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Norember 1943.

A UNITED NATIONS BANK FOR RECONSTRUCTION AND
DEVELOPMENT.

ONE' of the important inteinationiai ecmomie and financial problemns which
will confront thie [i -ii ted Nations at the end of the war x~ill be te h Lit pr ecedented
need for foreignri capital. In the areas devastated Iby ,wa or plundered alnd

ravaged b, tile elneny factories and mines. public utilities and railroads, public
htinillings'and publit Woinks will have to be repaired or restored. In all of tihe
t nited Natiois, industries now producing war;l goods will requiire capital for
rleciIlVersion to peacetine production. FIimii in in man areas of the wI0rll, large
iive"stfIcuir will he telieded for indtlstri, agriiultiiia a II Hinmercial
IdeveIlopment.

Cointlries whose productive (ajacity has beetJ serioiisl il paired Iy' warl
will find that their industries cannot provide the (apital goods aed their people
inilnot provide the savirngs thee require for re(ollstIuction. Most mniildustrial
coitrliies ;ill of necessity 1}e dellJ)deillt up on ireignl ilvestmeniiit to acquire the
funillids for the puirclase (4 mJachillerl i eiquipmient, and other capital goods for
Bdevelopmn0ent. Alid eve l i o I se couhntries where a considerablie part of tile nieed

f r capital can be met loaly, there will e some wed fi foreign apisd to
suppiIlemeint the fuods that can be raised at horle.

With the return of ain assured peace, private financial agencies lay lIbe
exJpecoted to suIIpply most oif the rneeded short tern foreign capitali. VWhen the
shitppintg situation is ismproved and peatcrime ind hstry here atnd airolad has
recovered, maivny business firms will be eager to sell thieirn proIts abroad oil
Ireasolia}ile and even gencious credit terms. And hianks likewise , ill hlasteil ti)
expand their foreign Iblsiness, reopening andI estaiblishling bliIranles abroad, land
isastsitiing in thle finantcing of internationsa trade.

It is not unreasonable to hope that with tile returln of Jpeace there will alsr
e a ?Igradiual resumpti ion of long-terin intenanial investnent, particularly in
the forni of thie establishment of foreign branch plants and the acquiisition iof
shares in established foreign enterpri .s. With the grow th I F Il )fi dI 'w:e in
!nonetart stability, foreign investments will graiIuall1 v assume the form Iof publicly
floated loans to governoents andl municipalities, and to public utilities and other
inldustries

This flow of private capital to war-strickeii counltries will be encouraged by
ani adequate program of international relief and rehabilitation whicih helps to
i uickly restore to a working basis the economic life of those countries. Anotlher,

and poissibly even more important, stimulant to foreign investments. would be the
existence of an international agency, such as the International Stabhilization Funid,
designed to promote stability of foreign exchange rates and freedom tronm restric-
tioUns our thie withdrawal of earnings. Suth ail aagencyv could (Io muchl to enhiaine
the attractiveness (f Foreign investments.

While there will undoubtedly lIw substantial amounts s of long-term foreigen
investllent even in the early postwar period, the flow of capital to colintries
greatli¥ in need of foreign ca ital is likely to hbe inaderquate for malnv years to
(otne. Private capital will iriderstandinm:ly hesitate to venture aFbroad in any-
thiing like the required volume. It Ihas stfered too manyv losses from war, from
depreciatinig currencies. from exchange restrictions, ill( frlilll business failures
adl idefaults. There is little evidence to j ustify the hope that in the years
hnmediately after the mar investors will lend the large suIms that (4ll IW econTomi-
'ally used in foreign ceuntries.

Obviously. it wouihli be desitrabl e to encourage iii ever- wayx , the provision
of capital for productive purlp)ses thirough the usual private investment channels.
and to the extent that private investment is inadequate, to provide suplqlemenetal
facilities. The problem is flimdamentally an itinternational I problem and only
a II internoattional governmentil agency equipped ith broad powe rs and large
resource s can ellffectivelyel eincour age private capital to flow abroad in adequate
amonlts and provide a part of the capital not otherwise avnilable.

The primalry aim of such an agency should be to encourage prtivate capital
to go abroad for productir e investment by shiaring thile risiks of private investors
and by participation with private investors in large ventilures. The provision

[27i623:-1 ]
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oi some of thile capital needed for reconstruction and developnlment, where private
capital is unable to take thle risk, is intended to remain econdary in the
operations of such an agency. It should, of course, scrupulously avoid undler
taking loans that private investors are wiliniig to omake on reasonable terms. It
should performo only that part of the task which private capital cnairo do alone

The neld ror toreign capital will be .) great and tire provision of adeq uate
capital so important that it woud Ibe extremely slhortsit ilte to neglet th is urgent
international problem. I private ca)pital should sulfice there would then he little

'lr al inl itelrnaIltioll agellcy to i do, Ieyond elcotragirg ifavate investellnt. If,
however. private capital were tl) prove unlmble fulk to meet the needs, then suin]

ian intellational agency wonil he able to fill the breach until private capital again
flowed freelv and the demaud lfor foreign cap;iial thiroughout the world becanme
less urgent.

It is inperative that we recognize that the investment of productive cal)ita
in undeveloped and in cpital-needy countries means norit oi y that thorse tountries
will be able to supply at lower costs more of the goods the world needs, but that
they will at the same timne become better :arkets for' the world's goods. Byv
investing in countries in need of rcapital, the lending countries, therefore, helip)
themrnselves as well as the borrowing countries. If the capital made available
to foreigll countries would not otherwise have been cturpently employed, and
if it is used for productive llpurposes, then tile whole world is truly the gainer.
Foreign trade everywhere will be increased: the real cost of producing the goods
the world consumes will ie lowered; and the economic well-lbeing of the borrowing
ald leriding cImItries will Ibe iaisend.

One glreat contribution that the United Nations can make to sustained Peace
anrd world-wide prosperity is to make certain that adeqtiuate capital is available
on reasonable terms for productive uses in (apital-poor ciintries'. With abundant
capital, the devastated countries can move steadily townard rehabilitation and a
constantly improving standard of living. Nothi;g coulid be more con ducive to
pdaitical stability and to international collaboration. Without adequate supplies
of capital, however, recovery in Europe and Asia will be slow and sioradic, ailnd
econirnmic discontent and initernfationl bitterness will in time assume disturbing
proix)lrtiOns. To spend hundreds of billions to fight a war thrust uiron us and
Ithien to balk at investing a few billions to hell) assure peace and prosperity would
appear to be a singulardv Uaiwise policy.

Accompaning this memorandum is a draft ,proposal for a Ba k for LReon U
structior and Development of the United and Assoi ated Nations. The dlraft was
prepared Iby the technical staff of tile Uniited States ,Treasirv ii consultation with
the technical staffs of other dlepatments of this (Government. T'le proposal has
neither olfficial status nol the approval of any depa nar et ot' tiis (Governiment. It
is in outline form touching on the more important points alnd is intended only to
stiriulhte thoughtful discussion of the problem in the hope that such disc'usiio
will call forth constructihe critic1ism, suggesticens, and alternative proposals for
possihle i ater siumission to tile appropriate authorities andi to the puhlit.

A United i Nations Bank for Recnistruction andiI )epelopment is prolposed as
another international agencty needed to help attain and nmaintain world-wide
prosperitv after the war. It is designed as a col] pa iioil agency to an Inter
national Stabilization Fund. iLach agency could stand and function effectively
without the other; but the establishment of suchli a Banik would make easier thi
task of an International Stabhitlization Fund, and the successful operation of an
International Stabilization Fnrid would enhance the eflectivveness of tile Bank.
Together, the two institutions could help provide a sound financial foundation
on which private enterprise can build a prosperous world cinraomy.

II NRY5 M0R(1IV NTIIA, JR,
S,'retary of the Treasury.

'aslshington, D.C., Norember, 1943.



nited Sta ts Tlroasu ry Norember. 1943.

PRELIMINARY DRAFT OUTLINE OF A PROPOSAL FOR A UNITED
NATIONS BANK FOR RECONSTRUCTION AND DEVELOPMENT.

Preamble.

1. Thle provisionl of foreignl capital will be one ,f tile important inter-
nat ioial economic aniad fiul i al lob )plels of the postwar' periiod. .Man y countries
will require capital for reconstruection. for the converl:sion of their industries
to peacetimne needs. andi 'or the development of their productir e resources. Others
will filld that foreign investment i'ovides a growing market tr their goods.
Sound international investment can be of immlnse benefit to thile lending as weli
as to the biorIowinr comntrvies.

2. Even in the early postwar vearis it may be hloped that a co(nsidernhile

part of tihe capital lf internationl i nvaestment will be prmovided tIlluiogh priiat:'
ii vest ment channels. It wil undriiOiled(lv he iece~snai-v. however, to . Pcllrota?,e

private investment by assuming sonic of tie risks that will be especialy lia
immediately after tie wair ani to supplemnent private investiment with capital
providIed througnh interllational co-operation The United Nations Batik for
Recontstrltlimtl a nd Dievelopment is propoised as a Ipermaella t iistitutioni to
encoun'age and faclitate international investmelllt for sol nd and productive
purposes.

3. The Bank is intended to co-operate with priate financial aigerlties in
making axailable long-term caipital forL reconst[c-tion and development andi to
supplemnent such investment WhIere private agetiies are unable io mieel fill v
the legitimlate needs for capital for productive purposes. Tihe Bank would nake
I1) loans or iln-estlnents tihat (could be secuired from private iitvestoI'S on mreasolabloI
terms. The principal fun-tion of the Bank would be to guarlantee and participate
in loans made ibv private iilvestment ageniebs and to tend diirectly froni its own
resolrces whatever additional (-capital may be needed. The facilities of the Bank
would bie available only for approlved governmental and indu(istrial project s which
have been guaranteed lw natioal gaovern men ts. Operating ugntder these principies.
the Bank should he a powerful actor im encoureaging the provision of iprivate
capital for international investment-

4. Bv making certain that capital is available for productive uses onil
reasonable terms, the Bank can make an important cont ribution to enduri ig peace
and prosperity. With adequate capital. ailutries affeeted bL the war can move
steadilv toward ireconstrulctiol. and the newer coluntries can underltake the

economniic development of which they are capahble International investment for
these purposes can be a signlificant factor in expanding trade and in helping
to maintain a high level of business activitv throighout the world.

I. fTh, Purpo'ees of the Ban'k.

1. To assist in the reoinstruction and development of member rnoultries by
q-ope'rating with private titad (cial agencies in the piroisioln of capital for sound

and constructive international investment.

2. To provide (apitLa for reconstruction and development, under conditions
which will anmpl safeguard the Bank's funds, when private financial agencies
are unable to supply the needed capital for such purposes oji reasonable terlms
consistent with the borrowilng policies o(if member countnres.

3. To facilitate a rapid a id dsmooth tranjsitionl from a war-time econoyIV
to a [,eace-tilre eeIonom¥v Iy illreasiig tile flow of internationlal investlllent, and
ItIns to help avxoid selious disrulpt ion of the e(onomi' life of inlember countries.

4. To assist in raising tile prodtluctivitv of memiber countries by helping
to lniake available throIgh international collaiboration long-term capital for tihe
sound develollitent of plioidlctive resoIlrces.

5. To promote the long-range balanced growth of international triade
aloollg iMeriibei' countries.

[27623--11 ] 2
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II. Capital Striuatur of t*e Banik.

1. The authorized capital shall be equivalent to about $10 bil[ion consisting
of shares hating par value equal to $101,01)0.

2. The shares of the Baiik shall be non-transferahle. mm-assessable, ani
non-taxable. The liiability on shares shall be limited to tile unpaid portion ofi
tti: subscription price.

3. Each (Goernment whiol is a nmenler of the International Stabilization
Fllrni shill i subs ribe to a inllunhbr of shares to be deterlinled by an agrleed uprit
formulIa. 'IThe formnlula shall take into accotilt such relevant data as tfle iational
income and the internatiIonal trade of the ineiher country.

Such a formula would make the sulscriptionl of tile United States approxi-
mately one third of the total.

4. Payments onil subscriptions to the sharfes of thlie llnk shall be made as
follows:--

(a) The initial payment of each member ecountry shall be 20 per cent. of
its subscription, some portion of which (iot to exceed 21) per cent.)
shall he in gold and the remainder in local currency. The proportions
to be paid in gold and local currency shall be graduated accoxrding
to an agreed upon schedule which shall take into account the adequaey
of the gold and free foreign exchange holdings of each member
country.

(b) The member countries shall make the initial payments within 60 days
after the date set for the operations of the Bank to begin. The
remainder of their respective subscriptions shall be paid inll such
amunts and at such times as the Board of Directors may determine,
but not more than 20 per cent. of the sulscription may be ixiled in allN
one vear.

(C) Calls for furthter payment on subscriptions shall be uniform on all shares,
andl no calls shall be made unless funds are needed fol the operations
of the Bank. The proportion of subsequent payments to he made in
gohd shall be dletermined by the schedule in t -4-(a) as it applies to r
each member country at the time of each 'all.

5. A substantial part of the subscribed capital of the Bank shall be reserved
iln the form of unpaid subscript ions as a surety fund for the se ulrities 'nla ranteed
by thile Blank or issued by the Bank.

6. When the cash resources of the Bank are substartially in excess of
prospective needs, the Board may retuirn, subject to future c[il, uniform propor-
tions of the subscriptions. When the local currency lioldiiihns of the Bank exceedl
20 per cent. of thile subscription of any member coultuy, the Board may arrange to
repurchase withi local currlency some of thile sihares held hv such a country.

7. Each member countrv agrees to repurchase each year its local curtieilc
held by the Bank amounting to not more Iban 2 per cent. of its paid subscription.
paying for it with gold; provided. however, that :--

(a) ll re(iurement may be generall y suspended for any year by a three
fourths vote of the Board.

(b) No country shall be required to repurchase local currencv in any given
year in excess of one-half of thile alddition to its oticial h;oldings of gold
during the preceding year.

(e) The obligation of a member country to repurchase its local e urrency shall
he limited to the amount of the local currencyv paid on its subscription.

8. All member countries agree that all of tihe local currency holdings and
other assets of the Bank located in their country shall be free from any special
restrictions as to their use, except such restrictrons as ale consented to by the
Bank, and subject to IV-13, below.

9. Tihe resources and tile facilities of the Bank shall he used exclusively forll
the benefit of inmember countries.
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III--The In!ernationtal JJon'tary Unit.

1. The monetary unit of the Bank shaill he the Unitas of the International
Stabilization Fund (137 1/7 grains of fine gold, that is. equivalent to $10 .S,).

2. The Bank shall keep its accounts in terms of unitas. The local currency
assets of the Bank are to be guaranteed against any depreciation in their value
in terms of unitas.

IV.--Powers and Operations.

1. To achieve the purposes stated in Section 1, thile Bank may guarantee,
participate in, or make loans to any member country and through the government
of such country to any of its political subdivisions or to business or industrial
enterprises therein under conditions provided below:-

(a) The payment of interest and principal is fully guaranteed by the national
government.

(b) The borrower is otherwise unable to secure the funds from other sources,
even with the national government's guaranty of repayment. under
conditions which in the opinion of tie Bank are reasonable.

(c) A competent committee has made a careful study of the merits of the
project or the progran and, in a written report, concludes that the
loan would serve directly or indirectly to raise the productivity of
the borrowing country and that the prospects are favorable to the
servicing of the loan The majoritv of the committee making the
report strall consist of members of ihe technical staff of the Bank.
'Ihe committee shall include an expert selected by the country
requesting the loan who may or nmy not be a member of the technical
staff of thile Bank.

(d) The Bank shall make arrangements to assure the use of the proceeds
of any loan which it guarantees. participates in. or makes, for the
purposes for which the loan was approved.

(e) The Bank shall guarantee, participate in or make loans only at reasonable
rates of interest with a schedule of repayment appropriate to the
character of the project and the balance of payments prospects of the
country of the borrower.

2. In accordance with the provisions in IV1, above, the Bank may
guarantee in whole or in part loans made by private investors provided further:-

(a) The rate of interest and other conditions of the loan are reasonable.
(b) The Bank is compensated for its risk in guaranteeiing thile loan.

3. The Bank may participate, in loans placed through the usual investment
channels, provided all the conditions lisled under IV-i above are met except that
tile rate of interest may be higher than if the loans were guaranteed by the
Bank.

4. The Bank may encourage and facilitate international investment in
equity securities by securing the guarantee of goxernments of conversion into
foreign exchange of the current earnings of such foreign held investments, In
promoting this objective the Bank may also partici)ate in such investments, but
its aggregate participation in such equity securities shall not exceed 10 per cent.
of its paid in capital.

5. The Bank may publicly offer any securities it has previously acquired.
To facilitate the placing of such securities, the Bank may, in its discretion,
guarantee them.

(6. The Bank shall make no loans or investments that can be placed through
the usual private investment channels on leasonable terms. The Bank shall by
regulation prescribe procedure for its operations that will assure thile application
of this principle.

7 The Bank shall impose no condition upon a loan as to the particular
member country in which the proceeds of the loan must be spent; provided,
however, that tile proceeds of a loan may not be spent in any country which is not
a member country without the approval of the Bank.
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8. The Bank in making loans shall provide that:
(a) The foreign exchangrc in colnrection with the project or program shall

be provided by the Bank in thie currencies of the countries in which
the proceeds of the loan will be spent and only with the approval of
such countries,

(b) The local currency needs in connection with the project shall be largely
financed locally without the assistance of the Bank.

(c) In special circumlstances, where the Bank considers that the local part
of iany project cannot be filnalced alt home except on very unreasonable
ernis. it can lend that portion to the borrower in loall currenicv.

(d) Where the developmental plogram will give rise to an increased need
for foreign exchange for purlposes not directly' needed for that
program. yet resulting from the program, the Bank will provide anll
appropriate part of the loan in gold or desired foreign exchange.

9. When a loan is made by the Bank it shall credit the account of the
borrower with the amount of the loan. Payment shall ie mniade from this account
to meet drafts covering audited expenses.

10. Loans participated in or made by the Bank shall contain the following
pmyment provisions:-

(a) Payment of interest due on loans shall be made in currencies acceptable
to the Bank or in gold. Interest will be payable only on amounts
withdrawn.

(b) Payment on account of puricipal of a loan shall he in currencies
acceptable to the Bank or in gold. If the Bank and the borrower
should so agree at thie time a loan is ulmade paYlment on principal may
he in gold or, at the option of thile borrlower, in the cur ency actually
lborrowed.

(c) In event of an acte exchanige stringency the Bank may in its judgment
accept for periods not exceeding three years at a time the payments
of interest and principal in local curreincy, Tlhe Bank shall arrange
with the borrowing country for the relpurchase of such local currency
over a period of years on appropriate terms that safeguard the value
of the Bank's holdings of such curreney.

(d) Payments of interest and principal, whether made in member currencies
ior in gold, must he equivalent to the unitas value of the loan and of
the contractual interest thereon.

11. The Bank may levy a charge against the borrower for its expenses in
investigating any loan placed, guaranteedl participated in, 0or made in whole or
in part iby the Bank.

12. The Bank may gua rantee, participate in, or make loans to international
governmental agencies for ohjectives consonant with the purposes of the Bank,
provided that one half of the participants in the international agencies are
itnembelrs of the Bank,

13. In consideling all. application to guarantee, part cipate in, or make a
loan to a member (o)untryv, the Bank shall give due regard to the effect of such a
la ni on lusiness and financial condlitions in the country in which the loan is to te
spent, anml shall accordingly obtain the consent of the country affected.

14. At the request of the countries in which portions of the loan are spent,
tile Bank will repurchase for gold or needed foreign exchange a part of the
expenditures in the currencies of those countries made hy the blorrower from the
prrceds of the loan.

15. WIith the app royal of the representatives of the governments of the
Membl.r icountries involved, the Bank may engage in the following operations:--

(a) It may issue. buv ior sell, pledge. or discount any olf its own semirities
and obligations, or securities and ohligations taliken from its portfolio.
or securities which it has guaranteed.

(b) it rniy borrow from any membeer governmen ts, fiscal agencies, central
banks, stabilization funds, private financial institutions in member
countries, or from interlntional financial agencies.

(c) It may ibuy or sell fo'eiign exchange. after conmsultation with the Inter-
national Stabilization Fund, where such transactions are necessary in
connection with its operations.
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16. The Bank may act as agent or correspondent for the governments of
mrienber countries, their central hanks, stabhilization funds and fiscal agencies, and
for international financial institutions.

The Bank may act as trustee, registrar or agent in connection with loans
guaranteed, participated in, made, or placed througlh the Bank.

17. Except as otherwise indicated the Bank shall deal onlv with or
through--

(a) The governments of memnlpr countries, their central banks. stabilization
funds and fiscal arencies.

(b) The International Stabilization Fund and any other international
financial agencies owned predomurniant ly by mrember governments.

The Bantk mayv. nevertheless, with the approval of the member of the Board
represemting the government of the country concerned deal with the public or
ilnstitutiols of member countries in its (thle' Bank's) own securities or securities
which it has guaranteed.

18. If the Bank shall declare any country as snuspended from membership,
the mermber governments and their agentcies agree not to extend any financial
assistance to that country without the approval of the Bank until the country
has been restored to membership.

19. The Bank and its officers shall scruplously avoid interference in the
political affairs of any member coultry. This provision shall not limit the right
of an officer of the Bank to participate in the political life of his own country.

Tlhe Bank shall not be influenced in its dercisions with respect to applications
for loans by the political character of the government of the country requesting
a loan. Only economic considerations shall bie relevant to the Bank's decisions.

V-Management.

1. The administration of the Bank shall be vested in a Board of Directors
composed of one director and one alternate appointed by each member government
in a manner to be determined by it.

The director and alternate shall serve for a period of three years, subject to
tie Ipleasure of their government. Directors and alternates may be reappointed.

2. Voting by the Board shall be as follows:

(a) The director or alternate of each nmember country shall he entitled to
cast 1,000 votes plus one vote for each share of stock held. Thus a
government owning one share shall cast 1,(101 votes, while a govern-
ment having 1,000 shares shall cast 2,000 votes.

(b) No country shall fast more than 25 per cent. of the aggregate votes.
(c) Extpt where otherwise provided, decisions of the Board of Directors

shall be by simple majority of the votes vast, each member of the
Board casting the votes allotted to his government. When deemed
to be in the best interests of the Banik, decisions of the Board may he
made. without a meeting. by )olling the directori s on specific questions
submitted to them in sucli manner as the Board shall by regulation
provide.

3. The Board of D)irectors shall sele t a President of the Bank, who shall
he the chief of the operating staff of the Banik and ei officio a member of the
Board, and one or more vice-presidents. The President and vice-presidents of
thire Bank shall hold office for four years, shall ie eligible for re-lection, anid may
be removed for cause at any time by the Board. The staff of the Bank shall be
selected in accordance with regulations established hby the Board of Directors.

4. The Board of Directors shall appoint from among its members an
Executive Committee of not more than nine members. The President of the
Bank shall be an ea officio mnenmber of the Executive Committee.

The Executive Committee shall be continuously available at the head office
of the Bank and shall exercise the authority delegated to it by the Board. In
tile absence of ani member of the Executive Comrmittee. his alternate on the
Board shall act in his place. Members of the Executive Committee shall receive
appropriate remntreration.

5. The Board of Directors shall select an Advisory Council of seven
rmembers. Thie Coluncil shall advise with the (Board and the officers of the Bank
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on matteis of general policy. The Council shall meet annually and on such other
occasions as the Board raay iequest.

The members of the Advisory Council shall be selected from men of
outstanding ability, but not more than one member shall be selected from the same
(ountry. They shall serve for two years. and the term of any member may be
renewed. Members of the (Couincil shall be poid their expenses anid a remuneration
to IT fixed by the lmard.

6. The Board of D)irectors may appoint such other comnmittees as it finds
necessary for the work of the Bank. It may also appoint advisory committees
cliosen wholly or partially from persons not regularly ecmploVed byi the Bank.

7. The Board of Directtors Hay at aly meeting authorize any ofticers or
omlnittees of the Bank to exerise amty specified powers of the Board except

the power to mnake, guarantee or participate in loans. Such ixpwers shall be exer-
(ised in a smanner consistent with the general policies and practices of the Board.

The Board may by a three-fourths vote delegate to thie lxeutive Committee
ile power to nmake. guarantee or irtic iipate in loanils ill such aIncOI llts as nmay be
fixed by the Board. In passing upon applications for loans, the Executive
Committee shall act under the requirements specified for oath type of loan.

8. A member country failing to meet its financial obligations to the Bank
may be declared in default and it mna be suspendeed from membership during
the period of its default provided a mai oitv of the member countries so decide.
White i d er suspension, te country shall i denied the privileges of membership,

uit shall ibe su IeCt to the obii gatinIs of melhmbership. At ithe emi of ote "ear
the (ountry shall be tutomatiallYv dropped from iteinmbershiip in the Bank unless
it has been restored to good standling by a 1a tjor ft of thle inrrit er countries.

If a ntenler c(Intrv elects to withdraw or is droplpsed fromi the Bank its
shiares of siock shall, if the Bank has a siurplus, be reulrihased at the price paid
If the Bank's books show a loss, slchli oulntrY shall bear a proportionate shiare
of the loss. The Bank shall have 5 vears in which to liquidate ts obligations
to i memier withlidrawiig or dropped from the Bank.

Any mendber countrv that withdraws or is d· ropped fromnt the International
Stabilization Fund. shall relinlquish its membership in the Bank unless three
fourths of the menlmber votes favor its remaining' as a inellibel.

9. The yearly net profits shall be applied as follows

(t) AllI profits shall he distributed in proportion to shares held, except that
one-fourth of the profits shall be applied to surplus until the surplus
equals 20 per cent of the capital.

(b) Profits siall be payable in a country's local (1l'rejlc 3, or in gold at the
option of the Bank.

10. The Bank shall collect and make avvailable to member countries and to
the International Stabilization Fund financial and economic information and
reports relating to the operations of the Bank.

Member countries shall furnish the Bank with all information and data that
would facilitate the operations oFt he Bank.
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Qaestion 1.
On whtt principles will subscriptions to the capital of the Bank Ibe

apportioned among member countries ?

Reply.
The autiorised capital of the Bank is to be eqtuivalent to about $10 billion,

consisting of shares having a par value equal to 8100,00 (11 1). The Bank
is to it all international agency to whose (apitital all the Unrited and Associated
Nations will be expected to sublscribe, although,. of ourse, memlber countries
cannot subscribe equal amounts Each Government illii therefore, subscribe to
a iniimun u nlmbcer of shares to blie determin edrl accordinr¢ to aln agreed formula.

The draft proposal sets uI) no necessaryt relationship between the tapital
sulbscription of a ienmber counitr iv and the amount of loans which it may seture'
from or through the Bank. Nor is there any ne ilessary relationship between loa ins

lmade by the nationals of a member country and its subscription to the Bank.
However, subscriptions of member counftries wiil dldetermine th eir relative share in
the management of the Balnk. An appropriate formula should, therefore.
appor'tion slseriptio~ns among nmember coulntries on the basis of their ability to
provide capital for the Bank and the benefits they mnay cx ae~t to secure from the
operations of the Bank. The draft proposal does not preCSibce thie formula for
apportioninr g subscriptions. but s a tes that the agretd filrmula sl il take into
account such relevalnt data as national incorm e and tie national trade of the
nlmember country (11i 3).

The abrility of a country to subscribe to the capital of the Bank can best be
measured by its national income. Obviously. the great industrial countries will
have to provide the greater part of the capital of the Bank.r Thev are. at the
same time, the comuntries that are particularly interested in the maintenance of
foreign investment as lenders of funds abroad and as exporters of capital
equipment.

The maintenance of a high level of international investment will contrihbute
to the growth of world trade. All countriees, even those not directly involved in
international investment, will benefit from the expansion of world trade that will
result from the maintenance of the large and steady investment of capital by the
lending countries in the borrowing countries. Tihe volume of foreign trade,
therefore, will serve as a Convenient indication of the benefit that nmember
countries will derive from the maintenance of a high level of international
investment after the war.

In testing various formulas based on these factois it was found that a fairly
satisfactorv apportionment of subscriptions could bei secured ly requiring each
rneiler countrv to subsficribe an amount equal to 4 per cent. of its estimated
national income in 1940 and 6 per cent. of its average annual foreign trade in
1934 38. It might be desirable to adjust the subscription upward or downward
by as much as 20 per tent. of the amount determined by the formula where the
member country and the Bank conclude that such an adjustment would be
equitable.

The fornmila proposed is tentative. It appears approximniatelv satisfactory,
but no doubt other factors could reasonably lbe included. There will be an

oIportur!nitvy for the technical explrts of all ipartlicipatimun countries to consider
modlieation of the proposed formula.

Question 2,.

Will cap)ital of $10 billion be adequate for tile Bank. particularly if onlyi a
snmall part of the capital subscription is to be paid in ?

R ply
Tfhe capital of the Bank will serve two irposes: it will ie needed to assure

creditors of the adequacy of the Bailk's resources aind to provide working capital
for its daily operations.

Because the Bank's principal function is to encourage international
investmenit by private inetorst the surety aspect of the Ba nk s capital will be
of particular importan.e The Bank will encourage inteniatiolal Iinvestment
primarily ly acting as guarantor oin approved loans made by private investors.
T'he effectiveness o7 the Bank's guarantee must depend on the confidence of the
investing public in the capacity of the Bank to nmet its liabilities. It is probable
that a subscribed capital of $10 billion will make it possible for thie Bank to act
as ruarantor for two to three times this amount of loans without inpairing the
Iigth qullaitv of its guarantee.
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The Bank will also require capital for making and participating in loans
financed largely by private capital. Since these direct lending activities are
expected to be only of secondary importance, the Bank's requirements for working
capital will be comparatively small. Only 20 per cent. of the total subscribed
capital will be paid initially by member countries. It is believed that the
2 billion dollars paid in as capital will provide a fund of gold and the currencies
of member lountries sufficient to permit the Bank to make or participate in loans
in those cases in which the Bank's operations will take this form.

If the Bank should find it needs additional working capital, it would be
possible to call for further payments on capital subscription. subject only to the
limitation that not more than 20 per cent. may be called in any one year.
However, the Bank may prefer to acquire additional funds for its operations by
issuing its own debentures or by borrowing from financial institutions in member
countries. As discussed more fully in the answers to Questions 9 and 16, the
issuing of securities by the Bank to raise funds for its operations would be one
method by which private investors clould provide, through the medium of the
Bank, the capital needed for international investment.

It is not intended that the entire capital should he used directly in the
operations of the Bank. The tentative proposal requires that a substantial
portion of the subscribed Capital shall be reserved in the form of unpaid
subscriptions as a surety fund for its obligations as gruaralitor on or issuer of
securities. Since these funds are to be reserved for this specific purpose, there
is no reason for imposing an unnecessary burden on member Governments by
requiring full payment of subscriptions. The assurance of adequate capital
desired by holders of securities guaranteed or issued by the Bank is fully provided
by the oibligation of member Governments to meet the lunpaid portion of their
submscriptions.

It should be again emphasised that the primary function of the Bank will
not be to provide loans directly out of its own resources but to act as guarantor
on securities sold to private investors, Whatever lending the Bank does out of its
own resources, either as a participant with private investors or as the sole lender,
is expected to be small relative to its operations as guarantor. For such purposes
the paid-in capital of the Bank should be more than adequate.

The averag e annual volume of international investment by the leading
industrial countries in the period from 1923 to 1937 was somewhat less than
$3 billion a year. A consilerable part of this, perhaps as much as one-fourth,
was in the form of direct investment for which funds were genermlly not raised
in the capital market. It is quite probahle, too, that if the Bank had been in
existence it would not have undertaken to guarantee or lend on some of the issues
that were floated in this period. Moreover, even with the Bank in operation a
considerable part of all international investment will continue to be made directly
through the usual investment channels without any recourse to the facilities of
the Bank. Under the circumstances it would seem to be clear that, even if the
volume of international investment should he greater than in the period from
192/-37, a Bank for Reconstruction and Development with a subscribed capital
of $10 billion would have sufficient resources to facilitate and encourage the
maintenance of an adequate volume of international investment in the post-war
period.

Question 3.
Why is it necessary to have anlly gold subscription to the Bank. or for the

Bank to hold any gold resources?

Reply.
The Bank must hold resources that will enable it to serve the interests of

borrowers and lenders. This is possible only if the Bank holds sufficient gold to
acquire the nmember currencies it may need. An adequate holding of gold will
enable the Bank to maintain the liquidity it requires for its operations.

Where the Bank participates in loans or makes loans directiv it will be
n essary to provide the borrower with the currencies of the countries in which
it is proposed to procure the equipment and supplies. If the Bank could lend
oilv in the currencies it holds, the borrowers would be restrictedl to obtaining
thr goods in the countries whose currencies haplpened to be available, even thougf
more suitable equipment or better prices could be obtained elsewhere.
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With its holdings of gold, the Bank could acquire tile currency of any
member country and make or participate in approved loans it would otherwise
have to refuse. Inl this way it is possible for tile Bank to avoid a typeof
bilateralisin in capital transactions which may restrict trade andl may involve
uneconomical use of the borrowed money. Since the Bank is to impose no
condition upnx a loan as to tile particular nmenber country in which the proceeds
of the loan must be spent" (IV 7), it must hold some gold resources to enable
it to implement this policy. This point is discussed mole fully in the answer
to Question 6.

The Bank will also need gold occasionally to comprensate capital-goods
supplying countries for the adverse effects on their balances of payments which
may result indirectly from the Bank's loans. To produce the goods required,
some countries may have to imiport additional law materials. For example, if
Chila borrows from the Bank in order to py for electrical machinery and
equipment purchased in the United Kingdom. the loan will be in sterling, but
Britain may need additional dollars or Chilean pesos to buy copper. Accordingly
the Bank would furnish Great Britain,. on request (IV 14), with foreign exchange
or gold equal to an appropriate portion of tile sterling loan.

In some instances a borrowing country might find that its need for foreign
exchange, other than that required to pay for equlipment for the loan project,
has increased as a consequence of a developmental progranm financed with' the
aid of the Bank. The construction of an electric power plant would increase
imports of electrical equipment and machinery that must be paid for with foreign

exchange; or the construtction of a railway would temporarily require the shifting
of klaber from the production of export g)ods. Although the loan would provide
thile foreign exchange needed in connection with the prioject, so that the invest
ment program would riot directly affect the foreign exchange position of the
borrowing country, the indirect effects could under some conditions temporarily
disturb the borrowing country's balance of payments. Under such cir cumstances
thile Bank may provide part of a loan in gold or needed exchange as the
circumstances warrant (IV- 8 (d) ), as explairned in the answer to Question 19.

The Bank must also be in a position to meet its obligations promptly,
regardless of the currencies in which they are, due. Only in this way can the
Bamk retair the full confidence of private investors, which is essential to its
successful operation. As guarantor on loans made to member countries through
private investment channels, the Bank has a contingent lability whic h would
come into force if the borrower defaulted. The Rank has a direct liability to
the holders of securities it has issued for the purpose of raising funds for its
lending operations. The Bank will, of course, have receipts as well as payments
in the currencies of member countries. There can be no assurance, however, that
receipts in each currency will alwavs he sufficient for the payments that mtrust
be made in that currency. The holding of an adequate balance of gold is the
best assurance that the Bank will always be in a sufficiently liquid position to
meet its obligations.

For these reasons, it is necessary to provide the Bank with a balance of gold
at the outset anll to assure it a flow of gold from its operations. Tie proposed
gold subscription will not be a burden to the ileinbers. No country neerd provide
more than 20 percent of its paid-in capital subscription in gold, and most of
the countries would pay a smaller proportion, depending upon their relative gold
and gold-convertible exclhage holdings (1- 4 () ). The amount of gold payments
will, of course, depend on the graduated scale adopted by agreement of the
nernlmbers. Assuming a 125 percent average, the initial gold subscxriptions to
the Bank would be about $250 million. Aggregate gold subscriptions of this
amount would be a very small part of the gold holdings of member countries.

The Rank will be able to repe llish its gold bahilnce in varimls ways. Member
countries must repurchase their local currency held by the Bank to the extent
of not more than 2 percent annually of their pid subscriptions. However,:. this
provision may be generally suspended for ally year by a tbree fourths vote and
no country is required to use more than one-half the increase in its official gold
holdings for this purpose (II 7). TIhe Bank may also acquire gold through the
payment by borrowers of interest and principal on the loans it makes or in which
it participates (IV-10).

Every effort has been made in the proposal to avoid pressure on the gold and
exchange reserves of memiber countries. The provisions for a moderate gold
subscription and gold payments are intended solely to enable the Bank to perform
the imlxportant functions for which it is to be established.



Qwestion 4.
What is the appropriate r5le of the Bank in the field of international invest-

meit ? Will the Bank compete with private finaniicial institutions?

Reply.
The function of tile Bank is to aid and eni rage international investment

through the customary private channels. Its appropriate sphere of activity is
to assist private investors in meeting the needs of an expanding world economy.
In the immediate post-war years capital will be urgently required for reconver-
sion to peacetime production, for the reconstruction of destroyed areas, and for
the development of economically backward regions. The revival of international
long-term lending on an adequate scale is essential to the attainment of a high
level of world trade without which world prosperity is impossible.

Private investors will be prepared to do some lending after the war. It
is doubtful, however, whether unaided they will be willin to undertake more
than a small part of the total investment required. In view of the losses suffered by
international investors in some countries in the pie-war years, aid and encourage-
ment ivill undoubtedly be necessary if adequate internationa long-term credits
are to be provided by private investors. It is this speciolized r6le which the Bank
is to play. To the extent recessary, it will guarantee private investment abroad
and thtus encourage lending by private investors through the usual investment
channels. In some instances it will lend directly out of its own resources ,or
by participation with private investors.

Procedures will be established to make certain that the Bantik does not compete
with private investment agencies and does not giant loans which can be placed
in thle private capital market on reasonable terms (IV-6). The selection of
specific methods to assure the apph caatoil of this principle has been left to the
discretion of the directors of the Bank.

The work of the Banlk will be of great assistance to private investors. A
comppetent committee unider its auspices will investigate the loan projects for
which the Bank's aid is requested. The committee will be especiallv concerned
with the productivity of the project and with the anticipated balance of payments
position of the prospective borrower. Methods will be employed to assure the
use of the plocees of ihe loan only for the approved purposes The Bank will
aiso make possible the extension of loans over a longer period than would other-
wise be feasible. The schedule of repaymeint will thus be ibetter adjusted to the
character of the project that is financed. These services will be performed in
connection with all loans guaranteed by the Bank as vell as with loans in which
it participeites.

The Bank's operations as guarantor. participant and lender will undoubtedlv
encourage private ilnvestors fts guarantee nlay well become the mrark of a hig}1

grade securlity ap ea ing to a wide range of investors. The Bank's co-operation
will be particular l necessary in the immediate post-war period when private
investors mav be hesitant ibecause of the heavy losses they have suffered oil
iiternational investment in the past and because of the' uncertain business
con(ditions whhli may be expcted to prevail for sonie time in the future The
defaults of the past did incalculable hIrm in generally discouraging international
investment. Gooxd securities were pulled down with thile bad. and for many years
interiationial investment was practically halted. 1he Bank, by reducing and
sharing risks and 1y establishing standa'rds for soutnd loans, will help to restore
onfidence ill ilte ntational investment.

Although the major part of the Bank's activities will he concerned with loans.
it will also provide assistance in the equity capital market. Thile fact that the
foreign loan capital reqnired for a project will be available through the Bank
should considerably facilitate the acquisition of the equity (capital which ay
ibe necessary. Moreover, the Bank will ofier active help to equity investment in
two ways. It will obtain the guarantee of the national goverunment that
conversion of earnings on foreign-held equity inxestments into foreign exchange
will be permitted. It may also participate it equity investments itseIf lthoag
its aggregate participation in such securities may not exceed 10 percent of its
paid-in capital (IV-4).

Q9uestion 5.
What will be the relation of the Bank to post-war relief and rehabilitation

organizations
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Reply.

The Bank will not directly participate in post-war relief operations, in the
sense of providing food, medicine, clothing, and other supplies needed by the
stricken population of Europe and Asia. T'he direct relief task will require
special agencies to deal with it. The United Nations Relief anti Rehabilitation
Administration has been established for this purpose, and its activities will
probably be supplemented by private and public organizations in many countries.

The function of the Bank is to facilitate international investment for
productive purposes. The loans it guarantees or makes must have favorable
prospects of repayment. Without denying the urgency or importance of relief
and rehabilitation, it is clear that the Bank cannot use its resources for tlhis
purpose. The Bank is to be a business institution whose resources are to be used
to encourage international investment under prescribed safeguards in order to
provide the neressary assurance to its creditors and shareholders.

In the immediate post war period the Bank will facilitate the provision of
capital for the reconstruction of the war-torn countries. In this way it will aid
in restoring their productive equipment and will permit the resumption of normal
employment for their workers. If adequate capital is available on reasonable
terms the total amount of relief expenditure can be greatly reduced ard thile period
diring which relief operations are necessary, greatly shortened. It is to the
general advantage that the need for and dependence upon relief aid should be
terminated as soon as possible and that the normal trade relations of the (ourtries
of the world should be restored. The Bank can be extremely helpfuill in bringing
about the conditions under which such trade relations can be resumed.

Question 6.
Will the Bank restrict memlier countries in tihir use of the proceeds of loans

guaranteed, participated in, or made by the Bank

Reply.
TFhe draft proposal accords member countries the maximum freedom in their

use of the proceeds of loans consistent with the objectives of the Bank. Member
countries initiate their own projects, horrow in whatever capital markets they
prefer, and buy their capital goods where they wish. Tlthe conditions imposed by
the Bank in making loans are only those which are essential to protect the Bank
against loss, and to reduce unnecessarv disturbance to the etinomic life of
member countries.

Each countrv will he flee to direct investments into the type of undertaking
which it regards as most important to its welfare. TIhe facilities of the Bank will
he available for industrial and commercial enterprises, as well as for government
projects However, where the borrower is a corporation or a mmuicipality, the
Bank will require tle guarantee of the mebe, bgovernment. The Bank itself will
appi> iti other tests to a proposed loan than to determine whether it will be
productive and whether it ran be repaid.

lThe borrower may also seek to raise the funds in whatever capital market is
most advantageous. it is not the function of the Bank to direct loans into one
capita i market or another, or to restrict the capital markets oif member countries in
which the borrower inmay obtain fiunds. It will merely aid thie borrower by a
guarantee of the loan when this is necessary to make the loan possible, if the lmnu
satisfies the Bank's requirements.

Finally, the borrower is free to buy needed materials and equipment wherever
it (can procure them at the lowest cost or in the most satisfactory form. "The
Bank shall impose no condition upon a loan as to the particular member country in
which the proceeds of the loan must bie spent. (IV-7). Where a loan is
guaranteed by the Bank, the borrower is free to use the borrowed fluds in any
memer country, provided the transfer of the funimds has the approval of the
countries concerned. Where a loan is made by the Bank, however, it will provide
the borrower with the particular currencies required to pay for the purchases.

While the Bank will provide the loan in the foreign exchange that is used
(IV-S), it need not restrici the expendlitmure of the loan to the countries whose
culrrerinty it has available at the time, since it can obtain other member currencies
bv the sale of gold or foreign exchange (IV-15 (c)). Moreover, provision is made
for assisa to the bor n and th lending countries in securing other foreign
exchange if needed as a result of the loan transaction (IV-8 ld), IV 14), as
disc sse(l more fully in the answer to Question 19.

In addition to the careful examination of loan projlects submitted, the Bfank
must make arrangements to assure thile use of the proceeds of ainyv loan in which it is
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coneernid for the purposes for which the loan was approved (IV 1 (d). In the
case of loans made hy the Bank directly this will he done by making payments
only to meet drafts covering audited expenses (IV 9). For guaranteed loans,
somewhat similar procedures call he dlevised.

While member countries will be freLce to borrow arnd expend the proceeds of
loans in alny member country, the Bank does not limit the control that may be
exercised by the lending and capital-supplying countries. A loan might alfect
lusiness conditions in such countries by overexpanding production in tboom periods
or by affecting securities and foreign exchauge markets. rrhlodh its member onil
the Bank board. a country may veto sales of securities in its marikets. the transfer
of borrowed funds to other countries, or the expenditure of loan funds at inoppor-
tune times (IV-8 (a), 13, 15). These aspects of the problem ate discussedl nmore
fully in the answers to Questions 16, 17, and 19.

A veto of this kind will not be used frequent b or arbitrarily, since it will
generally result in a reduction of exports. A capital prodlicing coui intry probably
will exercise this power only when the loan would have clearly undesiraible effects
oilon ils own reolnomy. In that case the biorrower. of course, is free to obtain funlids
and to procure equipment in some other country where conditions are more
favo'able or where increased industrial output is regarded as desirable. Since
not all countries are in the same phase of the blusilness cycle at all times, this should
not be too difficult. In short, the borrower may secure a lean in any meember
countrv willing to lend and may spend the proceeds of the loan in any member
countr'v willing to sell the capital goods.

The provisions of the proposal are tihus definikely designed to prevent the use
of the Bank as a device for favorina the economic interests of any of its members
to the disadvantage of others. It seeks to avoid, as far 'as practicable,
bilateralism in capital transactions which is costly to the iborrower and tends to
restrict world trade. The limiting provisions included in the proposal have no
other purpose than to safeguard the resonurces of thile Bank, to assure the soundness
of international investment, to permit member countries to protect their capitel
and exchange markets, and to prevent excessive investiment dur(ing periods of
business expalnsion.

Question 7.
How significant will the guarantee of loans be in the operations of the Banuk

Under what conditions will the Bank offei its giiaranute?

Reply.
The most nimportant of the Bank's operations will be to guarantee loans in

order that investors may have a reasonable assurance of safety in placing their
funds abrallid. In this way it is expected that the intelrinational flow of capital in
adequate volume will be encouraaged. In tine. the guarantee opaerations of the
Banka should help bring about the re-esutblishment of a ready market for foreign
loans among private investors. Under any cirm unstarcecs, private investors will
provide the funds for loans iuaranteed by the Bank, ald such loans will be sold
to the investing public through the usual il'iestmrent channels.

Some countries, especially the larger ones, will probably be able to secure
international loans in the immediate post-war period wit hout the aid of the Bank.
The Bank's guamrantee, however, may be needed in other instances. First, the
public may ioit be familiar with the position of the borrower and may be iuahle to
determine the quality of the security. TIhis would apply especially to smaller
countries, municipalities and corporate eater prises . Second, the experience of the
past two decades has brought foreign loans into dislrepute amuong many investors.
Good risks are confused with bad risks in th e investor's general impression of the
doubtful character of foreign loans.

Certain conditions must be fulfilled before the Bank will facilitate any loan,
whether by guarantee, by participation, or by direct lending.

(1) Thile principal and interest must be fully guaranteed by a member national
government (IV-1 (a)). That is, when the llan is made tlo a p1litical
subdivision or to a private corporation, the national government must
guarantee payment in the event of default iy the private debtor. This
guarantee will serve as assurance that the international loan is
regarded as in thie interest of the iborrowing country.

(2) A competent technical committee of the Blank must submit a report in
favour of the loan (IV-I (c) ). This relort will be based on an analysis
of the proposed project or program and of conditions in the borrowing
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country in so far as they relate to the prospects of servicing the loan.
Loans will be approved only if they will serve to increase the produe
tivitv of the borrowing country and if the prospective balance of pay-
ments of the borrower is such that transfers of payments of foreign
creditors seem assured.

(3) The Bank's guarantee will he given only when the borrower couldi not
otherwise obtain funds on reasonable terms (IV-I (b) ), and the Bank
will make reasonable terms a plclequisite to its guarantee (IV-2 (a)).
The term of the loan must be long enough so that the annual charges
are appropriate to the purposes for which the loan is made and to the
prospective balance of payments of the borrowing country (IV-I (e) ).

(4) Finally. the Bank is to adopit procedures to see thiat funds loaned will
not be diverted from the intended use (IV 1 (d) ). These procedures
may include such devices as inspection of construction, audit of
accounts, or reports to the Bank.

The guarantee of the Bank will give the investor assurance that each loan
has been thoroughly investigated to determine that it is sound from the point of
view of the investor as well as the borrower. Furthermore, the borrowing country
has assunmed responsibility for payment of the loan. This is a responsibility to
all the countries with whom it shares membership in the Hank, as well as to the
lender. Finally, the resources of the Bank assure the lender that in case of default
the gal anteed part of the loss will be met. The larger part of the capital of the
Bank is specificallv reserved in the form of uncalled subscriptions as a surety
hind for t is purpose.

The guarantee given by the Bank need not be the same for all loans. In
s5mte instances the Bank will guarantee in full both principal and interest pay-
ments. In others the Bank may guarantee principal or interest, or guarantee
only part of these payments. The extent of the guarantee and the type of
guarante given will depend on the circumstances of the case. In general it
is intended to give a guarantee sufficient to assure that the loan can he made at
reasonable rates and on approiriate terms, without, however, assuming an
unwarranteid obligation on the Bank's part. This problem is further considered
in the answer to Question 21

Since the Bank is to be compensated for its risk in guaranteeing loans
(IV 2 (b) ), the fee paid by the borrower will depend on the type of guarantee.
Thus the fee might be a sinrgle payment made at the time the loan is floated, vary-
ing with the size of the loan, its term, the extent of the guarantet and other
relevant conditions. Alterna tively, the fee might be made an annual charge pay
able at the interest dates. This fee could be based on the principal of dhe ion
oitstanding', and so would decrease as the loan is amortized. The precise methods
bv which the Bank is to be paid for its risk must be left to thie discretion of its
directors, who canl adjust the terms to fit the eircimstances of the particular loan.

Quetion 8.
Why is a substantial portion of the subscribed capital reserved in the form

o0i unpaid subscriptions as a surety filrd fqr the securities guaranteed or issued by
the Ba nk ?

Reply.
The guarantee operations of the Bank are intended to give assurance to

iprivate investors by reducing and sharing their risks. Tile Bank must also be in
a position to borro)v some private funds for the loans it makes or in whiih it
participates with the pullic. Iu order to perform these functions satisfactorily,
the institution must have large resources relative to its liabilities and it must
be able at all times to meet its obligations as a guarantor and issuer of securities.
Although a part of the subsclibed capital of the Bank will be needed for current
operations, a substantial poltion will be required exclusively as a reserve that
provides additional proteetion to private invest4rs.

The ability of the Bank to engage in current operations will depend in large
par't o( its assets consisting principally of memier cuIrencies, gol, and the
securities in its portfolio. The attitude of the public to the Bank's guarantee
and to the Bank's securities, however, will depend not merely on the resources it
has in hand but even more onil the resources it can call in as needed. As explained
previously in the answer to Question 2, the unpaid l)ltion of the capital subscrip-
tion will be a surety fund that cain be called for payment when funds are needed
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by thile Bank to meet its obligations onil the securities it has guaranteed or issued

Since the capital shares are non-assessable (II-2), such a reserve can be most
conveniently held in the form of unpaid subscriptions, for in this way it is
possible to make stockholders subject to call in cases of emergency without increas-
ing their total commitmnents. The shares are limited in liability in order that the
maximum contribution of participating countries may be clear and definite at the
outset. It would be possible to, require full payment of subscriptions and then to
employ part of the paid-up capital as a surety fund. To do so, however, would
burden member nations without purpose, since the funds would be immobilized
except under most unusual circumstances. Under the present provision, it should
be noted, the Bank will be provided with this reserve at no current cost to the
participating governments.

The unpaid capital held in reserve as t surety fund will provide assurance
to the persons and institutions which have invested in the Bank's bond issues or
in those which it has guaranteed. It will strengthen the Bank's position allnd
increase its ability to assume obligations by the guarantee of securities at very
nmoderate cost. The surety fund will give confidence to private investors and wXi I I
make it possible for the Bank to raise funds front the public for its operations.
Thus, the Bank should be able to carry on its operations successfully with a much
smaller working capital than would be necessary if a suretly fund were not reserved
to meet the direct and contingent obligations of the Bank.

QLIestiot 9.
To what extent is it expected that thile Bank will participate iii loans placed

through the usual investment channels What disposition will be made of the
,ecurities asquired by the Bank through participation

Reply.
The ornk would not participate in the lending activities of private investors

merely for the purpose of investing its liquid assets. It would participate only
when and to the extent that its partlicipation is required to place a loaan in the
private capital market, the largest possible part of every loan being made by the
investing public. The principle laid down in the draft proposal, that the Bank
will lend onlv when the borrower is unable to secure the funids from private sources,
holds equally for the Bank's participation in loans made by private investors
(IV I(b))

The Bank's participation in loans is likely to be most important in conlnection
with very large ventures. The ability of private iivestment agencies to secure the
Participaition of the Bank should enable them to finance larger projects than
mlight otherwise be feasible. The immediate post-war years will see the recon-
struction of vast areas devastated by war and the need for financing of such
projects by relatively large loans. in some instances the security markets might
be unable to absorb an entire issue and might find it helpful to have the participa-
tion of the Bank.

In addition to its services in comnnection with large ventures, thile Bank will
also participate in loans when the market is not able to absorb a new security issue
in its entirety. This need may arise when credits are extended to a country, or
for a project, not sufficiently familiar to the general pullic to have more thaln a
narrow appeal. Furthermiore, if there should be only linmited demand for a
security, participation by the Bank may lend some of the Bank's prestige to the
issue and thus increase its marketability.

It is also reasonable to expect considerable demand from the investment
market for thile Bank's participation and for its own securities in periods of
depressed business conditions, both for the funds which can he obtained and for
the prestige of associating issues with the Bank. Although private investors
are less likely to undertake specific foreign investment at such times, they will
probably lend to tile Bank because of its position as an inter-governmental institu-
tion and because of the opportunity which its securities will offer for diversified
foreign investment. As a result the Bank will be able to tap private loan funds,
making them available to foreign borrowers through direct loans and
participations.

The Bank may participate only when all the conditions required for direct
lending or guarantees are met. These comprise a national government guarantee
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of interest and principal, an investigation into the productivity of the proposed
developmentL and reasonable terms, including a schedule oif riepayment. adjusted
to the life and character of tile project (JV-3). The Bank's participation will
be indicative to the investing public that these conditions have been satisfied and
that the loan is made with the aid and approval of the Bank. The Bank may
participate in loans with or without guaranteeing the securities involved. If it
should participate without guaranteeing the loan, the rate of interest paid to
private investors would, of course. be higher than if the loan were guaranteed by
the Bank (IV-3).

The securities acquired through participation will be retained in the Bank's
portfolio only so long as they cannot be readily marketed. Since the Bank is not
to be an institution prinarilv interested in investing its own funds, it will have
no reason to hold these securities. They will be disposed of through the customary
channels whenever private investors or investing institutilons are ready to absorb
additional parts of the issue. It is reasonable to assume that many securities,
which for various reasons may not be immediately marketable, will become so in
time. Furthermore, in order to facilitate the placing of such securities, the Batik
may guarantee them (IV-5). By disposing of securities obtained through partici-
pation as rapidly as possible, the Bank will be fulfilling its primary goal of
facilitating private international investment for productive purposes.

Question 10.
To what extent will the lBmk engage in direct lending? Will the Bank

continue to hold the securities resulting from its lending operations?

Reply.
The extent of the Bank's direct lending operations will depend on the ability

and willingness of private investors to provide the capital needed for inter-
national investment. The Bank is not to compete with private investors (IV-6,
IV-1 (b)) and it will make direct loans only when the private investment market
cannot supply funds on reasonable terms even with the Bank's guarantee of tilhe
loans.

The Bank will find it necessary to make some direct loans, particularly in
periods of depression. when the private capital market is likely to reduce the
volunme of all investments, and foreign investments especially. Since loans can
be most benefiial to both borrowers and lenders in slack times, the Bank
can perform a very valuable function in maintaining international investment in
such periods, as explained in the answer to Question 17. The Bank's guarantee
nmay induce more private investment abroad in periods of recession than has been
characteristic of the past, so that the Bank may not be called upon to make many
large loans directly. It will be available, however. to supplement private sources
when they are not in a position to make desirable loans.

Doubtless inoe loans will be made by the Bank even in prosperous times.
Investment bankers may not be esd inter some small loans. for which the cost
of underwriting and selling is troo great in proportion to expected return. They
nmav also be less interested in loans to small countries or small corporations
abroad, wilosQ securities would be more difficult to sell to their customers. IDmns
of this sort, however, may be entirely safe and extremely important to tbe coutry
concerned, since they contribute to thire development of its economy. By making
such loans the Bank can perform an important function that would otherwise be
neglected.

When the Bank lends directly it will receive the bhnds or other obligations
of the borrower, which it may hold in its portfolio or sell as circumstances permit.
Its own funds will, therefore, be invested in direct loans for varying periods,
depending upon the type of project, thire credit position of the borrower, and the
state of the capital market. If a loan is made at a time when securities can be
readily sold in the market, the Bank may be able to sell the bonds from its port
folio rather quickly. When market conditions are unfavorable, the securities
will have to be held for longer periods. Although this would not be the policy of
the gBank, it may be coiipelled to hold some securities to maturity.

Soomne or later the Bank should be able to sell the larger part of its portfolio
investments to private lenders on reasonable terms. Its procedure would be
roughly analogous to that of the Reconstruction Finance Corporation, which took
the bonds and notes of local authorities and held them until the market situation
had improved sufficiently for private investors to absorb the securities. This
method not only provided funds needed for important local public works, which
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tould otherwise not have been secured on the market. but also yielded the Recon-
struction Finance Corporation a fair return on its investment. In the case of
the Bank, the marketing of the securities can be facilitated by guaranteeing the
issue at the time of sale.

As an alternative to sale of the obligations of the borrower, the Bank may
issue its own securities (IV-15) and sell them to private investors, using the
proceeds to make loans to member lcountries and holding the borrowers' obliga-
rions, In this way the Bank can consolidate a numiera of relatively small loans
intt a single marketable issue. Moreover, the Bank s direct obligations may he
viewed more favorably by investors than the bonds of borrowers in some member
countries, even though guaranteed by the Bank. Trhe policy of the Bank would
be to secure from private inJesto~rs the greater part of the funds it lends directly.
The Bank's own securities would, of ourse, he sold through the usual investment
channels.

Question 11.
Will it be possible to utilize the facilities of tihe Bank to meet needs for local

funds by securing an international loan and converting the proceeds into local
currency ?

Reply.
Borrowers through or from the Bank will not be able to use its facilities to

raise local funds except under special circumstances. In general, the Bank is not
.intended to provide funds for expenditure within the borrowing country, even inl
the case of projects for which the foreign exchange needs are financed largely by
the Bank (IV-S (b) ).

The Bank will not comnpete with the capital markets or commercial hanks of
the member countries in providing local funds for investment. In its lending
operations it will pro, ide an amount suftficient only for the inecessary foreign
purchases in the specific currencies lrequired (IV-8 (;i)). It will be further sae-
guarded by the regulations governing tihe use of proceeds of loans. They are to
be placed in an account, with withdrawals pe 'itted for draftt covering andited
expenditures (IV 9).

As a rule, a borrower should obtain the local funds needed for an investmnent
project from its own capital markets and should not depend on foreign loans to
nmeet the need for local funds. It is generallv a grave error to burden the balance

of payments of a country with the servicing of a foreign loan when the needed
capital can be raised at home. The facilities of the Bank should not be used for
local financing. although indirectly the availability of international credits will
help a borrowelr in securing supplenientary local funds. [n the case of a projeclt
undertaken by a private enterprise, the funds will probably he obtainable fromnt
the sale of shares or bonds within the borrowing cointry. 'The raising of local
capital by a government ori a private business concern will be facilitated by the
knowledge that the Bank will provide the foreign exchange required in monnection
with the pro ject.

There will be occasions, however, when the Bank will find it desirable to
nlake part of a loan in local currency. It will be prepared to do so when it finds
that the domlestic expenditures needed cannot be financed at home (IV--8 (c)).
Siuh a situation may arise when the amount to be spent locally is relatively large
and fa Ilities for borrowing from private investors or from banks are undeveloped.
Of course, where a developmental project will temporarily disturb the balance of
paymvents position of a coruntry, the Bank will provide for the foreign exchange
needs which are an indirect result of the investment even though local expendi-
tures bring about this temporary disequilibrium. Satisfying these requirements,
however, will not generally entail the provision of foreign exchange to meet needs
for local funds.

In the exceptional cireunmstanices where the Bank decides that it is necessary
to provide some of the local funds in connection with a developmental proj et, it
would not in fact be necessary ordinarily to convelt foreign exchange into local
currency. r[}is is certainly true of loans made directly iy the Bank. The foreign
exchange markets would tot he affected when the Bank 'nmakes part of a loan in
local funds. for the Bank would lend that portion to the borrower out of local
funds held hv the Bank (IV S-(e)). Under any circumstances, if exchange
transactions becormes necessary in connection with loans thirough or by the Bank,
they can he undertaken only with the approial of the countries concerned
(IV 15-(r) ). A fuller discussion of this point will be found in the answer to
Question 19.
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Questian 12.
What assurance is there that international lending will be onil a sounder basis

because of the operations of the Bank

Reply.
The operations of the Bank may be expected to have a wholesome effect on

international investment by restoring the confidence of private investors in
foreign securities. Although the Bank would not prevent loans from being
ganted on any basis agreeable to the parties concerned, the operations of the

Bank would, nevertheless, tend to improve the quality of foreign loans.
It is reasonable to assume that the standards established by the Bank for

its own lending activities will, over a period of time. have an effect on the
attitude of private investors. These standards will focus attention on the
importance olth of the productivity of the project being financed and of a
prospective blane of paymerints in the borrowing aount s favourable to servicing
the loan. Emphasis will also be placed on a schedule of repayments appropriate
to the life and charater of the project. The written report of a competent
technical committee, having no vested interest either as lender. borrower or
intermediary, required by the Bank prior to the approval of loans, will help to
assure the fulfilling of ihese conditions established for the protection of the
investor.

The revival of internatio nal investment in amounts conmensurate to the
task depends upon the restoration of the confidene of private investors in
foreign issues. It is unfortunate that in this country private investors havn
failed to discriminate sufficiently in the past between wgood and bad risks. The
substantial losses which the suffered undoubtedlv affected adversely inter-
natiolal lending as a whole The example of lans plroperly safeguarded should
encourage private capital to go into international investment after the war.

The emphasis placed by the Bank upon the imp ortance of reasonable
conditions for international investments should also ontribute to greater security
on international loans. Too often loans bearing very high interest rates and
short terms of repayment resulted in severe losses to investors. Such loans
carried a deceptive compensation for risk, since the terms on which they were

ranted mrade repayment difiegult. To this must be added the feeling of some
orrowers th th the terms were too onerous to meet. International investment can

be maintained at a high level only if defaults are minimized. The Bank has the
duty ta, provtet both the blrrower anl the lendurc y stressing the necessity of
high standards andi reasonable terms on foreign securities. International invest-
ment can be maintained only when lenders and borrowers secure advantages frome
international investment.

Moreover. as discussed in the answer to Question 13, the Bank will have an
overall picture of the loans contracted by a borrowing country which will be useful
in discouraging excessive extensions of credit. Loans made with the Bank's
assistance will also he safeguarded against default because failure to pay
interest and principal on loans guaranteed or made by the Bank may cause it to
susende the defaulting country. Since the other mebler governments and their
agencies agree not to extend fienxnial assistane to a suspendedb country without
the approval of the Ban (IV- 18)t the inducement to continue ervlcing loans,
even at somie sacrifice, will be very great.

Finally, the Ilank may be able to co-ordin ate its lending policies to prevent
large fluctlations in international investment. It will undoubtedly be able to
effect a net increase in foreign investment during periods of depression, and it
may also be instrumental in preventing excessive expansion resulting from inter-
national loans in a country experiencing a hoom. The problem is considered in
greater detail in the answer to Question 17.

Questihr 13.
Will the Bank he able to prevent the excessive extension of credit to member

countries ?

Reply.
One of the difficulties in connection with international investment in the

past has been the tendency to extend excessive credit to seine borrowing countries.
No satisfactory quantitative test can be set up to determine whether an excessive
amount of credit is extended to a borrowing country. The practical test must he
this simple objective one Can a borrowing couintry. including its political
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subdivisions and business enterprises, meet the servicing requirements of their
foreign obligations even in periods of business recession If they can, the
conclusion must be that credit has not been over extended.

A number of provisions in the tentative prolxpsal are designed to assure that
on loans made through or by the Bank interest requirements and repayments of
principal will be met. The underlying purpose of these safeguards is to protect
the investor front making excessive loans and the borrower from undertaking
excesslve obligations. It is to the interest of both borrowers and lenders that
aggregate international investment be maintained on a remunerative basis to
induce private investors to continle to )rovide anll adequate supply of funds for
productive proiects in borrowing countries.

Tqhe (lealt iof a foreign loan may comen about because the borrower cannot
obtain the loc.al funds required for tie debt service or because it is unable to
arrange the transfer to the external creditor. 1To avoid these difficulties, the
tentative proposal provides that no loan may be guaranteed. participated in. or
made by the ank inless a competent technical comnittee has made a careful
study f the mits of the project or the program, and concludes, in a written
report, that the loan would serve to raise the productivity of the borrowing
country and that the prospects are favorable to the servicing of tire himn
(IV I (c)). Emphasis is placed on tile productivity of a loan, for it is the basic
safeguard that a loan will provide the local funds or the foreign exchange
required to service the debt.

It should be noted that one requirement on loans made through or by the
Bank is that tile national government must fully guarantee the payment of
interest and principal on loans to political sub-divisions or business enterprises
in the country (IV-1 (a) ). One purpose of this provision is to secure the definite
commitment of the national government to the transfer of funds for servicing
the loan. A specific requirement to this effect is made in connection with eqnity
securities that are placed with the aid of the Bank (IV-4).

If a loan is productive, the nation's capacity to produce will be increased
and its capacity to develop a balance of payments surplus may also increase.
Loans made for: the development of the export industries directly will be most
effective in this connection. Similarly, loans which diversify the commodity
exports of a country may be expected to reduce the danger of adverse market
conditions which sometimes burdened the single crop exporting countries in the
pre-war period. It is not at all essential, of course, for ar loan to be directly
related to foreign trade, provided it is productive and the prospective balance
of payments position of the country is favorable to the servicing of the loan.

No simple criterion can be used in determining whether the balance of
payments position of a country will be favorable to the servicing of its foreign
debts. There have been countries, such as the United States, which for long
periods were borrowers abroad with a persistently adverse balance of payments
on current account. although in part this adverse current balance was a refiection
of their position as borarowers for investment purposes. IIIn considering the
capacity of a country to service foreign investments, thie prospective balance of
payments is more significant than the present balance of payments. Countries
with a relatively large and growing export trade may be regarded as in a
favorable position to serve their foreign debts, even if for the time being they
show an adverse balance on current account. In some borrowing countries
tourist trade and other invisible items will be an important source of foreign
exchange and should be co(nsidered along with exports in determining tie
prospects for Servicing foreign investments.

IiI considering the prospective balance of payments of a borrowing country,
emphasis should be placed on aggregate foreign exchange receipts rather thanf
on its net balance of payments. So long as a country has a flow of foreign
exchange it can meet its contractual obligations, although at times this might
necessitate a reduction of its imports. Where a countrv's imports do not
consist predominantly of food and raw materials, a resduction in imports
relative to its imports can be brought about through changes in the consumption
pattern of the country. However, even in such a case there is some limit to
the extent to which imports can be reduced in an emergency, and for this reason
annual foreign requirements for debt servicing should not become too large as
com rpared with gross foreign exchange receipts.

The technical committee of the Bank would undoubtedly take all such
factors into consideration in determining whether the prospects are favourable
to the servicing of a loan guaranteed, participated in. or made by the Bank.
Obviously estimates of such matters must remain judgments made in the light of



14

a continuously chan'ing world economy. The judgments of the Bank directors,
however, based as they will be on the careful consideration of all the relevant
economic factors, are likely to be better than has been characteristic of judgments
on the soundness of investments in the past. When unpredictable circumstances
make it impossible for a country to meet its foreign obligations for short periods,
the Bank may accept a local currency for periods of three years (IV-10 (c) ).

(areful investigation along the lines suggested above should help prevent
the extension of unduly large crledits to member countries by or through tilhe
Bank. Uindoubtedly the action of the Bank will affect the attitude of private
investors. When the Bank limits its loans to a particular country or refuses
to guarantee further issues, it is likely that private investors will be less ready
to lend to that country. In the case of member countries which do not require
assistance from the Bank, the Bank wvill probably have no control over the amount
of their iborrowing or the purpose for which the credits are used. Thlese,
however, will be the countries whose loan records in the past indicate care in
not over-extending their obligations.

Qaestion 14.
What reason is there for the Bank to facilitate loans which private investors

are not prepared otherwise to make

Reply.
There are occasions henll the Bank nlay properly facilitate loans to a

borrower even though private investors would be uniwilling to invest in such
loans without the guarantee of the Bank. It is quite apparent from the
experience of the 1920's that p)rivate investors are not always right in their
evaluation of foreign loans. Just as they have at times made bad loans, so at
other times they have refused to make sound loans. Jick of knowledge may
make pro)ier evaluation of foreign securities difficult for private investors.

The Hank, on the other hand, will have mole complete knowledge of foreign
investments and adequate facilities for the investigation of every loan placed
with its assistance. A competent committee of experts will report oni the
productivity of the project and on the prospects foir servicing the investment
{IV-1 (c)). Assurance will he required that the proceeds of tihe loan will be
utilised only for the approved purpose (IV4 (d) ), and thbe ilatonal Government
guarantee will provide additional protection (IV-1 (ao) ). The Bank will he in
a position to nmake judgments based on a fuller understanding of the facts and
it will also be able to secure safeguards not available to private investors.

There is, furthermnore, no reason to assume that the legitimate need for
capital will always he met in full by private investors. The fact that funds
are not available at a given time cannot be interpreted as evidence that the
private capital market is unwilling to lend because the securities are poor risks.
General market conditimons, rather than the soundness of specific securlties. are
often the predominant factor in determining the volume of lending. Investors
have loaned freely in loom years without regard to the merits of tile investment
or the prospects of repayment. They have been reluctant to lend in periods
of depression even to bolrowers of high standing. The great variation in the
volume of foreign investment is evidence of the imporrance of factors not related
to the inerits of individual projects requiring capital.

Changes of considerable amlplitude in the volnme of foreign lending
occurred even during the prosperous years of the 1920's. For example, gross
lokg-term foreign lending in the United States rose from $1.2 billion in 1925
to $2.1 billion in 1928. A major decline occurred during the period of
depression when gross long-term foreign lending fell to less than $300 million
ill 1932. It should he noted that duiring this period of depression net foreign
investment was actually negative because of the repatriation of American capital
and the flight of foreign capital to this country.

The sharp decline in foreign investment during the 1930's is not an
indication of the absence of opportunities for long-term productive investment.
It is evidence, however, of the fact that at certain times private investors cannot
he expected to lend abroad. In such periods even the best borrowers must go
biegging. If the legitimate needs of countries for capital imports are to be
met regularly and with good prospects of repayment an international institution
capable of aiding and supplementing private investors is necessary.

It is a mistake to think of countries simply as good or bad risks for inter-
national loans. Every country is a sound risk for loans in limited amount for
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p)roductive purposes. While private investors cannot assure themselves that the
loans they make, though sound at the time, will not be impaired by excessive
borrowing at a later time, the Bank is in a position to prevent such a develop-
mentit. It can keepl) the amount of loans made through or by the Bank at a
conservative level. and make certain that such loaiins are used exclusively for
productive purposes. Furthermore, as explained in the answer to Question 15,
anil international agency is in anil especially favourahble position for seeing that
obligations on loans made through or by it are met by the borrowing countries.

Questiorn 15.
Why is an international agency necessary to encourra!e and facilitate the

provision of long-term credits for internationali investment

Reply.
lThere seems to be wide agreement that emcouragement and aid is necessary

if an adequate volume of international investment is to be maintained after
the war. There has been some question whether an international agency is
best suited for this purpose.

The provision of long-term international credits affects every aspect of
international economic relations. Unless an adequate supply of capital for
international investment is available, it will be difficult to maintain the balanced
growth of international trade. International investment facilitates the
maintenance of equilibrium in the balance of payments and thus helps to stabilise
exchange rates. Furthermore, world-wide fluctuations in business conditions
are to a considerable extent the result of large fluctuations in international
investment. An international problem, so broad in scope and with such wide
ramifications, can best be Ihandled through an international agency such as the
proposed Bank.

International investment is not confined to any one country. The large
industrial countries of Europe as well as the United States have played an
imnportant r6le in the provision of capital for intemrnational investment. No
doubt, as the result of the war other countries, such as Canada, will for the first
time become important sources of capital for international investment. The
resources available for encouraging international investment can he most
effectively used through an international agency embracing all countries.

The risks of holoers of securities guaranteed or issued by an international
agency are shared by all of the participating countries. The creditors on
securities issued through or by the Bank would in a real sense include all of the
participating countries who are guarantors of securities through their subscrip-
tion to the fank. A default on such securities becomes a default oni a general
international obligation to many countries and the measures that may be applied
to the defaulters would be applied by all member countries.

If national agencies should be established generally for the purpose of
encouraging international investment it is doubtful whether countries could
altogether escape the use of their lending agencies for the purpose of furthering
national political interests. The extension of credit to a particular country
becomes a pomlitical matter to be settled by negotiation between the iborrowing
country and the lending country. Even if such political considerations could

be kept to a minimum, it is doubtful whether national agencies would be as
helpful as an internmtional agency in developing international trade and removing
the restrictive bilateralism that grew up in the decades before the war.

The provisions of the Bank proposal are designed to safeguard the national
interests of member countries. No loan can be made nor can any securities be sold
tby the Bank in a member country without its approval. No exchange transactions
can be undertaken in the currency of a member country without its approval.
These provisions are intended to make sure, as explained in the answers to
Questions 16 and 17, that the operations of the Bank do not adversely affect the
capital, money and exchange markets, or business conditions in member countries.
The determlination of policy on these matters is completely reserved to each member
countrv.

APn international agency working in co operation with national authorities
can be most effective in encouraging private investors to resume international
investment and provide adequate capital for )roduetive purposes. The operations
of such an agency can do much to contribute to a higher level of world trade, a,
greater degree of stability in exchange rates, and fuller employment in all member
countries.
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Qtlustion 16.
How will it be possible to prevent the operations of the Bank from having

an adverse effect on the security markets and money markets of memtber countries?

Reply.
The provisions of the proposal for a Bank are designed to prevent disturb-

ances in the security markets of member countries as a result of its operations.
Fach member country has a safeguard against undesirable action in the require-
ment that securities may be sold in its markets only with the consent of its
representative onil the Bank board (IV-15 a) ).

In its operations the Bank proposes to ntilise as fully as possible the facilities
or the investment markets. It is expected that its main function will be to
guarantee securities representing productive loans made in the usual way by
private investors to member countries, their political subdivisions or business
enterprises. As explained in the answer to Question 10. even when the Bank lends
directly to borrowers in member countries, it will receive the borrowers' obliga-
tions and hold them for subsequent sale through the usual investment channels
when market conditions permit. If the Bank issues its own obligations to secure
funds, it will also dispose of them through the investment market.

Because the Bank's operations are intended to assure the provision of invest-
mrent funds directly or indirectly through the capital market, it is essential that
the operations of the Bank should not have disturbing effects on the security
markets. The Bank itself will undoubtedly be con'erned to see that the foreign
loans it facilitates do not deprive domestic'horrowers of the funds they need for
domestic investment. In the last analysis, however, dependence must be placed
on the member country to inform ihe Bank when its operations have an
undesirable effect oji the capital market. In accordance with IV-15 (a) and other
provisions, member countries can prevent the sale in their markets of securities
originating from the Bank's operations.

It is conceivable, too, that the operations of the Bank could affect the money
markets of member countries. This would be particularly true of the direct loans
of the Bank, if the Bank's holdings of a member currency were kept as a deposit
with the Central Bank. UInder such circumstances, the expenditure of a loan
made or participated in by the Bank would result in an increase in the reserves of
the commercial banks. Similarly. the payment of interest or principal on
securities held in the Bank's portfolio would tend to decrease the reserves of the
commercial banks.

There is still another way in which the operations of the Bank could affect
the money markets of member countries. If the securities guaranteed by the Bank
or issue(i by the Bank were bought or sold in any considerable volume by corn-
inercial banks it would, of course, increase or decrease the volume of deposits and
affect inverselv the volume of excess reserves. Under such circnmstances, the
availability of bank funds for domestic borroners would depend in part upon the
attitude ot the commercial hanks towards securities guaranteed or issued by the
Bank.

Obviously. every effort should be made by the Bank in its operations to avoid
any direct effect on the money markets of meniber countries. Monetary policy must
relmain wholly within the control of the national monetarv authorities. The Bank
canll minimize the effects of its operations on the money markets by predominant
use of guaranteed loans rather than direct loans out of its own funds. Further-
more, securities guaranteed or issued by the Bank should be sold as far as possible
to private investors rather than commercial banks. The Bank would, of course,
co-operate with the Central Bank and the monetary authorities of a member
country so that its operations would not offset measures intended to make the
monetary policy of the country effective. UIlder any circumstances, it is within
the power of a member country to prevent the Bank from guaranteeing, partici-
pating in, or making any loan in its currency without its consent (IV-13).

Questian 17.
How will it be possible to prevent the operations of the Bank from intensify-

ing the effects of excessive investment in boom times and deficient investment
during depression ?

Reply.
The operations of the Bank in facilitating international investment are

certain to affect business conditions in the borrowing and lending countries and,
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indirectly and to a lesser extent, in other countries. It is important, therefore, that
the operations of the Bank should not be of a character tending to accentuate the
forces of expansion during boom or the forces of contraction during depression.
On the other hand, the Bank can aid considerably in stimulating production in
periods of business depression and it can co-operate with central banks and
governments in their attempts to check excessive expansion in periods of business

The ex~penditure of the proceeds of international loans, whether made by
private investors or by the Bank, will affect production in the country receiving
the loan as well as in the country supplying capital goods. An international loan
for the purpose of acquiring capital equipment a1br(ad will generally tend to
encourage domestic expansion. The investment project for which the foreign
loan is made is certain to involve in part domestic outlays for lalbor and local
materias, even if much or all of the essntial equipment comes from abroad. T'Ihe
effect will be to increase the income and expnditure of domestic labor and so
contribute to industrial expansion.

Thire loan will also stimulate an expansion of production in the countries
supplying the capital goods. The production of new capital equipment will
require additional labor and raw nmaterials. The increased employment in heavy
industry will in turn increase the demand for consumer goods. The effect of
international investment on business conditions is particulally important since
the heavy iIndlustries are subject to rather extreme fluctuations in the demand for
their products.

The effects of foreign investment are obviously not entirely confined to the
borrowing and lending countries. The higher level of employment and income
resulting from such investment necessitates increased imports of raw materials
for production and finished goods for consumption. The aggregate volume of
foreign trade is increased and all countries engaged in foreign trade feel the
indirect effects of international investment.

Because of its importance. it is desirable to prevent excessive fluctuations in
the aggregate volume of interuational investment. It would he most unfortunate
if the operations of the Bank were to result in excessive international investment
during a periold of world-wide prosperity and a sharp contraction of international
investment during a period of worlld-wide depression. Large fluctuations in
international investment in tihe 1920s and 1930's undoubtedly contributed to the
sharp decline in international trade anid to the severity of the depression in the
1930's.

The problem of maintaining international investment at an appropriate level
is not only concerned with the aggregate amount of international investment but
also with its distribution among member countries. The great industrial
countries, which are the principal source of funds for foreign investment and the
principal producers of capital goods. are themselves subject to booms and
depressions of large amplitude related to fluctuations in the volume of domestic
investanent. The operations of the Bank must be co-ordinated with business
conditions in such countries. For obvious reasons, domestic investment must be
given precedence.

The international character of the Bank is particularly important in relation
to the maintenance of adequate but not excessive international investment through
the course of the business cycle. Business is not always in the same phase of the
cycle in all countries. The Bank can avoid accentuating a boom in a capital-
piroducing country by, directing loans to other countries with available labor ald
nnused industriai capacity. Moreover, by encouraging international investment
at the beginning of a recession the Bank may aid in avoiding a more serious break-
down, which would have world-wide repercussions.

The Bank itself will undoubtedly take into consideration business conditions
in the lending and borrowing cluntres when passing upon applications for loans
to be guaranteed or to be made by the Bank. The primary dependence on private
investors for loanable fiunds will to some extent tend to check excessive investment
in periods of expansion, for at such times interest rates will tend to be relatively
high. However, complete reliance cannot be placed in such checks, as previous
experience has proved. The Bank should determine its policy on international
lending with reference to world-wide business conditions. It should maintain
the closest co-operation with the Central Banks and the monetary authorities
of member countries. Ultimate responsibility to assure that international invest-
ment does not induce excessive expansion in a member country must depend on its
own monetalr authorities. Under the provisions of the proposal the Bank must
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give due regard to the effect of a loan on business and financial conditions in tilhe
country in which the loan is to be spent and must obtain the consent of the
country affected (IV-13).

Question 18.
What will be the relationship between the proposed Bank and the Inter-

national Stabilization Fund?

Reply.
The Bank and the International Stabilization Fund are both needed to help

solve the international monetalry and financial problems that will confront the
world in the period after the war. While the two agencies will co-operate with
each other in many ways, each has distinct functions of its own to perform.
The Fullnd has been specifically designed to promote currency stability, whereas
the Bank is intended to facilitate international investment for productive
purposes.

The establishment of the Bank would simplify the task of the International
Stahilization Fund, and the successful operation of the Frud would enhance the
efifectiveness of the Bank. The existence of one, howcver, is not essential to the
other. Each could stand and function alone together, they could make a signi-
ficant contribution to the development of world p rosperity. Menilersihi p in the
two agencies has, therefore. been related. Coaltries nmust ;e members of the Fund
before they subscribe to the shares of the Bank (II-3), and any country which
withdraws or! is dropped from the Fund will also relinquish membership in the
Bank unless three-fourths of the member votes favor its remaining as a member
(V 8). It is expected that all the United and Associated Nal ions will participate
in beth organizations.

Although each agency could exist alone, the establishment of the Bank and
the Fund would be helpful to both institutions, and would facilitate their
successful operation in the immediate post war period and the years thereafter.
The loans made with the assistance of the Bank will expand the volume of foreign
trade and thus improve the opportunity for all countries to maintain a balanced
position in their international aceounts. lhe extension of long-term credits will
be less variable, as explained in the answer to Question 17. and the existence of
the Baok should help prevent the reappearance of the large unstable short-tern,
indebtedness which was in part a resuilt of an unwillingness to invest at long-
term, as explained in the answer to Question 19. The Fundl, in turn, will decrease
the risks of foreign investment by minimizing disorderly fluctuations in exchange
rates whichli have discouraged long term foreign loans. It will help to eliminate
foreign exchange restrictions which, by preventing the withdrawal of income
earned on investments, have seriously deterred international lending.

In the course of carrying on their separate activities the Bank and the Fund
will cooperate and consult with each other on matters of joint interest. The
Bank may find it necessary on occasion to buy or sell foreign exchange as part
of its operations. It will iundertake such transactions after Consultation with the
International Stabilization Fund and only with the approval of the countries
mconcerned (IV-15 (c)). Furthermore, in so far as the Bank converts gold into

member currencies needed for its operations, it may choose to do so through the
Fund.

It is clear .nat the two major financial problems iof the post-war period are
closely interrelated. Currency stabilization cannot he completely separated froma
the provision of long-term international credits. The two institutions designed
to deal with these problems will find that cooperation between them is essential.
Together, they can help to provide a sound financial foundation for a prosperous
world economy.

Question 19.
Will the Bank's operations facilitate the maintenance of equilibrium in the

balance of payments and thus help to stabilize exchange rates?

Reply.
The operations of the Bank will generally contribute to the maintenance of

equilibrium in the balance of payments of both lending and borrowing countries.
Short-run equilibrium in the borrowing country is facilitated because

international loans eminble it to purchase capital goods on credit, where it might
otherwise he compelled to employan excessive part of its gold and foreign exchange
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resources to pay for such imports. International investment helps prevent the
development of pressures on the exchanges that might necessitate exchange control
and similar restrictive measures designed to force a balance in a countrv's inter-
national accounts or an undesirable alteration in exchange rates to offset a
temporary disequilibrium.

Long-run equilibrium in a borrowing country's international accounts is
facilitated by investments that increase its productivity and capacity to export
relative to its import needs. For example, international investment for the
development of the iron ore deposits of Brazil or the petroleum resources of
Venezuela and Colombia wvill increase the exports of these (countries, with the
proceeds available for both debt servicing and additional imports. One of the
most difficult problems of some debtor countries has been the great fluctuation in
their foreign exchange receipts resulting from excessive dependence on one crop.
Loans which would diversify their output and their exports would clearly be
helpful in maintaining a greater degree of equilibrium in their balance of
payments.

Foreign loans extended for the pnurchase of capital equipment will help
restore equilibrium in the balance of payments of a countryv whose clllrent accounts
are already favorable. Some expoits of capital equipment that x;)ddl otherwise
have been paid for by an inflow of gold or the accummulation of balances abroad
would be paid for with the proceeds of the loan. Furthernre, foreign invest-
ment by a country with a favorable balance of paymenllts will increase exports,
pr'oduction, and incolme at home, and bring about an increass in imports of raw
mater ials and conmum ption goods which will contribute fnrthelr to the balancing
of its current international accounts. In the long run, the maintenance of
equilibrium ini the balance of payments of the capital-exporting country must
depend on the adjustments in recilrocal demand that grow out of the development
of the productive resources of the borrowing countries,

Where a loan is miade in one country and expeindied in others. the transaction
cohld be disturhing to the foreign exchanges if the favorable balance of current
accounnt of the lending country were less than its nev foreign investment. The
draft proposal safeguards against such a development by providing that the Bank
must take into consideration the effect of a loan on finaecial conditions in the
lending country and must obtain the consent of the country concerned (IV-13).
Furthermore, the Bank may not buy or sell foreign exchange except with the
approval of the countlries concerned (IV-15 (c).

Countries not directvly concerned as bno rowers o0 lenders are also likely to
benefit from a larger volume of international investment. As explained in tbe
answer to Question 17, tile level of production and income in the borrowing and
leldinv countries will rise with more international investment. At the higher
level of production and income, their imports will also increase. All other
countries not directlv concerned as borrowers or lenders will he affected by tile
increased demand for; their export goods and will consequently find their balances
of paymlents on current 1acclunt more favorable than they wovuld otherwise be.

Although the general effect of international investment is to facilitate the
maintenance of equilibrium in the balance of paymernts on current acomunt, there
may be some instmances in which this will not be so. Where investment is under-
talken with the aid and encouragement of the BRik, provision is made to offset
the resulting adverse effects on the balances of payments of the member countvries
concerlned.

If long-term credits are extended by a member country with an unfavourable
I alaae of pavments, the loan rmay temporarilyn increase the disequilibrium in
its position. Of course, the loan may reslt directly in an increase of an equal

ramount of exports anl this will tend to limit the adverse effect on the balance
of payments. Furthermore, the Bank will repurchase for gold or foreign
exchange a part of the local curren:yv spent in the lending country (VI 14). With
the application of this prvision. a country will find that its balance of payments
will not deteriorate as a result of loans made through or by the Bank. Again,
it should be emphasized that loans cannot be made through or by the lank
without the consent of the country concerned (TV-13).

The Bank's assistaice may also be needed to help maintain e uilibrimn
even when a lelnding country invests abroad no more than its favorable balance
oni current account Increased exports of crpital goods stimulated by long-term
lending may increase the level of production and income in the lending country,
with a consequent rise in imports of raw materials and consumers' goods. Th s
indirect effect on the balance of payments is the same whether or not the Bank
is a guarantor or pirticipant in an international loan. However, in the case
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of loans through the Bank, tile exporting country will be protected against
difficulties of this kind by the provision that the Bank will repurchase for gold
orf forign exchange a part of the local currency spent in the lending country.

Provision is also made to offset any tendency to increase disequilibrium in
the balance of payments of the borrowing country which may temporarily arise
as a result of loans through the Bank. A country importing capital for a develop-
mental program nay find its trade position impaired for a short period because
of augmented imports induced by a rise in the national income or by the diversion
of labor to the few project which necessitates imports to omilpensate for decreased
consumers' goods output. A nation undertaking extensive capital improvements
may also for a time divert capital and labor from the export trades. Obviously,
the pressure on the balance of payments from such forces must be of a temporary
character or there would not be a sound basis for extend ig foreign loans. 1 he
Bank in making loans agrees that" whenever the developmental program will give
rise to an increased need for foreign exchange for purposes not directly related
to that program yet resulting from it, the Bank will provide anll appropriate part
(if the loan in gold or desired foreign exchange" (IV-S (d)).

Special consideration is given to the problem of servicing of loans made with
the Bank's assistance so that it will not cause disequilibrium in the borrower's
balance of payments. Protection is given through the requirement that loans
must provide for a schedule of repayment appropriate to the character of the
project and the balance of payments prospects of the borrower (TV-- (e)). To
the extent that the debt service is geared to the life and nature of the capital
project, repayment will be feasible out of the increased productivity and export
surplus resulting from the loan, without straining the country's balance of
payments. In the event of an exchange stringency the Bank may permit payment
of interest and principal in local currency for periods not exceeding three years
(IV-10 (c)). To protect the Bank. the borrower must arrange for the repurchase
of such currency.

The Bank will improve the general prospects for achieving equilibrium in
the balances of payments of the major trading countries by preventing drastic
declines in the total volume of foreign lending. There can be no doubt that the
general effect of international investment is to help maintain equilibrium in the
balance of payments of debtor and creditor countries; but when the world has
become adjusted to a given level of international investmentt. a large and sudden
reduction in the volume of international investment can be extremely disturbing
The Bank can help to maintain a greater degree of stability in the provision of
capital for international investment.

Q uestion 20.
What provision is made to assure the Bank against loss from exchange

depreciation ? What provision is made to prevent undue hardship to meember
countries during a period of exchange stringency ?

Rep~y.
'I'The draft proposal provides that the member countries must guarantee the

Bank against loss oil its holdings of local currencies (II-2). If a member country
redluces thile value of its currency in terms of gold, it is required to compensate
the Bank for the loss by delivering an additional amount of local currency, so that
the gold value of the Bank's holdings of local currency after depreciation will
be thile same as before. A considerable portion of the Bank's capital, from 80 to
90 percent, will be paid in member currencies. and the Bank will acquire
additional amounts in the conlse of its business. To enable it to fulfill its own
obligations. the Bank must be protected against the loss which would result from
a member's depreciating its curreny with respect to gold.

Certain other provisions of the Bank proposal will tend to protect the Bank
against icurreny depreciation. Each nmember country is to be required to
repurchlse annually with gold an amount of its local currency equal to 2 percent
of its paid-in subscription (14), provided that this amonunt does not exceed
half of the gold acquired by the member in the course of the preceding year. This
provision will allow for a gradual retirement of the local currency paid on
subscriptions to the Bank

Although the Bank is not to be concerned directlvy with the maintenance of
exchange stability, its operations are designed to avoid disturbing established
exchange rates. In order to guarantee, participate in, or make a loan in a
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specified currency, the Bank must secure the consent of the country concerned.
This consent canll be withheld if in the judgment of the member country the loan
would adversely affect its foreign exchange position (IV-13). Furthermore, the
IMank may not buy or sell foreign exchange except after consultation with the
International Stabilization Fund and wit the cionsent of the countries whose
currencies are involved (IV-15 (c)).

Direct loans by the Bank will be made in the member currencies needed for
obtaining the capital goods required, so that as a consequence there should be
no great disturbance of the exchanges of either the borrowing country or the
capital-supplying country. Payments of interest and principal must be made by
the member country in foreign exchange acceptable to the Bank or in gold
(TV-10 (a). (b)). At the time the loan is made the Bank and the borrower may
agree to payments in the currency actually borrowed. It either case the Bank
is to be protected by the borrower against exchange depreciation (IV-10 (d)).

While the Bank proposal contains ample safeguards against losses from
exchange depreciation, it will permit some flexibilitv in periods of emergency.
It must be reeognised that even with the International Stabilization Fund anid
the iank in operation, some countries may get into temporary exchange difficul-
ties. In such cases the Bank is to be authorized to accept local currency in
payment of interest and principal, instead of the required gold or foreign
exchange. This privilege is to be extended by the Bank to a borrowing country
for periods not exceeding three years (IV-10 (c) ). The borrower is to be allowed
a period of several vealrs in which to repurchase this local currency under an
agreement that safeguards the value of the Bankks sholdings.

The Bank proposal contains other provisions designed to prevent pressure
upon nmmber countries during a period of exchange stringency. For example,
the requirement that each member country shall repurchase annually with gold
an amount of its local currency equal to 2 prcent of its paid-in subscription is
qualified by the provision that no tontryv is to be required to repurchase local
currency in excess of one-half of the addition to itus olicial holdings of gold
during the preceding year(11-8 (b)). Motuver, the Board by a three-fourths
vote mns suspend this requiremnut for any year (11-8 (a)). This safeguard
would be available for use in a general emergncy when it is desired to avoid
pressure on the gold reserves of member countries.

As discussed more fully in the answer to Question 19, the position of
borrowing and lending countries is safeguarded by the provision that where an
indirect need for foreign exchange arises as a result of loans made through or
by the Bank. the Bank will provide part of the loan in gold or foreign exchange
(iV 8 (d): TV-14). By providing exchange for needs arising indirectly from
international investment, the Bank will prevent its operations from disturbing
exchange rates as much as possible: and member countries will not find their
exchange position impaired as a result of the operations of the Bank.

Questioa 21.
Will the rate of interest be uniform on loans guaranteed, participated in,

or made by thile Bank

Reply.
The rate of interest on loans through the Blank will vary with the conditions

of the financial markets and the credit position of the borrower. The basic
consideration to be taken into account is that the Bank will not guarantee,
pearticilpate in, or make loans where tihe borrowere can obtain funds from other
sources under reasonable conditions (IV-I. 6). Quite obviously, some
governments, municipalities or lbusiness enterprises will be able to borrow in
international markets at reasonable rates without the Bank's assistance.

Loans will be made through the Bank only when prospective borrowers are
not able to obtain funds on reasonable terms. Since the Bank must be compensated
for its risk as guarantor and must also earn a failr return on its direct loans, the
rate of interest to borrowers of this type will be higher than that paid in the
market bv borrowers who do not need the Bank's assistance. In general, the
Bank will be concerned merely with making the loan possible and not with
equalisingm interest rates. The extent of the Bank's guarantee will be just enough
to make tile securities marketable at reasonable terms.

In the case of Bank-guaranteed loans, interest rates will depend upon the
willingness of the market to absorb the issue. These loans will be secured by



22

the credit of the borrower andt byv the credit of the Bank as guarantor. The extent
of the Bank's guarantee will vary with the conditions of the market and the
position of tile borrower. Some loans will be fully guaranteed as to principal and
interest, others will he only partially guaranteed.

The guarantee of the Bank will undoubtedly reduce the risk but it cannot
completely eliminate risk on a loan. EFven on securities fully guaranteed by the
Bank, investors will have to consider the credit of the borrower and evaluate the
security partly in terms of the borrower's reputation and financial position. On
securities guaranteed by the Bank only in part, the reputation and position of the
debtor will be even more important in determining the attitude of investors. The
effect of the Bank's uarantee. therefore, will be to reduce the difference between
rates of interest paiJ by various foreign borrowers although jdiferentials will not
be eliminated.

Borrowers on guaranteed loans will ipy the conpon interest rate to investors
and will pay a guarantee fee to the Bank. As stated in the answer to Question 7,
this fee may lie an annual charge, a fixed amoiunt in a single layneit, or a
combination of fixed fee and annual charge. 'the annual cost of a loan to the
borrower will be the interest plus the guarantee fee. This cost cannot well 1b
less than the interest rate which will be paid by borrowers who dlo not need the
Bank's assistance.

When the Bank particilpates in a loan, its position wvill generally be the
same as that of the other participating interests. Its part of the issue will have
the same coupon rate and the same tnerms as the rest. The Bank's participation
will influence the interest rate only in so far as it makes possiltle a larger loan than
could otherwise be floated under the given conditions. When the BanT guarantees
a loan and also participates in it, the Bank will receive its guarantee fee based
on the total amount of the issue. The securities which it holds will be the same
as the securities sold to the public and will bear the samne interest rate.

There may be instances in which the Bank will partici pate in a loan without
guaranteeing the issue. Subsequently. to dispose of its holdings, it may be
necessary to guarantee the issue. The bonds would then be on the market in two
forms: guaranteed and unguaranteed. The guaranteed bonds taken from the
Bank s portfolio could no doubt be sold at a premium under the assumed
comdietions, and in this way the Bank could be reimbursed for its risk. When the
Bank guarantees and sells securities it holds, there need be no change in the
interest rate to the borrower, and no additional guarantee fee.

On loans made directly by the Bank, the interest rate will he related to the
rates on loans which it guarantees or in which it participates. Since the Bank
is to lend only when the borrower cannot secure funds at reasonable rates, there
would seem to be two types of loans which it might make directly.

The first ty pe of direct loans would be to borrowers of good credit standing
who are not able just then to obtain funds from private investors because of
financial stringency in world capital markets during a depression period. Their
inablilitv to borrow is purely temporary, The Bank can reasonably expect to
dispose of such securities as soon as financial conditions improve. The Bank
might charge such borrowers interest rates approximately equal to the rates at
which the borrowers could secure fuinds under fairlv normal conditions.

Tile second type of direct loans would be to biorrowers who are not able to
obtain funds at resonahle rates because of conditions peculiar to them rather
than to the financial market. In this case the Bank'ls interest rates would have
to include its own interest cost plus risk premiums. which would be roughly
eqnuialent to the amounts which it would receive oui guaranteed loans. Probably
since these risks are greater than those guaranteed by the Bank, the annual cost
to the borrower on such direct loans would be somewhat higher than the total
annual cost. interest and fee, on guaranteed loans.

Ihe question of the precise interest rate to be charged( on any given loan
must be left to the disclretion of the Directors. lToo many factors are involved
to specify in advance all of the conditions which might influence rates, since the
state of the financial markets and the credit position of the borrowers will vary
from time to time. Moreover, loans will be made for different purposes and with
different conditions, Eath of these factors will require evaluation in each specific
ease. Investing institutions regularly take such factors into consideration, and
the Bank's directors will have to make decisions of the same character. To a
degree. the Bank's policy will be determined by the ability of private investors to
make loans and the terms which private investors expect

[he Bank's operations are intended to reduce risks to investors, and this
reduction of risks will be reflected in a larger volume of lending and lower interest
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rates than would prevail in the absence of the Bank. The preference of investors
will continue to be reflected in differences in interest rates for various foreign
securities.

Question 22.
Will it he possible for the Bank to avoid making loans based chiefly on

political considerations?

Reply.
The Bank is designed to be an international economic agency to facilitate

productive international investment without regard to political considerations.
In deciding on loan applications, the Bank is not to be influenced by the ipolitical
character of the countrv requesting the credits. This provision is part of the
general requirement that the Bank shall scrupulously avoid interference in the
political affairs of member countries (IV-19).

The greatest assurance that the operations of the Bank will be based
exclusively oil economic considerations is given in the provisions of the proposal.
Tlhe Bank may guarantee, participate in, or make loans only for a specific project
or program that has been investigated by a competent committee and has been
approved as one that will increase the productivity of the borrowing country and
for the servicing of which the prospects are favorable (IV-l (c)). The
investigating committee is to consist of experts selected from the technical staff
of the Bank and one expert selected by the countlry applying for the loan. WitI
these requirements, no loan can be made to a country for other than purely
economic purposes, and the standards which prospective borrowers must meet are
those which protect the economic interests of lender and borrower.

The character of the Bank's operations should give further assurance that
political considerations will not aifet the decisions of the Bank. The greater
part of the Bank's operations will be directed toward encouraging and
acilitating international lending by private investors. While the Bank would

generally be prepared to ,guarantee or participate in loans approved by the
technical committees, it would exert no pressure on private investors to nndertake
such loans. It is reasonable to assume that private investment institutions would
not rive weight to political factors, except as the stability of the government
of the borrowing country affects the risk element in all foreign loans. T'here is
thus a further cheek by private investors on all loans guaranteed or participated
in by the Bank.

The international character of the Bank is also a protection a-ainst loans
made for political purposes as previously discussed in the answer to question 15.
The Bank it.slf (an have no poievc outside the purel financial sphere. So far as
concerns individual member countries, they do ilndoubtedlv have important
internatlonal political interests. However. it would be quite difficult for any
member country to utilize the Bank for the purpose of furthering its political
interests. Each member country is represented on the Board by one member. and
no countlrv aii cast molre than 25 percent of the aggregate votes (V-).
Furthermore. the Board is expected to consult with the Advisory Council on
matters of general policy. The Council is to consist of men of outstanding ability,
whose primary concern would be with economic and financial rather than with
political matters (V-5).

It remains true that the possibility always exists that pressure will he
exerted to induce the Bank to extend foreign cireits because they are politically
necessary. So far as possible, the draft proposal is designed to minimize stclh
influences in international lending. We recognize. however, that no set of rules
will of itself completelvy eliminate political conmsidetrations and that proper
limitation of the Bank's activities depends ultimately on the character of thle men
responsible for its operations.

This does not imply that international loans for political purposes have no
justification. Obviously, there will be instances when loans may properly he made
to aid a friendly government. But such loans should not be made with the aid
or encouragement of the Bank. which is exclusivelv concerned with international
investment for productive purposes, nor should siuch loans be made with funds
provided by private investors. Where loans must be made for politicnal purposes,

the finds should be provided by the interested government or governments,
without requiring either the Bank or private investors to assume the risks
inherent in such loans.



13th April, 1944.

1. United Kingdom officials have carefully studied the United States
'treasury's preliminary draft outline of a proposal for a Bank for Reconstruction
and Development, and have had tie advantage of discussions on the matter with
the technical representatives of India and the Dominions whose general
reactions to the problems were very much on the same lines as our own. As a
result of this, it is now possible to indicate the following preliminary conrments.
It is noted that the scheme is a tentative proposal, whch has not yet received
the official approval either of the United States Treasury or of the United States
Government; and, in the same way, tihe following comments are those of
technical experts, which in no way commit the Government of the United
Kingdom.

2. The criticisms made are not to be regarded as in any way non-co-opera-
tive or obstructive. It is very fully recognised that loans from creditor
countries to debtor countries in the early post-war period are essential to avoid
widespread economic chaos and much needless human suffering; that without
them no international monetary plan can have a fair start; and that the reduction
of barriers to trade will be frustrated by acute difficulties in balancing intor-
national payments. United Kingdom officials are, therefore, highly appreciative
(and this view was strongly shared by all the Dominion experts) of the initiative
which the United States Treasnrv have taken and of the generosity of approach
which obviously underlies many of the provisions of the scheme, so far as concerns
the part to be played by the Tnited States.

3. Nevertheless there are two fundamental matters, about which it sclys
xital that agreement should be rJhd before proceeding into all the consequentitl
details. It is thought, therefore, that much the best way to make satisfactory
proress will be to begin with a discussion of certain fundamental considerations,
without in the early stages commenting in detail upon all the provisions of the
plan tentatively put forward by the United States lreasury. Until this stage
has been reahed it is felt that not much useful purpose would be served by
attempting to discuss in detail all the provisions of the plan tentatively put
forward by the United States Treasury. This does not mean that many of
these details could not be worked into a final draft, embodying the general
principles which the United Kingdom officials favour. But at this stage it
seems more profitable to get clear on certain fundamentals than to spend time
on the precise technique by which, after they are agreed, they will have to be
worked out in practice.

4. Primary importance is attached by the United Kingdom officials to two
fundamental conditions :-

(i) In the United States Treasury outline for the Rieconstruction Bank
(references are to the text of the 24th November, 1943) IV 7 provides that " the
Bank shall impose no condition upon a loan as to the particular member country
in which the proceeds of the l]cn must be spent.' United Kingdom officials
agree in thinking that the principle lying behind this should be fundamental
in its application to any loans sponsored by an international institution. No
doubt, in the future as in the past, there will be room for valuable and important
loans, where the provision of the finance and the employment of it in the purchase
of goods re closely tied together. (The United Kingdom Export Credits
Guarantee Department and the United States Export-Import Bank are examples.
Other similar applications are likely to he appropriate from time to time.) But,
wherever the link between the source of the finance and the place of the
expenditure is appropriate, the loan in question should be financed domestically
by the country directly concerned. On the other hand, the proceeds of any loan
raised or guaranteed or sponsored by an international institution should be,
without qualification,/fr exchange available to the borrower to expend in any
markiet at his choic£ or any requirements arising out of the project to be
financed.

The difficulty felt by United Kingdom officials is, however, that, whilst the
above principle is accepted in the constitution of the proposed bank, the
provisions in detail appear in fact to have the result of tying the source of
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finance to the place of its expenditure with particular strictness. The provision
that, subject to certain exceptions, it is the country in which the loan is expended
which has to find the money seems to undlo the ipractical effect of the principle
which has been put forward in the clause of the constitution quoted alave, It
is appreciated that the reason which lies behind this is the anxiety to bring all
countries in on a symmetrical basis. It is extremely difficult. indeed impossible.
for a country, which has no investible surplus, to contribute funds for actual
investment unless it be on the tied principle. The IUnited States Treasury
Plan, therefore, tries to temper the wind to the position of those countries which
are not likely to have an investible surplus. Nevertheless, United Kingdom
officials feel it to be essential that some other way must be found round this
particular difficulty. They are, therefore, led on to a second fundamental
principle. closely associated with that just enunciated, namely, as follows:--

(ii) No country should he obligated to subsctibe, directly olr indirectly, to the
loans sponsored or guaranteed by the international bank, unless its monetary
authority has approved such subscription as being within the capacity of a
country's balance of payments at the time when it has to be made. Without
this provision the maintenance of monetary equilibriumn. which is one of the
main purposes of the monetary and investment schemes taken as a whole, would
be gravely endangered, and the schemes might indeed prove self-defeating. It is
suggested, theirefore that the a.tual subscription by the government or in the
market ofthe lending country of each individual loan approved by the inter-
national bank must be subject to the prior appraoval of the monetary authority,
which approval must e given in the light of the tirst condition, that the proceeds
of the loan, once subscribed. should be free exchange available to the borrower
for expenditure in any market.

5. These conditions still leave the international institution free to provide
a vital function, in the provision of which all memlbr countries would be expected
to come in on the same footing relatively to their resources.

6. For whilst the actual provision of funds can obviously only he supplied
by those countries in which the monetary authority sees its way to an investible
surplus, there is no reason why the risks of the resulting transaction should also
be concentrated, as has been the case hitherto, in the absence of an international
institution, on the country which is in a position to find the money. It is
accordingly suggested that the following should be the fundamental functions of
the new institution.

7. The facilitation of suitable loans from creditor countries to countries in
need of reconstruction and development is so much in the general interests of
world economy and of equilibrium in the international balances of payment that
countries which fall into neither of these two categories, as well as those wh ich
do, can reasonably be asked to contribute by accepting a cont ngent Iability
under guarantees within the limits of their reasonable capacity. This is, indeed.
a function of the bank which the draft already contemplates. This is felt to be
the promising line of development. Here there is real scope for joint inter-
national action on an equal footing, whereas, in the matter of the actual provision
of funds, it is quite clear that joint and equal participation is, from the nature
of the underlying facts, out of the question. This leads to the conception that
only quite a smarl partt othe Bank's capital would be called up to start with,
and that for the rest loans sponsored by the Bank would be guaranteed as an
international obligation to which all the countries concerned would subscribe.
Such loans could be offered in the first instance in the market on precisely the
lines contemplated in the draft. Failing this and if the loan, even with the
guarantee could not be raised on the market at an appropriately low rate of
interest, then it might be that the government of the country, by which the loan
is to be made, should itself mre the loan and obtain the henefit of the guarantee.

8. This seems an appropriate division of functions, which will appeal to
the world as just and right. Only those countries with an investible surplus can
put up the money; hut that is no reason why they should also run all the financial
risks, prhaps quite subetantial, of reconstructing the devastation of war and
developing the more backward countries. The great increase of trade arising
froml the granting of thes loans would benefit all alike, and it is just and right
that the tesultii risk should be shared all round. This should be within the
capacity, divided, of courso, in appropriate proporltions, of all participating
countries. It embodies both the justice and the conornoi-sense of the underlying
situation.
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9. In view of the need to ensure that no country should be suddenly called
upon under its guarantee to subscribe more thaln shouid be within the capacity of
its balance of paymenrts, it is important to prlovide, so far as possible, that any
calls on the guarantees shall be spread over as long a period as possible. For
this reason it is suggested that the service of the loans should take the form of
terminable annuities, covering both interest and repayment of principal. so that,
in the event of default. no large capital sum falls due for repayment, but only
the continuance of the annuities.

10. A further suggestion. to which importance is attached, is that the
institution should charge a substantial commisslon at a flat rate of (say. per
cent. per annum on all loans guaranteed by it. For example, if the staiuard rate
of interest at which it seemed proper for the bank to issue a loan at a given date
were (say) 3 per ~nt. and the cumulative sinking fund were taken at I per tent.
(tboulgh a higher rate of sinking fund wouldi be appropriate for projects
requiring mnore rapid repayment), then the total cost to the borrowing country,
incluling commisslon, would be at the rate of per celnt. per annum, to cover both
interest and capital. This would, in all the circumnstances, be far from burden-
some. If there were particular cases where it seemed right that help should be
iven on quite special terms, then some other aappropriate source would have to

be found for that part of the annual charge of which it was desired to relieve the
borrowing country. The commissions thus collected would not be divided between
the participants in the bank, except in the event of liquidation. But both the
accumulations and the current ommissions would be available to the institution
to meet any defaults before calling on guarantees, and it should be provided that
they would be so used.

11. There is a second function to be performed by the bank, to which high
imxortance is attached. The provision of cash to implement a loan, though a
very essential partof the proceedings, is only one side of the picture. -The right
selection of projec~ is scarcely less important to permanent success. The expert
examination of proj ects for international loans, for which a guarantee by the
United Nations bank has been or may appropriately he sought. should, therefue,
be a )rimarvy function of the institution. This eert examination should have
particular r'egard to the degree of priority which should be accorded to each of
such projects, to the reliabilht and technical capacity of those who would handle
the spending of the loan, ani to the prospects of the recipient country being in
a position to service it in free exchange. Here, again. there is a function of
special suitability for an international institution.

12. Finally, it should be made clear, what is, no doubt, in fact the intention,
that the institution would be concerned with loans for post-war reconstruction
as well as for new development. For it is only in this event that it will serve to
bridge tihe gap which now exists between the purposes of UNRRA and the
purposes of the International Monetary lund.

13. United Kingdom officials would welcome an opportunity of discussing
with the United States Treasury the principles here outlined, in the hope that
agreement ould thus be reached, which would serve as a basis for wider discussion
between the experts of the United Nations as a whole. United Kingdom officials
are very conscious of the great importance of this question and of the service
rendered by the United States Treasury to the United Nations as a whole by
having put forward concrete suggestions on tihe matter with a view to bringing
the matter to a head and to a conclusion.



April 1944.

A STATEMENT ON THE ESTABLISHMENT OF A BANK FOR
RECONSTRUCTION AND DEVELOPMENT.

The technical experts of some of the United andl Associated Nations who
have participated in the discussions on international financial problems are of
the opinion that the revival of international investment after the war is essential
to the expansion of trade and the maintenance of a high level of business activity
throughout the world. In their opinion, the most practical method of encouraging
and aiding private investors to provide an adequate volume of capital for
productive purposes is through the establishment of a permanent Bank for
Reconstruction and Development. They have set forth below the principles
which they, as technical experts, believe should he lhe basis for this Bank.
(Governunents are not asked to give final approval to these principles until they
have been embodied in the form of definite proposals.

I.-Parposes and Policies of the Bank.

1. The Bank will assist in the reconstruction and development of member
countries by facilitating provision of long-term investment capital for productive
purlposes through private financial agencies. It will do so by guaranteeing and
participating in the loans made by private investors.

2. The Bank will supplement private financial agencies by providing capital
for productive purposes out of its own resonrces, on conditions that amply safe-
guard its funds, when private capital is not available on reasonahle terms.

3. The Bank will promote the long-range balanced growth of international
trade by encouraging international investment for the development of the
productive resourcs of member countries.

4. The Bank will take into consideration, in its operations, the effect of
international investment on business conditions in member countries. In the
immediate post-war years, its policy will be to assist in bringing about a smooth
transition from a wartime to a peacetime economy.

II.--Capital of the Bank.

1. The capital of the Banlk will be the equivalent of $10 billion, to be
subscribed by member governments. Liability on shares will be limited to the
unpaid portion of the subscription.

2. A substantial part of the subscribed capital of the Bank will be reserved
in the form of unpaid subscriptions as a surety i nd for the securities guaranteed
or issued hy the Bank.

3. The initial payment oxi shares will te 20 per cent. of the subscription,
wome portion of which should be in gold and the remainder in local curmrency.
Further payment on subscriptions will be made as the Board of Directors may
determine, but not more than 20 per cent. of the subscription may be called in
any one year.

III.--Operations of the Bank.

1. The Bank will deal through the governments of member countries and
their fiscal agencies. the International Monetary Fund. and other international
agencies owned predominantly by member governments.

It may also deal with the public and private institutions of member countries
in the Balnk's own securities or the securities which it has guaranteed.

2. The Bank will not finance the local currency neds of a beriover except
in those special circumstances where facilities are not available for borrowing
investment funds at home.
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3. The Bank may guarantee, participate in, or make loans to any member
country, its political subdivisions, and business and industrial enterprises in a
member country, under the following eonditibus:

(a) The national government, central bank or a compolable agency guarantees
tihe payment of interest and principal.

(b) The borrower is otherwise unable to secure the funds from other sources
under conditions which in the opinion of the Bank are reasonable.

(c) A competent committee, after careful study of the merits of the project,
reports that the loan would serve to raise the productivity of the
borrowing country and that the prospects are favorable to the servicing
of the loan.

(d) Loans are made at reasonable rates of interest with schedules of
repayment appropriate to the project and the balance of payments
prospects of the borrowing country.

(e) The Bank is compensated for its risk in guaranteeing loans made by
private investors.

4. To encourage international investment in equity securities, the Bank may
obtain a governmental guarantee of conversion into foreign exchange of the
current earnings on such investments. It may also employ a small portion of its
capital directly in equity investment.

5. The Bank will impose no conditions as to the particular member country
in which a loan will be spent. The Bank will make arrangements to assure the use
of the loan only for the approved purposes.

6. In providing the funds for loans made by the Bank, its policy will be:

(a) To furnish the currencies needed by the borrower in connection with thi
loan.

(b) To make available an appropriate part of the loan in gold or needed
foreign exchange when a developmental program gives rise to an
increased need for foreign exchange.

(c) To furnish gold or needed foreign exchange for a part of the loan
expended by the borrower at the request of countries in which portions
of the loans are spent.

7. No loans may be guaranteed or made by the Bank without the approval
of the country in whose currency the loan is made.

8. With the approval of the representatives of the governments of the
member countries involved, the Bank may engage in the following operations:

(a) It may issue, buy, or sell its own securities, securities taken from its
portfolio, or securities which it has guaranteed.

(b) It may borrow from member governments, central banks, or private
financial institutions in member countries

(c) It may buy or sell foreign exchange where such transactions are necessary
in connection with its operations.

IV.--Repayment Prorisions.

1. Payment of interest and principal on loans participated in or made by
the Bank will be in currencies acceptable to the Bank or in gold. Interest will be
payable only on amounts withdrawn.

2. In the event of an acute exchange stringency the Bank may, for brief
periods, accept local currency in payment of interest and principal under
conditions that safeguard the value of the Bank's holdings.

3. Payment of interest and principal, whether made in currencies or in
gold, must be equivalent to the gold value of the loan and of the contractual
interest thereon.

V.--Maagaemienlt.

1. The administration of the Bank will be vested in a governing board and
an executive committee representing the members. The governing board may
appoint an advisory council consisting of representatives of banking, business,

labor and agricultural interests, and such committees as it finds necessary.
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2. The distribution of voting power will be closely related to the share
holdings of the member countries.

3. All decisions will be by simple majority of the votes cast except where
otherwise specified.

4. The Bank will publish regularly a balance-sheet showing its financial
position and a statement of earnings showing the results of its operations. The
Batik may also publish from time to time such other information as would be
helpful to the sound development of international investment.

5. One-fourth of the profits would be applied to surplus until surplus equals
'20 per cent, of the capital. The remaining profits would be distributed in
proportion to shares held.

VI.-Withdrawal and Suspension.

1. A member country may withdraw from the Bank by giving mnotice in
writing;

2. A member country failing to meet its financial obligations to the Bank
may be declared in default and may be suspended from membership, provided
that a majority of the member countries so decides.

3. Ii a member country elects to withdraw or is dropped from the Bank, its
shares of stock would. if the Bank has a surplus, be repurchased at the price paid.
If the Bank's books show a loss, the country would bear a proportionate share of
the loss. Appropriate provision should be made for meeting the contingent
liabilities.



May 1944.

UNITED STATES REPLY TO THE UNITED KINGDOM NOTE ON
THE BANK FOR RECONSTRUCTION AND DEVELOPMENT.

MEMORANDUM.

1. Memberss of the technical staffs of tlie United States Treasury and other
Jepartments of the Government have given careful consideration to the
nlemoranduIn of the Uinited Ringdomn techncal experts on the tentative proposal
for a Bank for Reconstruction and Development

We appreciate thie suggestions in the United Kingdom memorandum. We
believe that on most underlying principles there is complete agreement letween
us and the United Kingdkom technical representatives. On some matters of
principle, we believe that this supplementary memorandum will (ria ifv the
psition of the American technical men. There will then remain a few important

ihfferences which can be cleared in the contemplated direct discussions.
2. Obviously, we are in full agreement with the United Kingdom technical

rep)reentatives on the imporitallce of adequate international investment in
avoiding pressure on the b!lance of international pavntents and in encouraging
the expansion of ·world trade. The proposed Bank is intended to facilitate the
provision of capital for reconstruction in the immediate post-war period as well
as for devekopment purposes. The Bank should be in a position to perform
the functions that lie outside the sope of UNRRA and the International
Moneta riy Fund.

3. A brief statement of ora approach to the problem of international invest-
ment will facilitate more detailed discussions of the tentative proposal of the
24th November, 194:., and the preliminary draft of the statement of principles of
April 1944.

We regard international investment as an international problem that can
best he met by the co-operation of all ountries in a Bank for Reconstruction and
Development. Such1 a Bank should primarily be concerned with aiding and
encouraging the provision of private funds for international investment by means
of guarantees. The greater part of the Bank's capital should not be called up
for use by the Bank in making loans, but shou/ld e set aside in the form of
uncalled subscriptions as a resrve for meeting the Bank's obligations on
guaranteed loans.

There will, nevertheless, be occasions when the Bank may find it necessary
to provide funds in whole or in part from its own'resources. When the Bank
approves of a loan which private investors ale not, for one reason or another,
prepa red to take up, the Bank nmust he in a position to make the loan out of its
own resouresr (whetherer ihi- in capital or borrowed funds). Whatever merit
there may be in the concept of anonymoes lending would seem to he applicable
to loans f the Bank no less than to operations of the International Monetary
Fund. lThe Bank must avoid involvement in the political implications which are
so imlprtant in direct loans from one government to another. Our views on such
loans are given in the Questions and Answers on the Bank for Reconstruction
:red Development (question 15).

For these reasons, the tentative proxposal has made provision for direct loans
by the Bank. It is hoped that it will be possible for the Bank to encourage an
adequate flow of capital in international investment through its guarantee of
loans (111-4) and its influ nte toward obtaining governmlental guarantee of the
transfer of earnings on equity investments (III 5). If this should he so. the
Bank could avoid use of any considerable amount of its own resources in direct
loans or in equity investment. This is, of course, a matter which can be
determined only by actual experience. But even if considerable use of the Bank's
resources should be necessary aftelr the war, it is hoped the furnds can be raised
by the Bank to a considerable extent by the sale of its own sec urities.

4. Once it is admitted that the Bank must hold resources for use in making
loans or in acquiring equity securities. it is essential that all member countries
should subscribhe to the Bank and pay in an equal portion of their subscriptions.
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Whatever differences there are in the international econormice position of member
countries must be taken into account by the Bank in its actual operations.

We recognize that some countries do not have an investable surplus, and that
they may not be in a position to allow the free use of their national currencies
in acquiring other currencies. The fullest provision is made for protecting the
interests of such countries. Provision 111-8 of the draft statenlent of principles
states that no loans mray be guaranteed or made by the Bank without the approval
of the country in whose currencyv the loan is made; and provision IV- 9-(c) states
that the Bank mayv buy or sell foreign exchange only with the approval of the
memfber countries involved. It should be clear that a country which does not have
an investable surplus, or whose currenCly is sulbject to restlictions on the export
of capital, is fully protected f tom a deterioration in its balance of payments
through the operations of the Bank.

In this connection, it should be noted that the draft proposal makes some
provision for avoiding pressure on the balance of payments of the borrowing
country or of the country selling the capital equipment. Provision III-7 (b)
states that it will be the policy of the Bank to meake avnilalle part of the loan
in gold or needed foreign exchange when a developmental programrne gives rise to
an increased need Yr foreign exchange by a borrowing {muntry. And
provision III-7-(c) states that it will be the policy of the Bank to furnish gold
or needed foreign exchange for a part of the loan expended by the borrower at
the request of countries in which portions of the loans are spent.

5. We cannot agree that the tentative proposal, either in principle or in
detail, involves any restrictions on the free use of loans guaranteed or made by
the Bank. The preliminary draft of the statement of principles provides
(111-6) that the Bank will impose no conditions as to the particular member
country in which a loan will he spent. This principle is in every respect
unmodified so far as the actions of the Bank are concerned.

When the Bank has given its approval to a loan, it must in the first instance
he offered to the market, if necessary with the Bank's guarantee. The proceeds
of a guaranteed loan may be spent by the borrower in any member country. The
Bank's sole concern is to make arrangements to assure the use of the loan for the
approved purposes.

The preliminary draft of the statement of principles requires (111-7 (a))
that, in providing te funds for loans made bv the RBnk. its policyv will be to
furnish the currencies needed by the borrower iii connection with the loan In
the normal course of events, the Bank would make inquiry of the country where
the funds are to be spent (say, the United Kingdom) whether it has any objection
to the loan (1I-8). 'The Bank could ten he informed that the United kingdom's
foreign exchange position might be impaired by such a loan.m Under the circum-
stances. the loan would not he made in sterling. If other currencies (say, some
dollars) are needed by the borrower to make its purchases in the United Kingdom.
the Bank would attempt to furnish the currencies needed. The Bank would then
seek the approval of the United States to make all or part of the loan in dollars
(III-8) or to purchase sterling necessary for the loan (III 9 (a) ),

Whether the United States would give its approval to the loan on the
exchange transaction is a matter within its discretion. The Government might
well take the position that it is prepared to approve the loan, even though the
dollars are to be used to acquire sterling, particularly if the Bank's dollar
resources have been derived from the sale of its own securities in the United
States. On the other hand. the Government might take the position that it
cannot approve the use of public money (that is, the paid-in subscription) for
this purpose.

6. We submit that in practice the arrangements we propose do not differ
significantly from the arrangements the United Kingdom experts propose.
Assume that when the market will not take up a guaranteed loan, the Bank must
find a member government prepared to make the loan without testriction on the
basis of the Bank's guarantee. If the loan is to be spent in the United Kingdom,.
the Bank would in the first instance probably apply to the United Kingdom
Government to make the loan. T'he Bank would be informed that for various
reasons the United Kingdom Government cannot provide the funds. The Bank,
presumrably, would then apply to the United States Government or to other
governments in search of a lender; and the United States Government would
take whatever position seemed suitable to its interests.

The practical effect is much the same whether the Bank holds resources which
it can use for such loans. or whether tihe Bank applies to a government to make
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tile loan with the Bank's guarantee. On the whole the chances of getting
approval for such a loan would seem to be better where the Bank (rather than the
Govevrnmnt) makes the loan, where the resources have already been contributed
by the Government (and must not be provided at the time of the request), and
especially where the funds have been secured by the sale of the Bank's obligations
to private investors.

7. With most of the other points raised in the memorandum of the United
Kingdom experts we are in substantial agreement.

(a) We agree that only a small part of the Bank's capital should be paid in
at the heginning. How much should be paid in can be determined only in the
light of experience. If the Bank finds t!rat securities it guarantees are easily
marketed, it may be possible to avoid any considerable volume of direct lending
by the Banki. Furthermore, if the Bank's own securities can be sold in the
market at reasonable rates of interest, it may be possible for the Bank to raise
funds for its direct lending operations without calling for a substantial payment
of capital.

The draft proposal now provides for an initial payment of 20 per cent.
of the subscribed capital, and if this should prove excessive, the Bank could
return uniform proportions of the subscription. We shall be glad to discuss
this provision and to consider any suggestion to reduce the initial paymnent to less
than 20 per cent. of the subscription.

(b) WVe agree that no country can be obligated to be a lender on international
account, whether dilrectly by the sale of Bank guaranteed securities to its
nationals or indirectly by the use of its capital subscription to the Bank in
making loans, unless its monetar authorities give their approval. This is
already provided by 1i-8 of the statement of principles: 'No loans may be
guaranteed or made h the Bank without the apPlioval of the country in whose
currency the loan is made."

We presume it is clear, nevertheless, that a country does not relieve itself
of participation as a guarantor on loans made throughl tile Bank, either by
refusing to approve the floating of the loan in its capital markets or by
expresslng its general disapproval of the guarantee of the loan by the Bank.
So long as a country is a shareiholder of the Bank it is a pro rata guarantor
to the limit of its unpaid subscription, on all securities guaranteed or issued
by the Bank. When a country withdraws as a shareholder, it does not divest
itself of its contingent liability on securities guaranteed or issued by the Bank
during its membership; but a coumntry asslumes no liability of any kind on
securities guaranteed or issued by the Bank while it is not a member.

It appears to us that these points are clear enough, but we restate them
to make certain there is no difference of opinion on them.

(c) The United Kingdom experts propose a small and uniform guarantee
fee onil the order of 1 per cent. per annuml. We agree that there should be a
relatively small guarantee fee; but we doubt the feasibility of a uniform fee.

As explained in the Questions and Answers (question 21), the extent of
the Bank's guarantee must be no more than sufficient to enable the placing of
the securities with private inrvestors at reasonable interest rates. In some
instances the Bank will guarantee principal and interest in full; in other
instances, only a partial guarantee will be needed. We are of the opinion that
the guarantee fee will have to he commensurate with the risk assumed by the
Bank, including the extent of the guarantee. Therefore, the fee should he
collected oli the basis of outstanding principal (rather than on the original capital
amount) and should take sonme account of the differences between borrowers.

We recognise that market evaluations often exaggerate the premium for
risk and that the Bank through its guarantee, wifl be able to reduce the
difterences in interest rates paid by various foreign borrowers, although
differentials will not be entirely eliminated. Whilte a uniform guarantee fte
does not seem feasible, the fee itself should be relatively small and differences
in the fee (making allowance for the extent of the guarantee) can be kept to a
minimum.

The magnlitude and uniformity of guarantee fees are, of course, matters of
policy that should be decided by the governing board of the Bank. To include
such details in a statement of principles mnight impose on the Bank a rigidity
of policy that might hamper its effective operation.

(d) It is suggested by the United Kingdom experts that payments on loans
guaranteed by the Bank take the form of terminable annuities. This precise
method of repayment is not in sufficiently wide use in the American capital
markets to justify the issuing of securities in this form. No doubt the Bank itself
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and institutional investors would have no objection to this method of repayment.
It is probable that individual investors would prefer a security in which the
capital amount is repaid at maturity.

In practice, the effect of terminable annuities can be achieved by use of serial
bonds. The amount falling due annually can then be adjusted with greater
flexibility on the basis of the need of the borrower and the preferenek of the
market. Quite conceivably, the interest cost on such bonds might be less in the
aggregate than with terminable annuities, because of the greater ease of suiting
the maturity preferences of investors. From the point of view of the borrower,
serial maturities provide the same ease and regularity in repayment as terminable
annuities.

On this matter, too, it would be preferable to leave the determination of
policy to the governing board of the Bank. The most suitable form of the repay-
ment of loans will depend not only on the project, but also on the customary
practices of the lender and the borrower. The governing board of the Bank should
not be restricted on such matters of detail,

(e) We are in full accord with the suggestion of the Utnitcd Kingdom experts
that the guarantee fees should be retained by the Bank as a reserve to meet con-
tingent liabilities. We are also of the opinion that a part of the receipts on direct
loans of the Bank should be regarded as a premium for risk and should be reserved
for meeting losses.

(f) In meeting obligations of the Bank arising from defaults or from
temporary suspension of transfers under IV-2. the Bank should first use the
accumulated reserve of guairantee fees and current receipts of guarantee fees. If
this reserve should prove inadequate, the Bank would then utilia, the capital
subscription of member countries (either already paid in or called for the
puptire). drawing upon all countries pro rta. Mnember countlies would be
obligated to permit the conversion of this pro irata call into the currencies needed
t) meet the obligations of the Bank (III-2).

8. We note with satisfaction the general approval of the tentative proposal
and the view that a final draft might appropriately include many of its provisions.
We are prepared to discuss with the technical representatives of the United
Kingdom the statement of principles recently submitted to the United Kingdom
Treasurv and the memorandum that has in turn been submitted to the United
States Treasury. We share with the United Kingdom technical representatives
the feeling that further discussions with them would facilitate general agreement
among the experts of the United Nations oil the principles for a Bank for Recon-
struction and )Development.
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