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REMARKS BY TREASURY SECRETARY LLOYD BENTSEN
THE CONFERENCE TO SUPPORT MIDDLE EAST PEACE
WASHINGTON, D.C.

Our world has been transformed in the past four years. At each change, the
world community has offered its assistance. Now, we are called to make an investment
in peace, and an investment in the future prosperity of the West Bank and Gaza.

We have moved with record speed. Our meeting today demonstrates that. It also
demonstrates that more and more nations are willing to share the responsibility for
protecting peace by assuming the responsibility for financing it.

I am encouraged by the broad-based cooperation we are seeing. It is more than
just rhetoric, it is concrete commitments and action. I want to compliment the World
Bank for its invaluable contribution in assessing the needs of the Palestinians. In a few
moments Mr. Preston will explain his staff’s estimates of overall assistance requirements.

While we can be encouraged by the level of cooperation demonstrated here today,
no one must underestimate the challenges which lie ahead for the Palestinian people.
They must simultaneously pursue self-government and economic development. Both are
essential to long-lasting peace.

Let me review briefly the kinds of assistance I believe we should provide. First,
we must immediately finance relief and rehabilitation of a damaged and inadequate
infrastructure. And we must also move quickly to finance the administration of the West
Bank and Gaza until the Palestinians can begin raising revenues themselves.

Over the longer-term, it is essential that we support the public and private
investment that will lay the foundation for sustained economic growth in these areas.
Incentives for private investment will be a key elefnent in the success of this effort.

In addition, both our immediate and ongoing efforts must be directed at building
the capacity of the Palestinian people to organize and manage their own political and
economic affairs.
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In light of these needs, we must get assistance flowing immediately, but we also
must have a multi-year plan to meet the continuing needs of the West Bank and Gaza.
As the Vice President announced, the United States plans to make $500 million
available over five years. We will shortly hear the multi-year commitments of others
willing to help over an extended period.

Because many of us face budget constraints, it is critical that we target and spend
our resources efficiently. Our assistance must be carefully designed and implemented,
and there must be regular coordination to avoid duplication and wasting resources.

The investment in peace we make today can pay dividends for generations.
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TREASURY ANNOUNCES PENALTY AGAINST
NATIONAL CHECK CASHERS CORPORATION

The Department of the Treasury announced on Friday that the National Check
Cashers Corporation has paid a civil money penalty of $100,000 for failing to file currency
transaction reports as required by the Bank Secrecy Act (BSA).

The violations occurred from 1987-91 at the corporation’s Oklahoma City and Tulsa,
Okla. locations and were identified and reported to Treasury by Internal Revenue Service
(IRS) examiners. Treasury determined the amount of the penalty after considering
improvements to National’s BSA compliance program as noted in a recent IRS examination.

Ronald Noble, Assistant Secretary for Enforcement, said this penalty is part of
Treasury’s continuing effort to enforce and ensure BSA compliance by non-bank financial
institutions. "Compliance with the BSA is a key element in our efforts to detect money
laundering,” he said.

Noble acknowledged the assistance of U.S. Attorney John Green and Assistant U.S.
Attorney James Robinson. He also commended the efforts of District Director K.J. Sawyer
and Donald Shoemake, both of the IRS Oklahoma City district office.

The BSA requires banks and other non-bank financial institutions to keep certain
records, to file currency transaction reports with the Treasury on cash transactions in excess
of $10,000 and to file reports on the international transportation of currency, traveler’s
checks and other monetary instruments in bearer form. The purpose of these records and
reports is to assist the government’s efforts in civil, criminal, tax and regulatory

investigations and proceedings.
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Text as Prepared for Delivery
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REMARKS OF TREASURY SECRETARY LLOYD BENTSEN
CONFERENCE TO SUPPORT THE MIDDLE EAST PEACE WRAPUP

Today we are making an investment in peace. About 50 nations and international
organizations have come together as we assemble a tangible show of support for the
Middle East Peace.

As you know, there are some very immediate and pressing needs in the West
Bank and Gaza that we must attend to quickly. I am gratified that there are pledges of
over $600 million for the critical first year. Over two years, it will reach $1 billion.

Commitments made today approach $2 billion over five years. With the
continuation of support from donors who have pledged today, I'm confident that we will
exceed the $2.4 billion World Bank estimate of needs over five years.

You’ll find some of the fine points of what we’ve agreed to do in the longer
statement we’re handing out, but I want to point out the broad role of the multilateral
institutions in this effort. We are calling on the World Bank to play an important role,
as well as the United Nations Relief and Works Agency, the U.N. Development
Programme and the IMF.

As donor nations, we agreed that we should support urgent relief efforts and start
rehabilitating the existing infrastructure. That in itself is a challenge, but we also agreed
we must do more.

We must help the Palestinians as they work to organize and manage their own
political, economic and social affairs. The donors have agreed to start an extensive -
program of technical assistance to build the institutions of government and train
personnel. The close cooperation of the Palestinians and the Israelis will be essential in
every area of institution building. One of the critical needs will be creating a revenue
sharing system and a local revenue collection system.

Over the long term, we agreed that promoting both public and private investment
will launch the West Bank and Gaza on a path of growth. We have a five-year program
to make investments in physical and social infrastructure, as well as in the area’s

productive capacity.
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The representatives of both the Palestinian community and Israel, and the private

donors, stressed the part the private sector will play in this. The Palestinians .
acknowledged how very important it is to have an environment that encourages private
investment. And donors will encourage private investment through incentive programs.

Conference participants also stressed the need to address the development of the
West Bank and Gaza in its regional context. And there was agreement that freer trade

is needed throughout the region.

And finally, we have a shared concern that the assistance we are pledging be
managed as efficiently as possible, so there will be close cooperation among major
donors and the World Bank to meet that goal.
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October 4, 1993

Department of the Treasury ® Bureau of the Public Debt ® Washington, DC 20239
FOR IMMEDIATE RELEASE

CONTACT Office of Financing

,;,3 ;

202-219-3350

RESULTS OF TREASURY’S AUCTION OF 13-WEEK BILLS

Tenders for $11,899 million of 13-week bills to be issued

October 7,
accepted today

RANGE OF ACCEPTED
COMPETITIVE BIDS:

Low
High

(CUSIP:

1993 and to mature January 6, 1994 were
912794H31).
Discount Investment
Rate Rate Price
2.92% 2.98% 899,262
2.96% 3.02% 99.252
2.96% 3.02% 8¢8.252

Average

Tenders at the high discount rate

were allotted 43%.

The investment rate is the equivalent coupon-issue yield.

TENDERS RECEIVED AND ACCEPTED

(in thousands)

Location Received Accepted
Boston 35,872 35,872
New York 45,767,234 10,575,890
Philadelphia 6,721 6,721
Cleveland 32,627 32,627
Richmond 29,901 29,901
Atlanta 17,279 14,139
Chicago 2,164,542 217,732
St. Louis 15,046 15,046
Minneapolis 3,387 3,387
Kansas City 19,692 19,692
Dallas 18,030 18,030
San Francisco 559,513 68,163
Treasury 862,026 862,026

TOTALS $49,531,870 $11,899,226
Type
Competitive $44,159,267 $6,526,623
Noncompetitive 1,349,273 1,349,273

Subtotal, Public $45,508,540 $7,875,896
Federal Reserve 2,947,330 2,947,330
Foreign Official

Institutions 1,076,000 1,076,000

TOTALS $49,531,870 $11,899,226
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Department of the Treasury ® Bureau of the Public Debt @ Washington, DC 20239
CONTACT Office of Financing

202-219-3350

RESULTS OF TREASURY'S AUCTION OF 26-WEEK BILLS

Tenders for $11,837 million of 26-week bills to be issued

October 7, 1993 and to mature April 7, 1994 were
accepted today (CUSIP: 912794J88).
RANGE OF ACCEPTED
COMPETITIVE BIDS:
Discount Investment
Rate Rate Price
Low 3.07% 3.16% 98.448
High 3.08% 3.17% 98.443
Average 3.08% 3.17% 98.443
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$540,000 was accepted at lower yields.
Tenders at the high discount rate were allotted 57%.
The investment rate is the equivalent coupon-issue yield.

TENDERS RECEIVED AND ACCEPTED

Location
Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco
Treasury

TOTALS

Type

Competitive

Noncompetitive
Subtotal, Public

Federal Reserve
Foreign Official
Institutions
TOTALS

(in thousands)
Received = = Accepted
37,138 37,138
39,442,417 10,721,340
4,292 4,292
21,362 21,362
30,325 30,325
19,707 19,277
1,492,084 231,264
9,863 9,863
5,313 5,313
23,399 23,399
14,085 14,085
650,858 66,638
653,019 653,019

542,403,862

$11,837,315

$38,086,956 $7,520,409
1,021,006 1,021,006
$39,107,962 $8,541,415
2,700,000 2,700,000
595,900 595,900

$42,403,862

$11,837,315



TREASURY NEWS

Department of the Treasury Washington, D.C. Telephone 202-622-2960

TESTIMONY OF
THE HONORABLE FRANK N. NEWMAN
UNDER SECRETARY OF THE TREASURY
Before the
S8UBCOMMITTEE ON FINANCIAL INSTITUTIONS SUPERVISION,
REGULATION AND DEPOSIT INSURANCE
of the
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS
U.8. HOUSE OF REPRESENTATIVES

October 5, 1993

Mr. Chairman and members of the Subcommittee, I appreciate
this opportunity to discuss with you the Administration's views
on reducing regulatory costs and on H.R. 962, the Economic Growth
and Financial Institutions Regulatory Paperwork Reduction Act of
1993. Reducing the regulatory burden on the nation's insured
depository institutions, as this legislation seeks to do, is an

important objective of this Administration.

I would like to commend Chairman Neal for holding a hearing
on this issue. I would also like to acknowledge the
contributions of Representatives Bacchus and Bereuter, as the
primary sponsors of H.R. 962. Their thoughtful and constructive
approach to tackling the problem of regulatory burden is helpful

to all of us who share this concern.
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Although Congress and the Administration have focused
extensively and quite properly on the role of regulatory burden
in exacerbating the so-called credit crunch, we must be careful
not to overlook the benefits of bank regulation. These include
maintaining the safety and soundness of the banking systenm,
serving the credit needs of the American public, and protecting
the interests of consumers. Of course, the benefits of bank
regulation have to be balanced with the costs imposed on banks
and their customers. The Administration is well aware of the
problems posed by unnecessary regulatory burden and impediments
to sound bank lending and is committed to eliminating these
costs. At the same time, hoﬁever, we are strongly committed to
maintaining the benefits of our regulatory system. Taxpayers
cannot afford a reduction in safety and soundness; consumers
cannot afford to lose vital protections; and distressed

communities cannot afford the loss of needed financial services.

I. Administration Actions to Address Regulatory Burden

H.R. 962, introduced in February by Representatives Bacchus
and Bereuter, identifies quite accurately many unnecessary
burdens that increase the cost of credit in the economy. The
Administration supports many of the H.R. 962 provisions
addressing these burdens and has already implemented them in many
cases. Given this overlap and our shared goal of eliminating

needless regulatory costs, I would like to start by highlighting
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the steps we have taken administratively. They fall into the
following three areas: (1) the President's Credit Availability
Program; (2) the President's Community Reinvestment Act
Directive; and (3) the Treasury Department's examination of the

Banklsecrecy Act regqulations.
A. The Credit Availability Program

The Administration's first effort to strike the proper
balance between the costs and benefits of bank regulation was its
Credit Availability Program. On March 10, President Clinton
announced the program of regulatory and administrative changes to
improve the availability of credit, particularly to small- and
medium-sized businesses, farms, and to borrowers in low-income
communities. The program focused on: (1) reducing impediments
to lending to small- and medium-sized businesses; (2) reducing
the burden of real estate regulations, including appraisals; (3)
improving the fairness and effectiveness of the regulatory
appeals processes; and (4) eliminating duplicative examination
processes and procedures. (Appendix A provides a status report

on the Credit Availability Program.)

While most of the work under the President's program has
been completed, some of the changes represent ongoing efforts.
As the attached list indicates, these longer-term items include a

comprehensive review of paperwork, corporate applications, and
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documentation requirements. In addition, the Office of the
Comptroller of the Currency (OCC) is currently rewriting and
reorganizing its regulations to make them more clear and
accessible. We believe that these administrative improvements
will feduce the cost of lending, particularly to smaller firms,

and thereby increase the availability of credit to them.
B. The Community Reinvestment Act Directive

In addition to the Credit Availability Program, the
Administration is committed to a thorough review of the
regulations promulgated under Community Reinvestment Act (CRA).
In July, President Clinton directed the four Federal banking
agencies to reform the CRA by: (1) developing new regulations
and procedures (by January 1, 1994) that replace paperwork and
uncertainty with greater performance, clarity, and objectivity;
(2) training a corps of examiners that specialize in CRA
examinations; (3) implementing more effective sanctions against
banks with consistently poor CRA performance; and (4) developing
more objective, performance-based CRA assessment standards to
minimize the compliance burden on banks while stimulating

improved CRA performance.

Recently, the Federal banking agencies held hearings
throughout the nation to gain more insight into these issues.

Comptroller Ludwig, who will testify immediately after me, has
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chaired many of these meetings and can provide you with a status
report. The Administration believes that these administrative
improvements will yield increased investment in distressed
communities and a significant reduction in the paperwork burden

on insured depository institutions.

C. Bank Secrecy Act

One area of the Administration's efforts that focuses on the
Treasury Department directly is the Bank Secrecy Act. The Bank
Secrecy Act and the currency transaction reports required under
it are important tools in combatting money laundering and other
crimes. Despite these benefits, we realize that complying with
the regulations can sometimes be burdensome. The Treasury is
therefore currently conducting a comprehensive review of Bank
Secrecy Act reporting and record-keeping requirements in an
effort to identify changes in statutes, regulations, and
implementing forms that could reduce burdens on financial
institutions without impairing the objectives of the Act.
Because our review is in its initial stages, I cannot provide
more specific information at this time. Nevertheless, we will
aim to reduce regulatory costs while increasing our ability to

fight financial crimes.
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I1I. Legislative Proposals to Reduce Regulatory Burden

In addressing the burdens imposed by the current bank
regulatory environment, our strategy has been to focus on
administrative changes which could be implemented quickly,
recognizing that carefully considered legislation would take
longer. We have also sought to remove direct impediments to
lending first, before attempting to reduce the cost of
regulation. Throughout its efforts, the Administration has kept
three goals in mind: (1) maintaining the safety and soundness of
the banking system; (2) ensuring that vital consumer protections
are not sacrificed; and (3) promoting bank involvement and
investments in the local communities they serve. As we turn our
attention now from administrative to legislative improvements,
these goals become even more important, given the relative
difficulty of fine-tuning legislative changes. Therefore, my
discussion of H.R. 962 will be organized around these three
important goals. (Appendix B more specifically delineates the

Administration's position on selected provisions of the bill.)

A. Maintaining Ssafety and Soundness

Long run economic stability and growth require a banking
system that is safe and sound. After the savings and loan
crisis, we must be cautious and prudent in our regulatory policy

efforts, including efforts to minimize the cost of requlation.
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We must not lose sight of the many benefits of safety and
soundness regulation. Further, we believe that legislative
efforts to reduce regulatory burden must not hamstring
regulators, who often need flexibility to deal with problems
early on, or case by case. From the text of H.R. 962, I can see

that Representatives Bacchus and Bereuter share these goals.

In the area of safety and soundness regulation, H.R. 962
would: modify bank accounting and capital requirements; reduce
mandatory examination requirements; expedite bank holding company
approval procedures; and work to reduce unnecessary paperwork. I

will address each of these areas briefly.

1. Capital and Accounting Rules

In general, we believe that accounting principles and the
details of capital standards should be established
administratively, by the Federal banking agencies and the
Financial Accounting Standards Board, rather than by statute.
These rules rest on very complex technical considerations that
are not well suited to structuring within the constraints of the

legislative process. Moreover, they must be able to evolve along

with the business of banking.

Under the bill, the Federal banking agencies must reduce the

capital required to be required against loans sold with recourse.
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Currently, insured depository institutions that sell loans and
retain liability for credit losses must hold capital equal to the
amount required before the sale. We believe that the recourse
provision in H.R. 962 is a constructive impetus to revise current
recodrse rules, which we agree are excessively stringent.
However, the Federal banking agencies are already in the process
of writing new requlatory accounting rules to cover asset sales
with recourse. These new rules will more appropriately measure
the risk of assets sold with recourse to the capital of insured

depository institutions.

H.R. 962 would also deléy the implementation of the
interest-rate risk provisions of the risk-based capital standards
until other countries devise and adopt international standards.
The Federal banking agencies have already published proposed
regulations on interest rate risk. These regulations will help
banks and thrifts better manage the risks posed by changes in
interest rates. We believe they are cost-effective, and will
impose no significant burden on the industry. Moreover, we
believe they will have a positive effect on credit availability
by creating an incentive for banks to lend rather than to hold
securities. Consequently, we would like the regulatory process

to continue on schedule.
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2. Examination Procedures

Examinations represent one of the most important tools in
maintaining the safety and soundness of our nation's banking
system. Therefore, the Administration believes that annual
examinations are a vital protection against bank failures.
However, as a former officer of a large bank holding company, I
an acutely aware of the costs frequent or uncoordinated
examinations can impose. Under the current regulatory structure,
it is possible for an institution to be examined by three of the

four Federal banking agencies at different times.

H.R. 962 finds this situation as intolerable as we do.
Section 302 of the bill would require the Federal banking
agencies to coordinate their examinations to minimize the burden
on insured depository institutions. I am happy to report that we
have rectified much of this situation and implemented steps to
achieve most of the goals of section 302. As part of the
President's Credit Availability Program, the agencies have
developed a program for coordinating examinations of insured
depository institutions and inspections of their holding
companies. This program will minimize the costs that the
examination process imposes on banks. We also note that the FDIC
recently clarified its back-up enforcement authority to restrict
the opportunity for duplicative examinations to troubled

institutions, except in extreme circumstances.
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H.R. 962 would also modify current examination requirements
to lessen the burden on smaller institutions within a holding
company. We agree with the thrust of these provisions. However,
the Administration is concerned that they might be overly broad
as they exempt too many institutions. We would be happy to work

with the Committee to develop appropriate language.

In addition to reducing the costs of bank examinations,
H.R. 962 would require the Federal banking agencies to create an
independent appeals process for the supervisory decisions of the
Federal banking agencies. As with examination coordination, the
Administration has implemented this provision of H.R. 962 as
well. We understand that during the course of an examination,
legitimate disagreements between the institution and its
examiners are bound to arise. To ensure that banks have an
impartial and expeditious review of these disagreements, the
Federal banking agencies have established independent appeals
processes. The OCC has even created the position of Ombudsman to
address appeals from bankers. The Ombudsman has discretion to
supersede any agency decision or action on appealable matters

with the prior consent of the Comptroller.

3. Paperwork Burdens

While examination and supervisory policies are an important

part of bank safety and soundness, some of the paperwork burdens
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that banks face are truly unnecessary. A number of provisions of
H.R. 962 require the Federal banking agencies to study specific
regulatory areas and propose reforms. The Administration
supports these provisions. To improve their effectiveness,
howe?er, we recommend that these studies be incorporated into one
comprehensive request to the Federal banking agencies. This
request could require the agencies to review their regulations
and policies to: eliminate unnecessary regulations and written
policies; standardize regulations among the agencies; and
eliminate duplicative requests for information. We feel that it
would take the agencies at least a year to perform a top to

bottom review of their rules.
B. Maintaining Consumer Protections

The Administration believes strongly that consumer
protection laws help create and maintain a fair and accessible
financial services marketplace. They provide consumers with the
confidence that they will not be misled or defrauded. Moreover,
customers have come to appreciate the benefits of information
that enhances their ability to make comparisons. In addition, I
would be remiss if I failed to point out that consumer protection
laws also help banks by protecting them from unscrupulous
competitors. As a citizen and consumer, I appreciate these
protections and believe they must not be sacrificed under the

guise of regulatory burden reduction. We must be careful not to
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dismantle the trust built up between bankers and their customers.

We are certain many of the Representatives who cosponsored H.R.

962 share this view.

In the area of consumer protection, H.R. 962 would require a
study of the home mortgage, small-business and consumer lending
processes. In addition, the bill would modify provisions of the
following Acts: the Truth in Lending Act; the Truth in Savings
Act; the Real Estate Settlement Procedures Act; the Expedited

Funds Availability Act; and the Electronic Funds Transfer Act.

We agree with the cosponsors of H.R. 962 that the current
lending process has become overly burdensome for lenders and
borrowers. While this burden is expected to decline as lenders
develop better information systems technology, the Administration
believes that existing law can be thoughtfully revised to limit
burden. We see merit in requiring the 0CC, the Federal Reserve
Board, and the Department of Housing and Urban Development to

study the lending process and develop ways to streamline it.

The Administration is concerned, however, about limiting the
protections of the Truth-in-Lending Act based on the income of
the borrower. We are also reluctant to reduce the protections of
the right of rescission and the benefits of expedited funds.

Banks have already expended the fixed costs to implement these
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protections. Weakening these laws could, however, lead to

abuses.

c. Promoting Community Reinvestment

As witnessed by the Community Development Banking and
Financial Institutions Act, the Administration is committed to
providing distressed communities with much needed capital. The
Administration is also committed to ensuring that creditworthy
borrowers are not denied credit under illegal discriminatory
practices. Since taking office, we have worked actively with the
Federal banking agencies to improve their ability to detect
lending discrimination and to strengthen fair lending
enforcement. A number of interagency efforts are under way to
improve fair lending enforcement. These include fair lending
training for examiners and industry executives, and alternative

discrimination detection methods.

H.R. 962 seeks to reduce the compliance burdens of the Home
Mortgage Disclosure Act (HMDA) and the Community Reinvestment Act
(CRA). We acknowledge that the costs involved with complying
with the recordkeeping requirements of the Fair Housing Act and
the HMDA can be significant. To limit these costs, the OCC has
published a proposed rule that would reduce the duplicative
paperwork requirements of HMDA and the Fair Housing Home Loan

Data System. This approach allows us to minimize the costs of



14

these laws without removing the tools that the agencies need to

fight lending discrimination.

As I mentioned earlier, we are involved in a comprehensive
review of the CRA regulations. The Administration believes that
it would be prudent to await the results of this review prior to
legislating changes to CRA. Under the current regulatory and
enforcement system, the CRA provisions of H.R. 962 could reduce

incentives for community reinvestment.

IXII. Conclusion

The President, the Vice President, and Secretary Bentsen
take seriously their responsibility for maintaining and enhancing
the banking system's role in the economy as a major credit
provider. Recognizing our mutual goals, we commend Chairman Neal
and Representatives Bacchus and Bereuter for focusing attention
on the legislative aspects of this issue. As you can note from
my testimony, many of the Administration's efforts mirror

specific provisions of H.R. 962.

There is much more the Administration can do within existing
law to reduce the burden on insured depository institutions. At
the same time, certain problems can only be resolved through
legislative action. I look forward to working with the members

of this Committee on this important issue.
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I will be pleased to respond to any questions the Committee

may have.



Appendix A: Status of the Administration’s Credit Availability Program

Agencies
Completed Regulatory Changes Type of Action Involved Status

Announcement of the Credit Availability Program: On March 10, President Interagency OCC, OTS, | Completed
Clinton announced the program. Policy Statement | FDIC, FRB | 3/10/93
Documentation of Loans: This action eliminates unnecessary documentation Interagency OCC, OTS, | Completed
requirements for small- and medium-sized business and farm loans. Policy Statement | FDIC, FRB | 3/30/93
Documentation of Loans: The OCC has extended the preceding action from 1- | Policy Statement | OCC 8/12/93
and 2-CAMEL-rated banks to 3-rated national banks.
Special Mention Assets: The agencies have clarified their examination Interagency OCC, OTS, | Completed
procedures to ensure that special mention assets are not improperly placed in the | Policy Statement | FDIC, FRB | 6/10/93

II classified asset category.
Real Estate Appraisals: The action would increase to $250,000 the threshold Proposed Rule OCC, OTS, | Published in the
level at or below which appraisals are not required. FDIC, FRB | Federal Register

6/4/93

' Other Real Estate Owned (OREQ): The initiative will: (1) increase and Final Rule OoCC Published in the

1 expand the options that a national bank may use to dispose of OREO, (2) Federal Register
standardize the legal and accounting treatment of OREO, and (3) provide 9/2/93
flexibility in the financing of OREO.
Commercial Real Estate Loans: The statement reaffirms guidelines issued in Interagency OCC, OTS, | Completed
November 1991 to provide clear and comprehensive guidance to ensure Policy Statement | FDIC, FRB | 6/10/93
examiners review commercial real estate loans in a consistent manner.
In-Substance Foreclosures: The agencies have offered additional guidance with | Interagency OCC, OTS, | Completed
respect to reporting of in-substance foreclosures. Policy Statement | FDIC, FRB | 6/10/93
Returning Nonaccrual Loans to Accrual Status: The agencies have revised the | Interagency OCC, OTS, | Completed
accounting for partially charged-off loans consistent with generally accepted Policy Statement | FDIC, FRB | 6/10/93
accounting principles (GAAP).

Appendix A - Page 1



Completed Regulatory Changes

Agencies

Type of Action Involved Status

Appesls Process: The agencies have taken steps to ensure that their appeals Agency Program | OCC, OTS, | The OCC

processes are fair and effective. FDIC, FRB Ombudsman will
begin work on
9/15/93

Fair Lending Initiatives: The agencies will strengthen their enforcement of fair | Interagency OCC, OTS, | Completed

lending laws by revising discrimination detection methods and revising their Policy Statement | FDIC, FRB | 6/10/93

consumer complaint systems. In addition to revised examination procedures, the

OCC will develop a pilot program to use minority and non-minority "testers” to

identify discrimination in the way banks treat potential borrowers.

Examination Coordination: The agencies are working to eliminate duplicative Interagency OCC, OTS, | Completed

examination processes and procedures. The agencies have announced an Agreement FDIC, FRB 6/10/93

agreement to better coordinate examinations and to streamline the examination of

multibank holding companies.

Refinancing and Renegotiating Loans: The OCC has clarified its policy on Banking Bulletin | OCC 9/3/93

refinancing and renegotiating loans when market interest rates have declined,
including loans secured by real estate collateral that has declined in value.

Continuous Review

| Excess Paperwork Burden: Each agency is individually performing a study of
its paperwork, corporate application, and documentation requirements.

Agency Program

Regulatory Review: The OCC has committed to rewrite and reorganize its
| regulations to make them clear and accessible.

Agency Program

Ongoing

Effectiveness Measurement: The OCC is devising methods to measure the
effectiveness of the Credit Availability Program. For example, it plans to
document whether banks are taking advantage of the provisions of the
Interagency Policy Statement on Documentation for Loans.

Agency Program

Ongoing
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Appendix B: Comments on Selected Provisions of H.R. 962

Section 102 — Real Estate Appraisal Amendment

This section directs the Appraisal Subcommittee of the Federal Financial
Institutions Examination Council to encourage States to develop reciprocity
agreements allowing appraisers certified or licensed in one State to perform
appraisals in another State. It also prohibits States from imposing excessive
fees or burdensome requirements on out-of-State appraisers temporarily
practicing in the State. We support the section.

Section 103 — Public Deposits

Section 13(e) of the Federal Deposit Insurance Act requires agreements
that tend to "defeat or diminish" the FDIC’s interest in property to meet certain
standards (e.g., be in writing). As drafted, this section exempts from section
13(e) any agreement "permitting or affecting” the deposit custody or
collateralization of public funds -- even if the agreement affects such deposits
only to the same extent as it affects other deposits. Thus the section is drafted
more broadly than necessary to effectuate its stated purpose of alleviating
technical problems involving public deposits.

We share that objective, and favor a modified version of this section,
under which section 13(e) would not invalidate an agreement providing for the
lawful collateralization of government deposits solely because of changes in the
collateral made in accordance with the agreement.

Section 111 — Audit Costs

Current law permits an institution to satisfy certain auditing, reporting,
and other requirements at the holding company level, so long as the institution
has less than $9 billion in assets. We favor removing the $9 billion limitation.
Having a single committee of the holding company’s board of directors review
any problems discovered at subsidiary institutions would be less costly and
more efficient than requiring separate committees at each institution. In many
holding companies, senior management of the holding company establishes
many policies and procedures that apply throughout the organization, and such
policies and procedures are best reviewed company-wide. Moreover, members

Appendix B - Page 1



of the holding company’s board of directors (and audit committee) may be
better able to command the attention of senior management when problems need
to be addressed, and can bring to bear the perspective borne of a broad range
of experiences across many of the banking operations.

Section 112 — Recourse Agreements

This section eliminates the Federal banking agencies’ authority to
prescribe capital and accounting principles for recourse that are more
conservative than generally accepted accounting principles (GAAP). Capital
requirements seek to protect insured depository institutions and the FDIC
against unanticipated future losses. It would be inappropriate for depository
institutions to report capital levels that would not reflect the true risks
associated with recourse transactions. More fundamentally, we believe
accounting principles and capital regulations are best established
administratively, rather than by statute.

The Federal banking agencies are in the process of writing new
regulatory accounting rules to cover asset sales with recourse. These new rules
are intended to link capital-to-asset ratios more closely to the risk of assets sold
with recourse. Therefore we do not believe legislation on this matter is
necessary or appropriate at this time.

Section 114 — Report on Capital Standards

This section requires the Treasury Department, in consultation with the
Federal banking agencies, to report on the effects of risk-based capital
standards. We support the section, with a one-year deadline on submission of
the report.

Section 115 — Minimize Potential Impact of Capital Standards on Credit
Availability

The FDIC Improvement Act of 1991 required each Federal banking
agency to revise its risk-based capital standards to ensure that those standards
take adequate account of interest-rate risk, concentration of credit risk, and the
risks of nontraditional activities.

. This scf:tion prohibits any Federal banking agency from incorporating an
Interest-rate-risk component into its risk-based capital standards until other
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countries have devised and implemented international standards. We oppose
such a moratorium because we believe an interest-rate-risk component
represents a cost-effective means of protecting against the very real risk that
changes in interest rates will cause losses to insured depository institutions. As
we believe that such a safeguard will yield net benefits to depository
institutions, we believe it worth implementing even in the absence of any
international agreement.

Section 121 - Due Process Protections

We support applying the due process requirements of rule 65 of the
Federal Rules of Civil Procedure to administrative and judicial enforcement
proceedings by the Federal banking agencies, so long as the agencies need not
show immediate irreparable injury. The House of Representatives has already
passed such a provision as part of H.R. 1340, the Resolution Trust Corporation
Completion Act of 1993,

Section 122 — Culpability Standards for Outside Directors

Current law defines an "institution-affiliated party” to include any
director, officer, employee, or controlling shareholder of an insured depository
institution, and authorizes the Federal banking agencies to take enforcement
action against such persons (e.g., through a cease-and-desist order or civil
money penalty) for misconduct or breach of duty. This section would exclude
an outside director from the definition of "institution-affiliated party" -- and
thus exempt such a director from the agencies’ enforcement authority -- unless
the director acted knowingly or recklessly. In so doing, the section could
create perverse incentives for a director to avoid learning about, or following
up on, facts that could give rise to liability. We believe the knowing-or-
reckless standard proposed here is better suited to independent contractors (e.g.,
outside lawyers, accountants, and appraisers) than to directors. Accordingly,
although we are concerned about disincentives to service as a director, we must

oppose this section.

Section 131 — Regulatory Appeals Process

We support requiring each Federal banking agency and the National
Credit Union Administration Board to establish an independent appellate
process. Indeed, as part of the President’s Credit Availability Program, the
banking agencies have already established such a process. Any statute should
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specify that the process does not impair agencies’ litigation or enforcement
authority.

Section 132 — Aggregate Limits on Insider Lending

Current law generally limits an insured depository institution’s aggregate
insider lending (i.e., extensions of credit to its officers, directors, and principal
shareholders) to 100 percent of the institution’s capital. The Federal Reserve
Board may set a higher limit — not exceeding 200 percent of capital -- for an
institution with less than $100 million in deposits if the higher limit is important
to maintain credit availability in small communities or attract directors.
Congress enacted the aggregate limit to help protect against such excessive
concentrations of insider lending as contributed to the 1991 failure of Madison

National Bank, Washington, D.C.

This section would eliminate any need for an institution with less than
$100 million in deposits to show that lending more than 100 percent of its
capital to its insiders is important to attract directors or to maintain credit
availability in small communities. Moreover, under this section the Federal
Reserve Board could permit any institution with between $100 million and $250
million in deposits to lend up to 200 percent of its capital to insiders if the
Board determined that the higher limit were important to maintain credit
availability in small communities or attract directors.

Section 955 of the Housing and Community Development Act of 1992
allowed the Federal Reserve Board to exempt from the aggregate limit on
insider lending transactions that pose only minimal risk. Pursuant to this
authority, the Board has proposed to exempt such transactions as loans secured
by insured deposits or U.S. Government securities. The Board has also
proposed to limit the "tangible economic benefit" test, under which the
regulators may treat a loan to a third party as a loan to an insider. These
measures will render the aggregate limit on insider lending appreciably less
restrictive than it was when first enacted.

We do not believe the record indicates that existing law is overly
stringent.

The Federal Reserve Board currently permits an institution with less than
$100 million in deposits to exceed the 100 percent aggregate limit on insider
lending by taking a few simple steps: the institution’s board of directors must
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adopt a resolution finding that a higher limit (not exceeding 200 percent) is
consistent with safe and sound banking practices in light of the bank’s
experience in lending to its insiders and is necessary to maintain credit
availability or attract directors; and the institution must send the resolution to its
primary Federal regulator, with a copy to the Board.

Yet, of the approximately 8,788 banks and 1,041 thrifts with less than
$100 million in deposits, only some 44 institutions - less than 0.5 percent of
those eligible -- have submitted resolutions increasing their aggregate lending
limits. Among these institutions, moreover, less than half have reported
aggregate insider loans exceeding 100 percent of capital.

Section 134 — Credit Card Accounts Receivable Sales

We support this provision, which facilitates the sale of credit card
accounts receivable by undercapitalized depository institutions.

Section 135 — Changes to the Federal Home Loan Bank Act to Promote
Credit Availability

Under current law, the Federal Home Loan Banks (FHLBanks) make
advances to member institutions to support housing finance, including
residential construction lending. Because FHLBank capital cannot readily bear
credit risk (as it can be withdrawn on demand), the FHLBanks avoid credit risk
by requiring advances to be overcollateralized. This section would significantly
increase the risk exposure to the taxpayer by allowing the FHLBanks, for the
first time, to bear the credit risk associated with direct lending, and in
particular, risky construction lending. Recent data from SAIF-insured private-
sector thrifts show that loss rates on single-family construction loans are more
than four times as great as single-family mortgages.

This section would also eliminate the requirements that real estate-related
collateral have a readily ascertainable value and that the FHLBank’s interest in
the collateral can be perfected. Since the FHLBanks do not have the capacity
to evaluate the underwriting standards for all of their members, this provision
would allow members to use riskier, less liquid collateral for advances. This
would increase the FHLBank’s risk exposure if the borrower defaulted.

We oppose piecemeal changes in the FHLBank System, believing instead
that changes should be made pursuant to a carefully prepared plan for
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comprehensive reform. Section 1393 established an orderly process for
considering the System’s future. As part of that process, the Federal Housing
Finance Board and the Congressional Budget Office have submitted reports on
reforming the System, and the General Accounting Office and the Department
of Housing and Urban Development will submit reports. The Treasury, the
Office of Federal Housing Enterprise Oversight, the Federal Home Loan
Mortgage Corporation, and the Federal National Mortgage Association will then
comment on the reports. In this context, the Administration is conducting a
thorough review of the FHLBank System and will recommend legislation for its

reform.
Section 202 — Paperwork Reduction Review

We strongly favor eliminating needless paperwork, as the Federal
banking agencies are already seeking to do pursuant to the President’s Credit
Availability Program and the Interagency Policy Statement on Credit
Availability. We support requiring the agencies to review their regulations and
written policies, streamline those regulations and policies to improve efficiency,
reduce unnecessary costs, and eliminate unwarranted constraints on credit
availability, and to remove regulatory inconsistencies, outmoded requirements,
and duplicative regulatory and filing requirements. We also support requiring
the agencies to work toward standardizing regulations and guidelines that
implement common statutory and supervisory policies. We will be happy to
work with the Committee on framing these requirements.

Section 203 — Rules on Deposit Taking

Current law prohibits an undercapitalized institution from accepting
brokered deposits, and permits an institution that is adequately capitalized (but
not well-capitalized) to do so only with a waiver from the FDIC. Similar
restrictions apply to soliciting high-cost deposits directly (e.g., through a
"money desk" offering a toll-free telephone number). The FDIC has defined
high-cost deposits as those with interest rates more than 75 basis points above
the prevailing rates. This section would permit an institution that is adequately
capitalized (but not well capitalized) to solicit high-cost deposits without an.
FDIC waiver.

Brolfered deposits and money desks are close substitutes for each other,
and hold similar potential for abuse. We believe that they should be governed
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by similar rules, and that the record does not demonstrate the need for the
proposed change.

Section 204 — Adequate Transition Period for New Regulations

We support a requirement that the Federal banking agencies, in
determining the effective date of new regulations that impose additional
reporting, disclosure, and other requirements on insured depository institutions,
consider the costs and benefits of the regulations. We believe a balanced,
flexible approach is better than rigid minimum time restrictions.

Section 301 — Annual Examinations

Current law generally requires a Federal banking agency to conduct an
annual on-site examination of each insured depository institution for which the
agency is the primary Federal regulator. However, an institution must be
examined only every 18 months if it: (1) has total assets of less than $100
million; (2) is well capitalized; (3) received a composite CAMEL rating of 1
(and was found to be well-managed) when last examined; and (4) has not
undergone a change in control during the past year. State examinations may
satisfy the annual examination requirement every other year.

This section would extend the 18-month cycle for small institutions to 24
months, raise the asset threshold to $250 million, let institutions qualify with a
CAMEL rating of 2 (i.e., satisfactory) rather than 1 (outstanding), and
eliminate any requirement for Federal examinations of State institutions.

We support extending the 18-month examination cycle to depository
institutions with up to $250 million in assets (which account for 86 percent of
all FDIC-insured institutions.) However, we believe current law properly limits
the longer cycle to institutions with a CAMEL rating of 1, and properly
requires a Federal examination at least during alternate examination cycles (i.e.,
every 24 or 36 months).
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Section 302 — Coordinated Examinations

We support this section’s requirement that the Federal banking agencies
coordinate examinations to minimize disruption of depository institutions’
operations. Under the President’s Credit Availability Program, the agencies are
already working to achieve such coordination.

Section 303 — Differences in Accounting Principles

Current law requires the Federal banking agencies to adopt uniform
accounting principles generally consistent with GAAP. It also requires the
Federal banking agencies to review accounting principles and work to
harmonize GAAP and regulatory accounting principles. As an example of this
effort, the OCC recently published proposed rules on other real estate owned
and deferred tax assets. Current law also permits the Federal banking agencies
to adopt accounting principles more conservative than GAAP if necessary to
facilitate effective supervision and prompt corrective action to protect the
deposit insurance funds. We believe current law strikes a proper balance
between the desirability of general consistency with GAAP and the need to
ensure that insured institutions do not exploit the flexibility of GAAP to
undercut capital standards and effective supervision and disclosure.

Section 304 — Reduction of Call Report Burdens

We support requiring the Federal banking agencies to develop a single
form for core call-report information, simplify and index call-report
instructions, review any schedules supplementing the core information, and
eliminate unwarranted requirements from those schedules.

Section 305 — Regulatory Review of Capital Compliance Burden

This section requires a review of the compliance requirements associated
with risk-based capital standards. We believe that other measures we have
endorsed already deal adequately with this issue. Section 114 requires a study
of risk-based capital standards. Section 202 requires a comprehensive review
of regulations. Section 304 requires a review of call reports. If a separate
review under this section is required, it should consider the benefits, as well as
the costs, of risk-based capital standards.
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Section 307 — Bank Secrecy Act Amendments

To curtail money laundering, tax evasion, and other unlawful activities,
the Bank Secrecy Act imposes recordkeeping and reporting requirements on
financial institutions. The Treasury Department is currently conducting a
comprehensive review of those requirements in an effort to identify changes in
statutes, regulations, and implementing forms that could reduce burdens on
financial institutions without impairing the objectives of the Bank Secrecy Act.
Pending the outcome of that review, the Administration opposes piecemeal
changes in the Bank Secrecy Act. We would, however, have no objection to
requiring the Treasury to publish all written rulings interpreting the Act as well
as an annual staff commentary on regulations under the Act.

Section 309 — Limiting Potential Liability on Foreign Accounts

We support this section, which would limit the liability of U.S. banks for
deposits in their foreign branches. As national banks hold nearly two-thirds of
all such deposits, we believe this section should require the Federal Reserve
Board to work closely with the OCC in developing implementing regulations.

Section 310 — Repeal Out-Dated Statutory Provision

We support this section, which would repeal outdated statutory rules for
calculating bad debt - rules long since superseded by regulatory requirements
for loan-loss allowances and loan classification.

Section 321 — Expedited Procedures for Forming a Bank Holding Company

We support allowing a freestanding bank to form a one-bank holding
company after giving the Federal Reserve Board 30 days prior notice.

Section 322 — Exemption of Certain Holding Company Formations from
Registration Under the Securities Act of 1933

We support this section, which would exempt from securities registration

requirements the offer or sale of equity securities in connection with
reorganizing a bank into a one-bank holding company.
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Section 324 — Reduction of Post Approval Waiting Period for Bank
Holding Company Acquisitions

We support this section, which would permit the Federal Reserve l.Bgard,
with the Attorney General’s concurrence, to reduce the post-approval waiting
period for bank holding company acquisitions from 30 days to five days.

Section 325 — Reduction of Post Approval Waiting Period for Bank
Mergers

We support this section, which would permit the Federal banking
agencies, with the Attorney General’s concurrence, to reduce the post-approval
waiting period for bank mergers from 30 days to five days.

Section 401 — Streamlined Lending Process for Consumer Benefit

The OCC’s comprehensive review of its regulations, which forms part of
the President’s Credit Availability Program, will also help streamline the
lending process. Other Federal banking agencies have similar efforts under
way. If the Committee believes the study required by this section is necessary,
the Administration believes the OCC (as well as the Federal Reserve Board and
the Department of Housing and Urban Development) should participate.

Section 501 — Community Reinvestment Act Amendments

On July 15, 1993, the President announced the Administration’s initiative
to reform the Community Reinvestment Act (CRA) and requested the Federal
banking agencies to reform CRA enforcement by January 1, 1994; train a corps
of CRA examiners; implement more effective sanctions against banks and thrifts
with poor CRA performance; and develop more objective, performance-based
CRA assessment standards. This effort -- aimed at achieving the most
fundamental and serious reform in the history of the CRA -- should be allowed
to proceed before any statutory changes are pursued.
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REMARKS OF TREASURY SECRETARY LLOYD BENTSEN
U.S.-RUSSIA BUSINESS COUNCIL

Before I get into my remarks, I want to say just a word about what has been going
on in Russia. First, I want to reiterate our strong support for President Yeltsin. He
showed extraordinary patience before acting to counter the forces who precipitated the
violence in Moscow.

We must remember that President Yeltsin, and those in Russia who support the
reform process, are engaged in rebuilding a nation, in creating a democracy. We have
no doubt about Mr. Yeltsin’s commitment to let Russians speak about their future in the
elections he has promised in December. We hope that the election process contributes
to healing and national reconciliation in Russia.

We tend to get wrapped up in day-to-day events, but we must not lose sight of the
long-term goal. What we seek, and what we see evolving, is a democratic Russia, with a
market-based economy, that someday will take its rightful place in the international
economy. There will be zigs and zags, but the direction continues to be forward toward
economic and political change. We support that, and we are encouraged by it.

It’s a good sign to me to see so many Americans gathered to talk about doing
business in Russia. And it’s very encouraging to see so many of you from Russia here to
talk about doing business with us. This could be the start of a beautiful
friendship, as they say.

I would like to use the time I have with you today to look at the Russian situation
in the context of the economic challenges we face in the United States, and the broader
economic challenges we face globally. '

First, our programs here in the United States are intended to preserve and
improve upon the economic security to which Americans are entitled. We're doing that
through deficit reduction, through reforming our health care system, and by pushing hard
on the international front for expanded trading opportunities.

We recognize that what we do does not happen in a vacuum. As much as we are

affected by events away from our shores, our actions affect lives elsewhere also. This is
particularly true when we act in concert with other industrial nations.
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It is against this backdrop of the new global economic reality that we look at an
era of profound political and economic transformation around the world. The change
will not happen by itself. It will take an investment of time, effort, and resources. Our
success will be measured by how well we meet three key challenges.

We must restore global growth and start creating jobs again. We must mainte_xin
the momentum of global economic integration. And we must, as we are helping do in
Russia, rebuild economies that have undergone crises.

At the G-7 level, we now have a program that I believe will restore global growth.
It includes deficit reduction and interest rate reductions in the United States and
Europe, along with stimulative actions, structural changes and tax reforms in Japan. We
are now beginning to see results, particularly in the United States.

Our interest rates are at historically low levels. Interest rates are down
significantly in Europe, although there still is some room for improvement. Japan has
now announced a third stimulus package and a tax reform plan.

Our economy is growing again. We are creating jobs. We expect growth in the
range of about 3 percent for the final half of this year. The World Bank outlook for the
industrial world this year was just 1.1 percent. What that tells me is that we cannot by
ourselves bring the world economy along. Every economy must do all it can to restore
growth.

Encouraging trade is something we can all do to bring growth to a wider segment
of the global economy. That’s why in the United States we are pushing hard for the
North American Free Trade Agreement. That is also why we are determined to reach a
successful conclusion of the Uruguay round by December 15th.

I would note that last week President Clinton announced that many of the export
restrictions of high technology products like computers will be removed. That will give
Russia and other countries better access to things that can help in the transformation
process. It’s a welcome development.

. In addition, I would point out that last week at the World Bank and IMF
meetings I urged Western nations to do everything possible to ensure that their markets
are open to Russia’s goods.

_As businessmen and government officials, you understand that government cannot
do it all -- not in the United States, and not in Russia.
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Two things are necessary to unleash the enormous potential of Russia’s economic
power. First, the economic policies that support a market economy must be put in place.
That is government’s role. The official community -- the nations and international
financial institutions who are helping -- have limited resources. That is why it is also key
that the private sector become involved as early and as deeply as possible.

I would urge those of you from the public sector in Russia, to press on in creating
the legal framework that makes private investors feel comfortable about doing business
in Russia. I was in business for a number of years, and I’ve been in government for a
few more. I know how critical it is that the rules of the game be transparent, fair, and
immune from constant change.

Part of the transformation must include resolution of questions on property rights
and contract law. Tax rules must be spelled out clearly, enforced fairly, and held
relatively constant. And market-based pricing is a must if the private sector is to make
investments in Russia.

To those in the business community, I would say that Russia can become an
excellent place to invest, if it will create the climate in which you can do so.

If Russia is successfully integrated into the world economy, we will have virtually
limitless business opportunities. And, we will have created an engine of growth for the
next generation.

It has been fascinating watching the transformation of Russia take place. And it
has been gratifying to see how the world community has joined together to support this
effort. We all recognize the importance of getting this right.

While there is a certain altruism to our position, we must also recognize that
assisting in this transformation is in our security interests also. A prosperous and
democratic Russia enhances world security. It allows both of us to choose butter over
guns. It allows us to devote our attention to improving the economic security of our
citizens.

We have taken several major steps in recent days to assist in the transformation
process. And I would note that we are taking these steps even though we face serious
budget pressures of our own.

First, Congress has approved $2.5 billion in assistance for Russia and the other
republics of the former Soviet Union.

Secondly, last week in my office, Boris Fedorov and I signed an agreement to
reschedule $1.1 billion in Russian debt payments to the United States. By the way, I can
tell you that it is quite clear that Mr. Fedorov knows where Russia’s economy needs to
go, and that he is doing his best to get it there.
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Finally, I want to tell you that about 10 days ago I had an opportunity to talk with
Mr. Fedorov when he came to visit with us at our G-7 Finance Ministers meeting. He
told us of President Yeltsin’s solid commitment to democracy and market reform. We
told him that we remain committed to assist Russia.

We in the United States, and indeed throughout the international communit}:,
have made substantial commitment to Russia. We want Russia to succeed. But neither
we nor the international community nor the private sector alone can make this work.

The primary responsibility lies with Russia. Despite the day-to-day headlines, I
think we are making progress.

I was in Moscow in June to meet with President Yeltsin and a number of other
Russian leaders. I was impressed then by the significant progress that had been made in
the area of privatization. Today, some 70,000 small shops have been privatized. One-
fifth of the industrial work force is in medium and large firms which have gone private.
Small private firms are springing up all over. The market system is taking hold, and I
believe this change is irreversible.

When I was in Moscow, I remember leaving my meeting with President Yeltsin
and walking through the Kremlin grounds. We went out the Spasky gate into a
delightful spring day. The sky was clear, St. Basil’s was sparkling. The tourists were
lining up on Red Square for the Kremlin tour. I was struck by just how different the
economy of Russia of today is from the Russia I visited three years ago. It’s like night
and day. There’s food in the stores, and kiosks are springing up all over. I think it’s
going to work out. Moscow’s skies may have been dark the past few days, but I believe
clearer skies lay ahead.

Thank you.
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TREASURY’S WEEKLY BILL OFFERING

The Treasury will auction two series of Treasury bills
totaling approximately $25,600 million, to be issued October 14,
1993. This offering will provide about $1,875 million of new
cash for the Treasury, as the maturing bills are outstanding in
the amount of $23,713 million.

Federal Reserve Banks hold $5,561 million of the maturing
bills for their own accounts, which may be refunded within the
offering amount at the weighted average discount rate of accepted
competitive tenders.

Federal Reserve Banks hold $2,045 million as agents for
foreign and international monetary authorities, which may be
refunded within the offering amount at the weighted average
discount rate of accepted competitive tenders. Additional
amounts may be issued for such accounts if the aggregate amount
of new bids exceeds the aggregate amount of maturing bills.

Tenders for the bills will be received at Federal
Reserve Banks and Branches and at the Bureau of the Public
Debt, Washington, D. C. This offering of Treasury securities
is governed by the terms and conditions set forth in the Uniform
Ooffering Circular (31 CFR Part 356, published as a final rule on
January 5, 1993, and effective March 1, 1993) for the sale and
issue by the Treasury to the public of marketable Treasury bills,
notes, and bonds.

Details about each of the new securities are given in the
attached offering highlights.

o0o

Attachment
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HIGHLIGHTS OF TREASURY OFFERINGS OF WEEKLY BILLS

Offering Amount

Description of Offering:
Term and type of security
CUSIP number . . .
Auction date .

Issue date . . e e
Maturity date . . . . .
Original issue date .
Currently outstanding
Minimum bid amount . . .
Multiples . . . . . . .

TO BE ISSUED OCTOBER 14, 1993
October 5, 1993
.. $12,800 million $12,800 million
. « . 91-day bill 182-day bill
. . . 912794 H4 9 912794 J9 6
. . October 12, 1993 October 12, 1993
e« « « . October 14, 1993 October 14, 1993
. . January 13, 1994 April 14, 1994
. . January 14, 1993 October 14, 1993
. . $27,380 million -
. . $10,000 $10,000
. . . $ 1,000 $ 1,000

The following rules apply to all securities mentioned above:

Submission of Bids:
Noncompetitive bids

Competitive bids . . . .

Maximum Recognized Bid
at a Single Yield . .

Maximum Award . . . . . .

Receipt of Tenders:
Noncompetitive tenders .

Competitive tenders . . .

Payment Terms . . . . . .

Accepted in full up to $1,000,000 at the average

discount rate of accepted competitive bids

.. . (1)

(2)

(3)

Must be expressed as a discount rate with
two decimals, e.g., 7.10%.

Net long position for each bidder must be
reported when the sum of the total bid
amount, at all discount rates, and the net
long position is $2 billion or greater.

Net long position must be determined as of
one half~hour prior to the closing time for
receipt of competitive tenders.

35% of public offering
35% of public offering

Prior to 12:00 noon Eastern Daylight Saving time

on auction day

Prior to 1:00 p.m. Eastern Daylight Saving time

on auction day

Full payment with tender or by charge to a funds

account at a Federal Reserve Bank on issue date
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REMARKS OF TREASURY SECRETARY LLOYD BENTSEN
WHITE HOUSE PRESS CORPS

It’s a simple message today: long term, the health of this economy depends on
health care reform.

Let me just say a few things. We have the most wasteful system in the world.
You’ve heard the numbers. We spend 14 percent of our total incomes on health. Our
major competitors spend 6 to 9 percent. And we’re no healthier.

And not only do the other countries pay less, they cover everybody. We’re the
only industrialized nation without universal coverage. 37 million Americans have no
insurance -- and the number keeps heading up.

But don’t kid yourself. You’re paying for everyone of those uninsured. When
CBS, NBC, ABC, CNN, or any business that pays insurance gets the bill at the end of
the month, they’re picking up the tab for the uninsured parent who takes the kid to the
emergency room.

In Texas, I know a hospital that last year had $42 million in uncompensated care.
They’ll recover it, by charging the insured through the nose for beds, and surgery, and
services.

One other point: we’re hurting wages. If health care had remained the same
share of employee compensation from 1975 to 1993, the average American worker could
get an annual $1,000 pay raise in after-tax income, without any extra costs to the
employer. If current trends continue without reform, real wages may be further reduced
by over $600 per year by the end of the decade.

So we have to fix this. We have to stop this cost shifting, we have to cut this
waste, we have to restructure the system so that resources are used more efficiently, and

we have to bring some competition into health care.
-30-
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REMARKS OF TREASURY SECRETARY LLOYD BENTSEN
ECONOMIC CLUB OF CHICAGO
CHICAGO, ILLINOIS ‘

They warned me that it’s been a long time since you've had a Democrat at one of
these, so let me just say it’s a real honor to be here.

This month is unusual for me. I started out, the first of October, doing something
I never thought I'd ever do. I participated in a conference to support economic
development in the West Bank and Gaza.

I’'m going to end the month also doing something I never dreamed I'd do. Maybe
some of you recall back in 88 when I ran for a national office I said if I could write $200
billion in hot checks every 12 months, I could make this country feel good, too. Well,
I’'m about to write my $200 billionth -- and it’ll be just after nine months into office. Not
12. Nine. Now I understand why Jim Baker, when he was Treasury Secretary, liked to
say: "At Treasury we earn money the old-fashioned way: We print it!"

Let me start with a little history. In 1932, Franklin Roosevelt accepted the
nomination for President here in Chicago, and he outlined the New Deal.

"What do the people of America want more than anything else?" he asked.
"To my mind they want two things: work, with all the moral and spiritual values that go
with it; and with work a reasonable measure of security -- security for themselves and for
their wives and children.”

Now, you would have thought Bill Clinton said that, wouldn’t you?

Around the world, America is the symbol of security -- economically and
militarily. Russia is having problems now. But yesterday Bob Strauss had me meeting
with Russian businessmen, talking about how to privatize, not how to aim missiles. The
Middle East will have problems. But I sit with Palestinians and Israelis to talk roads and

safe water, not weapons.
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We’ve won the peace -- yet in this country we still need to win some peace of
mind. Especially when it comes to jobs. That’s what I want to talk about.

So, I'm going to talk NAFTA. Because the people who oppose this are pla.ying to
the insecurities of Americans. They are out there --- with wrong facts about U.S. jobs --

trying to scare people.

It is laughable to think that if NAFTA passes we are in danger of being inundated
by Mexico -- a country with an economy 5 percent the size of ours.

They say if this passes, jobs will head south because of the low wages. Baloney.
Jobs can go south now. BMW and Mercedes would be building their new plants in
Mexico rather than the U.S. if all they were concerned about were wages.

If we used that logic, Bangladesh would be our biggest competitor. Look who our
biggest competitor is -- Japan, where wages are 30 percent higher.

The NAFTA debate should not be about what country will lose jobs. It should be
about which will get the 200,000 jobs to be created -- America, Japan, or Europe?

If we don’t sign up, others would be more than interested in finding a market with
90 million people growing twice as fast as ours.

The Japanese are always on the lookout for lucrative markets. They found one in
the United States in the *70s. Now they see Asia as a great opportunity, and they’ve
pursued that block much more aggressively than we have.

But Mexico is where we have the leg up. It’s our neighbor. And Mexicans like
American products. We export $40 billion a year there, versus Europe’s $6 billion, and
Japan’s $4 billion.

Seventy percent of the imports they buy are American goods. Last year,
each Mexican, on average, purchased more U.S.-made products than the average
Japanese, German, or Canadian.

I was born on that border. On the Mexican side, I haven’t always seen a
willingness to be partners. I've watched Mexican politicians campaign against us as the
colossus of the north, the gringos.

They've changed. For the last six years, they’ve opened their markets and bought
our products, and that has already created 400,000 jobs in this country. We’ve gone from
a $6 billion trade deficit with them, to a $5 billion surplus. And they didn’t open those
markets because we held a gun to their heads -- they did it in good faith.
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But right now, in spite of liberalization, the average product entering Mexico from
the U.S. is slapped with a 10 percent tariff. Mexican products entering the U.S. get,
on average, a 4 percent tariff.

So, tariffs there are two-and-a-half times higher than what they are here. I don’t
see fairness, and we’re on the bad end of that deal.

When this passes, half of our goods headed to Mexico will be eligible for zero
tariffs. Within five years, two-thirds will be. And these zero tariffs will apply only for
our goods and Canada’s goods. Not Japan’s. Not the EC’s.

There’s a small company here in Chicago -- Finkl & Sons. It’s a unionized forging
shop that has started doing business in Mexico. Keep in mind, 95 percent of its
competition comes from outside this country.

I visited there last month. When I talked about NAFTA, many employees were
skeptical. They had heard the warnings: if NAFTA passes, jobs move south.

So I asked the owner flat out: "Are you planning to move jobs out of Chicago
and into Mexico?" The answer was no. The workers were not convinced. Fear is

playing on them.

When 1 said, "If you don’t take advantage of doing more business in Mexico, your
Japanese and European competitors would be glad to," they heard me better.

Let me tell you what will happen if NAFTA fails. Our market will stay open, but
Mexico will be able to jack trade barriers right back up. They could raise them up to 50
percent, and still be in compliance with GATT.

We’d hurt our chances to open Latin America, which after Asia, is the fastest
growing market around -- and already our exports there are rising substantially faster
than they are to Europe.

If this fails, how can we say to Europe or Japan or anybody else: Why don’t you
pass the GATT agreement?

We won’t address environmental concerns on the border. In the Senate of the
United States, I talked about millions of gallons of raw sewage headed to the Rio
Grande, and babies born with brain damage on the border. And nobody listened.
Finally, we have something that will help clean up the environment, and it’s not good

enough?
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And if this fails, we’ll still be importing immigrants from. Mexico. ’_l'here’s an
awful lot of truth to the statement that if Mexicans don’t have jobs, Americans will have

Mexicans.

I can’t remember a political debate like this. Forty-one of 50 governors support
it. And they know about jobs, because they get elected only if they create jobs.

The opposition is led by one businessman. One. I give him credit for speaking
his mind.

I hope you respond. I'm glad to announce that I just received a letter from the
Chicago Board of Trade endorsing NAFTA, and I appreciate it. All of you are the
opinion makers in this country, and we need you out there influencing opinion.

Now, let me talk a little about health care reform -- because we’re running into
the same problem. We have the American people riddled with insecurity on this.

I'll tell you what I'm afraid of. I'm afraid what will happen if we don’t do health
care reform.

Now health care costs are rising three times inflation. Health care consumes 14
percent of GDP, while in the other industrialized countries it consumes 9 percent. And
we’re headed for 20 percent by the end of the decade. That’s not sustainable.

I don’t know another major nation without universal health care coverage. We
have 37 million Americans without coverage, but everyone who has coverage is already
paying for them.

If a kid gets sick, and his uninsured parents take him to the emergency room --
who pays for it? You do. :

There’s a hospital in Texas that has $42 million a year in uncompensated care,
and they make up for it by charging more for beds and surgery and services.

We must be able to put competition back into the system. We must become
more competitive. We’re seeing some of that now, with mergers and affiliations, and we
have to do more.

. You kpow, all these insecurities, all this pessimism that the anti-NAFTA group
brings -- I think masks what has really happened in this country, especially in the
manufacturing sector. We've become competitive.



5

I know what some of you've been through. Foreign competition caught you off
guard. You got fat. You had to get through a recession. You probably had some dumb
policies out of Washington to cope with. Your stockholders, boards of directors, and the
environmentalists became more demanding.

But look how you've changed. You’ve squeezed the fat. You’ve restructured your
balance sheets. Capital investments are up. Labor and management have worked
together -- to increase efficiency, to change the work rules, to improve quality.

Labor rules in this country are not frozen like in Europe.

American workers are the most productive in the world, and productivity is rising
-- rapidly. Factory work weeks haven’t been this high since 1965.

"Made in America" means something again. U.S. exports have doubled since the
mid-"80s.

A few years ago, I remember reading stories about foreigners calling American
workers lazy and stupid. And how many Americans would you hear say: "We won’t buy
it unless it’s an import."

Yesterday, I visited with some of the heads of the Big Three and some huge auto
suppliers. The Big Three’s market share is up about four points in the last two years.

Let me wind down with this. I recall being at a meeting in France three years
ago. A European got up and said: "Look at the great changes in the world. The end of
the Cold War. Europe and Asia emerging as the world leaders. And America on the
decline."

It’s a little ironic that three years later much of Europe is in a recession, Japan is
in a recession, and America is not just a military leader -- we remain the world’s
economic leader -- the engine of growth in the world.

I was just at a meeting with my G-7 counterparts, and many are struggling. If
longevity of finance ministers is any indication, eight months ago when I met them for
the first time, I was the freshman in the class. Now, I'm the second most senior guy.

They all look to America. They see that we have cut our deficit, and they’re
impressed. They see the market’s response, and they're impressed: the lowest long-term
interest rates in two decades, the highest stock market, employment up by more than a
million since January, and we’re growing faster than all of them.

The only thing missing, I think, is impressing the most skeptical people around --

Americans. We'll keep working on that one.
-30-
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PUBLIC DEBT ANNOUNCES ACTIVITY FOR
SECURITIES IN THE STRIPS PROGRAM FOR SEPTEMBER 1993

Treasury’s Bureau of the Public Debt announced activity figures for the month of September 1993,
of securities within the Separate Trading of Registered Interest and Principal of Securities program
(STRIPS).

Dollar Amounts in_Thousands

Principal Outstanding $724,745,311
(Eligible Securities)

Held in Unstripped Form $525,117,560
Held in Stripped Form $199,627,751
Reconstituted in September $26,383,810

The accompanying table gives a breakdown of STRIPS activity by individual loan description. The
balances in this table are subject to audit and subsequent revision. These monthly figures are
included in Table VI of the Monthly Statement of the Public Debt, entitled "Holdings of Treasury
Securities in Stripped Form."

Information about "Holdings of Treasury Securities in Stripped Form” is now available on the
Department of Commerce’s Economic Bulletin Board (EBB). The EBB, which can be accessed
using personal computers, is an inexpensive service provided by the Department of Commerce.
For more information concerning this service call 202-482-1986.

o0o
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TABLE VI—HOLDINGS OF TREASURY SECURITIES IN STRIPPED FORM, SEPTEMBIRN-SUIOW

28
- (In thousands)
Principal Amount Outstanding

$6,658,554 $5,135,354 $1,523,200 $171,200
6,933,861 5,562,501 1,371,360 193,120
7,127,086 4,232,206 2,894,880 22400
7,855,901 4,984,301 2,971,600 55,200
7,318,550 , 3915750 3,402,800 26,000
8,444,720 7,636,720 808,000 1,600
20,085,643 19,344,843 740,800 289,200
20.258,810 18,076,410 2,182,400 40,000
9,921,237 8,583,237 1,338,000 60,000
9,362,896 7.950,036 1,412,800 11,200
B7/8% Note C1997 .........ceeeenrineen NNSAT .. 9,808,329 7,425,929 2,382,400 89,600
61/8% NOte A-1898 ..........ooevneennnn. 211508 9,159,068 8,511,708 647,360 48520
51508 .. 9,165,357 6.718.587 2,446,800 60,000
1598 11,342,646 9,575,446 1,767,200 110,400
111588 ............. 9,902,875 7.418,075 2,484,800 19,200
215/9 .............. 9,719,623 8.962,823 756,800 30,400
515/99 10,047,103 7,445,503 2,601,600 49,600
@1599 .. 10,163,644 8915019 1,248,625 49,500
111589 10,773,960 9,178,760 1,585,200 9,600
21500 ..o 10,673,033 9,809,033 864,000 66,000
SASD0 ..o 10,496,230 7.395.430 3,100,800 259,200
MIS00 ... 11,080,646 8,729,926 2,350,720 121,440
1111500 . 11,519,682 9,547,282 1,972,400 112,000
21501 11,312,802 10,383,602 919,200 7,200
SASOY Lo 12,398,083 10,767,358 1,610,725 21,000
YIS0 oo 12,339,185 11,495,985 843,200 4,800
7172% Note D200 .....oovvennnneannn.. MASOY L. 24,226,102 23,949,622 276,480 37120
sNS02 . 11,714,397 11.205917 508,480 o
a1s02 23,859,015 23678215 180,800 o
21808 ... 23,562,691 23,560,675 2,016 o+
81508 ... 12,932,637 | 12932637 o o
MNS08 . 8,301,806 6.037.806 2,264,000 1,323,200
515105 4260758 3,378,308 882,450 740,000
81505 9.269.713 8510513 759,200 362,400
2N906 .............. 4,755.916 4,755,276 640 O
NASAE o 6.005.584 4,034,384 1,971,200 1,099.200
11.14% Bond 2015 ... ... 21815 . 12,667.799 6.909.879 5,757,920 2,490,240
10-58% Bond 2015 ............. .. L) ess 7149916 2573276 4,576,640 333.440
S7/8% Bond 2015 ....................... MASAS 6,899,859 2787.859 4,112,000 2,577,600
91/4% Bond 206 ............ ... 21816 . 7,266,854 5.560.454 1,706,400 1,058,400
7-1/4% Bond 2016 ..................o.... SASM16 ... 18,823,551 18,343,551 480,000 242.400
7-172% Bond 2016 ... N1S16 L 18,864 448 17.734,608 1,120,840 25,040
B8Y4% Bond 2017 ...l snNenM7 L 18,194,169 3.919.289 14,274,880 228,320
87/8% Bond 2017 ... . ... ...l 81SMT7 14,016,858 5,442,458 8,574,400 1,451,200
91/8% Bond 2018 ...l SNSM18 ... 8,708,639 2,001,439 6.707,200 937,600
9% Bond 2018 .................... ... MAS8 ... 9,032,870 969,270 8,063,600 692,000
87/8% Bond 2019 .. .................... 21519 19.250,798 3,313,198 15,937,600 200,000
818% Bond 2019 ... 8nsng 20,213,832 13,815,752 6,398,080 379,840
8172% Bond 2020 ... 21520 .. 10,228,868 3774468 6,454,400 1,287,200
515720 10,158,883 2,039,683 8,119,200 701,760
s 21,418,606 3,441,006 17,977,600 193,280
N80 11,113,373 9.674.973 1,438,400 482,800
SMS21 ... 11,958,888 4,123,048 7,835,840 168,800
81521 12,163,482 6,852,442 5,311,040 1,157,440
nns21 32,798,394 13,566,219 19,232,175 4,599,950
714% BONG 2022 ... ..o BNSR2 ... 10,352,780 9.072.790 1,260,000 164,800
T5B% Bond 2022 ... M2 10,699,626 9.533,226 1,166,400 468.800
Svan Bond 2008 . e 11530 0 11 50204 "3 =
TORA ... 724.745.311 525117 560 199,627,751 26,383,810

‘Eftactve May 1, 1w.mrwnmmmmvmcmmm.

Note: On the 44 workaey of sach month Tabie VI wil be svaliable after 3:00 pm eastem time on the Com E ; i ! )
ot £88 8 (202) 482-1986. The n i o we SbRC 10 S0E o » Deper J Buietin Bosrd (EBB). The tslephone number for more viormabon
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Sub-Saharan Africa: The Debt Dimension

I welcome this opportunity to discuss the international debt
problems of the poorest countries, particularly in Sub-Saharan
Africa. There has been considerable discussion within the
international community during the past few years about the
nature of their debt problems, and what should be done to help
resolve them. I would like to share some of my own thoughts on
this issue with you, and look forward to hearing the views of the

other members of this panel, as well.

Sub-Saharan Africa has benefitted in recent years from an
unprecedented level of external support. Despite debt burdens,
net transfers of resources as a percentage of the region’s gross
national product were 7.5 percent in 1991 -- well above that of
other developing countries (just over 1 percent for all those
reporting to the World Bank). Yet economic stagnation and
poverty continue to prevail. Clearly much must change before the
region can achieve economic recovery; debt burdens are only a

part of the story.

For most of the 1980s, the middle income countries of Latin
America were the major focus of debt concern. As the Latin
American debt crisis has moved toward resolution, due to both
strong reform efforts and commercial bank debt reduction
packages, the spotlight has properly focussed on the debt
problems of the poorest countries, particularly Sub-Saharan
Africa. This region has accumulated external debt since 1980 at
an even more rapid pace than Latin America -- more than tripling
as compared with a doubling in Latin America. Moreover, Sub-
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Saharan debt has continued to grow, despite major debt rgduction
programs by creditor governments, while it began to decline after

1987 in Latin America.

The nature of the debt problems and creditor profiles in the
two regions are very different, and underscore the need for
different approaches to a resolution:

- In Latin America, more than half of the total debt was
owed to commercial banks, subject to variable interest
rates: agreements with the banks to reduce the stock of
debt or reduce and fix interest rates were therefore a
vital component of any solution.

- In Sub-Saharan Africa, commercial banks hold only a
small share of the debt. Governments account for about.
half of the region’s debt and have been the primary
source of relief. International institutions
(primarily the IMF, World Bank, and African Development
Bank) hold about 30 percent of the debt; new
concessional loans help to maintain a positive transfer
of resources to the region from these institutions.
While more than half of the region’s debt to official
creditors is on concessional terms, and frequent
rescheduling of bilateral debt has provided substantial
debt service relief, the problem has continued to
snowball. The Paris Club of creditor governments has
therefore focussed increasingly on additional measures
to reduce the burden of the region’s non-concessional
debt.

- The U.S. share of Sub-Saharan Africa’s debt is small --
only 15 percent of the region’s debt to governments,
and 3 percent of its total debt. Thus, U.S. action to
help these countries will have the most impact if
coordinated with other governments through the Paris
Club. Our voice in favor of debt relief may be more
important than the relief that we provide directly.

But we have to take part in order to be heard.

The poorest countries in Sub-Saharan Africa now have total
long-term debt in excess of $90 billion. Total long-term debt
for the region is over $150 billion. Debt ratios for this region
are higher than that of any other region in the world. To place
them in perspective:

- If all of the region’s export earnings went to pay for
outstanding debt, and none for imports of goods and
services, 1t would still take the region 3 years to pay
off its debt.



- Annual scheduled debt payments, if they could be met,
would absorb 40 percent of annual export earnings. By
contrast, the region has demonstrated an ability to pay
less than half of this amount annually.

High and rising debt ratios over an extended period are an
indication of problems that are not going to go away by
themselves: they are solvency problems, not mere liquidity
problems that could be solved by providing new credits for a
limited period to tide them over. Regional aggregates, however,
mask a wide range of individual country debt profiles. Botswana
and Mauritius do not have debt problems. On the other hand,
Mozambique would have to dedicate all of its export earnings for
11 years to pay off its outstanding stock of debt. And Zambia’s
debt is nearly twice its annual national income.

ffect eb d

What do these types of debt burdens mean for the poorest
nations? For many of these countries there is no hope for a
return to a sustainable course without debt reduction on a large
scale. Trying to meet scheduled debt service payments means
onerous budgetary and external transfer burdens, and a constant
drain on the country’s future growth potential. Not making
scheduled payments means that, unless unpaid amounts are
forgiven, unpaid interest is added to the stock of debt, which
continues to grow like a snowball from year to year.

Major unresolved debt problems, especially a build-up of
arrears, also can have a chilling effect on new financial flows,
as lenders or investors shy away from a perceived high risk
environment. Why would an investor choose to place his funds in
a country where he would have to stand behind creditor
governments already lined up for limited payments? It is
therefore no surprise that total private capital flows to Sub-
Saharan Africa in 1991, including net direct foreign investment,
totaled only about $2 billion, compared to a level of about $30
billion each in Asia and Latin America. And these funds were
concentrated in a few countries with oil or other mineral

resources.

Africa’s debt problems not only inhibit capital inflows,
they encourage those with capital in the country to move it out.
Africans and former investors have been taking funds out of
Africa at a rapid rate. According to the World Bank, flight
capital from Sub-Saharan Africa had cumulated to 95% of aggregate
GDP at the end of 1991, higher than for any other region except
the Middle East. Debt is certainly not the only reason for
capital outflows. Political actions and unsound economic
policies have all too often driven money out of African

countries.



-2 -

Saharan debt has continued to grow, despite major debt rgduction
programs by creditor governments, while it began to decline after

1987 in Latin America.

The nature of the debt problems and creditor profiles in the
two regions are very different, and underscore the need for
different approaches to a resolution:

- In Latin America, more than half of the total debt was
owed to commercial banks, subject to variable interest
rates: agreements with the banks to reduce the stock of
debt or reduce and fix interest rates were therefore a
vital component of any solution.

- In Sub-Saharan Africa, commercial banks hold only a
small share of the debt. Governments account for about.
half of the region’s debt and have been the primary
source of relief. International institutions
(primarily the IMF, World Bank, and African Development
Bank) hold about 30 percent of the debt; new
concessional loans help to maintain a positive transfer
of resources to the region from these institutions.
While more than half of the region’s debt to official
creditors is on concessional terms, and frequent
rescheduling of bilateral debt has provided substantial
debt service relief, the problem has continued to
snowball. The Paris Club of creditor governments has
therefore focussed increasingly on additional measures
to reduce the burden of the region’s non-concessional
debt.

- The U.S. share of Sub-Saharan Africa’s debt is small --
only 15 percent of the region’s debt to governments,
and 3 percent of its total debt. Thus, U.S. action to
help these countries will have the most impact if
coordinated with other governments through the Paris
Club. Our voice in favor of debt relief may be more
important than the relief that we provide directly.

But we have to take part in order to be heard.

The poorest countries in Sub-Saharan Africa now have total
long-term debt in excess of $90 billion. Total long-term debt
for the region is over $150 billion. Debt ratios for this region
are higher than that of any other region in the world. To place
them in perspective:

-- If all of the region’s export earnings went to pay for
outstanding debt, and none for imports of goods and
services, 1t would still take the region 3 years to pay
off its debt.



-- Annual scheduled debt payments, if they could be met,
would absorb 40 percent of annual export earnings. By
contrast, the region has demonstrated an ability to pay
less than half of this amount annually.

High and rising debt ratios over an extended period are an
indication of problems that are not going to go away by
themselves: they are solvency problems, not mere liquidity
problems that could be solved by providing new credits for a
limited period to tide them over. Regional aggregates, however,
mask a wide range of individual country debt profiles. Botswana
and Mauritius do not have debt problems. On the other hand,
Mozambique would have to dedicate all of its export earnings for
11 years to pay off its outstanding stock of debt. And Zambia’s
debt is nearly twice its annual national income.

Effects eb

What do these types of debt burdens mean for the poorest
nations? For many of these countries there is no hope for a
return to a sustainable course without debt reduction on a large
scale. Trying to meet scheduled debt service payments means
onerous budgetary and external transfer burdens, and a constant
drain on the country’s future growth potential. Not making
scheduled payments means that, unless unpaid amounts are
forgiven, unpaid interest is added to the stock of debt, which
continues to grow like a snowball from year to year.

Major unresolved debt problems, especially a build-up of
arrears, also can have a chilling effect on new financial flows,
as lenders or investors shy away from a perceived high risk
environment. Why would an investor choose to place his funds in
a country where he would have to stand behind creditor
governments already lined up for limited payments? It is
therefore no surprise that total private capital flows to Sub-
Saharan Africa in 1991, including net direct foreign investment,
totaled only about $2 billion, compared to a level of about $30
billion each in Asia and Latin America. And these funds were
concentrated in a few countries with o0il or other mineral
resources.

Africa’s debt problems not only inhibit capital inflows,
they encourage those with capital in the country to move it out.
Africans and former investors have been taking funds out of
Africa at a rapid rate. According to the World Bank, flight
capital from Sub-Saharan Africa had cumulated to 95% of aggregate
GDP at the end of 1991, higher than for any other region except
the Middle East. Debt is certainly not the only reason for
capital outflows. Political actions and unsound economic
policies have all too often driven money out of African

countries.



en thus ss Deb

What would help to keep this capital at home, and to attract
other investors as a source of new financing? The same measures
that have worked in many Latin American countries: fundamental
economic reforms aimed at creating a more favorable and stable
business climate (including basic safeguards for investments),
combined with international support to help bring the burden of
external payments into better balance with the ability of the
debtor nation to service its debt over time.

The required policies include both macroeconomic
stabilization and microeconomic reforms to improve economic
potential. Debt relief in the absence of good economic policies
cannot stimulate growth or restore access to capital markets.
Countries do not get on, and remain on, the required course
without good governance -- transparency, accountability, rule of
law, and public participation. Given these, the international
community can help countries make difficult adjustments.

The IMF and the World Bank have been working closely with
Sub-Saharan African countries to support their reform efforts
through expanded concessional assistance. 1Indeed, 45 - 50
percent of the World Bank’s concessional loans are now targeted
for Sub-Saharan Africa. The IMF has also supported macroeconomic
stabilization efforts through the Enhanced Structural Adjustment
Facility (ESAF), and is currently discussing a successor
facility.

Government creditors have long been willing to reschedule
debts of countries that could not meet their payments in the so-
called Paris Club. This became a routine and recurring practice
in the 1980s. Despite repeated reschedulings, only two of the
thirty low-income rescheduling countries have subsequently
graduated from the Paris Club.

In 1988, the creditor governments of the Paris Club
recognized that many of the poorest countries would never be able
to service fully their external debt, even with heroic economic
reforms. Most of these countries are in Sub-Saharan Africa. For
severely-indebted low-income countries which were undertaking
serious efforts to improve their economic policies, therefore,
creditor governments introduced debt and debt service reduction
for non-concessional debt. These options were designed to reduce
debt payments coming due by roughly one-third. A third option
offered long-term rescheduling, and was chosen by the United
States since we did not have Congressional authorization or
appropriations to reduce debt. These new terms were labelled
"Toronto Terms" since the impetus for moving to debt reduction
came from the 1988 G-7 Economic Summit held in Toronto.
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The debt relief offered by Toronto Terms proved insufficient
to restore viability to many of the low-income countries. 1In
December of 1991, therefore, the Paris Club members agreed to
deepen the relief provided. The new agreement was reflected in
"Enhanced Toronto Terms," which included options to increase the
effective debt reduction on payments coming due to 50 percent.
The Paris Club also agreed to consider reducing the stock of
debt, rather than simply payments coming due, after a period of
three to four years. Once again the United States chose to
reschedule debts rather than to provide debt reduction.

Since the introduction of debt reduction options in the
Paris Club in 1988, creditors have reduced payments coming due on
non-concessional debt from the poorest countries by about $3
billion. In addition, the United States and several other
creditors have forgiven concessional debt bilaterally. The
United States has forgiven $1.1 billion of concessional debt owed
by Sub-Saharan Africa.

The Clinton Administration has made a priority of seeking
Congressional authorization and appropriations to enable the
United States to join other Paris Club creditors in providing 50%
reduction of non-concessional debt for the poorest countries
under Enhanced Toronto Terms. Thanks in part to the actions of
this subcommittee, we now are able do this in Fiscal Year 1994.

Future Considerations

We recognize the interest of this subcommittee in moving to
even deeper debt reduction for the poorest countries, as
reflected in the sense of Congress resolution included in the
final FY 1994 appropriations legislation. We share this
interest. We will consider how much we can do and how we can

provide debt relief most effectively as we prepare the
Administration’s FY 1995 Budget request.

Debt relief is not free, although our budgetary process
recognizes that reducing by one dollar the debt of a country that
is unable to make payments is not the same thing as spending a
dollar. This is because the debt may be worth only a few cents
on the dollar, reflecting the prospect of repayment. The budget
scorers are supposed to base their charges on estimates of what
the debt is actually worth: that is, on what we expect to receive
in payments over time. For this reason, debt reduction can be a
cost-effective way of helping countries in financial difficulty.
We recognize that debt reduction’s immediate economic benefits
may be limited, when compared to a dollar of aid that can be used
to buy imports. However, not only immediate benefits, but also
future growth prospects are important. If debt reduction is
sufficiently deep, it can provide the longer-term benefit of
restoring external viability.



With limited budgetary resources, we must consider carefully
our options for new flows, debt service relief, and debt stock
relief in crafting our assistance. If deeper debt reduction
reduces our bilateral assistance and support for multilateral
assistance through IDA and the African Development Bank and Fund,
due to budget constraints, we have to consider the relative
impact of alternative uses of our budget resources. Clearly,
without debt relief there can be little hope for the future. We
must have both debt relief and new assistance in our strategy.

We must also ensure that resources for both debt reduction and
new flows are used effectively. This means concentrating them on
countries where policy conditions are favorable. To grant
sufficient debt relief to a country that is committed to a sound
economic policy course so that its future debt service is
manageable is the key to fostering new economic success stories
among the poor countries in Africa to go with those that we now
see among the once problematic middle-income countries of Latin
America.

As called for in the Tokyo Summit communique, we will be
examining the question of stock of debt reduction in the Paris
Club. Until now the Paris Club has only reduced debt on payments
coming due during a specific time period. We will study the
appropriate timing of stock reduction and the policy conditions
that are needed to offer good prospects that the result will be
an exit from the cycle of repeated rescheduling. It will be
important to ensure that any stock of debt reduction be large
enough to make a fundamental change in a country’s debt
situation, and that the resulting payments profile be manageable
when sound economic policies continue to be followed.

conclusion
In summing up I would like to stress the following points:

- Debt relief is absolutely critical, but not sufficient,
to get the poorest countries on a development track.

- Sound economic policies are also essential, as are non-
debt resource flows.

- The Un@ted States can best "leverage" its debt
reduction efforts by joining with other creditors in
debt relief.

-- A dollar of debt reduction is less costly for the
United States in budgetary terms than a dollar of new
grant assistance.
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The Administration will be moving with the Paris Club
in FY 94 to provide debt reduction for the poorest
countries. As we develop our budget request for FY 95,
we will be examining how best to structure debt relief
so that it will have the best hope of moving countries
across the threshold to sustainable debt levels.
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"PRIVATIZATION, THE MARKET, AND FREEDOM"

I am delighted to have this opportunity to address the crucial topic of
privatization. Of the many economic ideas that have gained currency in recent years --
monetarism, rational expectations, supply-side economics -- privatization, I think, will
have the most enduring importance for prosperity worldwide. Economists and others
once believed that governments could and should operate industries. But today, around
the world, the state is retreating from productive sectors of the economy, and the private
sector is rushing in.

States on the retreat

o In Mexico, the number of state owned enterprises has been reduced from 1,155 to
200, and the government has raised more than $15 billion in the process.

o During the 1980s, Britain sold 30 major enterprises employing 800,000 people for
some £27 billion.

. During the first 18 months of its privatization program, Russia sold 70,000 shops
and distributed shares in 4,000 large enterprises that employ almost five million
workers.

° A private company now collects tariffs for the public water company in
Venezuela.
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Thailand, Hungary and Mexico are allowing private firms to build toll roads.
Argentina has privatized 10,000 kilometers of country roads so far, and has plans
to privatize another 16,000 kilometers.

And Argentina, Colombia and Pakistan are leasing railroad lines to the private
sector.

Why the rush to privatize? To save money, for one.

According to the Financial Times, IRI, the gigantic Italian state-owned firm that
does everything from baking to banking, telephones to television, lost about $4

billion last year, and manages to lose money almost every year. So much money
that its total debt is now equivalent to 5% of Italy’s GDP. This is just one loss-

making company!

Another reason is to clarify sometimes conflicting roles in a "mixed" -- or mixed-up --
economy.

Per Westerberg, Minister of Industry and Commerce of Sweden, a country once
admired as a successful welfare state, explains that his country must abandon the
"confusion economics” of the past for the market. As he puts it, "... there will no
longer be any doubt about what is and what is not the role of the state in the
economy".

Still another is that governments, influenced by political factors, have made some
shockingly bad investment decisions:

Over nearly two decades, Nigeria has poured $3 billion into its "integrated" steel
industry, a facility that is divided into three parts, one for each of that country’s
main ethnic groups. My staff calculated that the money invested in this still-
unfinished mill has cost each Nigerian man, woman and child about $34 so far.
That’s no trivial amount in a country where per capita income was $340 in 1992.

Finally, it’s become obvious that relying on markets works as a strategy for economic
growth.

Look at China. Non-state industry now employs about 100 million people and
produces more than half of industrial output. Despite the Tiannamen massacre
and Beijing’s adherence to a communist political system, market reforms have
enabled the country’s southeastern provinces to achieve the highest sustained rates
of growth ever achieved in the history of the world.



No matter what their political complexion, governments throughout the world
have changed their minds about markets. They have discovered that markets may fail,
but governments fail more often. The result: governments seem to have permanently
discarded failed notions about what the state can and should do.

So why not privatize?

The world-wide privatization boom reflects a profound redefinition of the state’s
role in the economy. Yet, despite all the privatization that has taken place, the process
so far is really just the tip of the iceberg.

. In Chile, a country that has privatized 95% of its state firms and perhaps more
than any other as a share of its economy, public enterprises still accounted for
some 16% of GDP in 1989.

) According to one estimate, the value of assets that countries around the world are
expected to privatize by the year 2000 could be double the $328 billion in assets
that have privatized since 1985.

) With the possible exception of the telecoms industry, most market economies, rich
or poor, have done little to privatize their public infrastructure such as roads,
power supply and railways. Many countries operate a state-owned banking
system. Most have left their major extractive industries under state ownership.
And these are the market economies. In the ex-socialist countries, they’ve hardly
scratched the surface.

So why aren’t some governments more enthusiastic? If the benefits are great --
and I believe they are -- why the reluctance, even among the enthusiasts, to go further?
I've heard various reasons.

1. For example, that macroeconomic stability is a prerequisite to privatization. Of
course, private enterprises -- or state enterprises -- will work best in a stable
macroeconomic environment. But, as Argentina learned over many years, the wait for
macroeconomic stability before privatization can be extremely long. In fact -- this is the
critical point -- privatization is often a prerequisite to sustained macroeconomic stability.

o The inflation in Russia today, the inflation in Brazil, or the inflation in Argentina
several years ago, can be traced, in large part, to the subsidies and soft credits
given to money-losing state enterprises. Severing those enterprises from the state,
stopping the hemorrhage, can make a crucial contribution to closing government
deficits and, therefore, to eliminating inflation.



2. A second suggestion is that enterprises should be restructured before they are
privatized. This is an odd view. Why, if governments cannot operate enterprises
effectively, would we suppose that governments can carry out the more difficult task of

fundamental restructuring?

° In thinking about privatization, I find it helpful to think about the process of
selling a house. It may make sense to do a new paint job in some rooms where
the paint is chipped. But you’d be nuts to start constructing bathrooms where you
thought potential new buyers might want them. It’s the same with privatization:
the sensible way is to put the asset up for sale, and let the new owner, who has to
live with the consequences, decide what investments are necessary, how best to
restructure to suit the new owner’s plans.

Those who worry that enterprises should not be sold on the cheap should
remember what can happen in "enterprise limbo".

° A Lithuanian government official gave his version of an ancient Chinese curse:
"May you live 100 years in a transition period".

Expecting to be kicked out by the new owners, managers have every incentive not to
restructure but to live for today, not to transfer revenues to the government but to raise
wages, not to invest in the future but to strip assets.

3. A third concern is that privatization brings job losses. It does in some cases --
but not always, and certainly not forever.
. The Mexican Government found that many of the firms that it had privatized up

to 1988, having become more profitable, increased employment. The most
striking examples were found in the auto parts industry, where privatized firms
employed 30% more workers after privatization.

There is also the broader point: because privatization lifts economic performance,
it improves the economic environment in general. The result is more jobs for people
who don’t even know that the source of their benefit is privatization. The fact that the
employment gains occur only after privatization, and are not obviously attributable to the
process, leads to the political resistance which Mary Shirley of the World Bank rightly
described. Though a difficult political sell, privatization probably is a "pro-jobs"
economic policy.

4. A fourth argument against privatization is that it "will just help the rich." But it
doesn’t help the rich or anyone else for the economy to function badly, for governments
to pay large subsidies to inefficient companies. Both the rich and the poor in Britain are
better off with British Telecom in private hands, as anyone who makes telephone calls in
that country could tell you. The same is true of British Airways and Aero Mexicano,
both of which are now contributing to government coffers -- not draining from them.



But, there is a more fundamental point. Privatization, operated properly, can be a
major tool to promote economic democracy. Mrs. Thatcher’s Government saw it this
way. Now the Czechs and the Russians are pursuing the same strategy. Both have
designed voucher schemes to distribute ownership to all adults, so that everyone has a
stake in economic and political well-being.

5. Finally, there is the suggestion that an appropriate regulatory environment must
be put in place before privatization can go forward. Of course, it is necessary to
establish some regulatory framework. But it is important also not to let the best be the
enemy of the good. Those governments least capable of effective regulation are surely
also those governments least capable of effective management of state enterprises.

The choice is not a choice between ideal regulation and ideal public ownership.
A judgment must be made on the basis of the comparative ability to regulate privatized
enterprises and to operate public enterprises. I suspect there will be relatively few cases
in which public ownership is, in fact, the right way forward.

Privatization seen through American eyes

This message is getting through. It’s getting through abroad and in the United
States.

The Clinton Administration has recently completed a six-month National
Performance Review, which laid out the steps to achieve the President’s goal of
reinventing government. Privatization and using the dynamism of the market are among
them, including:

. eliminating monopolies of the Government Printing Office and the Government
Services Administration, and forcing both to compete for business with private
companies and other government agencies;

o restructuring the U.S. air traffic control system and introducing private sector
management;
o allowing private inspection companies to certify compliance with workplace safety

and health requirements;

Another important step forward was made by raising grazing fees on Federally-owned
lands in the West.

States and local governments are also getting in on the act. Fifteen states have
recently passed laws which authorize private operation of roads and railways. Cities and
towns have moved to privatize everything from garbage collection to the enforcement of

parking tickets.



The United States is also doing its part to promote privatization abroad. We're
doing it because it’s in our economic interest for other nations to grow. And we're doing
it because assisting in privatization is not a trivial export industry for the United States.
The U.S. is the largest exporter of services. We are the world’s leading repository of
private sector know-how. American lawyers, accountants, bankers, and other business
people have much to contribute to the transition process itself.

Here are some of the things the Administration is doing:

o Bilaterally, we operate enterprise funds in Eastern Europe that make investments
in and lend money to privatized firms.

- Starting with just a few employees, a motorcycle factory financed by one
enterprise fund now employs more than 100 Slovak workers and sells its
products at home and abroad.

-- A loss-making Polish bank has been turned around after 1991, when the
Polish-American Enterprise Fund provided it with new capital and helped
to install a new Western management team.

-- Extending the enterprise fund concept, the Clinton Administration has
proposed creating the Russian-American Enterprise Fund to target small
and medium-sized private firms in that country.

o To give further support to the world’s largest privatization program, the
Administration has led the G-7 and the international financial institutions to
create a Special Privatization and Restructuring Program for large enterprises in
Russia. With the urging of the Russian Government, our commitment of $375
million leveraged sponsorship for a §3 billion program. By bringing equity to
privatized and privatizing enterprises, the Program will help the Government of
Russia press ahead with mass privatization.

-- Of the U.S. contribution, $100 million will go to creating an equity fund for
enterprises in Russia’s most progressive regions. $25 million will be used
to provide technical assistance to help restructure these firms. The
remaining $250 million will be loans targeted to these same enterprises.
We expect to incorporate investment guarantees from OPIC to increase the
amount of equity.

-- The Administration’s strategy is designed to prompt reforms on the
Russian side. The assistance will only be available to regions that
implement market reforms and support privatization. Individual companies
will also have to be committed to privatization.



o Another device we use to promote privatization are OPIC’s insurance and
guaranty programs, which may be used by US firms when financing investments.

- Last month, OPIC provided $200 million in political risk insurance for US
investors to acquire two privatized power sector projects in Argentina.

o The US is also using its voice at the international financial institutions to push for
privatization:

-- At the World Bank and the Inter-American Development Bank, we have
encouraged more private sector development operations. These
institutions have responded to our call with lending strategies that support
privatization through the design of privatization strategies and their
implementation, financing transactions, promoting financial sector reform,
and adopting policies conducive to private investment.

- The US also successfully convinced the international community to insert
into the EBRD’s charter a provision requiring 60% of that institution’s
lending to be directed to the private sector.

-- Working through the IMF, the US promotes the macroeconomic stability
of countries needed for a private sector to flourish.

Privatization and freedom

I have spoken today about privatization because it is the subject of this
conference, and because there are enormous gains worldwide to be realized by
promoting privatization.

But let there be no mistake that advocacy of privatization does not in any way
deny a critical role for government. There is the old joke: "How many Reaganite
economists does it take to screw in a light bulb?" The answer (that says a lot): "None.
They all sit in the dark to wait for ’the invisible hand’."

The invisible hand can’t do everything. The visible hand of government has an
essential role if societies are to defend themselves, if transactions are to be enforced, if
children are to be educated, if decent health care is to be assured. States must do what

only states can do.

Progressives have always believed in freedom of conscience, freedom of
expression, freedom of the press. This progressive Administration also believes in
freedom of exchange, freedom of ownership, free control over the means of production.
All of these freedoms are needed in a free and civilized society, and we are working to

promote them around the world.
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I'm pleased to join you here today to make the case for NAFTA -- that it should
pass, and that it will pass. There is no more important economic policy or foreign policy
decision facing the U.S. this year.

In his NAFTA kick-off speech, President Clinton stressed that the world is
becoming a smaller place and concluded that: ".. when you live in a time of change the
only way to recover your security and to broaden your horizons is to adapt to the change,
to embrace, to move forward."

This is what the NAFTA debate is all about: hope vs. fear. And hope will win
out.

People have a lot to worry about. Indeed, President Clinton was elected to fix the
things NAFTA’s opponents worry about. They worry about jobs lost to Mexico, about
low Mexican wages, about investment leaving the United States, about lost American
competitiveness, the border environment... These are all valid concerns. But one thing
is certain. Without NAFTA, nothing will happen to solve any of these problems.
NAFTA offers the prospect of real progress.

NAFTA WILL CREATE U.S. JOBS

Right now the central fact obscured by those who oppose NAFTA is that there
are few barriers stopping firms in Mexico from selling in the U.S. But there are plenty
of barriers stopping firms in the U.S. from selling in Mexico. Mexico’s average tariff is
two and a half times as high as that of the U.S., though they have fallen a long way on
the road to NAFTA.

That is why U.S. exports to Mexico have risen 228% since 1986 to $40.6 billion in
1992 and U.S. jobs supported by these exports rose from 274,000 to 700,000. That’s why
the U.S. bilateral trade balance with Mexico moved from a deficit of $5.7 billion to one

of our largest surpluses, $5.6 billion.
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A group of almost 300 renowned economists, including twelve Nobel Laureates,
wrote to President Clinton recently, advocating NAFTA. They pointed out: "while we
may not agree on the precise employment impact of NAFTA we do concur that the
agreement will be a net positive for the United States, both in terms of employment
creation and overall economic growth. Specifically, the assertions that NAFTA will spur
an exodus of U.S. jobs is without basis. Mexican trade has resulted in net job creation in
the U.S. in the past, and there is no evidence that this trend will not continue when

NAFTA is enacted."

Indeed, careful syntheses of the available evidence reveal that NAFTA will
increase exports by $10 billion over the next three years and create some 200,000 jobs.

I've looked carefully at the study most often cited by NAFTA’s opponents that
says that jobs are going to be lost in the U.S. as a result of NAFTA. But what was that
study based on? The fact that there are going to be fewer illegal immigrants working in
the United States. Even that study, cited by NAFTA opponents, does not say that there
will be any loss of jobs for Americans.

What would happen if NAFTA failed? Surely the pace at which Mexican trade
barriers are reduced would slow. Mexico would be free under the GATT to raise its
tariffs to 50%. Investment in Mexico would dry up. During the first two years of the
Mexican debt crisis, U.S. exports to Mexico dropped by almost half. If the failure of
NAFTA caused a problem even half as large, that would mean the loss of almost 200,000
jobs.

NAFTA WILL REDUCE COMPETITION FROM LOW WAGE LABOR

As I have already said, right now the United States competes with low wage
Mexican labor. We don’t have tariffs that keep Mexican products out. Our average
tariff rate is only 4%: less than the sales tax in most states.

The best way to protect against low wage Mexican labor is to see that Mexican
wages rise. That has already happened in the run up to NAFTA. Mexican wages,
measured in dollar terms, have more than doubled in the last six years and that process
is continuing, as strong capital inflows into Mexico support a strong peso.

With NAFTA, with more investment in Mexico, with a shot in the arm to
Mexican reform, that process of capital inflow, that process of productivity growth
enhancement, will continue to mean higher wages in Mexico and mean less competition
for lower wage American workers.



There’s another point to be made as well. President Salinas has vowed to ensure
that Mexican wages rise in line with Mexican productivity. If wages move in line with
productivity, do we want a more productive Mexico or a less productive Mexico?
NAFTA will mean a more productive Mexico.

Greater prosperity in Mexico is also the most effective means of enabling Mexico
to deal with its pressing social problems like the need for adequate labor standards.
Earlier in this century, the United States was undergoing a similar transformation.
Wages were low, conditions were hazardous, and children worked long hours. A glimpse
of their potential is what caused people to eventually band together to improve the
quality of their lives.

And there’s a final point about low wage labor. The low wage labor that hurts
American workers most is the low wage labor that lives in the United States, and draws
on American resources for public education, for public health care, and for welfare, i1s
low wage immigration. A more prosperous Mexico means a more prosperous America
as Mexican workers find opportunity in Mexico.

NAFTA WILL INCREASE AMERICAN INVESTMENT AND COMPETITIVENESS

I've already given one main reason why that’s true. NAFTA creates export
opportunities for American firms. That’s where the jobs are going to come from. There
are other reasons as well.

NAFTA will bring home investments that have been made to get under Mexican
protection. For example, automobile companies have had to move to Mexico to get
around domestic content requirements, and because, pre-NAFTA, Mexico permitted the
import of only 1000 American cars per year. With NAFTA, we may be able to produce
as many as one million cars a year in the U.S. for sale in Mexico. They have been
discussing bringing some of those operations back. Already, our embassy has also been
informed that some textile companies are thinking of moving. With NAFTA, computer
companies wil! not have to move to Mexico to escape a 20% duty on PC exports.

It’s a big world out there, much bigger than North America. Mexico is not the big
threat we face. Dwarfing any effect of a U.S. firm moving to Mexico is the competitive
advantage that North America will get from coming together. Look at what Japan has
done in Eastern Asia. Japanese firms invest in assembly operations in lower wage
regions. Components are shipped from Japan and incorporated into products bound for
the rest of the world. While Japan maintains its trade surplus vis-a-vis its lower wage
partner, both gain from increased production and exports.



Indeed, some Asian economists have expressed concerns that NAFTA will divert
investment from their shores toward North America. Their concerns seem to be well
founded. As a major leather products manufacturer noted: "NAFTA...will be a necessary
tool in returning some of the manufacturing jobs currently held in Asia to North
America. The Agreement will lower the cost of the finished product by saving
manufacturers both transportation and inventory costs."

And there’s another important point about international competition. NAFTA
makes it much harder for foreign firms to gain a North American beachhead in Mexico.
Tough rules of origin mean that products assembled in Mexico with American
components will benefit from NAFTA’s liberalization, but that products assembled with

foreign components will not.

NAFTA WILL IMPROVE THE ENVIRONMENT

Fundamentally, American workers have a choice. They can wall off Mexico while
Japan embraces the rest of Asia, and Europe embraces Eastern Europe, or they can
work together with Mexico to compete globally. The protection strategy is based on
fear. The global strategy is based on hope. Mexico and the United States have
struck the greenest trade agreement in history. Along with its side agreements, NAFTA
will:

o ensure that the Mexicans enforce environmental regulations;
0 provide money for border clean-up;
0 disperse economic activity in Mexico rather than forcing it all to operate in

maquiladora regions along the border; and

0 most importantly, lay the basis for the prosperity that can underpin real
environmental improvement. Experience around the world shows that prospering
economies are more likely to undertake environmental regulation than those with
stagnating economies.

NAFTA is not a panacea for America’s problems. We’re talking about a trade
agreement with a country whose dollar GNP is roughly equal to that of the Los Angeles
metropolitan area.

So why expend all this energy on a trade agreement whose economic benefits are
moderate? Because our economy needs all the help it can get, and because NAFTA is
not only an economic policy but also a foreign policy initiative. Mexico wants NAFTA,
and the U.S. needs a pro-American Mexico. With a 2000 mile border, and major
immigration, drug, and environmental issues, the U.S. and Mexico cannot afford to miss
out on win-win trade opportunities.



Imagine the signal the United States would send to the rest of the world if we did
not pass NAFTA. If we’re not prepared to make a trade agreement to which two
presidents have been committed, with a country with which we share a 2,000 mile border
and who has undertaken a major set of economic reforms, it will very difficult for us to
promote our exports anywhere in the world.

The American political process took a long time asking, "Who lost China?" Let
them not have to debate, "Who lost Latin America?"

The case for NAFTA is clear. It has been proven by the arguments. Now it must
be won. The President is calling Congressmen every day and is doing a NAFTA public
event every week. Many thought the vote on NAFTA would be moved back. It’s been
moved up. We in the Administration are doing all we can. I’'m encouraged that we'’re
going to win. On vote day minus fifty, the Panama Canal was a dead duck and if the
history of the United States says anything it is that, in the end, we do the right thing.
We're a country built on hope, not fear.
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A group of almost 300 renowned economists, including twelve Nobel
Laureates, wrote to President Clinton recently, advocating NAFTA. They pointed out:
"while we may not agree on the precise employment impact of NAFTA we do concur
that the agreement will be a net positive for the United States, both in terms of
employment creation and overall economic growth. Specifically, the assertions that
NAFTA will spur an exodus of U.S. jobs is without basis. Mexican trade has resulted in
net job creation in the U.S. in the past, and there is no evidence that this trend will not
continue when NAFTA is enacted."

Indeed, careful syntheses of the available evidence reveal that NAFTA will
increase exports by $10 billion over the next three years and create some 200,000 jobs.

I've looked carefully at the study most often cited by NAFTA’s opponents that
says that jobs are going to be lost in the U.S. as a result of NAFTA. But what was that
study based on? The fact that there are going to be fewer illegal immigrants working in
the United States. Even that study, cited by NAFTA opponents, does not say that there
will be any loss of jobs for Americans.

What would happen if NAFTA failed? Surely the pace at which Mexican trade
barriers are reduced would slow. Mexico would be free under the GATT to raise its
tariffs to 50%. Investment in Mexico would dry up. During the first two years of the
Mexican debt crisis, U.S. exports to Mexico dropped by almost half. If the failure of
NAFTA caused a problem even half as large, that would mean the loss of almost 200,000
jobs.

NAFTA WILL REDUCE COMPETITION FROM LOW WAGE LABOR

As I have already said, right now the United States competes with low wage
Mexican labor. We don’t have tariffs that keep Mexican products out. Our average
tariff rate is only 4%: less than the sales tax in most states.

The best way to protect against low wage Mexican labos is to see that Mexican
wages rise. That has already happened in the run up to NAFTA. Mexican wages,
measured in dollar terms, have more than doubled in the last six years and that process
is continuing, as strong capital inflows into Mexico support a strong peso.

With NAFTA, with more investment in Mexico, with a shot in the arm to
Mexican reform, that process of capital inflow, that process of productivity growth

enhancement, will continue to mean higher wages in Mexico and mean less competition
for lower wage American workers.



There’s another point to be made as well. President Salinas has vowed to ensure
that Mexican wages rise in line with Mexican productivity. If wages move in line with
productivity, do we want a more productive Mexico or a less productive Mexico?
NAFTA will mean a more productive Mexico.

Greater prosperity in Mexico is also the most effective means of enabling Mexico
to deal with its pressing social problems like the need for adequate labor standards.
Earlier in this century, the United States was undergoing a similar transformation.
Wages were low, conditions were hazardous, and children worked long hours. A glimpse

of their potential is what caused people to eventually band together to improve the
quality of their lives.

And there’s a final point about low wage labor. The low wage labor that hurts
American workers most is the low wage labor that lives in the United States, and draws
on American resources for public education, for public health care, and for welfare, is
low wage immigration. A more prosperous Mexico means a more prosperous America
as Mexican workers find oppo:tunity in Mexico.

NAFTA WILL INCREASE AMERICAN INVESTMENT AND COMPETITIVENESS

I've already given one main reason why that’s true. NAFTA creates export
opportunities for American firms. That’s where the jobs are going to come from. There
are other reasons as well.

NAFTA will bring home investments that have been made to get under Mexican
protection. For example, automobile companies have had to move to Mexico to comply
with domestic content requirements, and because, pre-NAFTA, Mexico permitted the
import of only 1000 American cars per year. With NAFTA, U.S. automakers estimate
they can sell 60,000 vehicles in the first year. Additionally, they have been discussing
bringing some of those operations back. Already, our embassy has also been informed
that some textile companies are thinking of moving. With NAFTA, computer companies
will not have to move to Mexico to escape a 20% duty on PC exports.

It’s a big world out there, much bigger than North America. Mexico is not the big
threat we face. Dwarfing any effect of a U.S. firm moving to Mexico is the competitive
advantage that North America will get from coming together. Look at what Japan has
done in Eastern Asia. Japanese firms invest in assembly operations in lower wage
regions. Components are shipped from Japan and incorporated into products bound for
the rest of the world. While Japan maintains its trade surplus vis-a-vis its lower wage
partner, both gain from increased production and exports.



Indeed, some Asian economists have expressed concerns that NAFTA will divert
investment from their shores toward North America. Their concerns seem to be well
founded. As a major leather products manufacturer noted: "NAFTA...will be a necessary
tool in returning some of the manufacturing jobs currently held in Asia to North
America. The Agreement will lower the cost of the finished product by saving
manufacturers both transportation and inventory costs."

And there’s another important point about international competition. NAFTA
makes it much harder for foreign firms to gain a North American beachhead in Mexico.
Tough rules of origin mean that products assembled in Mexico with American
components will benefit from NAFTA’s liberalization, but that products assembled with
foreign components will not.

NAFTA WILL IMPROVE THE ENVIRONMENT

Fundamentally, American workers have a choice. They can wall off Mexico while
Japan embraces the rest of Asia, and Europe embraces Eastern Europe, or they can
work together with Mexico to compete globally. The protection strategy is based on
fear. The global strategy is based on hope. Mexico and the United States have
struck the greenest trade agreement in history. Along with its side agreements, NAFTA
will:

0 ensure that the Mexicans enforce environmental regulations;
0 provide money for border clean-up;
0 disperse economic activity in Mexico rather than forcing it all to operate in

maquiladora regions along the border; and

0 most importantly, lay the basis for the prosperity that can underpin real
environmental improvement. Experience around the world shows that prospering
economies are more likely to undertake environmental regulation than those with
stagnating economies.

NAFTA is not a panacea for America’s problems. We’re talking about a trade
agreement with a country whose dollar GNP is roughly equal to that of the Los Angeles
metropolitan area.

So why expend all this energy on a trade agreement whose economic benefits are
moderate? Because our economy needs all the help it can get, and because NAFTA is
not only an economic policy but also a foreign policy initiative. Mexico wants NAFTA,
and the U.S. needs a pro-American Mexico. With a 2000 mile border, and major
immigration, drug, ana environmental issues, the U.S. and Mexico cannot afford to miss
out on win-win trade opportunities.



Imagine the signal the United States would send to the rest of the world if we did
not pass NAFTA. If we’re not prepared to make a trade agreement to which two
presidents have been committed, with a country with which we sharc¢ a 2,000 mile border
and who has undertaken a major set of economic reforms, it will very difficult for us to
promote our exports anywhere in the world.

The American political process took a long time asking, "Who lost China?" Let
them not have to debate, "Who lost Latin America?"

The case for NAFTA is clear. It has been proven by the arguments. Now it must
be won. The President is calling Congressmen every day and is doing a NAFTA public
event every week. Many thought the vote on NAFTA would be moved back. It’s been
moved up. We in the Administration are doing all we can. I'm encouraged that we’re
going to win. On vote day minus fifty, the Panama Canal was a dead duck and if the
history of the United States says anything it is that, in the end, we do the right thing.
We’re a country built on hope, not fear.

-30-
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USIA Foreign Press Center Briefing: New World Bank and IMF Policies

USIA FOREIGN PRESS CENTER BRIEFING
TOPIC: NEW POLICIES AT THE WORLD BANK AND IMF
ATTRIBUTED TO: SR. ADMINISTRATION OFFICIAL
WEDNESDAY, OCTOBER 6, 1993

MODERATOR: Sr. Administration Official will make a few
ntroductory remarks and then we'll go to your questions.

SR. ADMIN. OFFICIAL: Thanks very much.

This is a good time to take stock of the progress in the
nternational economic policy area coming just after the Bank/Fund
eetings took place. Let me comment briefly on the three great tasks
acing the world economy: promoting growth, promoting integration,
nd promoting reconstruction.

As far as growth is concerned, we had a successful G-7 meeting.
t wasn't a meeting that pulled any rabbit out of any hat, but it was
meeting that took stock of progress that I think would have been
early inconceivable nine months ago. Reductions of interest of 175
asis points in each of the G-7 countries, a very substantial fiscal
timulus in Japan, a very large deficit reduction in the United States
as produced the greatest bond market rally in recent years. But the
act that the IMF forecast still implies that employment will decline
nd unemployment will increase in the industrialized countries points
5> the fact that there's much more to be done. The United States is
>ing its part, following on deficit reduction with major health care
sform. We'll be looking for others to do their part in terms of
roviding stimulus.

The second great task is the promotion of international economic
itegration. Let me say that I am now optimistic that NAFTA will
iss. I think the fortunes are turning. The president is heavily
1gaged. He 1s calling a number of members of Congress each day.
>tive discussions on a host of more specific issues are underway with
1e Congress. And I believe the realization is coming through that
\FTA is about the triumph of hope over fear, that those things that
XXry people, whether it's low wages in Mexico, whether it's
1sinesses moving to Mexico, whether it's environmental problems in
:xico, are all things that for sure will not get better if NAFTA goes
>wn and that NAFTA offers the prospect of productivity growth that
111 raise wages, of an end to Mexican protection that forces American
.rms to relocate to Mexico and offers the potential of real money to
west in cleaning up the border area.

At the same time, we are working very hard to finish the Uruguay
und. The United States is determined to make real progress and to
.nish that Uruguay Round agreement by December 15th. But that
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equires building on, not revisiting, the agreements that have already
een reached, and that is our objective as we go back to the next
ound of negotiations in Geneva.

Our dialogue with Japan in the context of the framework continues
o progress, and we look forward to real and clear results in the
reas of government procurement, in the area of insurance, in the area
f automobiles and automobile parts prior to the meeting that
resident Clinton is likely to have with Prime Minister Hosokawa
ometime early next year.

Finally, one of the major themes of the Bank/Fund meetings was
conomic reconstruction. Whether it's Russia, whether it's Romania,
hether it's Haiti, whether it's South Africa, yes, even whether it's
ietnam, reconstructing economies that have gone through wrenching
ransformations of one kind or other is an important priority if we
re to preserve the peace.

nd it's one that the United States is actively engaged in.

It would be premature to try to judge the impact of recent
olitical developments in Russia on the near-term evolution of
conomic reform. What is not in doubt is that the American commitment
0 provide core support, to support democratization, to support
mprovements in the environment, to support the creation of
nstitutions tht underlie civil society -- that commitment is not in
oubt. Nor is the commitment that we've maintained since the April G-
ministerial meeting to provide direct financial support measured
ith the progress of reform in any doubt. And our hope is that
conomic reform can now proceed more rapidly in Russia than it has in
he last several months and that that will make possible the full
obilization of the large package of financial support that was agreed
n Tokyo last April.

In that regard, Russia is far from the only reconstruction task
e face, and I'm particularly pleased by the cooperation in the
ontext of the conference that we hosted last Friday that raised over
600 million for economic reconstruction in the West Bank, in the Gaza
trip next year, and holds out the promise of as much as $2.5 billion
r more over five years, to bring some prosperity that can underwrite
he peace in what has been a very troubled area of the world.

Let me stop there.

MODERATOR: **#*** has limited time, so please make your questions
rief and to the point. We'll start right here.

Q Jose Lopez of NOTIMEX, Mexico. Can you give us any details
bout the status of the negotiations with Mexico about the border
lean-up fund? And on the second question, how are you planning to
et the money, the $8 billion that Secretary Bentsen said will be
unneled to the border clean-up issue?

SR. ADMIN. OFFICIAL: I'm not -- those negotiations are underway
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nd I'm not in a position to make any public comment on the progress
hat they have made, other than the reports I get from the negotiators
ndicate that good progress is being made towards a resolution that
ill be a source of satisfaction on both sides of the Rio Grande.

As for the funding mechanism, I'm confident that we'll be able to
ind it within the existing budgetary allotments. Of course the
ature of mechanisms based on guarantees and (callable ?) capital is
hat the budgetary allocation that's required is much less than the
ltimate amount of investment that can be supported. And so the

udgetary amounts that are necessary I think will prove to be within
each.

Q Parasuram, Press Trust of India. One of the major themes
n the annual meeting of the Bank and the Fund was the fact that the
eveloping countries are now the locomotives for the world economy.
nd I was wondering how the U.S. views, for instance, the reforms in
ndia and the progress of East Asia. And also, in East Asia it has

een pointed out that the government should -- (inaudible) -- the free
arket did not occur and, in fact, the government played a major role
n many of the -- (inaudible). I wonder whether you will comment on
his.

SR. ADMIN. OFFICIAL: Well, you've really asked two different
uestions; one involves India. And I would say there that we're
ncouraged by the wave of new thinking that has come to India in
ecent years, encouraged by the sharp withdrawal of exchange
estrictions, by the relaxation of controls on the financial sector,

y the reduction in budget deficits, by the greater degree of comity
etween India and the international financial institutions, while at
he same time recognizing that particularly as regards to large, still
normous public enterprise sector India has a long way to go in
mproving efficiency and creating institutions for market discipline.

here is enormous potential for the Indian economy. Within India lies
n upper-middle-class economy the size of France, and the challenge is
o unlock that potential and spread that prosperity. We are

ncouraged by the progress that India has made, but there's a great
eal more that needs to be done.

On the question of East Asia, I think it is important to read the
ecent World Bank study on that topic very carefully. And what that
tudy demonstrates is that the most important source of success in
conomic growth in Asia is what one might call the puritan virtues, a
trong system that protects property rights, macroeconomic stability,

focus on an outward orientation for exports, a strong educational
ystem and a high level of investment. And it is those virtues,
arket puritan virtues, that account for much more of East Asia's
conomic success than any particular government policy directed at
argeting or channeling economic activity in particular directions.
nd countries would be much better studying the enduring virtues of a
Orea or a Japan in terms of high savings, strong education, outward
rientation than they would be trying to mimic those institutions in
erms of industrial planning and government channeling of credit that
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orea and Japan are moving away -- are themselves actually moving away
rom.

MODERATOR: Microphone over here, please.

Q Sugi?a, Jiji Press. If NAFTA fails to pass in Congress, is
here any negative impact to the U.S. economy?

SR. ADMIN. OFFICIAL: NAFTA's a job-creator. NAFTA's a

rosperity-ensurer, because NAFTA ensures the trade surplus -- (drops
icrophope) —-- NAFTA ensures the trade surplus that we're able to run
ith Mexico. No question that it would be a blow to the American

conomy and an even larger blow to the Mexican economy if NAFTA were
o go down. But I don't think it will.

Q Just could you comment as to whether the United States is
ow completely satisfied with the measures taken in the last couple of
onths by the World Bank with respect to public disclosure of
nformation, with respect to the panel that can investigate? And
lso, can you tell us -- my understanding is that the money that was
armarked for GATT for fiscal '93 has been reprogrammed for AID. Can
ou tell us why they didn't get the money and whether under the
egislation that was signed on Friday -- or Thursday by the president
ou expect that they will get the 30 million in '947?

SR. ADMIN. OFFICIAL: We're very pleased with the steps that the
orld Bank has taken to make itself a more open and a more accountable
nstitution. These are very important first steps, and we look
orward to further progress building on those steps to ensure that
articipation is maximized in development projects and to ensure that
here is the highest degree of scrutiny, particularly where issues
elating to environmental protection or to the relocation of people
re involved. No more (narmadas ?) has to be a watchword of policy.

I'm not able to speak because I don't have the details clearly in
ind to the precise set of reasons why the $30 million to the GEF was
ot certified. Essentially, it involves the inadequate steps to move
owards public participation and the free disclosure of information.

I'm encouraged by the discussions we've had in connection with
he GEF that those problems will be remedied in the next year. And so
t will be possible to make the $30 million available to the GEF.

MODERATOR: Go here, and then back there.

Q Hi. I'm Susan Klenro (sp) with Reuters. I have a sore
hroat. I wanted to ask you to elaborate on your comments about
ussia. You said that you saw reforms speeding up there. I think
hat's what you said. And I wondered if you could say -- pinpoint

hat it is that you see that, you know, makes you think it's speeding
P. Is it just the issuing of more decrees in recent days? You know,
0 you see some more concrete steps at this point that have taken

lace or are going to take place that you can point to in economic
eform? The other question, I wondered why you were so optimistic
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bout NAFTA.

SR. ADMIN. OFFICIAL: I think what I said was that I saw the
ossibility, the real possibility of reforms accelerating because the
)arliament had previously been such an obstacle to reforms that the
resident wanted to carry out, and because I was encouraged by my
iscussions with Russian economic officials in the course of the
ank/Fund meetings that some of the officials had a clear
nderstanding of what needed to be done, and we're encouraged that in

he current political environment they might well get the support
ecessary to carry it out.

ut, clearly, we'll have to wait and see what progress has been made
t what is a crucial juncture.

Why am I so optimistic about NAFTA? Because ultimately I think
he right thing tends to happen. Because I know and have studied the
istory of the Panama Canal Treaty where at vote day minus 45, which
s about where we are now, the situation looked far bleaker than it
ooks with respect to NAFTA today. Because I think we saw in the
ourse of the budget discussions the impact the kind of presidential
nvolvement that we expect soon can have. Because we've looked at the
low of votes and announcements, and, without going into great detail,

hat presents a more encouraging picture this week than it did a week
r two ago.

Q Kerry O'Reillly (sp), with German Economic News. During the
MF annual meetings, you seemed reluctant to agree with
haracterizations that the economies in Japan and Germany have turned

he corner and are -- when do you anticipate this to have an -- the
ecessions to be over? And have these countries done enocugh in terms
f restoring -- you outlined earlier what they've done in an effort to

estore, but is it enough?

SR. ADMIN. OFFICIAL: I don't think it is enough. I think when
ou have the kinds of forecasts which point to rising unemployment in
oth Europe and Japan over the next 18 months, that that tells you
hat not enough is being done, and we'll look for further progress in
aking growth-enhancing measures in those economies.

Q Louise Escobar (sp), from Knight-Ridder Financial News. On
onday, President Clinton in speaking from San Francisco somewhat
riticized the IMF policies toward Russia as being too strict. Is
his the administration's view? And also, you mentioned the pace of
eforms in Russia. When do you see the second IMF tranche? By the
nd of the year?

SR. ADMIN. OFFICIAL: The administration's position is that the
ace of support has to be measured with the progress of reform because
nly in that way can reform be encouraged and because only in that way
an we assure that money provided is well spent. The timing of the
econd tranche, that will depend upon the progress of reform in
ussia.
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- Q Okay. I have a second question, a completely different
iubject. The Competitiveness Policy Council today said that it was
:oncerned about the rise of the dollar against certain European

urrencies and urged the administration to pay attention to that.
hat is your response?

SR. ADMIN. OFFICIAL: I haven't had a chance to study that

eport, but our exchange rate policy has been articulated many times
y the secretary of the treasury.

e believe'that exchange rates have to reflect market fundamentals,
hat it's inappropriate to seek to manipulate exchange rates apart
rom fundamentals, that excess volatility can be counterproductive for

rowth, and that we're prepared to cooperate with others in foreign
xchange nmarkets. {Laughter.)

nd if there was any deviation between what I just said and what I
ave said on countless previous occasions, it is only because of a

erbal slip. (Laughter.) Because it was my firmest desire to say
othing interesting in answer to that question. (Laughter.)
0 Sankaran, Economic Times, India. Sir, regional trade

rrangement seems to be the fashion of the day. 1Is this trend
ompatible with the Uruguay Round multilateral discussions? And,
losely related, what happens to countries like India, which are left
ut of these regional arrangements?

SR. ADMIN. OFFICIAL: I don't think there's any question that
hese are complements. I think the kind of environmental agreements,
he kind of labor agreement, the kind of agreements on foreign
nvestment, the kind of agreements on services that you're seeing in
AFTA are harbingers of things that will come in the multilateral
rade agreements of the future. I think the imperative is to bring
own trade barriers everywhere and that NAFTA is an important step in
hat direction. I think what one has to be careful of is not regional
rading arrangements, but regional fortress arrangements, where
arriers come down within a region and they go up to those outside.
2t NAFTA and the discussion of NAFTA has coincided with Mexico's
ntry into the GATT, Mexico's binding of its tariffs within the GATT.
nd for that reason I think that it is entirely supportive of the
altilateral trading system. And, indeed, my fear is that, were NAFTA
n the table, a good part of a political energy that has gone into
AFTA might well instead have gone into seeking protection.

Q (Inaudible) -- Kyodo News. With regard to the opening of
le Japanese rice market, even though it is ostensibly a one-time
nergency import, I was wondering if you could tell me how much you
1ink of an impetus that will be to the market access agreement and a
inal sort of solution to the GATT by the deadline.

SR. ADMIN. OFFICIAL: It can't hurt. But beyond that I'll have
> leave that one to USTR.

Q I've got a second chance. (Inaudible) -- of Kyodo News.
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joes Secretary Bentsen have plans to go to China? If that's the case,
hat is the purpose of making a trip at this time?

SR. ADMIN. OFFICIAL: To where?
0 China.

SR. ADMIN. OFFICIAL: The presidenthas asked Secretary Bentsen
o explore the idea of having an As‘an finance ministers' dialogue as
part of the APEC process. And in that context, Secretary Bentsen
aintains a very active interest in Asian issues, and we in Treasury
ill very much want to be involved in the Asian region. And I would
ot be surprised if Secretary Bentsen takes a trip to China at some
tage, but no trip has been formally scheduled as yet.

0 N.C. Menon, Hindustan Times, India. We were told at the
und/Bank meeting this time, as we have been told every year, that one
f the primary tasks of the Fund and the Bank is poverty alleviation.

ow I realize that growth, integration and reconstruction will
lleviate poverty, but has poverty alleviation as a theme been reduced
n the world?

SR. ADMIN. OFFICIAL: I don't think so. I think under Lew
reston's leadership the Bank has rededicated itself to the
verarching goal of reducing poverty. And that's certainly the
irection in which the United States is pushing; towards more emphasis
n education, more emphasis on health, less emphasis on new power
lants. I wrote some time ago -- and I think it says a lot -- that
he cost of equalizing education worldwide for girls and boys could be
et if the rate of new power plant construction in the less-developed
orld was reduced by one-fortieth. And I think that says a good deal
bout the direction in which policy should go and the perspective that
he United States is taking within the multilateral development banks.

Q Ev Bauman, El Universal, Caracas. While the reports of the
ultinational organizations were favorable regarding Latin America,
here was a World Bank report that showed that the social progress was
ary inadequate. Your knowledge of Latin America is considerable. On
ne whole, would you say that the prospects are favorable or
nfavorable for the future of Latin America?

SR. ADMIN. OFFICIAL: I think the prospects are favorable. The
280s were a decade that was heavily about getting government out of
1ings in Latin America that it shouldn't be in: printing money,
11lding large public companies that didn't work, controlling prices,
locking imports. And I think we've seen real progress on that
Jenda. You look at a country like Mexico, where only 2 percent of
1e population has ever been on an airplane and subsidies to the state
irline cost more than it would cost to pave all the roads, all the
paved roads, and privatization stopped all of that. That's going to
2> a continuing process. So the 1980s were the decade of getting
>vernment out of the things that it had to be out of.
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I think the 1990s is going to be a decade where government has to
get in and do a better job of meeting its fundamental
responsibilities. That means more education and more health care, not
education and health care for the elite, but education and health care
outside of the capital city. It means primary health care, it means
primary education, it means developing a basic infrastructure, it
means working much harder to protect the environment.

So I think as you see governments that now have an opportunity to
focus their efforts in Latin America, doing more of what only
governments can do, and fighting poverty is the principal thing in
that regard, that you're going to see more success not just in
promoting economic growth but also in reducing inequality in Latin
America over the next few years. So I'm encouraged. I'm sure there
will be bumps on the road, but I think Latin America, after an
agonizingly difficult decade during the 1980s, is on the way back.

MODERATOR: We're going to stop on that high note ***%*x, thank
you for coming today. We covered a lot of ground and I appreciate
your answers. Remind people, we heard a senior administration
>fficial and that we will have a briefing here tomorrow on health care
reform.

END
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INTER-AMERICAN COMMISSION ON HUMAN RIGHTS
OPENS ITS 84TH REGULAR MEETING

The President of the Inter-American Commission on Human Rights JACHR), Oscar Lujén
Fappiano, opened today in Washington the 84th Regular Meeting of that body and indicated that "the
promotion and observance of human rights in OAS member states involves complying with a very
practical task, that is one thar is addressed to very specific cases and problems or to the functioning of
the government‘s or state‘s structure."

Lujan told the Commission, which will meet until October 15, that "[ACHR is continuing efforts
aimed at strengthening and perfecting its mechanisms for cooperation with the member states of the
Orxganization as a new contribution to the strengthening of the system for the promotion and protection
of human rights in the hemispbere.”

Also speaking in that cerernony were the Chairman of the Permanent Council of the OAS,
Ambassador Roberto Andino, of El Salvador, and the Secretary General of the OAS, Amblassador Joao
Clemente Baena Soares, who underscored the importance of the work being done by the Commission
that, during the ten days of sessions here will evaluate the results of visits it made to Peru, Haiti and
Guatemala.

Dr. Fappiano warned that "experience demonstrates that the effective exercise of representative
democracy is the best guarantee for full observance of lnunan rights" and pointed out that "it has been
said, on the basis of that assertion, that human rights constitute the basis for democracy.”

"As one talks about human rights it is important to bear in mind that the close relationship
between civil and political rights and economic and social rights is not only a moral and ethical
imperative, but also a condition for peace and social stability," the President of IACHR pointed out.

Dr. Fappiano also said that "those in charge of economic policy-making nwst have sensibility to
perceive the problems that, under the premise of ‘social cost® of the so-called adjustment programs,
are on many occasions serving as a cover-up of imwmense suffering of peoples.”

“Democracy, of course, can be improved and its endurance depends on the consolidation of

reforms and on the determination to extend its benefits to all segments of society,” Dr. Fappiano told the
opening session of IACHR s meeting.

{more)
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Lujan pointed out in concluding his remarks that “a new attitude is required to construct an
cconomic model that is fair and equitable. We must realize that the dangers being faced by the democratic
system stem from social conditions in: our countries and we must recognize that these social problems are
constitute the underlying source of the threats to institutional stability. "

The Chairman of the Permanent Council, Ambassador Roberto Andino, told those attending the
ceremony that this IACHR session "serves as a comnerstone within the process of collective reflection. on
the problems and responsibilities stemming from present conditions and the progressive development of
the inter-American system for the protection of human rights.”

He‘ underscored the fact that the "Comuaission has a major role to play in not only defending the
prmcxplcs inherent to the human rights doctrine, but also in extending its action to reach new horizons
in defense of human rights, a task in which it will have to face new obstacles, limitations and mistrust.”

Ambassador Andino reaffirmed the support of the Permanent Council for IACHR and especially
for "the invaluable work it is carrying out in defense of human dignity" and said the Commission can

count “on the support of all of us and on our spirit of dialogue for the advance of cooperation and
understanding between our peoples.®

Ambassador Joao Clemente Baena Soares, the Secretary General of the OAS, also conveyed his
support for the Commission and underscored the importance of achieving that all member states of the
Organization become parties to the American Convention of Human Rights.

He also called on OAS members to demonstrate their support for the Commission by assigning
to it the resources it urgently needs. "It is necessary that this support be translated into the provision of
resources because otherwise we would only have the utterance of sentences without any practical
consequence or effectiveness.”

Ambassador Baepa Soares underscored the importance of promating human rights. “An essential
issue in this promotion effort is that each individual, each one of the citizens of our countries, be aware
of his rights and of the limitations to those rights, as well as of the laws and intermational treaties
approved by their countries to create a legal framework for the observance of human rights in our
hemisphere,” he said. :

"We will so have in each member of our societies a defender of those rights and of democratic
processes," the Secretary Gencral declared. He concluded his remarks with a reaffirmation of the
importance of the observance of economic, social and cultural rights and said that "in the absence of such
observance, and without a sirong economic base apd the lack of an answer to the social demands of our
peoples, we can‘t have a strong, stable and enduring democratic process."

In addition to Dr. Fappiano, the following are members of IACHR: Oliver Jackman (Barbados),
Alvaro Tirado Mejia (Colombia), Michael Reisman (United States), Leo Valladares Lanza (Honduras),
Patrick T.ipton Robinson (Jamaica), and Marco Tulio Bruni Celli (Venezuela).
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TREASURY NEWS

Department of the Treasury Washington, D.C. Telephone 202-622-2960

Text as Prepared for Delivery
For Immediate Release
October 8, 1993

REMARKS OF TREASURY SECRETARY LLOYD BENTSEN
RHODE ISLAND LOAN PAYBACK CEREMONY
PROVIDENCE, RHODE ISLAND

Being from Texas, I'm used to big -- but not this big! The smallest state in the
nation definitely writes the largest checks.

In the past when the government has helped some of our proud companies that
fell on bad times, they came out with a slogan when they returned the money. I think I
can change some words and apply it here. Rhode Island borrows money the
old-fashioned way: they pay it back!

This puts an end to an unfortunate chapter in banking history here in Rhode
Island. In the past decade, there have been several such unfortunate chapters around
the country.

But these days financial institutions are healthier than they’ve been in a long time.
We're doing our part in government by making sure banks are operating prudently and
safely. But the big reason the banking industry is doing so well is the low interest rates
brought on by deficit reduction.

In Washington, we became serious about reducing the deficit. In August,
Congress passed a budget that cuts the deficit by $500 billion over the next five years.

The market’s response has been the lowest long-term interest rates that we’ve
seen in two decades. Not only do low interest rates help the financial industry, they help
a lot of homeowners. They help people buying cars. They help students taking out
college loans. And they help businesses large and small.

We're getting the economy moving again and a strong financial industry is
contributing to our recovery.

So, thank you, and I'm looking forward to getting this back to Washington and
cashing it.
-30-
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Department of the Treasury Washington, D.C. Telephone 202-622-2960

FOR RELEASE AT 2:30 P.M. CONTACT: Office of Financing
October 8, 1993 202/219-3350

TREASURY'S 52-WEEK BILL OFFERING

The Treasury will auction approximately $15,750 million of
52-week Treasury bills to be issued October 21, 1993. This
offering will provide about $1,475 million of new cash for the
Treasury, as the maturing 52-week bill is currently outstanding
in the amount of $14,279 million. 1In addition to the maturing
52-week bills, there are $23,162 million of maturing 13-week and
26-week bills.

Federal Reserve Banks hold $9,182 million of bills for their
own accounts in the three maturing issues. These may be refunded
at the weighted average discount rate of accepted competitive
tenders.

Federal Reserve Banks hold $2,347 million of the three
maturing issues as agents for foreign and international monetary
authorities. These may be refunded within the offering amount at
the weighted average discount rate of accepted competitive
tenders. Additional amounts may be issued for such accounts if
the aggregate amount of new bids exceeds the aggregate amount of
maturing bills. For purposes of determining such additional
amounts, foreign and international monetary authorities are
considered to hold $465 million of the maturing S52-week issue.

Tenders for the bills will be received at Federal
Reserve Banks and Branches and at the Bureau of the Public
Debt, Washington, D. C. This offering of Treasury securities is
governed by the terms and conditions set forth in the Uniform
Offering Circular (31 CFR Part 356, published as a final rule on
January 5, 1993, and effective March 1, 1993) for the sale and
issue by the Treasury to the public of marketable Treasury bills,
notes, and bonds.

Details about the new security are given in the attached
offering highlights.

o000
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HIGHLIGHTS OF TREASURY OFFERING OF S52-WEEK BILLS
TO BE ISSUED OCTOBER 21, 1993

Offering Amount

Description of Offering:
Term and type of security
CUSIP number

Auction date

Issue date

Maturity date

Original issue date
Maturing amount.

Minimum bid amount
Multiples . . .

Submission of Bids:
Noncompetitive bids

Competitive bids

Maximum Recognized Bid
at a single Yield

Maximum Award . . . . . .

Receipt of Tenders:
Noncompetitive tenders

Competitive tenders

Payment Terms

(1)
(2)

(3)

October 8, 1993

$15,750 million

364-day bill
912794 1.8 5
October 14, 1993
October 21, 1993
October 20, 1994
October 21, 1993
$14,279 million
$10,000

$1,000

Accepted in full up to $1,000,000

at the average discount rate of
accepted competitive bids.

Must be expressed as a discount rate
with two decimals, e.g., 7.10%.

Net long position for each bidder
must be reported when the sum of the
total bid amount, at all discount
rates, and the net long position are
$2 billion or greater.

Net long position must be reported
one half-hour prior to the closing
time for receipt of competitive bids.

35% of public offering

35% of public offering

Prior to 12:00 noon Eastern Daylight
Saving time on auction day.
Prior to 1:00 p.m. Eastern Daylight
Saving time on auction day.

Full payment with tender or by charge
to a funds account at a Federal
Reserve bank on issue date.



TREASURY NEWS

Department of the Treasury Washington, D.C. Telephone 202-622-2960

October 10, 1993
FOR IMMEDIATE RELEASE

BENTSEN, ON BET’S "LEAD STORY," SAYS NAFTA MEANS JOBS

Secretary of the Treasury Lloyd Bentsen said in an interview on Black Entertainment
Television (BET) broadcast Sunday that the North American Free Trade Agreement will
mean more jobs for U.S. workers.

"If low wages is the main reason for placing plants abroad,” Bentsen asked, "why are
BMW and Mercedes planning plants in the U.S. and not Mexico? The reason is the
American worker is the most productive in the world. It costs $410 more to build a car in
Mexico than in the U.S."

Bentsen, in an interview on BET’s "Lead Story," said that NAFTA would help expand
this important market for many minority businesses.

"Small, medium and large businesses would all benefit from the lowering of Mexican
tariffs under NAFTA," Bentsen said. He added that those tariffs are now higher than U.S.
tariffs and could legally go even higher.

The Secretary noted that because Mexico is so close to the U.S., smaller and family-
run businesses interested In exporting would have an unusually good opportunity under
NAFTA.

He said that Mexicans spend approximately $450 per capita on American imports
compared to $44 on Japanese imports.

"Mexicans love American products,” Bentsen said. "They now get 70 percent of their

imports from the U.S."
-30-
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TREASURY NEWS

Department of the Treasury Washington, D.C. : Telephone 202-622-2960

STATEMENT BY LAWRENCE SUMMERS
UNDER SECRETARY OF THE TREASURY FOR INTERNATIONAL AFFAIRS
AT THE WORLD ECONOMIC LAB MEETING
SEPTEMBER 27, 1993

I am delighted to have the opportunity to speak to this distinguished gathering --

and I am particularly happy to be here because Rudi Dornbusch threatened to take away
my PhD and vote Republican if I didn’t show up.

Exchanges like this of ideas and information on international economics are
extremely important in a world that is becoming smaller and smaller. And I am
delighted to participate in this f~rum.

Everywhere today - in rich and poor countries alike - the crucial imperative is to
promote economic development: to put more of our people to work, to realize our full
productive potential, and to ensure rising standards of living.

Promoting prosperity in our country and abroad is the guiding principle of U.S.
international economic policy. Indeed, it is the guiding principal of U.S. foreign policy,
for prosperity underwrites peace.

[ want to highlight three aspects of the challenge of creating prosperity this
afternoon.

. First, to restore job-creating growth in the industrial countries;

. second to open marke.;, expand trade, promote integration around the world,
and

. third, to finance the reconstruction and revitalization of economies that are
going through wrenching transformations.

GROWTH

Look first at the industrialized countries, which still produce most ot the world’s
output. We are now in a terrible recession; and one that, unlike the two OPEC
recessions of the mid *70s and early *80s, is without obvious external cause. Its cause will
be a subject for future economic historians to debate; but its consequences are beyond
dispute. Twenty four million people are now unemployed in the G-7 countries alone.
And output in the G-7 is 340 billion dollars less than current productive potential. That
works out to 2,000 dollars a year for every family of four.



We in the United States have done our part to get the world economy moving.
President Clinton’s bold program of deficit reduction has been associated with a decline
in U.S. long term interest rates of 1.5 percentage points. For the tirst time in years, we
can look forward to the day when the ratio of America’s debt to its income will be
declining, not increasing.

And, to get our nation ready for the challenges of the 21st century, we embark
this week on the critical journey towards the enormous task of reforming our health care
system. That system surely needs reform. It now absorbs one dollar out of every seven
that we produce -- yet a child born in New York City is more likely to die before the age
of five than a child born in Shanghai, China.

We have made a substantial contribution to fostering growth through deficit
reduction, and we are cooperating with others in the process of restoring job-creating
growth in the rest of the G-7 nations. Indeed, the meetings of that Secretary Bentsen
held this past weekend with his finance ministry colleagues were the fourth such
meetings in the 8 months the Clinton Administration has been in office.

People look for rabbits out of hats at such meetings, and some are disappointed
when they do not materialize. But suppose we had said last January that in the next 9
months we would see:

500 billion dollars in US deficit reduction;
180 billion dollars in additional Japanese tiscal stimulus; and

a reduction in official interest rates of 150 basis points in Japan and 175 basis
points in Germany.

I think people would have been very skeptical. If there is ever a case for
watching what we do, not what we say, it is G-7 macroeconomic cooperation.

All of this is welcome, but it is not enough. Again and again, the IMF has revised
its forecasts for industrial country growth downward, and it is now forecasting only 1.3
percent for 1993 and 2.3 percent for 1994. We must do better. We must at least raise
the rate of growth to the level where the number of people without jobs is falling, not
rising.

Creating jobs requires restoring demand, because businesses need to sell more
products if they are to employ more workers. But, as we saw at the last economic peak
in the late 1980’s, in the United States and especially in Europe, too many people are
without work even when times are good, even when there is enough demand in the
economy so that the threat of inflation looms. That is why structural changes are so
important -- to train people, to match them with better jobs, and to provide necessary
flexibility in the lubor market.
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TRADE

There is another crucial area for cooperation -- the promotion of trade. This is
especially important for the United States. With our budget deficit coming down, its
1980s twin, the trade deficit, needs to come down as well. This could happen through a
weak economy reducing imports. But that is surely not what we want. The right way for
it to happen is through growing exports. That's why growth in foreign markets is so
important to us. And that’s why promoting an open world trading system is important to
us as well.

Trade barriers are a world-wide economic curse. They cost the developing world
more money than is spent on foreign aid each year. And trade barriers are a problem
for the United States as well, because we need exports.

These are the reasons why the United States sees completion of the Uruguay
Round as so critical. 1t 1s important for reducing trade barriers. It is important because
it will, tor the first time, bring the new areas of services, investment, and intellectual
property under the discipline of the GATT; and it is important because it’s a sign that
the nations of the world can cooperate and growth together -- rather than each going
their own way, erecting trade barriers against the products of others.

How can we in the industrialized world ask others to bring down their trade
barriers if we are not willing to keep our markets open? The stakes are high. Over the
past five years, U.S. exports to emerging markets have doubled to nearly 180 billion
dollars. And they now support almost four million jobs.

To evoke President’” Clinton’s phrase, the Uruguay Round is for those who are
willing to "compete, not retreat".

The U.S. is now engaged in another great trade policy debate over the fate of
NAFTA - the North American Free Trade Agreement. It is a debate that comes down
to a choice between hope and fear. NAFTA’s critics are concerned about business
moving to Mexico, about environmental problems on the border, and about competition
from low wage workers. But, one thing is certain: rejecting NAFTA would preclude the

possibility of progress on any of these issues.
NAFTA offers the hope of progress on all of them. It will mean that

automobile companies will no longer have to migrate to Mexico to get in under
Mexico’s protective trade laws:

. that billions of dollars will be made available to support the cleanup of the
US/Mexico border;



and that Mexico will prosper, allowing its wage rates to rise with productivity -
as its government has promised.

NAFTA is a beginning. It is a harbinger of what could come -- trade agreements
that respect workers rights, that address environmental problems, that support
democratic transitions. Its failure would be a harbinger as well -- an America that does
not live up to its commitments; that looks backward, not forward; and that retreats
behind the false promise of protection.

FINANCING RECONSTRUCTION

So far I have talked about economics. I have talked about the steps that are
necessary to create jobs. These steps are u top priority for our electorate. But there is
an even higher challenge, a challenge that has been the defining aspect of our foreign
policy since World War: maintaining the peace.

I would leave the strategic dimension of this challenge to statesmen and
diplomats. But I think we can agree that fostering the reconstruction, rehabilitation and
re-integration of those economies that have been the victims of wars -- civil and
international, hot and cold -- is essential if we are to secure peace today. In the former
Soviet Union and Eastern Europe, in Haiti and the Middle East, in Cambodia and, yes,
in Vietnam, we face the critical challenge of supporting economic transitions that can
support peaceful political transitions and build the toundation for peace.

Let me talk for @ moment about the biggest of these challenges: Russia. As the
old Russian proverb has it, "You don’t want to be in the woods with a wounded bear".
The ultimate responsibility for building a sound economy in Russia belongs to the
Russians, but the United States is doing what it can unilaterally and multilaterally to
support reform. We've always known that the process of reform in Russia - as in any
transforming economy - would have fits and starts; and there have certainly been some
fits in recent months. But Russia today looks very different than it did a year ago:

25% of the industrial labor force now works in privatized firms;
70,000 small shops & restaurants are now owned by their proprietors;
output has stabilized;

and exports are soaring.



There is much more that needs to be done, and our support will have to be
measured with the progress of reform to make sure it is well utilized. Boris Yeltsin’s
bold actions offer the promise of a Russian government united behind its principles. To
paraphrase Churchill, we are not at the end, or the beginning of the end, of Russia’s
reform effort, but just now, with the election of a new parliament, we just may be coming
to the end of the beginning.

Russia is just the biggest example of the challenges we face in restoring
prosperity. The historic handshake that took place on the White House lawn just two
weeks ago creates a new challenge. And I'm pleased that this week we will have the
opportunity to participate in a conference on the Middle East -- not to plan negotiations,
not to talk about weapons, but to talk about financing schools, roads, and safe water in
an area of the world that has seen so very much suffering.

Conclusion

I've spoken briefly about restoring growth, expanding trade around the world, and
reconstructing those economies that have suffered wrenching change. All of this is tie
stuff of economic development. It’s an economic imperative because we have to provide
rising living standards for our people. It is a moral imperative in a world where one
billion people live on a dollar a day or less; and it is a strategic imperative because
prosperity is the best guarantor of peace. We must not fail,

-30-



A

aLlC 9?)

S

CONTACTP: "Office of Financing
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UBLIC DEBT NEWS (&=

Department of the Treasury  ®  Bureau of the Public Debt @ Washington, DC 20239
FOR IMMEDIATE RELEASE ‘

October 12, 1993

‘ /

RESULTS OF TREASURY'S AUCTION OF 13-WEEK BILLS

Tenders for $12,878 million of 13-week bills to be issued

October 14, 1993 and to mature January 13, 1994 were
accepted today (CUSIP: 912794H49).
RANGE OF ACCEPTED
COMPETITIVE BIDS:
Discount Investment
Rate Rate Price
Low 3.02% 3.08% 99.237
High 3.04% 3.10% 99.232
Average 3.04% 3.10% 99.232

Tenders at the high discount rate were allotted 83%.
The investment rate is the equivalent coupon-issue yield.

TENDERS RECEIVED AND ACCEPTED (in thousands)

LB-424

Location Received Accepted
Boston 38,792 38,792
New York 39,804,612 11,476,320
Philadelphia 10,485 10,485
Cleveland 44,009 44,008
Richmond 27,142 27,142
Atlanta 21,169 20,829
Chicago 2,616,213 268,443
St. Louis 9,425 9,425
Minneapolis 9,875 9,875
Kansas City 22,302 22,302
Dallas 13,100 13,100
San Francisco 582,376 194,266
Treasury 742,963 742,963

TOTALS $43,942,463 $12,877,951
Type
Competitive $38,719, 351 $7,654,839
Noncompetitive 1,325,525 1,325,525

Subtotal, Public $40,044,876 $8,980, 364
Federal Reserve 2,711,420 2,711,420
Foreign Official

Institutions 1,186,167 1,186,167

TOTALS $43,942,463 $12,877,951

An additional $243,733 thousand of bills will be
issued to foreign official institutions for new cash.



UBLIC DEBT NEWS

Department of the Treasury ® Bureau of the Public Debt ® Washington, DC 20239

FOR IMMEDIATE RELEASE

October 12,

1993

CONTACT: Office of Financing

202-219-3350

RESULTS OF TREASURY'S AUCTION OF 26-WEEK BILLS

Tenders for $12,833 million of 26-week bills to be issued

October 14, 1993 and to mature April 14, 1994 were
accepted today (CUSIP: 912794J96) .
RANGE OF ACCEPTED
COMPETITIVE BIDS:
Discount Investment
Rate Rate Price
Low 3.10% 3.19% 98.433
High 3.12% 3.21% 98.423
Average 3.12% 3.21% 98.423

Tenders at the high discount rate were allotted 73%.
The investment rate is the equivalent coupon-issue yield.

TENDERS RECEIVED AND ACCEPTED (in thousands)

Location Received Accepted
Boston 35,091 35,091
New York 33,514,057 11,619,557
Philadelphia 4,785 4,785
Cleveland 27,300 27,300
Richmond 23,298 23,298
Atlanta 39,313 39,313
Chicago 2,456,811 302,861
St. Louis 8,725 8,725
Minneapolis 8,255 8,255
Kansas City 19,809 19,809
Dallas 7,170 7,170
San Francisco 448,328 158,228
Treasury 578,961 578,961

TOTALS $37,171,903 $12,833,353
Type
Competitive $32,668,441 $8,329,891
Noncompetitive 951,429 951,429

Subtotal, Public $33,619,870 $9,281,320
Federal Reserve 2,850,000 2,850,000
Foreign Official

Institutions 702,033 702,033

TOTALS $37,171,903 $12,833,353

An additional $144,267 thousand of bills will be

LB-425

issued to foreign official institutions for new cash.



 TREASURY NEWS

Department of the Treasury Washington. D.C. Telephone 202-622-2960

FOR RELEASE AT 2:30 P.M. CONTACT: Office of Financing
October 12, 1993 202/219-3350

TREASURY’S WEEKLY BILL OFFERING

The Treasury will auction two series of Treasury bills
totaling approximately $25,600 million, to be issued October 21,
1993. This offering will provide about $2,450 million of new
cash for the Treasury, as the maturing 13-week and 26-week bills
are outstanding in the amount of $23,162 million. In addition to
the maturing 13-week and 26-week bills, there are $14,279 million
of maturing 52-week bills. The disposition of this latter amount
was announced last week.

Federal Reserve Banks hold $9,182 million of bills for their
own accounts in the three maturing issues. These may be refunded
at the weighted average discount rate of accepted competitive
tenders.

Federal Reserve Banks hold $2,343 million of the three
maturing issues as agents for foreign and international monetary
authorities. These may be refunded within the offering amount
at the weighted average discount rate. of accepted competitive
tenders. Additional amounts may be issued for such accounts if
the aggregate amount of new bids exceeds the aggregate amount
of maturing bills. For purposes of determining such additiocnal
amounts, foreign and international monetary authorities are
considered to hold $1,873 million of the origilinal 13-week and
26-week 1issues.

Tenders for the bills will be received at Federal
Reserve Banks and Branches and at the Bureau of the Public
Debt, Washington, D. C. This offering of Treasury securities
is governed by the terms and conditions set forth in the Uniform
Offering Circular (31 CFR Part 356, published as a final rule on
January 5, 1993, and effective March 1, 1993) for the sale and
issue by the Treasury to the public of marketable Treasury bills,
notes, and bonds.

Details about each of the new securities are given in the
attached offering highlights.
cQo
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HIGHLIGHTS OF TREASURY OFFERINGS OF WEEKLY BILLS
TO BE ISSUED OCTOBER 21, 1993

October 12, 1993

Offering Amount . . . . . . . . . . $12,800 million $12,800 million
Description of Offering:

Term and type of security . . . . . 9l1-day bill 182-day bill
CUSIP number e e e e e e e e e e 912794 HS 6 912794 K2 9
Auction date . . . . . . . . . . . October 18, 1993 October 18, 1993
Issue date . . . . . . . . . . . . October 21, 1993 October 21, 1993
Maturity date . . . . . . . . . . . January 20, 1994 April 21, 1994
Original issue date . . . . . . . . July 22, 1993 October 21, 1993
Currently outstanding . . . . . . . $12,584 million -—-

Minimum bid amount . . . . . . . . $10,000 $10,000
Multiples . . . . . . . . . . . . . $ 1,000 $ 1,000

The following rules apply to all securities mentioned above:

Submission of Bids:

Noncompetitive bids . . . . . . . . Accepted in full up to $1,000,000 at the average
discount rate of accepted competitive bids.
Competitive bids . . . . . . . . . (1) Must be expressed as a discount rate with
two decimals, e.g., 7.10%.

(2) Net long position for each bidder must be
reported when the sum of the total bid
amount, at all discount rates, and the net
long position is $2 billion or greater.

(3) Net long position must be determined as of
one half-hour prior to the closing time for
receipt of competitive tenders.

Maximum Recognized Bid
at a Single Yield . . . . .

o\°

of public offering

Maximum Award . . . . . « « . . . . 35% of public offering

Receipt of Tenders:

Noncompetitive tenders . . . . . . Prior to 12:00 noon Eastern Daylight Saving time
on auction day

Competitive tenders . . . . . . . . Prior to 1:00 p.m. Eastern Daylight Saving time

on auction day

Pavment Terms . . . « =+« « « +« « « . Full payment with tender or by charge to a funds
account at a Federal Reserve Bank on issue date




TREASURY NEWS

Department of the Treasury Washington, D.C. ‘ Telephone 202:622:2960 |

STATEMENT OF R. RICHARD NEWCOMB
DIRECTOR, OFFICE OF FOREIGN ASSETS CONTROL
DEPARTMENT OF THE TREASURY
BEFORE THE
HOUSE COMMITTEE ON FOREIGN AFFAIRS
OCTOBER 13, 1993

Chairman Hamilton and members of the Committee:

Good morning. I am R. Richard Newcomb, the Director of the Office of Foreign
Assets Control (FAC) at the United States Department of the Treasury. I am happy to
appear before the Committee today to discuss the Administration's proposed Iraq Claims
Act of 1993.

The Administration's proposed Iraq Claims Act of 1993 was developed to provide
a fair and orderly system for satistying the claims of U.S. nationals and the United States
against Iraq. The Iraq Claims Act follows the standard procedure utilized in the U.S. in
the past to address compensation of U.S. nationals in similar circumstances. The bill
incorporates the best approach to compensation issues, one that will permit available
compensation to be allocated equitably among similarly-situated claimants. The bill
authorizes adjudication of U.S. nationals' claims in a single forum, and permits the
President to compensate claimants by vesting blocked Iragt assets in the United States.
We believe this approach far preterable to the piecemeal approach represented by
legislation unfairly compensating only a small segment of the business community, such
as the proposed Secured Payment Act (S. 1119) and a similar amendment to the State
Department Authorization Bill pending in the Senate.

The Irag Claims Act complements the U.N. compensation program, which was set
up to handle claims resulting from Iraqg's invasion and occupation of Kuwait. Like the
U.N. program, it establishes a priority for non-commercial individual claims. In the Iraq
Claims Act, priority is established for the non-commercial claims of Desert Shield and
Desert Storm veterans and other individuals arising out of Iraq's. invasion and occupation
of Kuwait. No other priorities are created by the Iraq Claims Act. All other similarly-
situated claimants are treated equally.

The equal treatment of similarly situated claimants stands in stark contrast to the

preferential treatment that would be granted a small group of businesses under the
Secured Payment Act (SPA) and a similarly-worded amendment to the State Department
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Authorization Bill. These counterproposals would authorize payment of U.S.
beneficiaries from funds on deposit in U.S. banks in accounts of foreign banks that
issued or confirmed letters of credit, but are in conflict with settled principles of law.
The SPA would affect many current sanctions programs under the International
Emergency Economic Powers Act -- Libya and Yugoslavia, for example -- as well as
future programs. It could have unpredictable effects and undermine the effectiveness of
these programs, as well as permanently changing traditionally accepted trade finance
principles and practice. It creates an unfair preference for one group of unsecured
creditors, that is, businesses holding advised letters of credit, at the expense of other
unsecured creditors such as veterans and individuals, insurance companies, banks, and
businesses without letters of credit.

The SPA provides beneficiaries of foreign-issued or foreign-confirmed letters of
credit rights that they do not now have under letter of credit law. Letter of credit law
creates a fundamental difference in the obligations of banks that confirm, as opposed to
advising, letters of credit. If a U.S. bank confirms a foreign letter of credit, it becomes
legally obligated to pay the beneficiary if the credit's terms are met. In contrast, where a
beneficiary has a U.S.-advised foreign letter of credit, no U.S. bank is obligated to pay
that beneficiary and the foreign letter of credit does not entitle the beneficiary to any
funds held in the U.S, as a matter of well-established law. Nevertheless, the SPA gives
U.S. beneficiaries of advised letters of credit, who deserve no greater priority than any
other unsecured creditor, priority rights against blocked funds not granted by letter of
credit law. (The SPA grants a right to payment based on performance of the trade
contract, not compliance with the letter of credit terms; and a right to payment from any
funds of the foreign bank, not from an account of the foreign bank specified in the letter
of credit.)

As noted, the Iraq Claims Act does follow standard procedures utilized in the
U.S. in the past. While some have questioned why we should proceed differently with
respect to Iraq than with respect to Iran, it is important to recall that in the case of Iran
it was known at the outset that Iran had far greater assets blocked in the U.S. to satisfy
claims. In contrast, Iraq is essentially bankrupt, with hundreds of billions of dollars in
global claims, nearly $100 billion of which is pre-war debt to banks throughout the world.
The U.S. Government has the responsibility to safeguard the interests of all U.S.
nationals’ claims. Otherwise, some may receive full compensation while other equally
deserving claimants receive little or nothing,

There is no reason that one class of unsecured creditors, those holding certain
letters of credit, should rate more highly than individuals with death, injury or
expropriation claims. However, the Secured Payment Act and similar proposals would
give these unsecured business creditors higher priority than veterans and other
individuals with equally valid and compelling claims for death or injury. The Secured



Payment Act would compensate the letter of credit holders 100% at the expense of
veterans and individuals, whose recoveries would be reduced or even eliminated so that
a small group of businesses could receive tull compensation.

We hope that the members of the Committee and the Congress will join us in supporting
the inclusive and equitable approach taken in the Iraq Claims Act of 1993.

It was a pleasure appearing betore the Committee this morning. I will be pleased to
respond to any questions.



TREASURY NEWS

Department of the Treasury Washington, D.C. Telephone 202-622-2960

FOR IMMEDIATE RELEASE Contact: Scott Dykema
October 13, 1993 (202) 622-2960

U.S., NETHERLANDS SIGN INCOME TAX ACCORD

The United States and the Netherlands signed a protocol Wednesday modifying their
proposed income tax treaty.

Both governments also exchanged notes containing common interpretations of several
provisions in the treaty and protocol.

The key feature of the protocol, signed in Washington, aims to stop a tax avoidance
scheme used by some Dutch investors. The scheme involves Dutch corporations investing
in the United States through branches in tax-haven countries. The combination of treaty
provisions and Dutch law would allow investors to pay little tax in any country on income
from those investments.

The protocol says that in such cases the United States may impose a withholding tax
equal to 15 percent of the interest or royalty income derived by the branch from its U.S.
investments.

A provision in the proposed tax treaty required both governments to agree to a
protocol if the Dutch government didn’t enact legislation prevenung this type of transaction
prior to U.S. Senate hearings on the new treaty. Since the Dutch government hasn’t enacted
the legislation and U.S. Senate hearings are expected in late October, both nations had to
sign a protocol to permit Senate consideration of the proposed treaty.

Both nations are seeking early ratification of the protocol and treaty so both can take
effect in 1994. The proposed treaty was signed last December.

Copies of the new protocol and accompanying notes may be obtained by writing the
Office of Public Affairs, Room 2315, Department of the Treasury, Washington, D.C., 20220,
or calling telephone (202) 622-2960.
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CONVENTION BETWEEN THE UNITED STATES OF AMERICA AND THE
KINGDOM OF THE NETHERLANDS OF AMERICA FOR THE AVOIDANCE OF
DOUBLE TAXATION AND THE PREVENTION OF FISCAL EVASION WITH

RESPECT TO TAXES ON INCOME

The Government of the United States of America and the
Government of the Kingdom of the Netherlands, desiring to
replace by a new convention the Convention between the
United States of America and the Kingdom of the Netherlands
with respect to taxes on income and certain other taxes
signed at Washington on April 29, 1948, as modified and
supplemented by the Supplementary Convention signed at
Washington on December 30, 1965,

Have agreed as follows:



-2-
CHAPTER I

SCOPE OF THE CONVENTION

Article 1
GENERAL SCOPE

1. This Convention shall apply to persons who are
residents of one or both of the States, except as otherwise
provided in the Convention.

2. The Convention shall not restrict in any manner any
exclusion, exemption, deduction, credit, or other allowance

now or hereafter accorded:

a) by the laws of either State, except, as regards

the Netherlands, with respect to Article 25 (Methods of

Elimination of Double Taxation); or

b) by any other agreement between the States.

Article 2

TAXE VERED

1. The existing taxes to which this Cocnvention shall

apply are in particular:
a) in the Netherlands:

- de inkomstenbelasting (income tax),

- de loonbelasting (wages tax),

- de vennootschapsbelasting (compan' tax),
including the government share in the net profits

of the exploitation of natural resources levied



_3_

pursuant to the Mining Act 1810 (Miinwet 1810)

with respect to concessions issued from 1967, or

pursuant to the Netherlands JContinental Shelf

Mining Act of 1965 (Mijnwet Continentaal Plat

1965) hereinafter réferred to as "profit share",

de dividendbelasting (dividend tax),
(hereinafter referred to as "Netherlands tax");

b) 1in the United States: the Federal income taxes
imposed by the Internal Revenue Code‘(but excluding
social security taxes), and the excise taxes imposed on
insurance premiums paid to foreign insurers and with
respect to private foundations (hereinafter referred to
as "United States tax").

The Convention shall, however, apply to the excise taxes
imposed on insurance premiums paid to foreign insurers only
to the extent that the risks covered by such premiums are
not reinsured with a person not entitled to the benefits of
this or any other convention which provides exemption from
these taxes.

2. The Convenzicn shall apply also tc any, identical or
substantially similar taxes which are imposed after the date
of signature of the Convention in addition to, or in place
of, the existing taxes. The competent authorities of the
States shall notify each other of any substantial changes

which have been made in their respective taxation laws.
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CHAPTER II

DEFIN1..10ONS

Article 3

GENERAL DEFINITIONS

1. For the purpos=s of this Convention, unless the
contaxt otherwise reguires:

a) the term "State" means the Netherlands or the
United States, as the context requires; the term
"States" means thé Netherlands and the United States;

b) the term "the Netherlands" comprises the part
of the Kingdom of the Netherlands that is situated in
Europe and the part of the sea bed and its sub-soil
under the North Sea, over which the Kingdom of the
Netherlands has sovereign rights in accordance with
international law for the purpose of exploration for
and exploitation of the natural resources of such
areas, but only to the extent that the person,
property, Or activity to which this Convention is being
applied .5 connected with such exploration or exploi-
tation;

c) 1) the term "United States" means the United

States of America, but does not include
Puerto Rico, the Virgin Islands, Guam, or
any oin2r Un:ited States possession or

territory;
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ii) when used in a geographical sense, the term
"United States" means the states thereof
and the District of Columbia. Such term
also includes (A) the territorial sea
thereof and (B) the sea bed and sub-soil of
the submarine areas adjacent to that
territorial sea, over which the United
States exercises sovereign rights in
accordance with international law for the
purpose of exploration for and exploitation
of the natural resources of such areas, but
only to the extent that the person,
property, or activity to which this
Convention is being applied is ¢onnected
with such exploration or exploitation;

d) the term "person" includes an individual, an
estate, a trust, a company and any other body of
persons;

e) the term "company" means any body corporate or
any entity which is treated as a body corporate for tax
purposes;

f) the terms "enterprise of one of the States" and
"enterprise of the other State" mean respectively an

enterprise carried on by a resident of one of the
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States and an enterprise carried on by a resident of

the other State;

g) the term "nationals" means:

i) all individuals possessing the nationality
or citizenship of one of the States;

ii) all legal persons, partnerships and
associations deriving their status as such
from the laws in force in one of Lue
States;

h) the term "international traffic" means any
transport by a ship or aircraft operated by an
enterprise of one of the States, except when the ship
or aircraft is operated solely between places within
the other State;

i) the term "competent authority" means:

i) in the Netherlands: the Minister of Finance
or his duly authorized representative; and

ii) in the United States: the Secretary of the
Treasury or his delegate.

2. As regards the application of the Convention by one
of the States any term not defined therein shall, unless the
context otherwise requires or the competent authorities
agree Lo a common meaning pursuant to the provis‘ons of

Article 29 (Mutual Agreement Procedure), have the meaning
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which it has under the law of that State conceining the

taxes to which the Convention applies.

Article 4
RESTIDENT
1. For the purposes of this Convention, the term
"resident of one of the States" means any person who, under
the laws of that State, is liable td tax therein by reason
of his domicile, residence, place of management, place of
incorporation, Or any other criterion of a similar nature,
or that is an exempt pension trust, as dealt with in Article
35 (Exempt Pension Trust) and that is a resident of that
State according to the laws of that State, or an exempt
organization, as dealt with in Article 36 (Exempt
Organizations) and that 1s a resident of that State
according to the laws of that State. If, under the laws of
the two States, an individual is a resident of both States,
his residence for purposes of the Convention shall be
determined under the rules of paragraph 2. An individual who
is a resident of one of the States under the law of that
State, or who is a citizen of the United States, and who 1is
not a resident of the other State under its law, will, for
the purposes of this paragraph, be treated as a resident of
the State of which he 1s a resident or citizen only 1f (i)

he would be a resident of that State and rot a third State,
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under the principles of subparagraphs (a) and (b) of
paragraph 2 of this Article, if that third State is one with
which the first-mentioned State does not have a
comprehensive income tax Convention, or (ii) he is a
resident of that State and not a third State, if that third
State is one with which the first-mentioned State does have
a comprehensive income tax Convention, under the provisions
of that Convention. However,

a) the term "resident of one of the States" does
not include any person who is liable to tax in that
State in respect only of income from sources in that
State; and

b} in the case of income derived or paid by an
estate or trust, the term "resident of one of the
States" applies only to the extent that the income
derived by such estate or trust (other than an exempt
pension trust or an exempt organization organized in
the form of a trust, described above in chis
paragraph,, 1is subject to tax in that State as the
income of a resident, either in its hands or in the
hands of its beneficiaries.

2. Where by reascn of the provisions of paragraph 1,
an individual is a resident of both Stares, then his status

shall be determined as follows:
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a) he shall be deemed to be a resident of the
State in which he has a permanent home available to
him; if he has a permanent home available to him in
both States, he shall be deemed to be a resident of the
State with which his personal and economic relations
are closer (centre of vital interests); |
b) if the State in which he has his centre of
vital interests cannot be determined, or if he has not
4 permanent home available to him irn either State, he
shall be deemed to be a resident of the State in which
he has an habitual abode;
c) 1f he has an habitual abode in both States or
in neither of them, he shall be deemed to be a resident
of the State of which he is a national;
d) if he 1s a national of both States or of
neither of them, the competent authorities of the
States shall settle the guestion by mutual agreement.
3. Where by reason of the provisions of paragraph 1, a
person other than an individual or a company is a resident
of both States, the competent authorities of the States
shall settle the question by mutual agreement and determine
the mode of applicaticn of the Convention to such person.

4. Where by reason of the provisions of paragraph 1, a
company 1s a resident of both States, the competent

authoritcies of the States shall endeavour to settle the
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question by mutual agreement, having regard to the company’s
place of effective management, the place where it is
incorporated or otherwise constituted and any other relevant
factors. In the absence of such agreement, such company
shall not be entitled to claim any benefits under this
Convention, except that such comﬁany may claim the benefits
of paragraph 4 of Article 25 (Methods of Elimination of
Double raxation) and of Articles 28 (Non-discrimination), 29

(Mutual Agreement Procedure) and 37 (Entry into Force).

Article S
PERMANENT ESTABLISHMENT
1. For the purposes of this Convention, the term
"permanent establishment" means a fixed place of business
through which the business of an enterprise is wholly or
partly carried on.
2. The term "permanent establishment" includes
especially:
a) a place of management;
b) a branch;
c) an office;
d) a factory;
e) a workshop; and
f£) a mine, an oil or gas well,

a quarry or any

other place of extraction of natural resources.



-ll-

3. A building site or construction or installation
project constitutes a permanent establishment only if it
lasts more than twelve months.

4. Notwithstanding the preceding provisions of this
Article, the term "permanent establishment" shall be deemed
not to include:

a) the use of facilities solely for the purpose of
storage, display or delivery of goods or mérchandise
belonging to the enterprise;

b) the maintenance of a stock of goods or
merchandise belonging to the enterprise solely for the
purpose of storage, display or delivery;

c) the maintenance of a stock of goods or
merchandise belonging to the enterprise solely for the
purpose of processing by another enterprise;

d) the maintenance of a fixed place of business
solely for the purpose of purchasing goods or
merchandise, or of collecting information, for the
enterprise;

e) the maintenance of a fixed placé of business
solely for the purpose of carrying on, for the
enterprise, any other activitly of a preparatory or
auxiliary charact:r;

£) the maintenance cf a fixed place of business

solely for any combination of tne activities mentioned
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in subparagraphs (a) to (e), provided that the overall

activity of the fixed place of business resulting from

this combination is of a preparatory or auxiliary
character.

5. Notwithstanding the provisions of paragraphs 1 and
2, where a person - other than an agent of an independent
status to whom paragraph 6 applies - is acting on behalf of
an enterprise and has, and habitually exercises, in one of
the States an authority to conclude contracts in the name of
the enterprise, that enterprise shall be deemed to have a
permanent establishment in that State in respect of any
activities which that person undertakes for the enterprise,
unless the activities of such person are limited to those
mentioned in paragraph 4 which, if exercised through a fixed
place of business, would not make this fixed place of
business a permanent establishment under the provisions of
that paragraph.

6. An enterprise shall not be deemed to have a
permanent estab.ishment in one of the States merely because
it carries on business 1n -.that 3State through a broker,
general commission agent or any other agent of an
independent status, prov:ided that such persons are acting in

the ordinary course of their business.

7. The fact that a company which is a resident of one

~E
“ -

the States controls or is controlled by a company which
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is a resident of the other State, or which cérries on
business in that other State (whether through a permanent
establishment or otherwise), shall not of itself constitute

either company a permanent establishment of the other.

CHAPTER TIZ-:
TAXATION OF INCOME
Article 6

INCOME FROM REAL PROPERTY

1. Income derived by a resident of one of the States
from real property (including income from agriculture or
forestry) situated in the other State may be taxed in that
other State.

2. The term "real property" shall have the meaning
which it has under the law of the State in which the
property in question is situated. The term shall in any case
include property accessory to real property, livestock and
equipment used in agriculture and forestry, rights to which
the provisions of general law respecting landed property
apply, usufruct of real property and rights to variable or
fixed payments as consideration for the working of, or the
right to work, mineral deposits, sources and other natural
resources; ships and aircraft shall not be regarded as real

property.
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3. The provisions of paragraph 1 shall apply to income
derived from the direct use, letting, or use in any other
form of real property.

4. The provisions of paragraphs 1 and 3 shall also
apply to the income from real property of an enterprise and
to income from real property used f-~r the performance of
independent personal services.

S. A resident of one of the States who is liable to
tax in the other State on income from real property situated
in the other State may elect for any taxable year to compute
the tax on such income on a net basis as if such income were
attributable to a permanent establishment in such other
State. Any such election shall be binding for the taxable
year of the election and all subsequent taxable years unless
the competent authorities of the States, pursuant to a
request by the taxpayer made to the competent authority of
the State of which the taxpayer is a resident, agree to
terminate the election.

6. Exploration and exploitation rights of the sea bed,
its sub-soil, and natural resources found therein (including
rights to interests in, or to benefits of, assets to be
produced by such exploration or exploitation) shall be
regarded as real property situated in the State in which
such sea bed, sub-soil, and natural resources are located.

Such rights shall be considered to pertain to the property
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of a permanent establishment in that State to the same
extent that any item of real property located in that State

would be considered to pertain to a permanent establishment

in that State.

Article 7

BUSINESS PROQFITS

1. The profits of an enterprise of one of the States
shall be taxable only in that State unless the enterprise
carries on business in the other State through a permanent
establishment situated therein. If the enterprise carries on
business as aforesaid, the profits of the enterprise may be
taxed in the other State but only so much of them as is
attributable to that permanent establishment.

2. Subject to the provisions of paragraph 3, where an
enterprise of one of the States carries on business in the
other State through a permanent establishment situated
therein, there shall in each State be attributed to that
permanent establishment the profits which 1t might be
expected to make if it were a distinct and separate enter-
prise engaged in the same or similar activities under the
same or similar conditicns and dealing wholly independently
with the en-erprise of which it 1is a pevmanent establish-

ment.
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3. In determining the profits of a permanent
establishment, there shall be allowed as deductions expenses
which are incurred for the purposes of the permanent estab-
lishment, including executive and general administrative
expenses, research and Jdevelopment expenses, interest, and
other expenses incurred for the purposes of the enterprise
as a whole (or the part thereof which includes the permanent
establishment), whether :incurred in the State in which the
permanent establishment 1s situated or elsewhere.

41 No profits shall be attributed to a permanent
establishment by reason of the mere purchase by that
permanent establishment of goods or merchandise for the
enterprise.

S. For the purposes of the preceding paragraphs the
profits to be attributed to the permanent establishment
shall include only the profits derived from the assets or
activities of the permanent establishment and shall be
determined by the same method year by year unless there is
good and sufficient reason to the contrary.

€. Where profits include items of income which are
dealt with separately in other Articles of the Convention,
then the provisions of those Articles shall not be affected
by the provisions of this Article.

7. The United States tax on insurance premiums paid to

foreign insurers, to the extent that it is a covered tax
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under paragraph 1 (b) of Article 2 (Taxes Covered), shall
not be imposed on insurance or reinsurance premiums which
are the receipts of a business of insurance carried on by an
enterprise of the Netherlands whether or not that business

is carried on through a permanent establishment in the

United States.

Article 8

SHIPPING AND AIR TRANSPORT

1. Profits derived by an enterprise of one of the
States from the operation of ships or aircraft in
international traffic shall be taxable only in that State.

2. For the purposes of this Article, profits from the
operation of ships or aircraft in international traffic
include profits derived from the rental of ships or aircraft
if such rental profits are incidental to profits described
in paragraph 1.

3. The provisions of paragraph 1 shall also apply to
the proportionate share of profits derived from the
participation in a pool, a joint business or an
international operating agency. The proportionate share
shall be treated as derived directly from the operation of

ships or aircraft in inaternational traffic.
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Article 9

ASSOCIATED ENTERPRISES

1. Where

a) an enterprise of one of the States participates
directly or indirectly in the management, control or
capital of an enterprise'of the other State; or

b) the same persons participate directly or
indirect)y, in the management, control, or capital of an
enterpcise of one of the States and an enterprise of
the other State,

and in either case conditions are made or imposed between
the two enterprises in their commercial or financial
relations which differ from those which would be made
between independent enterprises, then any income,
deductions, receipts, allowances or outgoings which would,
but for those conditions, have accrued to one of the
enterprises, but, by reason of those conditions, have not so
accrued, may be included in the profits of that enterprise
and taxed accordingly.

It is understood, however, that the fact that associated

enterprises have concluded arrangements, such as cost

sharing arrangements oOr general services agreements, for or

based on the allocation of executive, general

administrative, technical and commercial expenseg, research
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and development expenses and other similar expenses, 1is not
in itself a condition as meant in the preceding sentence.
2. Where one of the States includes in the profits of
an enterprise of that State - and taxes accordingly
profits on which an enterprise of the other State has been
charged to tax in that other State, and the profits so
included are profits which would have accrued to the
enterprise of the first-mentioned State if the conditions
made between the two enterprises had been those which would
have been made between independent enterprises, then that
other State shall make an appropriate adjustment to the
amount of the tax charged therein on those profits. In
determining such adjustment, due regard shall be had to the
other provisions of this Convention and the competent
authorities of the States shall if necessary consult each

other.

Article 10
DIVIDENDS
1. Dividends paid by a company which is a resident of
one of the States to a resident of the other State may be
taxed in that other State.
2. However, such dividends may a's0 be taxed in the
State of which the company paying the dividends is a

resident and according to the laws of that State, but if the
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beneficial owner of the dividends is a resident cf the other
State, the tax so charged shall not exceed:

a) 5 percent of the gross amount of the dividends
if the beneficial owner is a company which holds
directly at least 10 percent of the voting power of the
company paying the dividends;

b) 15 percent of the gross amount of the dividends
in all othe; cases.

The provisions of subparagraph (b) instead of the provisions
of subparagraph (a) shall apply in the case of dividends
paid by a United States person which is a Regulated
Investment Company or Real Estate Investment Trust or in the
case of dividends paid by a Dutch company, which is a
"beleggingsinstelling" in the sense of Article 28 of the
Netherlands Corporation Tax Act (Wet op de
vennootschapsbelasting 1969) (hereinafter referred to as
"beleggingsinstelling").
However, neither the provisions of subparagraph (a) nor (b)
shall apply in the case of:
i) a dividend paid by a United States person
which is a Real Estate Investment Trust, if
such dividend 1s beneficially owned by a
resident of the Netherlands, other than a
Dutch company which is a "beleggingsin-

stelling" or other than an individual
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holding a less than 25 percent interest in
the Real Estate Investment Trust; such
dividends shall instead be taxable at the
rate provided in the domestic law of the
United States;

ii) a dividend paid by = Dutch company, which
is a "beleggingsinstelling", and which
invests in real estate to the same extent
as 1s required of a Real Estate Investment
Trust, if the dividend is beneficially
owned by a resident of the United States,
other than an individual heolding a less
than 25 percent interest in the Dutch
company, or other than a Regulated
Investment Company or Real Estate In-
vestment Trust; such dividends shall
instead be taxable at the rate provided in
the domestic law of the Netherlands.

3. The provisions of paragraph 2 shall not affect the
taxation of the company in respect of the profits out of
which the dividends are paid.

4. The term "dividends" as used in this Convention
means income from shares or other rights particirating in
profits, as well as income from other corporate rights which

1s subjected to the same taxation treatment as income from



-22.

shares by the laws of the State of which the ccmpany making
the distribution is a resident. For the purposes of this
paragraph, the term "dividends" also includes, in the case
of the Netherlands, income from profit sharing bonds
("winstdelende obligaties") and, in the case of the United
Statec, income from debt obligations carrying the right to
participate in profits.

S. The provisions of paragraphs 1 and 2 shall not
apply if the beneficial owner of the dividends, being a
resident of one of the States, carries on business in the
other State of which the company paying the dividends is a
resident, through a permanent establishment situated
therein, or performs in that other State independent
personal services from a fixed base situated therein, and
the holding in respect of which the dividends are paid forms
part of the business property of such permanent
establishment or pertains to such fixed base. In such case
the provisions of Article 7 (Business Profits) or Article 15
(Independent Personal Services), as the case may be, shall
apply.

6. Where a company which is a resident of one of the
States derives profits or income from the other State, that
other State may not impose any tax on the dividends paid by
the company, except insofar as such dividends are paid to a

resident of that other State or insofar as the holding in
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respect of which the dividends are paid forms part of the
business property of a permanent establishment or pertains
to a fixed base situated in that other State, nor, except as
provided in Article 11 (Branch Tax), subject the company’s
undistributed profits to a tax on the company’s
undistributed profits, even if the dividends paid or the
undistributed profits consist wholly or partly of profits or

income arising in such other State.

Article 11
BRANCH TAX
1. A corporation which is a resident of one of the

States and which has a permanent establishment in the other
State or which is subject to tax on a net basis in that
other State under Article 6 (Income from Real Property) or
under paragraph 1 of Article 14 (Capital Gains), may be
subject in that other State to a tax in addition to the tax
allowable under the other provisions of this Convention.
Such tax, however, may be imposed only on that portion of
the business profits of the corporation attributable to the
permanent establishment under this Convention or the income
subject to tax on a net basis under Article 6 (Income from
Real Property) or under paragraph 1 of Article 14 (Capital
Gains) and reduced for all taxes chargeable in that State on

such profits and income, other than the additional tax
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3. The provisions of paraéraph 1 shall not apply if
the beneficial owner of the interest, being a resident of
one of the States, carries on business in the other State,
in which the interest arises, through a permanent
establishment situated therein, or performs in that other
State independent personal services from a fixed base
situated therein, and the interest paid is attributable to
such permanent estabklishment or fixed base. In such case the
provisions of Article 7 (Business Profits) or Article 15
(Independent Personal Services), as the case may be, shall
apply.

4. Interest shall be deemed to arise in one of the
States when the payer is that State itself, or a political
subdivision, a local authority, or a resident of that State.
Where, however, the person paying the interest, whether he
is a resident of one of the States or not, has in one of the
States a permanent establishment or a fixed base in connec-
tion with which the indebtedness on which the interest is
paid was incurred, or has income otherwise subject to the
tax described in Article 11 (Branch Tax), and such interest
is borne by such permanent establishment or fixed base or is
allocable to the income subject to the tax described in
Article 11 (Branch Tax), then such interest shal’ L= deemed

to arise in the State in which the permanent establishment
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or fixed base is situated or in which the income is subject
to the tax described in Article 11 (Branch Tax).

5. Where, by reason of a special relationship between
the payer and the beneficial owner or between both of them
and some other person, the amount of the interest, having
regard to the debt-claim for which it is paid, exceeds the
amount which would have been agreed upon by the payer and
the beneficial owner in the absence of such relationship,
the provisions of this Article shall apply only to the
last-mentioned amount. In such case the excess part of the
payments shall remain taxable according to the laws of each
State, due regard being had to the other provisions of this
Convention.

6. A State may nct impose any tax on interest paid by
a resident of the other State, excépt insofar as

a) the interest is paid to a resident of the
first-mentioned State;

b) the interest 1is attributable to a permanent
establishment or a fixed base situated in the
first-mentioned State; or

c) the interest arises in the first-mentiocned
State and is not paid to a resident of the other State.

Where the payer of the interest is a resident of one of the
States and has a permanent establishment in the other State

or has income otherwise subject to the tax described in
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Article 11 (Branch Tax), then to the extent the amount of
the interest arising in such other State by reason of the
permanent establishment or by reason of income subject to
the tax described in Article 11 (Branch Tax) exceeds the
total amount of interest paid by such permanent
establishment or in connection with income otherwise subject
to the tax described in Article 11 (Branch Tax); such excess
amount shall be treated as interest derived and beneficially
owned by a resident of the other State.

7. The provisions of paragraph 1 shall not apply to an
excess inclusion with respect to a residual interest in a

real estate mortgage investment conduit.

Article 13
ROYALTIES

1. Royalties arising in one of the States and
beneficially owned by a resident of the other State shall be
taxable only in that other State.

2. The term "“royalties" as used in this Convention
means payments of any kind received as a consideration for
the use of, or the right to use, any copyright of literary,
artistic, or scientific work (but not including motion
pictures or works on film, tape or other means of
reproduction used for radio or television broadcasting), any

patent, trademark, trade name, brand name, design or model,
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plan, secret formula or process, or for information
concerning industrial, commercial or scientific experience.
The term "royalties" also includes gains derived from the
alienation of any such right or property which are
contingent on the productivity, use, or disposition thereof.

3. The provisions of paragraphL 1 shall not apply if
the beneficial owner of the royalties, being a resident of
one of the States, carries on business in the other State,
in which the royalties arise, through a permanent
establishment situated therein, or performs in that other
State independent personal services from a fixed base
situated therein, and the royalties are attributable to such
permanent establishment or fixed base. In such case the
provisions of Article 7 (Business Profits) or Artiéle 15
(Independent Perscnal Services), as the case may be, shall
apply.

4. Where, by reason of a special relationship between
the payer and the beneficial owner or between both of them
and some other person, the amount of the royalties, having
regard to the use, right, or information for which they are
paid, exceeds the amount which would have been agreed upon
by the payer and the beneficial owner in the absence of such
relationship, the provisions of this Article shall apply
or.ly to the last-mentioned amount. In such case the excess

part of the payments shall remain taxable according to the
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laws of each State, due regard being had to the other
provisions of this Convention.
S. A State may not impose any tax on royalties paid by
a resident of the other State, except insofar as

a) the royalties are paid to a resident of the
first-mentioned State;

b) the royalties are attributable to a éermanent
establishment or a f£ixed base situated in the
first-mentioned State;

c) the contract under which the royalties are paid
was concluded in connection with a permanent
establishment or a fixed base which the payer has in
the first-mentioned State, and such royalties are borne
by such permanent establishment or fixed base and are
not paid to a resident of the other State; or

d) royalties are paid in respect of intangible
property used in the first-mentioned State and not paid .
to a resident of the other State, but only where the
payer has also received a royalty paid by a resident of
the first-mentioned State, or borne by a permanent
establishment or fixed base situated in that State, in
respect of the use of that property in the first-
mentioned State and provided that the use of the
intangible property in question is not a component part

of nor directly related to the active conduct of a



-31-
trade or business in which the payer is engaged as
meant in paragraph 2 of Article 26 /‘Limitation on

Benefits).

Article 14

CAPITAL GAINS

1. Gains derived by a resident of one of the States
from the disposition c¢f recal property situated in the other
State may be taxed in the other State. For the purposes of
this paragraph the term "real property situated in the other
State" shall include:

a) real property referred to in Article 6 (Income
from Real Property); and
b) shares or other comparable corporate rights in

a company that is a resident of that other State, the

assets of which company consist, directly or

indirectly, for the greater part of real property

situéted in that other State, and an interest in a

partnership, trust, or estate, to the extent that it is

attributable to real property situated in that other

State.

In the United States, the term includes a "United States

real propc.ty interest' as defined in the Internal Revenue

Code on the date cof signature of this Convention, and as
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amended from time to time without changing the general
nrinciples described in this paragraph.
2. a) Where after the date this Convention enters
into force a person who has been a resident of one of
the States continuously since June 18, 1980, alienates
real property situated in the other State, the
alienation of which could not be taxed by the other
State under the provisions of the prior Co~ivcution as
defined in paragraph 2 of Article 37 (Entry into
Force), and either:

i) the resident owned the alienated property
continuously from June 18, 1980 until the
date of alienation; or

ii) each of the following conditions is
satisfied:

A) the resident acquired the alienated
property in a transaction that qualified
for non-recognition (determined without
regard to section 897 of the Internal
Revenue Code) for purposes of taxation
in the other State, and the resident has
owned the property continuously since
such acquisition; and

B) the resident's initial basis in the

allenated property was equal to either
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the basis of the property that the
resident exchanged for the alienaﬁed
property, or the basis of the alienated
property in the hands of the person
transferring the property to the
resident immediately prior to the

transfer; then

the gain liable to tax in the other State under this Article

shall be reduced by the portion of the gain attributable

proportionately, on a monthly basis, to the period ending on

December 31, 1984, or such greater portion as is shown to

the satisfaction of the competent authority of that other

State to be attributable to that period.

b) The provisions of this paragraph shall not
apply unless, during the period from January 1, 1992,
through the date of alienation, the resident, and any
other person who owned the property during such period,
was entitled to the benefits of this Article under
Article 26 (Limitation on Benefits), or would have been
so entitled if the Convention had been in effect
throughout such period. In addition, during the period
from June 18, 1980, through December 31, 1991, each
person who owned the property must have been a resident

of one of the States under the prior Convention as
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defined in paragraph 2 of Article 37 (Entry into

Force) .

c) The provisions of this paragraph shall not

apply to the alienation of property that:

i) formed part of the property of a permanent

ii)

iii)

establishment, or pertained to a fixed
base, situated in the other Staﬁe at any
time on or after June 18, 1980;

was acquired directly or indirectly by any
person on or after June 18, 1980, in a
transaction that did not qualify for non-
recognition (determined without regard to
section 897 of the Internal Revenue Code),
or in a transaction in which it was
acquired in exchange for an asset that was
acquired in a transaction that did not
qualify for non-recognition (determined
without regard to section 897 of the
Internal Revenue Code); or

was acquired, directly or indirectly, by
any person on or after June 18, 1980, in
exchange for property described in clause
(1) or (ii) of this subparagraph, or
property the alienation of which could have

been taxed by the other State under the
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provisions of the prior Convention as
defined in paragraph 2 of Article 37 (Entry
into Force).

3. Gains from the alienation of personal property
forming part of the business property of a permanent
establishment which an enterprise of one of the States has
in the other State or of personal property pertaining to a
fixed base available to a resident of one of the States in
the other State for the purpose of performing independent
personal services, including such gains from the alienation
of such permanent establishment (alone or with the whole
enterprise) or of such fixed base, may be taxed in that
other State.

4. Notwithstanding the provisions of paragraph 3,
gains from the deemed alienation of tangible depreciable
personal property forming part of the business property of a
permanent establishment which an enterprise of one of the
States has in the other State under paragraph 3 of Article
27 (Offshore Activities) or of tangible depreciable personal
property pertaining to a fixed base available to a resident
of one of the States in the other State under paragraph S of
Article 27 (Offshore Activities) for the purpose of perfor-
ming independent personal services, shall be taxable only in
the State of residence of the enterprise if the period

during which the tangible depreciable personal property
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fo-ms part c-f the business property of such permanent
sstablishment or pertains to such fixed base is less than 3
months and provided that the actual alienation of the
tangible depreciable personal property does not take place
within 1 year after the date of its deemed alienation.
If the gain from the deemed alienation of the tangible
depreciable personal property is taxable only in the State
of residence of the enterprise, in determining the profits
of the permanent establishment or the fixed base in the
other State the depreciation with respect to such tangible
depreciable personal property will be based on the lower of
book value or market value, measured when such property
became part of the business property of the permanent
establishment or such property first pertained to the fixed
base.

S. Notwithstanding the provisions of paragraph 3,
gains derived by an enterprise of one of the States from the
alienation of ships and aircraft operated in international
traffic, and oL personal prcperty pertaining to the
operation of such ships and aircraft shall be taxable only
in that State.

6. Gains described 1n Art:icie 13 (Royalties) shall be
taxable .n accordance with the provisions of Article 13.

7. Gains from the alienation of any property other

than property referred to in paragraphs 1 through S shall be
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taxable only in the State of which the alienator is a
resident.

8. Where a resident of one of the States alienates
property in the course of a corporate organization,
reorganization, amalgamation, division or similar
transaction and profit, gain or income with respect to such
alienation is not recognized or is deferred for the purpose
of taxation in that State, then any tax that would otherwise
be imposed by the other State with respect to such
alienation will also be deferred to the extent and time as
such tax would have been deferred if the alienator had been
a resident of the other State, but no longer and in.no
greater amount than in the first-mentioned State provided
that such tax can be collected upon a later alienation and
the collection of the amount ¢f tax in gquestion upon the
later alienation 1is secured to the satisfaction of the
competent authority of both of the States. The competent
authorities of the States shall develop procedures for
implementing this paragraph.

9. The provisions of paragraph 7 shall not affect the
right of each of the States to levy according to 1ts own law
a tax on gains from the alienation of shares or other
corporate rights participating in profits in a company, the
capital of which is wholly or partly divided into shares and

which, under the laws of that State is a resident thereof,
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derived by an individual who is a resident of the other
State and who:

a) has, at any time during the five-year period
preceding the alienation, been a resident of the first-
mentioned State, and

b) at the time of the alienation owns, either
alone or together with related individuals, at least 25
percent of any class of shares of such company.

For purposes of this paragraph the term "related
individuals" means the alienator’'s spouse and his relatives
(by blood or marriage) in the direct line (ancestors and
lineal descendents) and his relatives (by whole or half
blood or by marriage) in the second degree in the collateral

line (siblings or their spouses).

Article 15
INDEPENDENT PERSONAL SERVICES

1. Income derived by an individual who is a resident
of one of the States from the performance of personal
services in an independent capacity shall be taxable only in
that State, unless such services are not performed in that
State and the income derived therefrom is attributable to a
fixed base regularly available to the individua. in the

other State for the purpose of performing his activities.
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2. The term "personal services in ar indeperdent
capacity" includes especially independe.:t scientific,
literary, artistic, educational or teaching activities as
well as the independent activities of physicians, lawyers,

engineers, architects, dentists and accountants.

Article 16

DEPENDENT PERSONAL SERVICES

1. Subjegt to the provisions of Articles 17
(Directors’ Fees), 19 (Pensions, Annuities, Alimony), 20
(Government Service), and 21 (Professors and Teachers),
salaries, wages, and other similar remuneration derived by a
resident of one O0f the States in respect of an employment
shall be taxable only in that State unless the employment is
exercised in the other State. If the employment is so
exercised, such remuneration as 1is derived therefrom may be
taxed in that other State.

2. Notwithstanding the provisions of paragraph 1,
remuneration derived by a resident of one of the States in
respect of an employment exercised in the other State shall
be taxable only in the first-mentioned State if

a) the recipient 1s present in the other State for

a period or periods not exceeding in the aggregate 183

days in the taxable year concerned;
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h) the remuneration is paid by, or on behalf of,
an employer who is not a resident ~f the other State;
and

c) the remuneration is not borne by a permanent
establishment or a fixed base which the employer has in
the other State.

3. Notwithstanding the preceding provisioné of this
Article, remuneration derived by a resident of one of the
States in respect of an employment as a member of the
regular complement of a ship or aircraft operated in

international traffic, shall be taxable only in that State.

Article 17
DIRECTORS’ FEES

Directors’ fees or other remuneration derived by a
resident of one of the States in his capacity as a member of
the board of directors, a "bestuurder" or a "commissaris" of
a company which is a resident of the other State may be
taxed in that other State. However such remuneration shall
be taxable only in the firsc-mencioned State to the extent

to which such remuneration is derived from services rendered

in that State.
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Article 18

ARTISTES AND ATHLETES

1. Notwithstanding the provisions of Articles 15

(Independent Personal Services) and 16 (Dependent Personal

Services), income derived by a resident of one of the States

as an entertainer, such as a theatre, motion picture, radio,

or television artiste, or a musician, or as an athlete, from
his personal activities as such exercised in the other
State, may be taxed in that other State except where the
amount of the gross receipts derived by such entertainer or
athlete for the taxable year concerned, including expenses
reimbursed to him or borne on his behalf, from such
activities does not exceed 10,000 United States dollars or
its equivalent in Netherlands guilders on January 1 of the
taxable year concerned. In the latter case the exemption can
be applied by means of a refund of tax which may have been
levied at the source. An application for such refund has to
be lodged after the end of the taxable year concerned and
within three years after that year.

2. Where income in respect of activities exercised by
an entertainer or an athlete in his capacity as such accrues
not to the entertainer or athlete but to another person,
that income of that other person may, notwithstanding the
provisions of Articles 7 (Business Profits) and 15

(Independent Personal Services), be taxed in the State in
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which the activities of the entertainer or athlete are
exercised, unless it is established that neither the
entertainer or athlete nor persons related theretd
participate directly or indirectly in the profits of that
other person in any manner, including the receipts of
geferred remuneration, bonuses, fees, dividends, partnership

distributions, or other distributions.

Article 19
PENSIONS, ANNUITIES, ALIMONY

1. Subject to the provisions of paragraph 2 of Article
20 (Government Service), pensions and other similar
remuneration derived and beneficially owned by a resident of
one of the States 1in cconsideration of past employment and
any annuity shall be taxable only in that State.

2. If, however, an individual deriving remuneration
referred to in paragraph 1 was a resident of the other State
at any time during the five-year period preceding the date
of payment, the remuneration may be taxed in the other State
if the remuneration is paid in consideration of employment
exercised in the other State and the remuneration is not
paid in the form of periodic payments, or a lump sum is paid
in lieu of the right to receive an annuity.

3. The provisions of paragraph 2 shall not apply to

the portion of the remuneration or lump sum referred to in
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paragraph 2 that is contributed to a pension plan or
retirement account under such circumsctances that, if the
remuneration or lump sum had been received from a payer in
the State of the recipient’s residence, the imposition of
tax on the payment by the State of the recipient’s residence
would be deferred until the amount of the payment was
withdrawn from the pension plan or retirement account to
which it was contributed..

4. Subject to the provisions of paragraph 2 of Article
20 (Government Service), pensions and other payments made
under the provisions of a public social security system and
other public pensions paid by one of the States to a
resident of the other State or a citizen of the United
States shall be taxable only in the first-mentioned State.

S. The term "annuity" as used in this Article means a
stated sum payable periodically at stated times during life
or during a specified or ascertainable period of time under
an cobligation to make the payments in return for adequate
and full consideration in money or money's worth.

6. Alimony paid to a resident of one of the States
shall be taxable only in that State. The term "alimony" as
used in this paragraph means periodic payments made pursuant
to a written separation agreement or a decree of divorce,
separate maintenance, Or compulsory support, as well as lump

sum payments in lieu thereof, which payments are taxable to
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the recipient under the laws of the State of which he is a

resident.

Article 20
GOVERNMENT SERVICE
1. a) Remuneration, other than a pension, paid by one
of the States or a political subdivision or a local
authoiity thereof to an individual in respect of
services rendered to that State or subdivision or
authority shall be taxable only in that State.

b) However, such remuneration shall be taxable
only in the other State if the services are rendered in
that State and the individual is a resident of that
State who:

i) is a national of that State; or
ii) did not become a resident of that State
solely for the purpose of rendering the
services.
2. a) Any pension paid by, or out of funds created by,
one of the States or a political subdivision or a local
authority thereof to an irdividual in respect of
services rendered to that State or subdivision or

authority shall be taxable only in that State.
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D) However, such pension shall be taxable only in
the other State if the individual is a resident.of, and

a national of, that State.

3. The provisions of Articles 16 (Dependent Personal
Services), 17 (Directors’ Fees) and 19 (Pensions, Annuities,
Alimony) shall apply to remuneration and pensions in respect
of services rendered in connection with a business carried
on by one of the States or a political subdivision or a

local authority thereof.

Article 21
PROFESSORS AND TEACHERS
1. An individual who visits one of the States for a
period not exceeding two years for the purpose of teaching
or engaging in research at a university, college or other
recognized educational institution in that State, and who
was immediately before that visit a resident of the other
State shall be taxable only in that other State on any
remuneration for such teaching or research for a period not
exceeding two years from the date he first visits the
first-mentioned State for such purpose. If the visit exceeds
two years, the first-mentioned State may tax the individual
under its national law for the entire period of the visit,
unless in a particular case the competent authorities of the

States agree otherwise.



-46-
2. This Article shall not apply to income from
research if such research is undertaken not in the public
interest but primarily for the private benefit of a specific

person oOr persons.

Artic.e 22
STUDENTS AND TRAINEES
1. An individual who immediately before visiting one
of the States is a resident of the other State and is
temporarily present in the first-mentioned State for the
primary purpose of:
a) full-time study éc a recognized university,
college or school in that first-mentioned State; or
b) securing training as a business appfentice,
shall be exempt from tax in the first-mentioned State in
respect of:

i) all remittances from abroad for the purpose
of his maintenance, education or training,
and

ii) any remuneration for personal services
performed in the first-mentioned State for
any taxable year in an amount that does not
exceed 2,000 United States dollars or its
equivalent in Netherlands guilders on

January 1 of that taxable year.
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The benefits under this paragraph shall only extend for such
period of time as may be reasonable or customarily required
to effectuate the purpose of the visit.

2. An individual who immediately before visiting one
of the States 1is a resident of the other State and is
temporarily present 1in the first-mentioned State for a
period not exceeding three years for the purpose of study,
ras=2arch Or training sSo0.2ly as a racipien: £ a grant,
allowance or award from a scientific, educational, religious
or charitable organization or under a technical assistance
program entered into by one of the States, a political
subdivision or a local authority thereof shall be exempt
from tax in the firstc-menticned State on:

a) the amount of such grant, allowance or award;
and

b) any remuneration for personal services
performed in the first-mentioned State for any taxable
year provided such services are in connection with his
study, research or training or are incidental thereto,
in an amount :tnat does not =xceed 2,000 United States
dollars or its eguivalent in Natherlands gullders on
canuary 1 of thatl Taxau.= y=ar.

3. An indiviaual may not claim the benefits of this

Article or Article 21 Professors and Teachers) 1f, during
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~he immeliately preceding period, the individual claimed the

benefits of such other Article.

Article 23

CTHER INCCME

1. Items of income cf a r:sident of one of the States,
wherever arising, not dealt with in the foregoing Articles
0f this Convention shal. b2 taxable only in that State.

2. The provisions of paragraph 1 shall not apply to
income, other than income from real property as defined in
paragraph 2 of Article 5 Income from Real Property), if the
beneficial owner of the income, being a resident of one of
the States, carries cn fusin2ss in the other State through a
permanent establishment situated therein, or performs in
that other State independent personal services from a fixed
base situated therein, and the income is attributable to
such permanent establishment or fixed base. In such case the
provisions of Article 7 (Business Profits) or Article 15

{Independent Persona. Services,, as the case may be, shall

apply.
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CHAPTER IV

ELIMINATION OF DQUBLE TAXATION

Article 24

BASIS OF TAXATION

1. Notwithstanding any provision of the Convention
except paragraph 2, each of the States may tax its residents
and nationals as if the Convention had not come into effect.
For this purpose, as regards the United States, the term
national shall include a former citizen, not being a
national of the Netherlands, whose loss of United States
citizenship has as one of its principal purposes the
avoidance of income tax, but only for a period of 10 years
following such loss.

2. The provisions of paragraph 1 shall not affect

a) the benefits conferred tv one of the States
under paragraph 2 of Article 9 (Associated

Enterprises), under paragraph 4 of Article 19

(Pensions, Annuities, Alimony), and under Articles 25

(Methods of Eliminat:cn ¢f Double Taxaticus, 28

(Non-Discrimination), and 29 (Mutual Agreement

Procedure); and

b) the benefits conferred by one of the States
uncar Articles 20 (Government Service), 21 (Professors

and Teachers), 22 (Students and Trainees), and 33

(Diplomatic Agents and Consular Officers), upon
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individuals who are neither citizens of that State,
nor, in the case of the United State:, lawful permanent
residents of the United States.

3. For the implementation of paragraphs 1 and 2 of

p-

Arcicle 7 (Business Prolits), paragraph 5 of Article 10
{~ividends), parégraph 3 of Article 12 (Interest), paragraph
3 of Article 13 (Royalties), paragraph 3 of Article 14
‘Carital Gains), paragrach 1 0of Articl. .5 {(Independent
Personal Services), and paragraph 2 of Article 23 (Other
Inccme), any income, gain or expense attributable to a
permanent establishment or fixed base during its existence
is taxable or deductible in the State where such permanent
establishment or fixed base is situated even if the payments
are deferred until such permanent establishment or fixed
base has ceased to exist. Nothing in the preceding sentence
shall affect the application to such deferred payments of _
rules regarding the accrual of income and expenses according
to the domestic law of each of the States.

Gains from the alienation of personal property that at any
time formed part of the business property of a permanent
establishment or fixed base that a resident of one of the
States has or had in the cther State may be taxed by that
other State only to the extent that the gain is attributable
tOo the period in which the persoral property in question

formed part of the afore-menticrned business property. Such
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tax may be imposed on such gains at the time when realized
and recognized under the laws of that other State, if that
date is within 3 years of the date on which the property
ceases toO be part of the business property of the permanent
establishment or fixed base.

4. If, immediately prior to the date of a hearing
before the United States Senate Foreign Relations Committee
regar2ing consent to ratificacion of this Conventioh, the
Netherlands law does not contain provisions which prevent
tax avoidance or evasion with respect to taxes on income in
the situation where:

a) an enterprise of the Netherlands derives
interest or royalties from another state, which
interest or royalties are attributable to a permanent
establishment of that enterprise in a third
jurisdiction;

b) the income of such permanent establishment is
subject to special or low taxation because of a "tax
haven" regime (including, but not necessarily limited
to, regimes intended to encourage the use of the third
jurisdiction for tax avoidance purposes with respect to
investment incomej; and

c) the income of such permanent establishment is

exempt from tax in the Netherlands,
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~hen a prnvision aimed at the prevention of tax avoidance or
avasion with respect to taxes on such interest or royalty
income derived by an enterprise of the Netherlands from the
United States will be agreed upon between both States and

will be laid down in a separate Protocol to this Convention.

Article 25
e THODS OF ELIMINATION OF
DOUBLE TAXATION

1. Notwithstanding the provisions of paragraph 2 of
Article 24 (Basis of Taxatizcn', the Netherlands may include
in the basis of taxation the items of income which under
paragraph 4 of Article 19 (Pensions, Annuities, Alimony) and
Article 20 (Government Service) are taxable only in the
United States.

2. Where a resident or national of the Netherlands
derives 1items of income which according to Article 6 (Income
from Real Property), Article 7 (Business Profits), paragraph
S of Article 10 (Dividends', paragraph 3 of Article 12
(Interest)., paragraph 3 of Article 13 (Royalties),
paragraphs 1 and 3 of Article 14 (Capital Gains), Article 15
(Independent Persoral Services, i1nsofar as such income is
subject to United States tax, paragraph 1 of Article 16
\Dependent Personal Services!, paragraph 4 of Article 19

{Pensions, Annuities, Alimony), Article 2C (Government
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Service), and paragraph 2 of Article 23 (Other Income) of
this Convention are taxable in the United States and are
included in the basis of the taxation, the Netherlands shall
exempt such items by allowing a reduction of its tax. This
reduction shall be computed in conformity with the
provisions of Netherlands law for the avoidance of double
taxation. For that purpose the said items of inéome shall
be deemed to be included in the total amount of the items of
income which are exempt £from Netherlands tax under those
provisions.

3. Further, the Netherlands shall allow a deduction
from the Netherlands tax for the items of income which
according to paragraph 2 of Article 10 (Dividends), Article
17 (Directors’ Fees), and Article 18 (Artistes and Athletes)
of the Convention may be taxed in the United States to the
extent that these items are included in the basis of the
taxation. The amount of this deduction shall be equal to

a) in the case of dividends which may be taxed in

the United States according to paragraph 2,

subparagraph (a) of Article 10 (Dividends), 5 percent

of such dividends;
b) in the case of dividends which may be taxed in

the L..ited States according to paragraph 2,

subparagraph (b) of Article 10 (Dividends), 15 percent

0of such dividends;
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c) in the case of other dividends, which may be
taxed in the United States according to paragraph 2 (i)
of Article 10 (Dividends), 15 percent of such
dividends; and,

d) in the cas2 2f other items of income mentioned
in this paragraph, the tax paild in the United States on
such other items of income,

but shall in no case exce=d the amount of the reduction
which would be allowed if the itzems of income so included
were the sole items of income which are exempt from
Netherlands tax under the provisions of Netherlands law for
the avoidance of double taxation.

4. In accordance with the provisions and subject to
the limitations of the law of the United States (as it may
be amended from time to time without changing the general
principle hereof), the United States shall allow to a
resident or nationrnal of the United States as a credit
against the United States tax on income:

a) the appropr:iate amount of income tax paid or
accrued to the Netherlands by or on behalf of such

resident or natiocna.,

D

xZept the income tax paid to the

Netherlands in the cases r

D
re

erred to in paragraph 9 of
Art.cle 14 (Capital Gains) or in paragraph 2 of Article

12 fPernsions, Annuities, Alimony); and
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b) in the case of a United States company owning
at least 10 percent of the voting stock of a company
which is a resident of the Netherlands and from which
the United States company receives dividends, the
appropriate amount of income tax paid or accrued to the
Netherlands by or on behalf of the distributing company
with respect to the profits out of which the dividends
are paid.

Such appropriate amount shall be based upon the amount of
income tax paid or accrued to the Netherlands, but the
credit shall not exceed the limitations (for the purpose of
limiting the credit to the United States tax on income from
sources outside the United States) provided by United States
law for the taxable year.

For the purposes of this paragraph, the taxes referred to in
paragraphs 1{a) and 2 of Article 2 (Taxes Covered) shall be
considered income taxes.

| §. Notwithstanding the provisicns of paragraph 4 of
this Ar-icle, tue United States shall allow to a resident or
a national of the United States, as a credit against the
United States tax on income, the appropriate amount of
profit share paid by or on behalf of such resident or
national to the Netherlands. The appropriate amount shall be
the prcduct of (i) the creditable profit share income base

and (11} the maximum statutory United States tax rate
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sn-licable o such resident or national for such taxable
year. For purposes of determining the appropriate amount,
the following terms shall have the following meanings:

a) The creditable profit share income base 1is the
axcess of the income subject to the company income tax
(excluding the income not subject to the profit share)
that is derived from sources within the Netherlands

.cefore deducticn 2f the profit share due) over the

ty
¥

creditable company inccome tax base.

b) The creditable company 1income tax base 1is the
2ffective company :inccme tax rate divided by the
maximum statutory United States tax rate applicable to
such resident or national for such taxable year,
multiplied by the :ncome subject to the company income
tax (excluding the 1income not subjecﬁ to the profit
share) that 1is derived from sources within the
Netherlands (before deduction of the profit share due).

c) The effective company income tax rate is the
company lncome tax paid on the income subject to the
company 1ncome tax =xclud.n3 the income not subject to
the profit share) d:vided by the income subject to the
company 1income tax, =2xcludini the income not subject to
the profit share and before deduction of the profit

share due.



-57-

The appropriate amount is also subject to anv other
limitations imposed by the law of the Unitzd States,'as it
may be amended from time to time, which apply to taxes
creditable under sections 901 or 903 of the Internal Revenue
Code for persons claiming benefits under this Convention. In
applying such limitations to the company tax, the creditable
company income tax base (as defined in (b), above) must be
used for purposes of those limitations. Any profit share
paid in excess of the appropriate amount only may be used as
a credit in another taxable year, and only against United
States tax on the creditable profit share income base (as
defined in (a), above). If a credit is claimed in respect of
the profit share, the taxpayer may not claim a deduction for
United States taxable income purposes with respect to any
foreign taxes for which a credit against United States tax
on 1income may be claimed under sections 901 or 903 of the
Internal Revenue Code, or profit share, paid or accrued in
such year. No credit shall be allowed under paragraph 4 of
this Article for any Netherlands tax for which a credit is
claimed under the provisions of this paragraph.

6. Where a United States citizen is a resident of the
Netherlands:

a) with respect to items of .ncome not exempt from
Netherlands tax under paragraph 2, nor dealt with in

paragraph 7 of this Article, that under the provisions
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of this Convention are exempt from United States tax or
that are subject to a reduced rate of United States tax
when derived by a resident of the Netherlands who is
not a United States citizen, the Netherlands shall
allow as a credit against Netherlands tax, subject to
the proQisions of Netherlands tax law regarding credit
for foreign tax, only the tax paid, if any,Athat the
United States may impose under the provisions of this
Convention, other than taxes that may be imposed solely
by reason of citizenship under paragraph 1 of Article
24 (Basis of Taxation};

b) for purposes of computing United States tax
under subparagraph ‘a‘', the United States shall allow
as a credit against United States tax the income tax
paid to the Netherlands after the credit referred to in
subparagraph (a); the credit so allowed shall not
reduce the portion of the United States tax that is
creditable against the Netherlands tax in accordance
with subparagraph (a); and

c) for the exclusive purpose of relieving double
taxation in the United States under subparagraph (b)
items of income referred zo in subparagraph (a) shall
be dec.ned to arise in the Netherlands to the extent

necessary to avoid double taxation of such income under

subparagraph (b).
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7. Where a resident of one of the States derives gains
Or a remuneration or a lump sum which may be taxed in the
other State in accordance with paragraph 9 of Article 14
(Capital Gains), or with paragraph 2 of Article 19
(Pensions, Annuities, Alimony), that other State shall allow
a deduction from its tax on such gjains, remuneration or lump
sum. The amount of this deduction shall be equal to the tax
levied in the first-mentioned State on the said gains,
remuneration or lump sum, but shall in no case exceed that
part of the income tax, as computed before the deduction is
given, which is attributable to the said gains, remuneration
or lump sum. For the exclusive purpose of relieving double
taxation in the United States under this paragraph, items of
income referred to in this paragraph shall be deemed to
arise in the Netherlands tc the extent necessary to avoid

double taxation of such income under this paragraph.

CHAPTER V

SPECIAL PROVISIONS

LIMITATION ON BENEFITS

1. A person that 1s a resident of one of the States
and derives income from the other State shall be entitled,
in that other State, to all the bktenefits of this Convention

only 1f such person 1is:
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2V an individual;

b) a State, or a political subdivision or local

authority thereof;

c) a company meeting any of the following tests:

i) the principal class of its shares is listed

ii)

1i1)

on a recognized stock exchange located in
either of the States and is substantially
and rejuiarly traded on one or more
recognized stock exchanges;

A) more than 50 percent of the aggregate
vote and value of all of its shares is
owned, directly or indirectly, by five or
fewer companies which are resident of
either State, the principal classes of the
shares of which are listed and traded as
described in subparagraph (c) (i), and

B) the company is not a conduit company, as
defined in subparagraph 8(m); or

in the case of a company resident in the
Netherlands,

A) at least 30 percent of the aggregate
vote and value of all of its shares is
owned, directly or indirectly, by five or
fewer companies resident in the

Netherlands, the principal classes of the
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shares of which are listed a-1 traded as
described in subparagraph c) (1)
B) at least 70 percent of the aggregate
vote and value of all of its shares is
owned, directly or indirectly, by five or
fewer companies that are residents of the
United States or of member states of the
European Communitiés, the principal classes
of shares of which are substantially and
regularly traded on one Oor more recognized
stock exchanges; and
C) the company is not a conduilt company, as
defined in subparagraph 8(m); or
iv) in the case of a conduit company (as
defined in paragraph 8(m)) that satisfies
the requirements of subparagraph (c) (ii) (A)
or (c)(iii) (A} and (B), such company
satisfies the conduit base reduction test
set forth in paragraph 5(d).
d) a person:

i) more than 50 percent of the beneficial
interest in which (or, in the case of a
company, mcre than 50 percent of the
agdregate vote and value of all of its

shares, and more than S50 percent of the



-62-
shares of any "disproportion-te class of
shares") is owned, directly or indirectly,
by qualified persons; and
ii) which meets the base reduction test
described in paragraph 5; or
e) a not-for-profit organization that, by virtue

of that status, is generally exempt from income

CTAXATIZCn 1n 1<

/]

==+ =- ~€ vacidarro
Tegellence

, pr~r =24 that more
than half of the beneficiaries, members, Or
participants, if any, in such organization are
qualified persons.
2. a) A person resident in one of the States shall
also be entitled to the benefits of this Convention
with respect to income derived from the other State if
such person 1s engaged in the active conduct of a trade
or business in the first-mentioned State (other than
the business of making or managing investments, unless
these activities are banking or insurance éctivities
carried on by a bank or insurance company), and
i) the income derived in the other State is
derived in connection with that trade or
busiress in the first-mentioned State and
the trade or business uf the income
recipient is substantial in relation to the

income producing activity. or
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ii) the income derived in the other State is
incidental to that trade or business in the
first-mentioned State.-

b) Income is derived in connection with a trade or
business if the income-producing activity in the other
State is a line of business which forms a part of or is
complementary to the trade or business conducted in the
first-mentioned State by the income recipient.

c) Whether the trade or business of the income
recipient 1is substantial will generally be determined
by reference to its proportionate share of the trade or
business in the other State, the nature of the
acrivities performed and the relative contributions
made to the conduct of the trade or business in both
States. In any case, however, the trade or business of
the income recipient will be deemed to be substantial
if, for the preceding taxable year, the average of the
ratios for the following three factors exceeds 10
percent (or 1in the case of a person electing to apply
subparagraph (h), 60 percent) and each of the ratios
exceeds 7.5 percent {(or in the case of a person
electing to apply subparagraph (h), 50 percent),
provided that for any separate factor that dces not
meet the 7.5 percent test (or in the case of a person

electing to apply subparaaraph (h), the 50 percent
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test) in the first preceding taxable year the average

of the ratios for that factor in the three preceding

taxable years may be substituted:

i)

ii)

the ratio of the value of assets used or
held for use in the active conduct of the
trade or business by the income recipient
in the first-mentioned State (without
regard to any assets attributed from a
third state under subparagraph (h), except
in the case of a person electing to apply
subparagraph (h)) to all, or, as the case
may be, the proportionate share of the
value of such assets so used or held for
use by the trade or bgsiness producing the
income 1n the other State;

the ratio of gross income derived from the
active conduct of the trade or business by
the income recipient in the first-mentioned
State !(without regard to any gross income
actcributed from a third state under
subparagraph (h), except in the case of a
person electing to apply subparagraph (h))
to all, or, as the case may be, tne

proportionate share of the gross income so
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derived by the trade or business producing
the income in the other State; and
iii) the ratio of the payroll expense of the
trade or business for services performed
within the first-mentioned State (without
regard to any services attributed from a
third state under subparagraph (h), except
in the case of a person electing to apply
subparagraph (h)) to all, or, as the case
may be, the proportionate share of the
payroll expense of the trade or business
for services performed in the other State.
d) Income derived from a State 1s incidental to a
trade or business conducted in the other Stéte if the
income is not described in subparagraph (b) and the
production of such income facilitates the conduct of
the trade or business in the other State (for example,
the investment of the working capital of such trade or
business). In the case of a person electing to apply
subparagraph (h), the income that 1s considered
incidental to the trade or business shall not be
greater than four t:mes the amount of 1income that would
have been considered incidental to the trade or

business actually conducted in the Netherlands.
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e) A person that is a resident of c-e 2f th:
States is considered to be engaged in che active
conduct of a trade or business in that State (and is
considered to carry on all, or, as the case may be, the
nproportionate share ~f such trad2s or businesses) if
Swih berson:

i) 1s directly so engaged;

11) is a rartner in a partnership that is so

engaged;

i11) 1is a person in which a controlling
beneficial interest is held by a single
person which 1s engaged in the active
conduct of a trade or business in that
State;

iv) is a person in which a controlling
beneficial interest is held by a group of
five or fewer persons each member of which
is engaged in activity in that State which
1S a component part of or directly related
to the trade or business in that State;

V) 1s a company that is a member of a group of

compariss that form or could form a

consolidated group for tax purposes

according to th2 law of that State (as

appl:ied without regard to the residence of
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such companies), and the group is engaged
in the active conduct of a trade or
business in that State;

vi) owns, either alone or as a member of a
group of five or fewer persons that are
qualified persons, residents of a member
state of the European Communities, or

. res:id=nzs of an 1dentified state, a
controlling beneficial inter=sst in a person
that is engaged in the active conduct of a
trade or business in the State in which
such owner is resident; or
vii) is, together with another person that is so
engaged, under the common control of a
person (or a group of five or fewer
persons) which (or, in the case of a group,
each member of which) 1is a qualified
person, a resident of a member state of the
European Communities or a resident of an
identified state.
For purposes of subparagraphs (e) (vi) ana (e) (vii), an
"identi1fied State" includes any third country, identified by
agreement of the competent authorities, which has effective

provisions for the exchange of 1information with the State 1in
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whi-h the pe-son being tested under this paragraph is a

1 >sident.

f) For purposes of subparagraph (e), a person (or

group) shall be deemed to own a "controlling beneficial

interest"

in anoth=r pverson if it holds directly or

indirectly a beneficial interest which represents more

than 50 percent of the value and voting power in such

Otrner parson, provided that:

i)

11)

g) For purposes of subparagraph (e)

group! shall be deerad 15 have

an interest consisting of 50 percent or
less of the value and voting power of any
third person shall not be considered for
purposes of determining the percentage of
indirect ownership held in such other
person; and

no person shall be considered to be part of
a group owning a controlling beneficial
interest in an entity unless such person
holds directly a beneficial interest which
represents at least 10 percent of the value

and voting power 1in such entity.

, 4 person (or

"common control" of two

persons if it holds a controlling beneficial interest

1n 2ach such perscn.
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h) For purposes of applying the rules of this
paragraph, where a person that is a. resident of the
Netherlands is engaged in the active conduct of a trade
or business in the Netherlands (or considered to be so
engaged under the rules of subraragraph (e)), and
activity that is a component part of, or directly
related to that trade or business, consistent with the
rules of subparagrach (e), is also conducted in other
memper states of the European Communities, that person
may elect to treat all, or, as the case may be, the
proportionate share of such activity as if it were
conducted solely in the Netherlands, provided that each
of the following three ratios exceeds 15 percent:

i) the ratio of the value of assets used or
held for use in the active conduct of the
trade or business within the Netherlands
(without regard to any assets attributed
from a third state under this subparagraph)
to all, or, as the case may be, the
proportionate share of the value of such
assets so used or held for use within all
such member states;

11) the ratio of gross income derived from the
acrtive conduct of the trade or business

within tn2 Netherlands (without regard to
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any gross income attributed from a third
state under this subparagraph) to all, or,
as the case may be, the proportionate share
of the gross income so derived within all
such member states; and

ii1i) the ratio of the payroll expense of the
trade or business for services'performed
within the Netherlands (without regard to
any services attributed from a third state
under th.s subparagraph) to all, or, as the
case may be, the proportionate share of the
payroll expense of the trade or business
for services performed within all such
member states.

3. A person that 1s a resident of one of the States
shall also be entitled to all the benefits of this
Convention if that person functions as a headquarter company
for a multinational corporate group. A person shall be
considered a headquarter company for this purpose only if:

a) it provides a substantial portion of the
overall supervision and adm:inistration of the group,
which may include, but carnnot be principally, group
financing;

b) the corporate group consists of corporations

resident in, and engaged 1n an active business in, at
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least five countries, and the business activities
carried on in each of the five countries (or five
groupings of countries) generate at least 10 percent of
the gross income of the group;

c) the business activities carried on in any one
country other than the State of residence of the
headquarter company generate less than S0 percent of
the gross income c¢f the group;

d) no more than 25 percent of 1its gross income 1s
derived from the other State;

e) it has, and exercises, independent
discretionary authority to carry out the functions
referred to in subparagraph .a);

f) it is subject to the same income taxatlon rules
in its country of residence as perscns described in
paragraph 2; and

g) the income derived in the other State either 1is
derived in connection with, or is incidental to, the

active business referred to i1n subparagraph (b).

If the gross income requirements of subparagraphs (b), (c)

or

(d) of this paragraph are not fulfilled, they will be

deemed to be fulfilled :f the required ratios are met when

averaging the gross income of the preceding four years.

4. a) A company resident 1n the Netherlands shall

also be entitled to the benefits of Article 10
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(Divideads), 11 (Branch Tak), 12 (Interest), or 13
(Royalties) if:

i) more than 30 percent of the aggregate vote
and value of all of its shares (and more
than 30 percent of the shares of any
"disproportionate class of shares") is
owned, directly or indirectly, by qualified
persons resident in the Netherlands;

i1) more than 70 percent of all such shares 1is
owned, directly or indirectly, by qualified
persons and persons that are residents of
member states of the European Communities;
and

1ii) such company meets the base reduction test
described in paragraph 5.

b} In determining whether, pursuant to
subparagraph f(a) (11}, a company's shares are owned by
residents of member states of the European Communities,
only those shares shall be considered which are held by
persons that are residents of states with a
comprehensive income tax Convention with the United
States, as long as the particular dividend, profit or
lincome subject to the branch tax, interest, or royalty
payment 1in respect of which treaty benefits are claimed

wCu.d De subject to a rate of tax under that Convention
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that is no less favorable than the rate of tax
applicable to such company under Articles 10
(Dividends), 11 (Branch Tax), 12 (Interest) or 13
(Royalties) of this Convention.
5. a) A person ng=2Is th2 base reduction test
described in this paragraph if:

i) less than 50 percent of such person’s

gross

income 1s used, directly or indirectly, to

make deductible payments in the current

taxable year to persons that are not

qualified persons; or

ii) 1in the case of a person resident in the

Netherlands,

A) less cthan 70 percent of such gross

income 1s used, directly or indirectly,

to make deductible payments to persons

that are not qualified persons; and

B) less than 30 percent of such gross

income 1s used, directly or indirectly,

to make deductible payments roO persons

that are neither qualified persons
residents of member states of the
European Communities.

b) For purposes of this paragraph, the term

nor

"gross

income" means gross .nccme for the first taxable year
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preceding the current taxable year; provided that the
amount of gross income for the fi st taxable year
oreceding the current taxable yeér will be deemed to be
no less than the average of the annual amounts of gross
income for the four taxable years preceding the current
taxable year.

c) For purposes of this paragraph, the term
“dadu~stible paymsnts" intludas payments f-r interest or
royaitlies, but Jdoss oU liic.iud2 payments At oarm’s
length for the purchase or use of or the right to use
cangikle properzy I the crdinary course cf business or
remuneration at arm’s length for services performed in
the country of res:dence of the person making such
payments. Types of payments may be added to or
eliminated from the exceptions mentioned in the
preceding definition of "deductible payments" by mutual
agreement of the competent authorities.

d) For purposes of paragraph 1(c), the conduit
base reduction test means the base reduction test
described 1in this paragrapnh, except that the term
"d=ductible payments" for this purpose means only those
payments described .n surparagraph (c;:

1) that are mads to an associated enterprise

vas described :n Article 9 (Associated

(R3]

lobe
fac

(b

Iprises. , £xc=pt that whether two
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enterprises are associated will be
determined for this purpose without regard
to the residence of either enterprise; and
that are subject to an aggregate rate of
tax (including withholding tax) in the
hands ©f the recipient that 1s less than 50

percent of the rate that would be

=)

arplizable had the payment been received 1in
the State of residence of the payer, and
subject to the normal taxing regime in that

State.

A person, resident of one of the States, which

derives from the other State income mentioned in Article 8

(Shipping and Air Transport]) and which is not entitled to

the benefits of this Convention because of the foregoing

paragraphs,

shall nevertheless be entitled to the benefits

of this Convention with respect to such income if:

in

50

1S

cr

more than SO percent of the beneficial interest
such person (or 1in the case of a company, more than
percent of the value of the stock of such company)

owned, directly or indirectly, by qualified persons

individuals who are res:dents 0of a ~hird state; or

in the case of a company, the stock of such

company is primarily and regqularly traded on an

sstablished securities marxet 1n a third stcate,
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prov:ded that such third state grants an exemption under
similar -erms ror profits as mentioned in Article 8 of this
Convention to citizens and corporations of the other State
either under its national law or in common agreement with
that other State or und2r a Convention between that third
state and the other State.

7. A person resident of one of the States, who is not
entitled to benefits of zhis Ccnvention because of the
foregoing paragraphs, may, nevertheless, be granted benefits
of this Convention if the ccmpetent authority of the State
in which the income in question arises so determines. In
making such determination, the competent authority shall
take into account as its guideline whether the
establishment, acquisit:on, or maintenance of such person or
the conduct of its operations has or had as one of its
principal purposes the obtaining of benefits under this
Convention. The competent authority of the State in which
the income arises will consult with the competent authority
of the other State befcr=2 deny:ing the benefits of the

Convention under this parajragh.

8. The following prov:is:ons apply for purposes of this

generally the ordirary or common shares of the company,

provided that such c.ass of shares represents the
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majority of the voting power and value of the company.
When no single class of shares represents the majority
of the voting power and value of the company, the

"principal class <f shares" is generally those classes

-

3t in the aggr=

-

.

Z35=¢

ey

(3]
9]

S nIOre Ciail oo percent oL
the voting power and value of the company. In
determining voting power, any shares or class of shares
that are authorized but not 1i1ssued shall not be counted
and in mutual agrsement between the competent
authorities apprcpr:ate weight shall be given to any
restrictions or limitations on voting rights of issued
shares. The "principal class of shares" also includes
any "disproportionate class oI shares".
Notwithstanding the preceding rules, the "principal
class of shares” may be identified by mutual agreement
between the competent authorities of the States.

b) The term "shares" shall 1nclude depository
receipts thereof or trust certificates thereof.

c) The term "disproport.onate class of shares®

means any class of shares of a company resident in one

of the States that enti-les the shareholder to
disproportionately ni13gh2r pavticipation, through
dividends, redempticn payments or otherwise, in the
2arnings generated in the cther State by particular

ass=Ls or activiti=s of the company.
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d) The term "recognized stock exchdnge" means:

i) any stock exchange regisc.ered with the
Securities and Exchange Commiséion as a
national securities exchange for purposes
of the Securities Exchange Act of 1934;

ii) the Amsterdam Stock Exchange;
i1i) the NASDAQ System owﬁed by the National
Associat:cn of Securities Dealers, Inc. or
the parallel market of the Amsterdam Stock
Exchange; and
iv) any other stock exchange agreed upon by the
competent authorities of both States,
including, for this purpose, any stock
exchanges listed in an exchange of notes
signed at the later of the dates on which
the respective governments have notified
each other 1n writing that the formalities
constitutionally required for the entry
into force of the Convention as meant in
Article 37 (Entry 1into Force) in their
respectiva2 States have been complied with.
How2ver, w.th respect 0 C.Csely held companies, the term
"recognized stock exchange™ sha.l not include the stock

=

2xchanges rentioned under sufparagraph (iii), or if so
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irdicated in mutual agreement between the competent
authorities, under subparagraph (iv).

e€) The term "closely held company" means a company
of which 50% or more of the principal class of shares
is owned by persons, other than qualified perseons or
residents of a member state of the European.
Communities, each of whom beneficially owns, directly
or indirectly, alone or together with related persons
more than 5% of such shares for more than 30 days
during a taxable year.

f) The shares in a class of shares are considered
to be substa ntially and regularly traded on one or
more recognized stock exchanges in a taxable year if:

i) trades in such class are effected on one or
more of such stock exchanges other than in
de minimis quantities during every month;
and

ii) the aggregate number of shares of that
class traded on such stock exchange or
exchanges during the previous taxable year
is at least 6 percent of the average number
of shares outstanding in that class during

that taxable year.
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For ;[ :rposes ~f this subparagraph, any pattern of trades
‘osducted in o. der to meet the "substantial and regular
trading" tests will be disregarded.

g) The term "qualified person" means:

i) a person that is entitled to benefits of
this Convention pursuant to the provisions
of paragraph 1; and

1i) a citizen of the United States.

h) The term "member state of the European
Communities" means, unless the context requires
otherwise:

i) the Netherlands; and

ii) any other member state of the European
Communities with which both States have in
effect a comprehensive income tax
Convention.

1) The term "resident of a member state of the
European Communities" means a person that would be
considered a resident of any such member state under

the principles of Article 4 !Resident) and would be

entitled to the benefits of this Convention under the

principles of paragraph ., applied as if such member

state were the Netherlands, and that is Ootherwise

entitled to the benefits of

ogPON

the Convention between that

person’s state of residence and the United States.
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j) The not-for-profit organizations referred to in
subparagraph 1 (e) of this Article include, but are not
limited to, pension funds, pension trusts, private
foundations, trade unions, trade associations, and
similar organizations, provided, however, that in all
events, a pension fund, pension trust, or similar
entity organized for purposes of providing retirement,
disability, or oth2r employment benefits that is
organized under the laws of a State shall be entitled
to the benefits of the Convention if the organization
sponsoring such fund, trust, Or entity 1s entitled to
the benefits of the Convention under this Article.

k) The reference in subparagraph (c) (ii) and
clauses (A) and (B) of subparagraph (c) {1ii) of
paragraph 1 to shares that are owned, directly or
indirectly, shall mean that all companies in the chain
of ownership that are used to satisfy the ownership
requirements of the respective clause or subparagraph,
must meet the residence requirements that are described
in sSuch clause or subparagraph.

1) For the purpose of paragraphs 2, 3 and 5, the
competent authorities may by mutual agreement,
nowwithstanding the provisions of these paragraphs,
determine transit:on rules for newly-established
business operations, newliy-established corporate groups

or newly-establisnhzd headquarter c.mparies.
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m) For purposes of subparagraph f:)(c)(ii}(B) and
(1) (¢c) (iii) (C), the term "conduit company" means a
company that makes payments éf interest, royalties and
any other payments included in the definition of
deductible payments fas defined in subparagraph (5S) (c))
in a taxable year in an amount equal to or greater than
90 percent of its aggregate receipts of such items
during the same taxable year. Notwithstanding the
previous sentence, a bank or insurance company shall
not be considered to be a conduit company 1f it (i) 1is
engaged in the ac::iv2 conduct of a banking or insurance
business and (11) 1is managed and controlled by
associated enterprises (within the meaning of Article 9
(Associated Enterprises), except that whether two
enterprises are associated will be determined for this

purpose without regard to the residence of either

enterprise) that are qualified persons.

Article 27

QFFSHORE ACTIV.TIES

1. The provisions of this Article shall apply
notwithstanding any other provis:ion cf this Convention.
However, this Article shall not apply where offshore
activities of a person constitute for that person a

permanent establishment under the provisions of Article §
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(rermanent Establishment) or a fixed base under the
provisions of Article 15 (Independent Personal Services).
2. In this Article the term "offshore activities"
means activities which are carried on offshore in connection
with the exploration or =xploitation of the sea bed and its

sub-so0o1l and their natural resources, situaced in one of the

States.
3. An enterprise of one of the States which carries on
offshore activitles In the other State shall, subject to

paragraph 4, be deemed to be carrying on, 1in respect of
those activities, busin2ss .o that other Staz2 through a
permanent establishment situated therein, unless the

of £shore activities in questicn are carried on in the other
State for a period or periods not exceeding 1in the aggregate
30 days 1in a calendar year.

For the purposes of this paragraph:

a) where an enterprise carrying on offshore
acrivities 1in the other State 1is associated with
another enterpr.se and that cther enterprise continues,
as partc of'the same project, the same offshore
activities that are or were being carried on by the
first-mentioned ent2rprise, and the Aafore-mentioned
activities carried on by both enterprises - when added
together - exce=2d a per:2d of 30 days., then each

enterprise shall 2e Zeered to ke carrying on 1ts
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activities for a period exceeding 30 days in a calendar

year;

b) an enterprise shall be regarded as associated
with another enterprise if one holds directly or
indirectly at leas*: one third of the capital of the
other enterprise or if a person holds directly or
indirectly at least one third of the capital of both
enterprises.

4. However, for the purposes of paragraph 3, the term
"offshore activities" shall be deemed not to include:

a) one or any combination of the activities
mentioned in paragraph 4 of Article S (Permanent
Establishment) ;

b) towing or anchor handling by ships primarily
designed for that purpose and any other activities
performed by such ships; or

c) the transport of supplies or personnel by ships
or aircraft in international traffic.

S. A resident of one of the States who carries on
offshore activities 1n the other State, which consist of
professional services or other activities of an independent
character, shall be deemed to be performing those activities
from a fixed base in the other State if the offshore
activitlies in question last for a continuous period of 30

days or more.
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6. Salaries, wages and other similar remuneration
derived by a resident of one of the States in i1esvect of an
employment connected with offshore activities carried on
through a permanent establishment in the other State may, to
the extent that the employment is exercised offshore in that
c.her State, be taxed in that other State.

7. Where documentary ev1dencé is produced that tax has
beer pvaid in the United States on the items of income that
may be taxed in the United States according to Article 7
{(Business Profits) or Article 15 (Independent Personal
Services) in connection with respectively paragraph 3 or
paragraph S of this Article, and according to paragraph 6 of
this Article, the Netherlands shall allow a reduction of its
tax, which shall be computed in conformity with the rules

laid down 1n paragraph 2 of Article 25 (Methods of

Elimination of Double Taxation).

Article 28

NON-DISCRIMINATION

1. Nationals of one of the States shall not be

subjected 1in the other State to any taxation or any require-

ment connected therewith, which 1s other or more burdensome

than the taxation and connected requirements tu which

nat:onais of that other State in the same clrcumstances are

or may be subjected. This provision shall, notwithstanding

1

- - 3 Y [ e a0 - ’
ne provisions of Arcicl ¢ - !Gerneral €Sccpe), also apply to
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persons who are not residents of one or both of the States.
However, for the purposes of United States tax, a United
States national who is not a resident of the United States
and a Netherlands national who is not a resident of the
United States are not in the same circumstances.
2. The taxation on a permanent establishment which an
enterprise of one of the States has in the other State shall
not be less favourably levied in that other State than the
taxation levied on enterprises of that other State carrying
on the same activitles. This provision shall not be
construed as obliging cne of the States tc grant to
residents of the other State any personal allowances,
reliefs, and reductions for taxation purposes on account of
civil status or family responsibilities which it grants to
its own residents.

3. Except where the provisions of paragraph 1 of
Article 9 (Assoclated Enterprises), paragraph S of Article
12 (Interest), or paragraph 4 of Article 13 (Royalties)
apply, lnterest, royaltles and other disbursements paid by a
resident of one of the States to a resident of the other
State shall, for the purposes of determining the taxable
profits of the first-menz.oned resident, be deductible under
the sume conditions as :f they had been pald to a resident

0f the first-mentioned Stiate

o

Snterprises <f <one of =ne States, the capital of

which 1s wholly or gar-c.ly cowned or ccatrolied, directly or
Yy £
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indirectly, by one or more residents of t-e other State,
<shall not be subjected in the first-me.._.ioned State to any
raxa-icn or any reguirement cconnected therewith which is
other or more burdensome than the taxation and connected
requirements to which other similar enterprises of the
first-mentioned State are2 Or may be subjected.

5. Contributions pa:d by, or on behalf of! an
ind:ividual who exercis=s an emp.oyment and wnc 15 a resident
of one of the States cr who is t=mporarily present 1n that
Szate, LO a pension p.an that 1s recognized £{or tax purposes
1n the other State wil., .n d=stermining the :income derived
from his employment, be treated i1in the same way for tax
purposes 1in the first-menzicn=d State as a contribution paid
to a pension plan that :s recognized for tax purposes in
that first-mentioned Sta:=, provided that

a) such 1i1ndividual 1s not a national of the

b) such 1ind:ividual was contributing to such

pension plan belicre ne c=cam: a resident of the

f.rst-menticned State Cxilr2 he became temporarily

nresent 1n that State; and

S thE CIompelenl altnirily of the first-mentioned
State agrees that the pension plan corresponds to a
censicn plian reccinized fcor
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6. Nothing in this Article shall be construed to
prevent or limit the application by either State of its tax
on branch profits described in Article 11 (Brancﬁ Tax) .

7. The provisions of this Article shall,
notwithstanding the provisions of Article 2 (Taxes Covered),
apply to taxes of every kind and description imposed by one

of the States or a political subdivision or local authority

thereof .

Article 29

MUTUAL AGREEMENT PROCEDURE

1. Where a person considers that the actions of one or
both of the States result or will result for him in taxation
not in accordance with the provisions of this Convention, he
may, irrespective of the remedies provided by the domestic
law of those States, present his case to the competent
authority of the State of which he is a resident or
natinnal.

2. The competent authority shall endeavour, if the
objecticn appears to it to be justified and 1f it 1is not
itself able to arrive at a satisfactory soclution, to resolve
the case by mutual agreement with the competent authority of
the other State, with a view to the avoidance of taxation
which is not in accordance with the Convention. Any
agreement reached shali be 1mplemented notwithstanding any

time limits or other procedural limitaticrs in the domestic
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law of the States, provided that the crmpetent authority of
the other State has received notificat® n that such a case
exists within six years from the end of the taxable year to
which the case relates.

3. The competent authorities of the States shall
énd:avour to resolve by mutual dgreement any difficulties or
doubts arising as to the 1nterpretcation or appliﬁation of
the Convention. In car-icular the competert authorities of

th

if]

States may agree:
a) to the same attribution of inccme, deductions,
credits, or allowances of an enterprise of one of the

States to its permarnent establishment situated in the

other State;

b) to the same allocation of income, deductions,
credits, or allowances between persons;

C) to the same characterization of particular
1zems of income;

d) to the same application of source rules with
respect toO particular items of lncome;

e, to a common mranuny of a term;

f£) to increases :n any specific amounts referred
> rellect economic or monetary
davelopments; ard
provis:ions of

1nes, and interest
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in a manner consistent with the purposes of the

Convention.

They may also consult together for the elimination of double
taxation in cases not provided for in the Convention.

4. The competent authorities of the States may
communicate with each other directly for the purpose of
reaching an agreement in the sense of the preceding
paragraphs.

5. If any difficulty or doubt arising as to the
interpretation or application of this Convention cannot be
resolved by the competent authorities in a mutual agreement
procedure pursuant to the previous paragraphs of this
Article, the case may, 1f both competent authorities and the
taxpayer(s) agree, be submitted for arbitration, provided
the taxpayer agrees in writing to be bound by the decision
of the arbitration board. The decision of the arbitration
board in a particular case shall be binding on both States
with respect to that case. The provisions of this paragraph
shall have effect after the States have so agreed through

the exchange of diplomatic notes.

6. If the competent authority of one of the States
becomes aware that the law of one or the States 1s or may be
applied in a manner that may impede the full implementation
of this Convention, that competent authority shall inform

the competent authority -f che other State 1n a timely
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ms ner. At the request of one of the States, the competent
authorities shall consult with each other with a view to
establishing a basis for the full implementation of this
Convention. The consultations described in this paragraph
should begin within six months of the date on which the
competent authority of the first-mentioned sState informed

the competent authority of the other State.

Arcicle 30

EXCHANGE OF INFORMATION AND ADMINISTRATIVE

ASSISTANCE

1. The competent authorities of the States shall
exchange such information as 1s necessary for carrying out
the provisions of this Convention or of the domestic laws of
the States concerning taxes covered by the Convention
insofar as the taxation thereunder 1is not contrary to the
Convention, 1including for the assessment, collection,
administration, enforcement, prosecution before an
administrative authority or 1init:ation of prosecution before

a judicial body, or determination of appeals with respect to

the taxes covered by the Convention. The exchange of

information 1s not restricted by Article 1 (General Scope) .

Any in.ormation received by one of the States shall be

ated as secret in the same manner as information obtained

under the domestic laws 2f tha-

State and shall be disclosed

only to persons or authcrizies

tinclud.ng courts and
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administrative bodies) involved in the above functions in
relation to taxes covered by'the Conver.tion. Such pefsons or
authorities shall use the information only for such |
purposes. They may disclose the information in public court
proceedings or in judicial decisions. A State may use
information obtained under this Convention as evidence
before a criminal court only if prior authorizatién has been
given by the competent authority which has supplied the
information. However, the competent authcrities may mutually
agree to wailve the condition of prior authorization.

2. If information is requested by one of the States in
accordance with this Article, the other State shall obtain
the information to which the request relates in the same
manner and to the same extent as if the tax of the first-
mentioned State were the tax of that other State and were
being imposed by the other State. If specifically requested
by the competent authority of a State, the competent
authority of the other State shall endeavor to provide

information under this Arc:

)

le in the form of depositions of
witnesses and authenticated copies of unedited original
documents (including books, papers, statements, records,
accounts, and writings., to the same extent such depositions
and documents can be obtained under the laws and
administrative practices of that other State with respect to

1S own taxes.
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3. The States may release to the arbitration board,
established under the provisions of paragraph 5 of Article
29 (Mutual Agreement Procedure), such information as is
necessary for carrying out the arbitration procedure. Such
release of information shall be subject to the provisions of
Article 32 (Limitation of Articles 30 and 31) and to
paragraph 2 of this Article. The members of the arbitration
board shall be subiect o the limitations on disclosure
described in paragragh 1 0of this Article wi:th respect to any

information so released.

Article 31

ASSISTANCE AND PPORT

IN COLLECTION

1. The States undertake to lend assistance and support
to each other in the collection of the taxes which are the
subject of the present Convention, together with interest,
costs, and additions to the taxes and fines not being of a

penal characcter.

2. In the case of applicat:ons for enforcement of

taxes, revenue claims of each of the States which have been
finally determined may be accepted for enforcement by the

other State and collected in that State in accordance with

the laws applicable to the enfzrcomens and collection of its

own taxes. The State to which application is made shall not
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be required to enforce executory measures €»or which there is
no provision in the law of the State making the application.

3. Any application shall be accompanied by documents
establishing that under the laws of the State making the
application the taxes have been finally determined.

4. The assistance provided for 1n this Article shall
not be accorded with respect to the citizens, corporations,
or other entities of the State to which aoolication is made,
except 1n cases where the exemption or reduced rate of tax
granted under the Convention to such citizens, corporations
or other entities has, according to mutual agreement between
the competent authorities of the States, been enjoyed by

persons not entitled to such kenefits.

Article 32

LIMITATION OF ARTICLES 30 AND 31

In no case shall the provisions of Articles 30
(Exchange of Information and Administrative Assistance) and
31 (Assistance and Support in Collection) be construed so as
to 1mpose on one of the States the obligation:

a) to carry out administrative measures at
variance with the laws and administrative practice of
that or of the other State;

b) to supply informat:on which 1s not obtainable
under the laws or in the normal course of cthe

administraticn cf chat or of the other State;
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) to supply information which would disclose any
trade, business, industrial, commercial, or
professional secret or trade process, or information,

the disclosure of which would be contrary to public

policy.

Article 33

DIPLOMATIC AGENTS AND CONSULAR OFFICERS

-

1. Nothing in this Convention shall affect the fiscal
privileges of diplomat:c agents or consular officers under
the general rules of international law or under the

provisions of special agreements.

2. For the purposes of the Convention an individual,

who 1s a member of a diplomatic or consular mission of one
of the Scates in the other State or in a third state and who
1s a national of the sending State, shall be deemed to be a
resident of the sending State, but only if he is subjected
therein to the same obligations in respect of taxes on
income as are residents of that State.

| 3. The Convention shall not apply to international
organizations, to organs or officials thereof and to

individuals who are members of a diplomatic or consular

mission or a third State, being present in one of the States

and who are not subjected in either State to the same

cbligations in resp=ct of taxes on income as are residents

of that State.
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Article 34

REGULATIONS

1. The competent authorities of the States may by

mutual agreement settle the mode of application of Articles
10 (Dividends), 11 (Branch Tax), 12 (Interest), 13

(Ruyalties) and 26 (Limitation on Benefits).

2. With respect to the provisions of this Convention

relating to exchange of information and mutual assistance in
the collection of taxss, the competent authorities may, by
commcn agreement, prescribe rules concerning matters of
procedure, forms of application and replies thereto,
conversion of currency, disposition of amounts collected,
minimum amounts subject to collection, and related matters.

3. The competent authorities of each 2f{ the States, 1in
accordance with the practices of that State, may prescribe
regulations necessary to carry out the other provisions of
this Convention.

4. Where tax has been levied at source 1n excess of
the amount of tax chargeable under the provisions of
Articles 10 (Dividends), 12 (Interest]) or 13 (Royalties),
applications for the refund of the excess amount of tax must
be lodged with the comp=tent authority of the State having
levied the tax, within a period of three years after the
expiration of the calendar year in which the tax has been

levied.
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Article 35

EXEMPT PENSTION TRUSTS

1. Subject to the provisions of paragraph 2, income
referred to in Articles 10 (Dividends) and 12 (Interest)
derived by a trust, company or other organization
ccnstituted and operated exclusively to administer or
provide benefits under one or more funds or plans
eszablished to provide rn=nsicn, ratirement Oor other employee
benefi:zs shall be exempt from tax 11 one of the States 1f it
1s a resident of the other State according to the laws of
that other State and its income is generally exempt from tax
in that other State.

2. The provisions of paragraph 1 shall not apply with
respect to the income of a trus:, company or other
organization from carryilng on a trade or business or from a

related person other than a person referred to in paragraph

1.

n

Arz.ci.e 35
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EXEMET QRGANIZATIONS

1. A trust, company or other organization that is a

rzs.dent of one of the States according to the laws of that
State and that is operated exclusively for religious,
charitable, scientific, educaticral, or public purposes

shall b2 exempt from Tax
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a) such trust, company or other ¢ _janizat.on is
exempt from tax in the first-mentioned State, and
b) such trust, company or other organization would
be exempt from tax in the other State in respect of
such items of income if it were organized, and carried
on all its activities, in that other State.

2. The provisions of paragraph 1 shall not apply with
r28L<TT TO the inc-om2 ~f 3 trus-, companv ~~ nther
organization from carry:ng on a trade or business or from a
related person cther than A perscn referrec to in paragraph
1.

3. The competent authorities of the States shall in

mutual agreement develop procedures for implementing this

Article.
CHAPTER VI
FINAL PROVISTONS
Article 37
ENTRY INTC TORCE
1. This Convention shall enter into force on the

thircieth day afrter tha2 later cf the dates on which the
respective Governments have nct:f.ed each other 1n writing
that the formalities constitutionally required in their
respactiva States have tean cornlied with, and its

[P

provisions shall have effect for taxable years and periods

(%)

beginning, or in th2 casz c2f taxes payable at source,
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rayments made, on or after the first day of January in the
year following the date of entry into force.

2. Notwithstanding paragraph 1, where any greater
relief from tax would have been afforded to a person
entitled to the benefits of the Convention signed at
Washington on April 25, 19438, between the Kingdom of the
Netherlands and the United States of America with respect to
taxes on income and certaln other taxes, mod:fied as set
forth in the Protocol of Exchange of Instruments of
Ratification signed at Washington on December 1, 1948, and
subsequently modified and supplemented by th= Supplementary
Convention signed at Washington on December 30, 1965 ("priof
Convention”"), under that Ccnvention than under this
Convention, the prior Convention shall, at the election of
such person, continue 7o have effect in its entirety for a
twelve-month period from the date on which the provisions of
this Convention would otherwise have effect under paragraph
1.

3. Subject to the provisions of paragraph 4, the prior
Convention shall ceas= tc have =ffect when the provisions of
this Convention take effect in accordance with paragraphs 1
and 2.

2. This Convention shail.

Lot arrect any Agreement in

torce extending the Convention signed at Washington on April

29, 1948, 1n accordance with Article XXVII thereof.
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Article 38

TERMINATION

This Convention shall remain in force until terminated
by one of the States. Either State mav terminate the
Convention, through diplomatic channeis, by giving notice of
termination at least six months before the end of any
calendar year after the expiration of a period of five years
from the date of its =ntry i1into force. In such event the
Convention shall ceass to have effect for taxable years and
periods beginning, or in the case of taxes pavable at
source, payments made, after the end of the calendar year in
which the notice of termination has been given.

IN WITNESS whereof the undersigned, duly authorized
thereto, have signed this Convention.

DONE at ... ...t this.......... day
of ... , 1n duplicate, in the English and
Netherlands languages, the two texts being equally’

authentic.

FOR TEEZ GOVERNMENT 77 THIZ "WITEZT STATES OF AMERICA:

FOR THE GOVERNMENT OF THE KINGDCM OF THE NETHERLANDS:



Understanding regarding the Convention between th: United
States of America and the Kingdom of the Netherlands for the
avoidance of double taxation and the prevention of fiscal

evasion with respect to taxes on income, sianed on ......

I. In reference to paragraph 1 of Article 4 (Resident).
Tr s understood tnar for purposes of the Convention, the
Government of one of th2 States, 1its polit:ical subdivisions

or local authorities ar2 to be considered as residents of

that sState.

II. In reference to paragraph 4 of Article 4 (Resident).
It 1s understood that, :f a company is a resident of the
Netherlands under paragraph 1 of Article 4 (Resident) and,
because of the application of Section 269B of the Internal
Revenue Code, such company 1S a.so a resident of the United
states under paragraph 1 of Article 4 (Resident), the
question of 1ts residency for the purposes of the
app.:cation of this Convention sha.l be subject to a mutual

a

Vo]

reement procedure as la:d down in paragraph 4 of Article 4

o
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)
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IITI. In reference to Article 7 (Business Profits;.
It is understood that with respect to paragraphs 1 and 2 of
Article 7 (Business Profits), where an enterprise of one of
the States carries on business in the other State through a
permanent establishment situated therein, the profits of
that permanent establishment shall not be determined on the
basis of the total income of the enterprise, but shall be
determined only on the basis of that portion of the income
of the enterprise that 1s attributable to the actual activi-
ty of the permanent establishment in respect of such busi-
ness. Specifically, in the case of contracts for the
survey, supply, installation or construction of industrial,
commercial or scientific equipment or premises, or of public
works, when the enterprise has a permanent establishment,
the profits attributable to such permanent establishment
shall not be determined on the basis of the total amount of
the contract, but shall be determined on the basis only of
that part of the contract that is effectively carried out by
the permanent establishment. The profits related to that
part of the contract that is carried out by the head office
of the enterprise shall not be taxable in the State in which

the permanent establishment 1s s:.tuated.
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IV. ln refefence to Article 9 (As<so..ated
Enterprises), Article 12 (Iaterest) and Article
29 (Mutual Agreement Procedure).
Nothing in paragraph 1 of Article 9 (Associated Enterprises)
or paragraph S of Article 12 (Interest) shall prevent either
State from determining the appropriate amount of interest
deduction of an enterprise not only by reference to the
amount of 1interest w:itii r=sp=ct to any particular debt-claim
but also by reference to the overall amount »f debt capital
Of tne enterprise. [n tnhe context of a mutua. agreement

N T T
e Y

2re under Artic.2 I Mutual Agreemen: Procedure), the

Ty

amount of the interest deduction shall be determined in a

-

manrar consistent with ths principles of paragraph 1 of
Article 9, by reference to conditions in commercial or
financial relations which prevail between independent
enterprises dealing at arm’'s length. Those principles are

more fully examinec and =xpla:in2d i1n OECD publications

regarding "thin capitalization".

v, In reference to Article 3 (Associated Enterprises) and
Article 29 (Mutual Agreement Procedure)
-noaccordance with pavasrapn ¢ 0f Article 29 (Mutual Agree-

ment Procedure) the corpetent

Y
Al

uythoricies shall endeavor to
zase of double taxation

tr 7f incocme  deducticne,
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Cicdits or allowances caused by the application of internal
iaw regarding thin capitalization, earnings stripping, or
transfer pricing, or other provisions potentially giving

rise to double taxation. In this mutual agreement procedure,

the proper allocation of income, deductions, credits or
allowances under the Convention will be determined in a
manner consistent with the principles of paragraph 1 of
Article 9 (Associated Enterprises) by reference to condi-
tions in commercial or financial relations that prevail
between independent enterprises dealing at arm’'s length.
Consistent with the mutual agreement procedures of other
income tax conventions, 1including those entered by both
States, a procedure under Article 29 (Mutual Agreement
Procedure) concerning an adjustment in the allocation of
income, deductions, credits or allowances by one of the
States might result either in a correlative adjustment by
the other State or in a full or partial readjustment by the

first-mentioned State of its original adjustment.

vi. In reference to subparagraph 2(a) and paragraph 4 of
Article 10 (Dividends).

It 1s understood that a beneficial owner of the dividends,

who holds depository receipts or trust certificates evidenc-

ing beneficial ownership of the shares 1in lieu of the shares

themselves in the company in guestion, may also claim the
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tr2aty benecfits of subparagraph 2(a) of Article 10
(Dividends). In addition, it is understoonc that where a
person loans shares (or other rights the income from which
is subject to the same taxation treatment as income from
shares) and receives from the borrower an obligation to pay
an amount equivalent to any diviaend distribuciop made with
respect to the shares or other rights loaned during the term
of such loan, such person shall be treated as the beneficial
owner of the dividend pa:d with respect to such shares or
other rights for purposes of the application of Article 10

(Dividends) to any such =gulvalent amount.

VII. In reference to paragraph 1 of Article 14 (Capital
Gains).
In determining for purposes of paragraph 1 of Article 14
(Capital Gains) whether the assets of a corporation resident
in the United States consist, directly or indirectly, for
the greater part of real property situated in the United
States and whether the stock of such corporation is a
"United States real property interest", the_Uniced States
confiirms that 1t will ta«: 1ntc account the fair market
vaiu2 0of all of the ass-=is of trn= corporation, including
intar.jyible business assets such as goodwill, whether or not
appearing as an asset on the balance sheet for tax purposes,

going concern value and :intellectual property.



-6 -

VIl.. In reference to paragraph 8 of *~ticle 11 (Capital

Gains) .
It is understood that paragraph 8 of Article 14 shall not
apply to an alienation of property by a resident of one of
the States if tne tax that would ctherwise be imposed on
such alienation by the other State cannot reasonably be
impcsed or collected at a later time. For example, under the
domestic law of the United States, a foreigr corporation
that qualifies as a "Un:itsd States real property holding
corporation”" is taxed in some circumstances 1f :t transfers
its assets to a United States corporation in a reorganiza-
tion. In such a case, only if the shareholders of such
foreign corporation agrs= 12 r2duce basis (if and only to
the extent available) kv "closing agreement" can the tax
that otherwise would be .mposed on such alienation be

reascnably imposed or collected at a later time.

IX. In reference to paragraph 4 of Article 19 (Pensions,
Annuities, Alimony).

It is understood that the term "other public pensions" as

used in paragraph 4 of Art:icle 19  Pensions, Annuities,

Alimony) 1s intended to refer to United States tier 1

Rallroad retirement benefi:s.

X. In reference to Article 26 (Limitation on Benefits) .
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It is vnderstood that a taxpayer claimino benefits under the
Convention must be able to provide upcn request sufficient
proof to establish tha taxpayer’s entitlement to such
benefits. It is further understood, however, that the need
to provide proof that a zaxgayer fulfills the requirements
of Article 26 (Limitation on Benefits) can 1mpose a severe
administrative burden on the taxpayer.
It is understood, therszfcre, that the competent authorities
will endeavor to deveicp by mutual agreement r=asonable
procadures for the per:odic reporting of the facts necessary
to support entitlement to benefits. In developing such
procedures, the competent authorities will strive to mini -
mize the frequency of reporting. For example, once an
entitlement to benefits has been documented and in the
absence of relevant changes 1in the facts and circumstances,
a taxpayer should not be required annually to provide proof
that h2 s entitled o the benef.:

-~

s of the Convention,
provided he reports relevant changes in facts and circum-

stances.

XI. In reference to paragraphs 1(d) and 4 of Article 26

(Limitation on Benefits) .

It 1s ungerstood that the proof a L.tch resident investment

organ:

td
(1

)

atricn a "beleggzini3sinstellina

N the sense of

Art izl

17
(v

tH

of the "Wet cp de vennootschepsbelasting 1969")
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has of the number of its Dutch resident individual and
corporate shareholders as'a result of the procedure used by
such Dutch resident investment organization when claiﬁing a
reimbursement of tax withheld on its foreign dividend and
interest income under paragraph 1(b) of Article 28 of the
"Wet op de vennootschapsbelasting 1969", can be used by such
Dutch investment organization to show that it fulfills the
requlirements of paragraph 1(d), respectively paragraph 4 of

Article 26 (Limitation on Benefits).

XII. In reference to paragraph 2 of Article 26
(Limitation on Benefits).
As 1illustrated by the following examples, it is understood
that in applying the rules of paragraph 2 of Article 26
(Limitation on Benefits), the proportionate share of activi-
ties of a resident of one of the States that are a component
part of or directly related to a trade or business conducted
by another resident of that State who claims treaty benefits
may be attributed to the latter resident under subparagraph
2(e) for purposes of applying the substantial trade or
business test under subparagraph 2(c). In addition, for
purposes of subparagraph 2(c), the proportionate share of
acrtivicies of a resident of one ot the States attributable
*o a trade or busin=ss conducted in the other State will be

used for purposes of the test under subparagraph 2(c).



iiLCo, a Netherlands corporation, owns 100 percent of the
stock of USCo, a U.S. corporation, and 50 percent of the
stock of NLSub, a Netherlands corporation. FCo, a French
corporation, holds the remaining 50 percent of the stock of
NLSub. NLCo and FCo do not directly conduct an active trade
or business. USCo and NLSub are engaged in the same active
trade or business. Fcor =3ith cf the four mos: recently
concluded taxable years, the asset values, gross income and
payroll expenses of these corporations that are attributable

to the trade or business were as follows:

USCo NLSub
Assets $300 $50
Income 50 10
Payroll 60 10

NLCo receives payments of interest and dividends from USCo.
In order for these payments to be entitled to treaty bene-
fits under paragraph 2 of Article 26, NLCo must be consid-
ered to be engaged in the active conduct of a substantial
trade or business in the Netherlands. Under subparagraph
2'c., the ratios of the assets, 1ncome and payroll attribut-

able tc NLCo to the assets, income and payroll attributable

to USCo ~must be at least 17

~ -
percent.
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NLCo has no assets, income or payroll that a-e attributable
to the trade or business. The assets, ..acome and payroll of
NLSub that are related to the trade or business may be
attributed to NLCo, however, under subparagraph 2(e) (vi),
since NLCo and FCo togecher have a controlling beneficial
interest 1n NLSub and FCo is a resident of a member state of
the European Communities. In accordance with subparagraph
2(e), therefore, 50 percent of NLSub’s assets, income and
payroll are attributed to NLCo for purposes »>I paragraph

2(¢c). The amounts attributed to NLCo and ths p=2rcentage of

USCo's corresponding amcunts are as follows:
NLCo NLC2 as a rercentage of USCo
Assets $25 8.3
Income S 1C.0
Payroll ) 8.3

Since none of these percentages 1s greater than 10 percent,
NLCo 1s rnot entitled to benefizs under Article 26 under the
general test of paragraph <.cC. . Moreovér, application of the
~hree-year average rule under that paragraph does not change
the result, 