredpn enturprise must attempt
‘o traln Burgens for ad.aind fstrgtive nnd tochnical jobs, FPForoign
maabgers ond teclniclone in 7 r-cﬁ.n.in in Burma fort three years durinp
which Buruesé replece: or s iuig e tradneds Thizp restriction uay
Lo vmived Lor key }a*scnxmio e quota system mei,sta, bus it has
baun propoced by Guverv*a:z nPfMaals thot oltirens of Myrms comprine
ot lonst 25 porcant of adnfnistativv-tuchnieal saplouyess and 76
pore fmt. of tfw clericul 1a.§ or vk forew in all ﬂuterpriwae

Lm:;w 3%131al. cn i& Lagk d upon #ritish ;g"uctico and does
net diurim nete a ainst ugn~ud 4 entorprise. . Foreign amplo;ara
have found the Trade uicpubus et Luruvnsomes in that appeals to
tho Court of Tadusirial arbitrdlion rrevents diamniesal of workers
il o deuikion has Leen inmd ',edo ; . o

Ba Lﬂubie}f tion partaini i Lusinese orc,wlirution and tl‘e\
regulation of business euter w Bpou Collows Indlen law and does not
.liscriminamewa ingt foreign =@ purstions or partuorships. Incorpo=
rution und ppricdie regls atidgh fess are nominal, Laws regulating
t}:e opamt ms ci‘ ccrx;oraa

$:15% but in prastidce there is no
e wovarthelsss, Twrmais Iimited

- industrisl u:rc. tuchniesl d ip.wnt mekes the aopying of ‘inventioras

il ikaiy. b
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1. The declared pollo, & the Governsent thab it will, shers
it soes fit. protedt domestic enterprise aaainbt foraeign canpatitaon.

2., Foroibn busineupa n st adhere clonoly to ropulatiou on
coutiercial practices vhile $hose rejuletions nro less rigidly
applied against local bhaimsmn.

Amen employment is @mtroned by an &d hoo system of entry

visls end stay pem!.'bao ,:,
4, Lo legislaiion hra goroif;n protossionala but the use ol‘

English In Burasse courts 18 linited and alidn doctors cannct px-actico

in 1,owrment hospi‘baln; ; :

Bo In principle, mpar : are 11cenaod acéording to their mPortanoo
to Burmad hctually considogeble weight is given to domostic political
pressura f,roups and to S:he gevenue poaaibilities of custom dutiocs,

6. Thp tax systen 1;. 1% general, not diacriminatory (see buotion
F below) but roreign bubinegees bear an inequitable burden booau»
avoidanoe of teaxes auon;; B Fans is vd.desproado

Finaxtcm
‘m-

AXl foreign oxcmm;_,a transaotiona are . sub;)act to complete
Govermistit ocontrols which lfmit foreign investmont and trade. The
present polioy pernits @‘rao*rremittmou of profits, dividends and
other investmemt income if g ginor qualificatiens are net. Cepital
is .ore aifficult to wu:h « According to a policy statewent by
the Natianal Nconomic Councgl (an official sub~cabinet group),
Burtwn intionds to favor \mhe.gpered re.ittances in the future,
Pertient fine.ncil.l re, uiatims ore as Iollows: :

1. Fcreign onterpri.pes :gust be self-suff!.cien’b in their oxohan"o
require.ndntl for clpitd. puéposese

2. 43l tranaaotmm ust o nade at the of i‘icial rate (buyings
R4475 = g; selling R4.76 =:$l)even though the Lurmese open market
mnore favoruble 'Eo the dollar (R'I.B s 81).

B AIJ. comodity e:gporta are rigidly con{'.rolhd. ifoat exports

“are made through Government..onopoly, & few @xports are prohlbitod

and a1l qther exports rsquif l1icensos. Licenses are granted
limrallg but the’ expor‘ber 8t ag,reo to surrander 1‘omi;n exchange
oaminbu
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Impoz:b cuntrols v:rahibi "non~essentisls® and restrict the
entry of some ;0ods {@epe certhin prades of cotton textiles) %o
Sterling hres countries amd Japun. Other roods:require license
authorizations (Opop Gonerv.l L§cense) whieh are usually :sranted,
Payqents abroad on invicitles §ccount require }iconses and certie
ficatlon that tex obligaticns Buve been met. Truncfers or capitel
from Burma wnst be epprovad. ¥hile the Coverument allows invisibls

apd capitel: “traisfers, ‘mo-upule capital emigration would probably

sucountor siii‘f resiataaceo g

v Bo The putential Lapadt of} liwrmese financial controls is
11lustrated by the experiemce Bf' U.S. wotion picture distributors.
For saveral yoars the ournings;of U.Se distributors (suppliers of

- about 75 podcont or all £ilms ghown in Burma), were Llooked., After

lon; nesotiation, the Gma‘nmcgt of Jurma & _ruecd in late 1950 to
permit convarsicn to dollars tBrough free nonestorling countries
at open market ratos. The loa§ involved in the conversion froam
sterling to baht (most UeS. ri)n rirms are using the Bungkok momey
mariet) to dollars is estirated at siout & percent. In addition
to this monatury berrier, Indign and Pekicteni £ilms receive pre-
ferential custom trestiwnt crvog' Us8o and other film printe,

5., Burma i6 a ""chedulnd Tgrritory" in the Sterling Area end 13
required toidoposit dollar ourpings n the lLonden pool, . Since dollar
earuings regulting from U.£o idvostment would not be directly awaile
uble to Burine there iz logs in&rntim to encourspe UoS. oapitel.

Fo m:mtion

1‘1scrini.1 a.'tcry te.xa;s ha!tn been lmpoused in postwar years by
speolal legislation and this technique is still used by the Governaent.
Among UsS. investors, the r, osti1oteworthy experlence hus been the
gross roceipts tax lovied xm oflibitors of UeSe £ilms. A 1947 tax
of 80 percent of gross rewipt@ lovied solsly o3 Uebe tilms wos :
changed (in'198C) to a tex of 83 1/3 percent a sinst pross roeo!.pta from

8ll foreign films, Rocelipts 1‘:‘&: Burness £ilms are teaxed at 12j-25 percent,

The relatively hihhf tuxwurc.en on all business would,
acspacially view of the wiffgrence in tex enferoément noted
nbava {see dection D above, dfter Soroign investors. Io agrecuent

cxists between Eurms and the USited 5tates o relieve U.5. investors
from the dou‘.b e taxation thoy im: i‘&ce on earningse

Taxae imposed on o :ore%n corporau on 1:1 Durma (llong with
c..cmostic firms) include tho followings :

i\huTﬂ e TL‘AD
SEC unnr ﬁ mmnoﬂ
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1o A "Husiness: prog ita” w of 16 2/3 wroent of net income
ovor RIOO.@O() ($21,000), ; :

Lo cergorata income toxoa Mvallim, 50 per¢ent of net income
roalizod in Lurne alter deduc§. ng "business prefits” tax paymenta.,

3s A gross seles tox of 6;&5 perconte hxaaptims i10lude food,
- fuel, olothing and the sulean gt smali merchants.

4. "I_-uxury tax of _€°2u§p0rcont 15 levied on extensive lists
of jecds wiren they (irst enter troduc :

Bo otadp taxes on vir-&bu&léy all docunonts.

Nonwresicents nre 'isuujicu to & porsonal fucome tax on inceme
- arising or wocurring mt}tﬂn Baraa. Tho rates are groduated end in
1950 roachad 9% on tnxable im cue ovor v300,090 (.;bS,OOO)e
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III. ¥HE PEDERATION OF g LAYA AND THE COLONY OF SINGAPORE®

A, Background *

U8 direct private 1x§estment in lalayn is smmll but appears
to be growing at & nodgrate, rato, At the end of 1950 there was
US $30,7 million of UeSe priveto capital in galays as compared with
no nore. than US 424 uillion in 1945. This investuent is concen trated
in rubber plantutions and tin mine holdings. U.S. interests also
oparute & wide variety of distributive enterprises including sewing
machine qutlots, notion picfure firms, "nd business machine companies,

US owned production faailities are, however, small compared to
British holulngs, : .

oty

e i

E

e
i)

H : : g : : S
The Govermuent strongly fuvors private investuent and has
publiclyjinvitad'foreigz capital, Although the econany is now subject
to extendive coutrols, it is the declared policy of the Governmont
to roducd or abolish them ag soon as economic conditions permit. o

H £ '
' lsdays 158 in & favored positionm with resard to basic service

fnoilit.iegs and living condifions, as canpared with other countries

in Southemst Asia. Levprthqless it s deficlent in skilled personnel,

pover, and reilroad transpoptations The transportation problem

would be especially serious An the exploitation of new areas,

Bo Polié cal

Comunist guerrilla groups have been active for more than
three yeers and there iy little hope that internal security can be
restored {n the near futures, Guerrille viclence has been directed
primerily egainst foreign~owped installations and has prevented
expansion ‘of rubber and, tin pperations, » >
i : : |

et e

. Although other foreign investnent is not specifically excluded,
British ogpital iz in a Aavored position beceuse ialaywn's laws end
commercial practices are patgorned af'ter those of the UK end the
leading aduinistrators and- eponamic advisors ere British subjects,

lalays is Britalneg largest dollar ecrner and it is unlikely that

b
: i

- I The attitudes, Iaws &nd ;ei gulations"of the Féderetion ol aya
and Singspore regarding forelgn Investment are almost identical,
Singapore is e Crown coleny while the Federation of inlaye is a
Brifaish.grotected state. In this discussionm Haleys refers to
both political ‘wnits, ¢ |
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Britain would be politicelly passive towards new large-scale UsSo
investmegts in extractive of distributive industries even if security
conditions were favorable tp suoh investments. ,

Severul public gtilf?y lndustries, ineludiizg reailways and
water transportation are stdte owned and opapeted. All other
irdustries are open to priwpte investment, As of the begimning of
1961, no nationalisatign of foreigu enterpripos was being Gonsidered,
There is little doubt thet, if private foreign investaent were
nationalized in the future,. conpensation would be arrenged.

Ceo Iﬁf,&l
Réstriotions perti.nap'c to _fox-éign investment ere:

1o lo resident cmﬁany ;um be sold to aliens without consent of

- the Govermment, -

2. The sale of secyritips to persomas residing outside the Sterlinmg
Aree roquires Government copsent. ' ‘

3o All foreign oomémiaf;f nust re;ister and furnish information
a8 to their operations. ' , . _

4, Eéery foreiyn bmklng company must bef licensed,

5o Nén‘-Bri‘bilh 1nm§rancé companies are r:equirad‘ to make substantial

deposits ©f approved securifies.

JS. Ail businesses @.mt ibtain gwernmontéconsont prior to the
issuance ‘of capitul stack. _All trust companios must deposit approved
securities with the Goverrment.

Thore is no restrioctjon upon the percentege of foreign capital
in eny £4rm or industry. Pereign firms are pot compelled to employ .
or train nationals, NoneMelayan investors are fres to expand their
holdings, C ' :

S

Ds Admi.x";j.strativ'a

i
¥
B
bl

There uo not appear $o be any overt administrative obstacles .
to foreign investuwent, In ¥iew of their commercial and nationsl
affiliatione, it is likely that Dritish investors receive more
fai;ora.ble; consideration thap other foreigners. ’

gt

&

e iy
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» dends, mtarostiand current profit

earnings 4s perultted \gtho‘f linitation as o the auount transferred. *
There are, howevor, tvo inpgrtunt rostirictions on U.S,. investuonts 5
1. @riginal iavostuent camot be withdrawn Ly investors residing
outside '@w Sterling Area. - » ' e
~ Bo Doallr earnings _én :gorta nust be deposited in the Londwmn w
pool of the Sterling area #l are subject o Dritish oontrol. i

Fe Taxation . :

| There is ro tax ¢isodimination egeinst Coreign .corporaticas.
Individus)l non-residents, ofher than British subjects, however, are
not peruitted tne persopal deductions snd allowsnces established j
under the. personal inome taxe KHelief from double texation has deen

arranged with the United Kingdom and can be obtained by other naticmals :
if their governuents regipragate, : v
. RE§TRICYED
SECURITY INFOR4ATION .
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IV, THAILAND

Ao Buackprownd

The Thai Government has ropeatedly emphusized that UoS.
oapital is particularly welcomse in Thailand and that forsigners
wishing to invest will be extended the same protection and rights
as those given Thed maticnals. Thailend's long history of indepond-
ence, its political aligmuent with the West, and its past perfornance
in respect to foreign investors are favorable indications that U.S.
jnvestors will be uccorded fair troatmont. Wers industry nation-
alized, campensetion would probably te arranged.

Prinoipal foreign investors i Thaeiland nre Chinese, ‘British,
ond Australian. American inyeetuent has bLeen smell in wvalus, but is
increasing. Direct investuents of U.S. private profit organizations
snomnted to $1.6 uillion in 1943 and an estiueted 3.8 nillion at
the ond of 1950, The larpest sepmont of this investment is in exporte
Import trade, although Ameriguns also share in the distribution of ‘
petroloun -products and :otion plctures, uanufecturing, eir transport,
ond nining.

Thailend is in a stron; l'inencial position and hes sizealle
foreign exchange reserves. Although eager for assistance under the
verious UeSo &id programs, the government has been financing its
own develeopment propram, invesiing airectly in business enterprises
and £lgo ostonding financial aid to Thal [irms to encourage Thai
participation in businoss.

Investiiont opportunities aru orobebly contined to mining,
the processing of sgricultwal and forest products, light industries
serving the domestic mmrket, end treaing ectivities. Lack of
adequate information on these opportunities handicaps prospective
investorse

As in most undeveloped countries, Thailand has & shortage
of trained local personnel, espeially engineers and other techniclans,
and lacks udoquats service facilities. IPartlcular jmpedinents are the
tack of roeds and pewor. Lven eround Lungkok, where electria power
proauction is concentrated, & large new industrial user protably
cannot be served fron oxisting or proposed facilities for severn} '
Yyuarse :
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Be Political

Theilendts proxiaity to China, the existence within the
cocuntry of an economically powerful Chinese ninority comprising
15 percont o' thio populaticn, and thotraditional Government
proclivity. ror "bonding with tho wind" cinstitute politicel hazards
of some ccneorn to foreign inwvestors. Froquent changes in governe
mend in Theiland usually by unconstitutionel means result f'rom a
jockeying for control on the part of individuels and cliques rather
than from the cxictence of interusl unrest. There is no insurgent
activity. Pclitical instability is & deleying and disturting
factor in negotiations Ly forei;n investors,though probably not a
sorious impediment, Barring foreign invasion politloal changes
are not likely to «ffesct the Govermmeni's sense of responsibility
toward foreipn inwvsstors or its internutimmal camaitients.

Private foreipn investasnt opportunities in Thalland ere
boing reduced by the incrensiagly rapid trend toward government
particupaticn in, and control o, preductive entorprise. Ffor
instonce, nrationalization o tenk production, in which thore 1s
oxtensive British investment, is scheduled, letails on the fields
of jovermment conirol are (iven in Section Ce Increased governnent
participation 1s duo to & cesirs to curb end counteraot Chinese
sconanic ponetration, inatility to mobilize private Thal capital,
dopire to lesse:n Dritish end Auvstralian Investment in the teak and
tin industries, aud te incrosuse opportunities for praft by politi-
cisns and the military clique. The prevalonce of ;raft on a large

scale is & landicap althou;h Weutern firms are lass subject to
the "squueze™ than Thei or Chinese.

Co LO{;L\I

The {'ocllowinp re.ulstiops limlt the extent of foreign
invastment, mensgewnt and employnent in Thailands

1o All mireral sxd forest rescurces are the ;roperty of the
Stete but exploltation by foreigners has been permitted through
leases, iiew foreipn tesk concessions are not being granted end
presont leases will not te remewed., The Govermment continues to
oloss a reserwe aining erea in Northern Thailand to foreign
investore, Wolfram mines will »e natlonaliged after present con-

" oessions expire. Rejorts are c.nflicting as to the legal require-
aents 'or foreipn participatien in other mining enterprises in
the unreserved ureas. The precent policy of issulng only shorte
term loasea for most ..ining entarprises in a principal impediment
4o now forei;n invostment, The Covernmsat has hinted uf; nationaliring
the tin industry but is proteblytechnically end {inencially unable
to carry out such a proposals,

: RESTHRICTED
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2. Govermment .onopoliez axist in the fislds of: rail and
internal air iransporty telephonc, telogra h, and redio comnunioa-
Llcns; cpium, tobacco, and alcohol and aloocholic boverege industries
{n few privete porcons hold concoesions for ueking spirits), and
Slaying cerd aerulncture. “he oporation of pullle Righway transporta~
tiep facilitics is not lopgeily closod to foreign investors but the
policy is Lo issus no licenues to foreignerss Government agencies
end ssmi-{cverumont corporutions aleo engago in s large varlety of
trenspart, trade, manufacturing enterprises, and publie utilities.
Tncreesed governnont pertieipaticn is in prospeote

3¢ Certuin occupations, chiefly aot of interest %v foreipgn
intestors, are restricted to Thel nationals.t Restriction of rubber
trading to Thei .stlonals ir currently Leing contemplated. Coastal
shidpping s linited to Thal retlunalsor to corporations vith Thal
Gar{te]l In the nmount of 70 porcent,

4, The wajority of ulreslors of a savings institution nust be
Thal netionals, unless tie instltution 1s & branch of a foreign
Lanka £L11 dirsciors of & crodii foncler (1and besk) must be Thail

- - ———

nationgls, B

the 1957 Treaty of Friencship, Commerce and Navigation betwusn |
the United utates and Theiland enebles U.Seo investors Yo engage in
comnoreo, menufacturing and trade. It specifically permits acquisi~
tion, ovnersiip and leece of land and immovable property in Thailerd
by hmericea citizens and corporcilons legally resident in stutes o
territories of the UeSe which grant similar non-discriminatory
property rights to Thai maticnals, Iiowever, the Treaty does not
adequately adiust to such noderr developaents as the inoreased usce
of the corporste form of tusiness entorprise, the sproad of exchan(;®
control systoms, snd ;rowing stete participation in economlc
activitios. 4 revision of the Treety is being negotiated to
sstablish conditicns acre conducive to the flow of private lnveste
ment cepital, perticulerly by ccrporations.

Do Adiinistrative

There is no centrel authority in Theliland responsible for
formulating and imple.entiny goversment policy on foreign investment.

T, laklng or niellowarc, Jecquorwere &nd 11e .68 ol Budche; rice
and salt famning, driving buses end pedicabs, berbering, and type-
setting in the Thai lunjuape.
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Delayz 2re arcorntared thkreough +ha neessalty of nepotialing with the
Depnrirent denling withithe enterprise in which tle investi.ent ia to
- be rade,

The Governrent Vas co e¢learly defined polley in regard to
required Thai participation in foreign investrent, Legally there
are fev lirite to tve extert of forelszr ownorstip, [owvever, the
Govormwr ent atated in Janvary 1940 that Yin certain businesses and
indusirles e Government :ay participate as partncrs or shareholders
if trey ses fit, end it} detalle as to tre percentagé of stares for
eash contraslineg purty and tte ccmposition cf the staff will be
mutually a-rood upon, It is also t)e policy of 1he Govermment to
ercourase jolnt participation between foreign investors and privats
Trai irdividuuls", Govermrent offlcials have indicated a desire
for Thai control of 51 percent of tre caplial of public service

“industries, Equal participation in joint uwining ventures las also
been propossd, In spite of professed eagernsess for American capitul,
however, the vacillation of Thai officlals with vhom some Ameriean
firze have deelt, the lack of 1 favorcble government polley regariing
Thal participation, and the red tape involved have been Impediments
to U, 3, invesiment, pariticularly in mining,

: Llcensing and permit iscuance are frequently complicated by
obsclete orocedursa ard overlapping jurisdietion of goverrment ageaneles,

E, Fipanoiad

Profits and dividerds ray be ramitited abroad freely and capital
may also be expcrtod, Thailamd's exchange rate structure gives pro-
ferential tresatient to govermment enterprises which are able to obtain
forelgn excheng: for imports at the official rate (12,5 beht to US $1)
as contrastied to private Tal end foreign firms, which must finance
imports at tre open market rate (22 baht to US $1), Theiland's foreign

_ exclange regulations, which require tin exporters to surrender 40
percent of exctange earnings to the Government in Jocal currency et
the official rate, amount to a tax on tin investcrs,

F, Iax

Tax ratos are rod generally burdensome in Thailand and with
one exception are the same for Tral and foreign firms, A recent
revision chanzes the tax bauzs appliszcole to foreign shipping and eir
transportstion comparies with ¢" e result that they now rust pay the
governirent 1 pereent of thsir gross revenue, Thal companies pay &
slightly lowor tex *.sed on their net income, This revislion was made
W wfaimics JTurpge~-scale tax evasion Ly European companies and has
rot been contested by American firms, -
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. Corperete texes range to a8 maximm of 20 percent on net income
of over 30,000 par vear, For individuals, texos range to a maximum
mirtem of 50 peresnt of net incoms over $6,000,

Thelland has rot entered inte any interrstional arrangemerts
for doihle tamation relief,

Minirg corparies in Tralland have complained about high
reyalty rotes for tin while bigh individuel inceme taxes have beem
cited ag &an excessive burden on forelgn firms who ean mecure foreligm
persommel only ot very high salsries, , Sufficient informetion ig
ot avellable tc evaluabs cdoquutely the tax impedirents, but in the
oplnion of the US Fmbagay tlay cre not onerous,
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A, Background

Ippedicents to privete foreign investment in Indonesia should
be viewod 1n the context of the recency of that country's attalne
ment of goveraignty. Indongsie tecame a soverel~on nation late in
December of 1949, and, for the rost part, the body of legal regula-
tions prorulgated by the forumer Netherlands Fast Indies Government
legally continue in force urtil changed or replaced by Indonesian
law, No aignificent clanges in legal rervlations ccneerning private
foreign investrent have becn made thus far, , :

. Indonesian politieal attitudes townrd private foreign investia
mont ara conditioncd by interse natlonslistice feellng, as & reactlon
to Indeonesia's former colonial ctatus, and by tre nineteenth century
sccialist ideas that ocolor tre views of many of its political leaders,
Thase attltudes reve resulied in sore preasire for nationalization
of foreipr enterprises, bul in genéral such pressures have beem
rejected by Indonesia's politiecl leadsrs, The vice president,

Dr, Hatta, has stated publicly ithbat Indonesia has not the financiei
neans to acquire, nor the skills to operate such investmenis, 4An
influentisl locsl economic growup has also rejected the idea as wmssund,

In common with other Far Fastern countries, Indonesia in most

aroas, has no lack of manpcwer, There is, however, a great dearth

of loeal personnel trained in tectnleal and menagerial skills,

Service fecilitles such as Farbours, transportation,storsge facllities,
barking and crodit institu:icne had been established by the Duteh,
Present pover facilitles, :re gunerally inadequate, Other facilitles
including roods and railrocds, are relatively well developed on Java
and are deveioped to a leaser e:xtent on Suratra, but are almost
completely lacking on the other islands., Development of some mineral
regources on islands otler thrapn Java or Sumatra is hindered in soms
cases by intense jungle growth, lMoreover, capital equipment, and

in some cases, rav rateriale for development are not available locally.
Housing, reereaticnal and health and sanitation facilitles for foreign
" personnel are poor, These facilities have to be provided generally

by the investors themselve:,

1. The material pertainingz to Indeonesia was prepared ty the
Investnent and Tconomic Developnent Staff, Office of Financial anc
Development Policy, Department of State, Minor changes in organiza~
tion and text were made Ly the Division of Research for Far East,
Office of Intelligence Researcl, Depariment of State (OIR/DRF),
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Businesszen without previous experience in Indonesia appo.y
1o be unfapilier with Indonesia's laws, lepguage, customs, and
business opportunities, The Indonegiens hawe developed an inferriae~
tion service, but as yet publicity concerning investment opportunities
is scant, :

American investment in Indonesia at the prosent time amcunts
approxirately to $120 rilliom, oliefly in oil production and refining,

autorobiles aasenbly, and rubber estates,

B. Politiesl

1, It 1o probable that invagtors would regard Indonesis ag being -
gesographically within the ortdt of possiblas physisal expanaionism
on tke part of Communist Chine, Tre influence of the latter is
already belng folt in lalsya, Indonesia's vulnerahiiity lies not
only in its nearness to Malaya, but also in the difficulties of ite
defense erising from its thousands of miles of coastline. Indoneaio
1s not an aree of overt contention between tlo Rast and the Weat,
but gould becone so. iz amy diract drives on the rart of the Sovies
orbit for sources of straterie raw materials such as rubber and tin,

2, The Indonesian govermment might well be regarded by inveators
as uvngtable, It is nev, lersely untried, and staffed by leaders of
1lirmited adminictrative axperience. Threre lave been three new
govern: ents in Irdonesia in two years® tine, Any lack of confidesos
in covernuent politics that might arise 4in tre rdnds of business
ven would result from fastors whioh are discussed under (3) below,
and from the lack of administrative experience of tha Indonesians .
Thus far, however, tiia factop appesrs not te bave been serious
since (45 the continuity of adr.dnistrative pol icy affecting private
investents has béen rainteined and (b) it is belleved likely thrat
the nost important of these foreigm irvestors now in Indonesia, ,
especially the Dutch, have every intention of reraining, T core bad
been previcusly, consideratle dissatisfaction wit] the. ~overments
épparent inehility to cope with widespread labor unrest, !lore
recently, hovever, drastic measures have been instituted and the
situation appeera to heve improved, The fact that the bulk of
Indonesia's labor unions gre cormunist controlled makes it probabla
that this will continue tc be a serious problem, Hovever, thcre ia
some evidence that commmunist influence in thie labor union moverenmt
isg declining.,
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7, Despits the inflvence of 19%h century socialist tradition in
the thinking uf Iudonesian leaders, as yot no trorouchgoing soclalist
progrem eilstc.  Such comerste progrems that exist for government
avmerstip or control of essontiel industries represent rore aceura’ely
an extenslon of the policy of the former Duteu rugime, Tho Inconesisn
zevermmont took ou.r from thot regime owmership of significant poriioms
of te vailread and olectrie power induvstries, Its announced intention
ig to nationalizo the romainding private interasis in these industries
in the near fulure.

{he Irdoresian ccnstitution postrlates a strong publie interest
In ite exploitation of natural resources and in "branches of production
of importarge to tle state®, bul ccntains no specific sociallst pro-
nrem, In fact, the principles ss stated could probably be interprated
as & description of {te situvaticn as it presently exists,- Thus far,
tra only institution patlomaliged .. teen ire Java Bank which has
ceribina? nomy funciions of & central benk and benk of fssue with 1ts
noimel cormereiel banking ccetivities., The repatrlation of its
ownership was accoemplished by govermment purchass of the Bank's shares
from the individual helders,

Apart from the Java Baﬁk:,, the railroads end electric power
irdvatay, thers are no knowr: plans for nationaligation,

C. ZLemal

1, Trere are no restrictions on foreign personnsl with the exception

of the usual re;ulationa ecrceraning foreign exchange transactlons and
the pressure on both present eml new investors to train Indonesians
for technicel and ransgerial positions,

2, Incorporution in Indonesia is not required, However, becavse
of certain restrictions om corporations not locally registered, most
foreign flrms consider 3t :ore ndvantegoons to organize a 1lirited
1iability company under tho previsions of the Indonesian code of
cormerce, Ccrditions concorninmy loeal participetion in the ownership
of enterprise are discussed under -3 Delow,

3, Apart from {le faet that no nou~Indonesian may owm land, there
i3 ro diserirination befors the law with recard to Molding and cone-
vaying, contract enforcement, right to use lceal covris for redresa,
etc. )

4. Prescnt restrictions on the scope of forelgn invesiments in
Indonesia are lar-ely those taken over from the Dutch. No non-
Indonesian may aequire title to land in Indoneasia, Land way be
leased for stated periods depending on the type of usage involved.
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5, Minersl rights are in most cases regarded as the property of
the state, Concessions for exploratica or exploltation mey be
cbtained fron the state, At present such coneessions contain pro-
vision for the payment of special taxes on gross production and for
zpsciol levies on net income apart from the geperally applicsble
corporate incore taxcs, An Ipdonesian parllarectary committes is
now in the procass of reeaxamining the nindng laws with a view
toward revising them, There 4s no Informotion avallable concerning
the nature of vevisions contemplated, .

6, Under tre old jletherlands Indies Government lav, the Govarment
Fes the right to reculate new investront in industry in Indonesia,
Thus far, hovever, tho Government seems to ba attempting to encourege
(within the 14mits of the restrictions nentioned in Sections & ard B
above; invesiment in industry,

7. Apparently new foroign investment is effectively excluded
tomporsrily from the field of inter-island air trangport. The
Indonesian Government is party to a ten-year ronopoly contract with
the Netherlands KIM on an equel share basis in the field of inter-
island ajr transport. The operating company, Garuda, is screduled
to become completely Indonesisn-Goverrment cwned et tho end of tre
period, An Indopesisn firm in which a United States imvestor has
an interest was recently turned down in en attempt to aequire the
right to establish inter-island air service, A de facte but not

de june ronopoly on inter-islend vater transport is now heid by tae
EPM, n Netherlands firm, In this fleld, the Indonesians are anxious
‘o break the monopoly for soverul cogunt reasons, Priwaie foreirm
capital wovld probably be welcome on a shared ownership lasis.

D, Adsinigtretive

1, On the whole Indopasiani ssem to be successful in implementing
publiecly stated policies rcgarding the role of private foreign enter-
prise. The statezent sheuld psrhaps be in the obverset thus far
the Indonesiana seem to rave evoided teking on administrative burdens
that they are incapable of carrying out, nationalisetion included.

2, The Indonesian Govormnent has not ostablisked on & centraiiged
bagie ary one asoncy responsible for foreign investrent policy or
information, Dwidently, cabinet decisions are required in cases of
any importance,

3, Inpressed by a long higtory of a rather sizeable outflow of

invisible poyments to the Netherlands, the Indonesians have readily .
ombraced ths treory of the "eclorial drain.," This ras resulted in
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firmly intrenchud politiesl pre.sure for the rctontion by Indonesiz
of a lurger shave of the enrnings of foreign investment, This pressure
hes thus far found expreasicn in a policy of expecting, btut not
requiring, new lnvestors to provide fcr 51% Indonesian ownership
uberever pogsltle, Iventunl repatriation of the remaining shares

is regorded es o highly desireble, thouszh not required gosl., !ore-
over, new igvestors are expoctesd to provids for the training of
Irdonesians to take over mrnage~lal end technical positions, Present
invegtors are enccuraged, though not roquired to de so, Tress
require:ents are o matter of declared poliey, but not as yob a
matter of lav, In effect, trey represent a basis for nerotlationm.

E, Finaneigl

1. There are pe limitations cn rerittances of profits after taves
sarned einee Jarusry 1, 1950, provided sufficlent liquid funds are
awmillable for such transfer., For foreign investrente nade in
Indonesia prior to the war, ‘owover, ard rehabilitated after the
wer, profits rade priocr to Jamary 1, 1950 are subject to specisl
regulations end transfer cen be rade only after approval of the
Yoreign Exchange Control Board, Transferable devrociation is limited
to 5% of the amount originally invested or the ohiects to which
depreciation is applied, For ncw investrments, however, a higher
percentage noy he alloved,

2, Indonesie has a ronegsd :ultipls exchange rate system vnder
which ell excharge transacticns are strictly comtrolled with the
single exceplion of those c¢f the foreign oil companies operating in
indonesia, While the syster was oripinally instituted with the
provision for msnagement of the rates, no rate changes have been
uads since its ireeption in I'arch 1950, The rate appiied to exports

-in 7,60 rupiah to the United States dollar, That applied to imporis
and to all outward renittarcos 'is 11,40 rupiah to the United Stateu
dollar, The latier rate ie appiied to spproved capital investment.
While the structure is someuhat complicated, its operation has
been speeded vp to a point' of reasonable efficlency., A4z far as is
known, the 11.40 rate seems to ts fairly realistic,

F, Tagntion

1. There are no special taxes of foreign emterprises es such,
All corporations, however, of which foreign enterprises are the most
important, are required to pay a 40% tax on net profits after
depreciation, Foreign enterprises are also subjest to other forms
of generally applicable exeise toxes,
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2, There is no discrimlmation acainst forelgn corporations in
the snforcement of tax laws,

%3, There ie no double tasation treaty in effoet betwsen the
United States and Indonesia, It is, therefora, probable that United
States firms would be at o competive disadvanitage with locally cwned
firng in compsting for the local or world markets, The questloan
has not arisen so far, however, sincs there ia very little lomal
private eapital available for investment, Most of the significant
lsrge single investments in Indonesia ars either foreign or
govermentally owned, Foredgn capitel, on tre vhole, has not toen
in competition with looal non.Chinese capital in Indoresia,
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4, ZBaciyropnd

Because of the cloge association of tre U,3, and the
Philippines during the past 50 years, U.S, investors are more
faniliar vith laws, cormercial cuatoms and language than else.
where in Soutlheast Asia, Such advantaeges have facilitated U,S,
direst investment totalling a xaximm of $190 million im 1950
the highest anount of U,S, investment among the countries in the
m, '

The potential U,3, investor is, hovever, faced with a shortage
of skilled labor, insufficient port and warehousing facilities in
the important ports of lManila, Cebu, Iloilc and Davao and a limited
transgortation system, Exocept for a short single-track railway
line in FPansy, all commercial railway operations are now confined
to lugon, Roada do not adequatoly serve rany irportant productive
portions of lorthorn luson and other potentially productive areas.
Joastal and inter<island al'ipping facilitiss, alwost completely
destroyed by the war, have not besn fully rehabilitated and the
atatus of shipe under charter from the U,S, Maritime Commission
is uncertain, Powver shortages meke it almost impossible to intro-
duce large industries into lanila and power is almost completely
lacking in many others potentially productive areas, Banking
facilities are severely limited outside Manile and a few other
urban centers,

'8, Politicsl

1, Peace and order problems croated by dissident groups, aspeeial-
1y the Hukbelshsps, present a contimuing menace to 1ife and property,
particularly on vhere rost indusiry and commorce is concentrated,

2, Although the Philippine Government is relatively stable,
thers is camplaint of inefficiency and corruption, and a lack of
confidenoe in povermment policles,

C. lesal

1. lo unequal treatwent of foreigners oxiste before the law
with respeet to contract enforeerent, right to vse the loeal courts

L. Tre materia. pertaining to ire Phijippines was propared by the
far Eagt Division, Office of International Trade, U.S, Department
of Commerce, !inor ctanges in organization and text were 1:ade by
OIR/DRF,
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for redress, ete, However, certain legal deterrents to foreigm
investrent exist; and ineludet

8, Difficulty of btringing into the coumtry foereign technlcui
2nd edministrative persomnel psrmitted entry for " e
employnomt, with proviaions of tho law at prescent so rigidly
interpreted as to sericusly limit their entry. Assurances, hovesvar,
have besn given that a liboral interpretation will be ziven to this
law {u the future,. :

b, Import control law dasigned to Filipinize internal distri-
bution and import trade, The law provides for a ssteaside for now
Filipino importers, and stipulstes that noneproducer importers ahall
rozerve not less than 50 percent of imporis for sale to bona fide
F4lipino merchants at the same merlups granted to regular trade
outlets, Armsrican merchants have equel rights in these comsections,

¢. No now banking institutions may be astatlished unless
60 percent of the capital is keld by, and tuoe-thirds of the members
of the board of directors, are Filipinos, ‘

d, A1l deposits of foroign banking institutions received
after July 24, 1948 rmust be invested in the Philippines.

e. From June 30, 1951, foreign insurense companies are
roquired to derosit wn",h the Ingurance Commissioner gecurities with
a market value of $125,000, 50 percent of which must be Philippine
securities, Previously the legal requirement for reserves was .
$50,000, with the same percemtage in Philippine securities, Insuran
compenies rust "invest and kecp” in the Philippines at least 30
percent of their reserves, As a result of thoss requirements 25
foreign insurance companies have withdrawn frem the Fhilippines;

12 were Anerican firms, '

f. Under the corporation law of the Philippine, as amendedi,
five or more persons ~ not exceeding 15 - a majority of whom are
residents of the Phili s noy form a private corgrationo Articles
of ireorpor 4ion are filed with the Securities and Fxchange Commisaion.
Foreign corporations are not permitted {o transact business in the
Philippines or bring sult for recovery of a debt, claim, or demend
vithout baving obtained e llecmss to do busineas from Securities
and Fxchangs Cormission, Fees collected for articles of incorpore~
tion and for registratior of foreign corporations are based on
capital stock, The maxirun fee is $150,
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2. Comstitutional m;:edmta to foreign investments

a, Under the somculled "perity provision,” Amerieen citizans
and corporations are extended equal trestment with Philippine
nationals as reganis the disposition, exploitation, development,
and utllisation of naturel resourees, and the operation of publia
utilities, Oiher nationnls do not have these privileges,

b, The size of private asricultural land aoquired and hLeld
zay be limited by law, subjeet to richts existing prior to the
enactment of such law,

o, Corgress may authorise, upcn payment of "just"® compensation,
expropriation of lands for subedivision,

D, Adminigtrative

1. Govermment direct and indirect perticipation in industry and
internal distribution is an important competitcr with private enter-
prise through 24 govermmentecwnsd or controlled corporations ani
agencies, Of the total, 14 are completely govermment-ownad organiga-
tions, As an cxample, the largest government-owned corporation,
the National Develomment Company, operates textile rdlls, lumber and
woodworking establishmenta, enginesring and warehousing depertments,
a shipyard, mechinery shops, coal mines and a shoe factary, and
controls subsidiaries such as pulp and peaper mills and & cement
factory, This Govermment-owned vorporation plays a major role in
the field of internal distridution through the marketing of its

goods, The Prige Stabilization Corporation (PRISCO),
also a Govermmenteowned corparetion, has duties and powers which
reach out to almost all evemies of commercial trade and has numesous
branch, wholesale and retail stores throughout the Philippines, which

are frequently in direet cumpetition with privately owped and oporeted
enterprices,

2, lack of clearly established poliey with respect to present
and future participation of the Goverment in functions normally
conducted by private eaterprisae, .

3. An avowsd highly receptive attitude toward private foreign
investment, partioularly Awerican capital, but a lack of roper
implementation of such policy through centralization of responsibili:
for encoursging and dealing with prospeetive investors, elimination
of red taps and establishment of proper chammels for such investcrs

- to responsible officials,
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Fo E&gancial

4a Remittunoce of profits end dividends from ocurrent earnings 1e
limited by the followin; formular 10 porcent of net profits after
taxos or 10 parcent of ocapitel stock, whichever is higherj plus 30
parcent of foroign capital investment (fixed assets or oapital stock,
whichevor is higher) as of December 31, 1948, Cepitel investment
of {irms which becuuse of the naturs of tholr operitions do not have
lorge fixed assets or uay not have caplial stock are calculatec
individually. Tho firet amount (10%) ey be reaitted on a owrresnt
basis; the sscond (30%4) every six months., In no case .oy the samounts
remitted undar tho fornula exceed net profits after texes for the
ysar for which remittance is mudee Thoe 30% clause is considered
sufficiertly gonerous to cover amortizetion of capital.

All now investments involving remittances must have approvel
of the Monetury board ol the Centrml Lank vhich favors dollar pro-
ducing and dollar saving enterprisess Uochedules Zor remittances
inciuding amortization of eepital invesiment are worked out on an
individus) basis. It is genorelly acoepted that new investors will
be accorded treatuent st least as liberal us preseribed by the
formule cutlined aebove.

2o The Philippine peso is pegged by law to the United States
dollar at the rute of & pescs to 1 dollar. Jn acitual exchange
trensections the rate varies slightly. Paritles of ourrencies of
members of the International Monetary Fuad are es<ablighed on the
basia of their gold or U.Se dollar equiwalsnt, With the approval
of the Fund, and of the President of the United Stetes ae required
by the Philippine Trede Aot of 1946, e multiple currency practisce
vaeg introduced in March 1951, by imposing & speclal excise tex on
sales of toreign exchange {or most paywente and remittances. The
tax amounts to 17%, calculated et the official selling rate of the
peso and yielding an effoctive rate of 2.38755 pesce to U.S. $1,
Bleck market activities at ;resent are not extensive, and the black
market exchange rate i less than 3 pecos to UsSe $1 in contrast to
the peak of 4.20 pesos to U.S. Jl.

Fo Taxatlon
1, Foreign investors are subject to various forms of texation
including income and oxcise taxes (smles, compensuting, speoifio,

snd exchange taxes for the mining industry, plus alien regiatration
facs, and residence taxes) not payeble by Philippine entities.
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2, The Philippinse bas no treaty with any oountry for avoidanca
of double texation, Deduetions or credits gr taxe:ypaid to foreign
sovernnents, however, are provided for the Philippine Internal
tavenue Code., The U, S, Govermment is interested in undertaling
the necotlation of income and estate tax conventions for purpose «f
rvolding double taxation,

3, It should be noted that as an inducenent to private verture
capital, gntitiaa vhich qualify wder Fhilippine lav as "new and
racesgary” are oxe:pt from taxes payable directly by them for e
poriod of 4 years from the date of organization, w
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