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INTER-AMERICAN BANK

MONDAY, MAY 5, 1941

UxiTEp STATES SENATE,
SuscommrrrEe oF THE CommrrTee oN ForeioN ReraTions,
Washington, D. C.

The subcommittee met, pursuant to call, at 10:15 a. m., in the
committee room, Capitol, Senator Claude Pepper (chairman), pre-
siding.

Present: Senators Pepper (chairman), Green, and Shipstead.

Present also: A. A. Berle, Assistant Secretary of State; W. L.
Clayton, Deputy Federal Loan Administrator; Bernard Bernstein,
Assistant General Counsel, Treasury Department: J. (. Rovensky,
Office of the Coordinator of Commercial and Cultural Relations
Between the American Republics; Walter Wyatt. General Counsel.
Board of Governors of the Federal Reserve System; Walter R. Gard-
ner, Division of Research Statistics, Board of Governors of the
Federal Reserve Sysfem:; Walter E. Trent. economie adyiser and
technical director of the Rocky Mount Metals Foundation, Barr Build-
ing, Washington, D. C.

Senator Surpsteap, Senator Pepper and Serator Green will be here
in a few minutes, but I have been asked to open the meeting, and
when Senator Pepper arrives he, being the chairman, will preside.

There is a letter here from the Secretary of State in reference to
this treaty, and the treaty is here. T suggest the treaty be made a
part of the record and the Secretary’s letter be made a part of the
record. It would have been interesting to have read that letter.
I have not seen it until now, but we will put that in the record.

(The treaty and letter are in full as follows:)

[Executive K, T0th Cong., 3d sess. )

MESSAGE FROM THE PRESIDENT OF THE UNITED STATES TRANS-
MITTING A CONVENTION FOR THE ESTABLISHMENT OF AN INTER-
AMERICAN BANK, SIGNED ON BEHALF OF THE UNITED STATES OF
AMERICA ON MAY 10, 1940

Tre Wurre House, July 5, 1940
To the Senate of the United States:

To the end that T may receive the advice and consent of the Sennte to ratifica-
tion 1 transmit herewith o convention for the establishment of an Inter-American
Bank. * This convention has been signed on behalf of the Governments of the
United States, Bolivia, Drazil, Colombia, the Dominiean Republic, Ecuador, Mex-
ico, Niearagua, and Paragnay, and remains open to the adherence of others of
the American republics.

I also transmit for the information of the Senate a report on the convention
made to me hy the Secretary of State,
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It is my opinion that the establishment of an Inter-American Bank would be a
step of major importance in the development of inter-American finaneial and
economic cooperation and the economic implementation of the good-neighbor pol-
icy. It has been apparent for some time that there has existed a wide zone of
economic and financial activity among the American republies for which the
existing machinery of cooperation has been inadequate.

The Bank, generally speaking, is designed to promote a fuller development of
the natural resources of the Americas, to intensify economic and finaneial rela-
tions among the American republics, and to mobilize for the solution of economic
problems the best thought and experience in the Americas. Its organization,
purposes, and powers are provided for in detail in the eharter and bylaws of the
Bauk, which are annexed to the convention and are integral parts of it.

Sinee it is envisaged that the proposed Bank would be set up under a Federal
charter granted by the United States, I, in accordance with the terms of the con-
vention, request that the Congress issue such a charter. A bill embodying such
charter and additional enabling provisions to permit the participation of the
Government of the United States in the Bank is transmitted herewith. This bill
was drafted by experts of the Departments of State and Treasury, the Federal
Loan Agency, und the Board of Governors of the Federal Reserve System.

FrangrLin D. RoosEveLT.

(Huneclosures: (1) Report of the Secretary of State, with attached memorandnm
relating to the proposed Inter-American Bank: (2) convention for the establish-
ment of an Inter-American Bank ; (3) bill embodying charter of an Inter-American
Bank and provisions to permit the participation of the Government of the United
States in the Bank.)

Juny 3, 1840,
The PRESIDENT,
The White House:

The undersigned, the Secretary of State, has the honor to lay before the
President, with a view to its transmission to the Senate to receive the advice
and consent of that body to ratification, if his judgment approve thereof, a con-
vention for the establishment of an Inter-American Bank.

There is also encloged a copy of a memorandum prepared by the experts
of this Department deseribing in some detail the proposed Inter-American
Bank.

Respectfully submitted.

Coroerr, Hurn,

(Enclosures: (1) Memorandum relating to the proposed Inter-American Bank ;
(2) convention for the establishment of an Inter-American Bank.)

MEMORANDUM RELATING TO THE PROPOSED INTER-AMERICAN BANK

The present project for the establishment of an Inter-American Bank is the
result of several months of intensive work in the Inter-American Finanecial and
Eeonomic Advisory Committee and is the outcome of many years of discussion
of the desirability of ereating such an instituntion. The First International Con-
ference of Ameriean States discussed the matter of providing adequate inter-
American banking facilities, and on April 14, 1800, adopted a resolution recom-
mending that the governments grant liberal concessions to facilitate inter-
American banking and especially such as might be necessary for the establish-
ment of an international American bank. This resolution was approved by
a vote of 14 to 0, Argentina, Bolivia, Brazil, Chile, Colombia, Costa Riea,
Guatemnala, Honduras, Mexico, Nicaragua, Paraguay, Pern, the United States,
and Venezuela all indicating their concurrence. The Seeretary of State, James G,
Blaine, in transmitting the resolution to President Harrison indicated his ap-
proval of passage of a law by the United States incorporating such an interna-
tional American bank and President Harrison transmitted the resolntion and
letter to Secretary Blaine to the Congress for appropriate action.

The Second International Conference of American States on Janunary 21,
1902, recommended that a powerful inter-American bank be set up in New
York, Chicago, San FFrancisco, New Orleans, Bnenos Aires, or any other im-
portant mercantile center, and that it be assisted in every manner compatible
with the internal legislation of each of the Ameriean republics. This resolu
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tion was signed by Argentina, Bolivia, Colombia, Costa Riea, the Dominican
Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Mexico, Niearagua,
Paraguay, Peru, the United States, and Uruguay.,

The provision of inter-American banking facilities, especially in view of the
dislocations oceasioned by the European war, was discussed at length at the
First Pan American Financial Conference which met from May 24 to 29, 1915,

In 1933, the Seventh International Conference of American States, upon the
initiative especially of the delegations of Peru and Uruguay, unanimously
adopted a resolution recommending the creation of an inter-American bank
to establish and promote inter-American credit and the interchange of capital,
to collaborate in the reconstruction of national monetary conditions, and to
perform such other tasks as the Third Pan American Financial Conference
might entrust to it. The Third Pan American Financial Conference did not
take place, and the Eighth International Conference of American States in
1938 considered a number of resolutions which had been presented to the
Seventh Conference and to the Inter-American Conference for the Muaintenance
of Peace, which took place in 1936, It resolved to request the Pan American
Union to study the possibilities of establishing an organization to ecarry out the
purposes envisaged.

In 1939 the Meeting of the Foreign Ministers of the American Republics at
Panami adopted 9 resolution ecreating the Inter-American Finanecial and Eco-
nomic Advisory Committee to study, among other things, the need, form, and
conditions for the establishment of an inter-American banking institution.
Later in the same year the First Meeting of IPinance Ministers of the American
Republics at Guatemala recommended to the urgent attention of the Inter-
American Financial and Economic Advisory Committee a study of the desir-
ability of creating such a bank,

The Inter-American Financial and Economic Advisory Committee began its
work in Washington on November 15, 1839, and immediately turned its attention
to the matter of an inter-American bank. After several months of intensive effort
in which the delegates representing the 21 American republics were assisted by
a gronp of experts from the United States Departments of State and Treasury,
the Board of Governors of the Federal Reserve System, and the Federal Loan
Agency, the Inter-American Committee on February 7. 1940, adopted a resolution
recommending to the governments of the American republics the establishment
of such a bank and submitted for their consideration drafts of a convention,
charter, and bylaws for its establishment. Comments amnd suggestions were
received from a number of the governments and were carefully studied, and on
April 16, 1940, the Inter-American Committee approved the final texts mentioned
ahove,

The charter and bylaws of the proposed institution, which are annexed to the
convention and are integral parts of it, provide in detail for its organization,
purposes, and power. The Bank is to be an intergovernmental organization.
All of the shares are to be subscribed by governments of the American republics,
and none of the shares may pass to others than governments of the American
republics. The minimum number of shares to be subseribed by each of the Ameri-
can republics in order to participate in the Bank is specified in section 2-B of the
bylaws; this schedule is based upon the foreign trade of each of the American
republics in the year 1938, According to this schedule the United States is in
group H with Argentina and Brazil; the members of this group are required to
subscribe to a minimum of 50 shares, or £5,000,000 each, The liability of share-
holding governments on their shares is limited to the issue price thereof,

Voting among participating nations is distributed as follows, in accordance
with section 2-H of the bylaws: 20 votes for each government for its minimum
shares and 1 vote for each additional share which it may subseribe. Impor-
tant decisions require a four-fifths vote.

The directors of the bank are all to be appointed by the shareholding gov-
ernments and are to be responsgible to them alone. Generally speaking, more-
over, the bank may take no action which may affect a particular nation until
after that nation has been given an opportunity to object to, or has given
its consent, approval, or gnaranty fo the operation. This safeguard of the
interests of individual nations is inherent in the entire plan and appears
T}lrtrmf-thum the drafting. In addition, it ig specifically provided in section 5-C
that :

“The operations of the bank shall at all times be conducted in conformity with
the laws of the territory where the bank is acting and, so far as possible, be
conducted in conformity with the policies of the participating government
directly concerned.”
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The powers with which it is proposed to endow the projected institution are
specified in section 5-B of the bylaws. In general it may be said that the
bank is given rather broad powers, subject to restrictions which will be men-
tioned immediately below, to engage in all usual banking operations. In keep-
ing with the intergovernmental character of the institution, it is specified that
all extensions of credit by the bank, either direct or indirect, must be to a
participating government or to a fiseal agency, central bank, political subdi-
vision, or national of a participating government with the guaranty of that
government, or, in the case of extensions of credit having a maturity not
exceeding 2 years to any such fiseal ageney, central bank, political subdivision,
or national, which may be made without govermment guaranty, only if the
government thereof does not make a timely objection. In this way, and in
accordance with the provisions of section 5-C of the bylaws, which was quoted
above, special care has been taken to insure to each country the ability to
bar any activity of the bank within its territory which such country may deem
undesirable.

While the purposes and powers of the projected Bank have been stated in
fairly broad and elastic terms, as is both enstomary and essential in the organic
laws of such institutions, discussions during the drafting of the convention and
hylaws indicated that it was the intention of the Inter-American Financial and
Heonomie Advistory Committee to complement existing finnneial  institutions
rather than to provide a substitute for them.

In view of the intergovernmental character of the bank, arising especially
from the fact that all the participants arve sovereign governments, article 11 of
the convention would grant to the proposed Bank certain rights, privileges,
immunities, and exemptions which wounld permit the Bank to carrey on any oper-
ations to which the governments concerned have indicated no objection without
being liable to subsequent unilateral aetion against the Bank by any of the
governments. Special care has been taken in the dreafting to concede such
rights, privileges, immunities, and exemptions which are essential to the proper
functioning of the Bank without permitting abuses to ocenr, Thus artiele 11,
A and D, of the convention permits legal action in regard to adjudicated claims
against the Bank and its depositors.  Similarly, article 11-C specilically exclundes
general nondiseriminatory taxation, such as income taxation, upon individuals
dealing with the Bank from any tax exemption aceorded by the convention,
Moreover, article II-B assures the bank that, where exchiange restrictions or
controls exist, it shall be accorded facilities for transferrving ont from a country,
on the most favorable basis, amortization, interest, and other returns only from
loans and investments of funds to which the government concerned had not
previously made the timely objection which it is privileged to make.

It is provided that the convention shall come into force when ratifications of
5 of the signatory conntries which have agreed to subscribe for at least a total
of 145 shares of the stock of the Bank have been deposited with the 'an Ameri-
can Union, and that each party shall remain bound under the convention for
1 year after it ceases to participate in or to be in any way obligated to the
Bank.

CONVENTION FOR THE ESTABLISHMENT OF AN INTER-AMERICAN
BANK

The Governments of the American Republies considering

First, that economie and finaneial cooveration among the American Republics
is an essential factor in fostering the welfare of and maintaining solidarity among
these Republies ;

Second, that such cooperation would be greatly facilitated by the establishment
of an Inter-American Bank:

have resolved to eonclude a Convention as follows :
ARTICLE 1

The High Contracting Parties agree to the ereation of an institution to be
known as the “Inter-Ameriean Bank" for the purposes and with the powers stated
in the proposed Charter and By-Laws annexed hereto.  The High Contracting
Parties agree that the Bank shall be accorded the powers, rights, and privileges
to engage in the various activities, transactions, and operations envisaged in such
Charter and By-Laws and further agree to enact any legislation and to take any
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other setion necessary to effectuate and protect such powers, rights, and privileges
to the Bank. The United States of Ameriea also agrees to grant to the Bank a
Charter substantially in accordance with the proposed Charter annexed hereto.
Each High Contracting Party hereby agrees to subseribe for the minimum number
of shares required of such Party for participation in the Bank as provided in the
annexed By-Laws.

ArTicLE 11

The High Contracting Parties grant, within their respective tervitories in time
of peace or war and in any period of emergency and in any other situation, the
rights, privileges, immunities, and exemptions enumerated in this Article; and
agree also to enact any legislation and to take any other action necessary to
effectunate and protect such rights, privileges, immunities, and exemptions,

A, The Bank, its assets, obligations to it and its real and personal property of
whatsoever nature, including any property deposited with it on a custody basis
or otherwise, shall wheresoever located and by whomsoever held, be exempt and
immune from (1) requisition, seizure, attachment, exeention, confiscation, mora-
toria, and expropriation; (2) prohibitiong, restrictions, regulations, and controls
of withdrawal, transfer or export: and (3) ecurrency, monetary, exchange and
debt regulation and control; by the High Contracting Parties or any political
subdivigion thereof, whether or not compensation is offered; provided, however,
that nothing in this paragraph shall prevent a High Contracting Party or politieal
suhdivision thereof from attaching or levying execution, subject to any prior
lien or elaim of the Bank, upon admitted or adjudicated claims of its nationals
against the Bank or upon property admitted or adjudicated to be held by the
Bank for such nationals,

B. Where restrictions, regulations, prohibitions or controls exist or are here-
after imposed in the territory of a High Contracting Party in regard to the
conversion or exchange of its eurrency into foreign enrrencies, the High Con-
tracting Party shall make available to the Bank, by sale or otherwise, as provided
in the next sentenee, foreign exchange and precions metals, requested by the
Bank, for such local enrreney acquired by the Bank as a result of loans, discounts,
extensions of eredit (including those in the form of depogits), guaranties thereof,
or investments, made by the Bank to such High Contracting Party, in its securi-
ties and obligations, or with its guarantee, express approval or consent, or to
which it has made no timely objection as defined in and when expressly provided
for by the By-Laws of the Bank, including principal, interest, and other returns
thereon.  Such foreign exchange and previous metals shall be so made available
to the Bank on a basis, as to amount, rate, and all other factors, no less favorable
than the most favored treatment extended under any circnmstances by the Iigh
Contracting Party to any government including itg own or to any political sub-
division, individual, partnership. assoeiation, corporation, or other organization
or entity of whatsoever nature,

C. The Bank and its assets and real and personal property of whatsoever
nature, including, without limitation of the foregoing, its Charter, franchise,
capital, reserves, surplus, income and profits; its activities, transactions, and
operations; its shares of stock and all notes, debentures, bonds, and other such
obligations issued by the Bank, including dividends and interest thereon, by
whomsoever held; any remunerations or salaries paid by the Bank; and any
individual, partnership, corporation, association, or other entity in its dealings
and relations with the Bank in any of the foregoing matters and in its acquisi-
tions, holdings, transfers, or dispositions of any snch shares and obligations of
the Bank : shall be exempt and immunre from all taxation by a High Qontraeting
Party or a political subdivision thereof now or hereafter imposed and by whatever
name deseribed, including, without lmitation of the foregoing, excises, duties,
and imposts; provided, however, that the foregoing shall not be construed as pre-
venting the imposition by a High Contracting Party or any political subdivision
thereof of nondiseriminatory taxes upon nationals of such High Contracting
Party with respeet to any of the foregoing., Notwithstanding any of the fore.
going, neither a High Contracting Party nor any political subdivision thereof
shall impose any tax on or measured by salarvies or remunerations paid by the
Bank to its officers or employees who are citizens of any other High Confracting
I'arty. Nothing in this paragraph shall make the Bank or any other party
referred to above exempt or immune from any customs duties or imposts or
other taxation imposed on or in connection with the importation or exportation
of any article; provided, however, that the exportation of (1) eoin, eurrency,

d10405—41—2
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sud of intangible property, including, without limitation of the foregoing,
shares of stock, eredit instruments, securities, and evidences of indebtedness,
and (2) preeious metils, other than precions metals produced In the territory
of the High Contracting Party and being exported for the first time, owned
or held by the Bank, or deposited with it on a custody basis or otherwise,
and by whomsoever held, shall be exempt and immune from any customs dut ies
or imposts or other taxation. The provisions of this paragraph shall not
be construed to restriet in any manner any exemption, deduetion, eredit, or other
allowance accorded by the laws of any of the Hizh Contracting Parties in hse
determination of a tax imposed by such Party.

D). The Bank, its assets, obligations to it and its real and personal property of
whatsoever nature, shall, wheresoever loeated and by whomsoever held, be sub
jeet to attachment or execntion by a private party only after final judgment or
decree in a suit, action, or proceeding in a court of a High Contracting Party or
political subdivision thereof.

E. The shares of stock and the notes, debentures, bouds, and other securities
and obligations issued by the Bank shall be exempt and immune from prohibi
tions, restrictions, regulations, or controls now or hereafter hmposed by any High
Contracting Party or any political subdivision thereof, with respect to the regis-
tration, issue, and sale of stock, notes, debentures, bonds and other securities and
obligations ; provided that notes, debentures, bonds and other securities and obli-
gations issued by the Bank shall not be issued or sold by the Bank in the territory
of a High Contracting Party which makes a timely objection, as provided in the
By-Laws of the Bank,

Artiene 111

As used in this Convention and the annexed By-Laws of the Inter-American Bank
“pationals” of a High Contracting Party or of a participating country or govern-
ment shall include any person who is domiciled in, or a eitizen or resident of, such
High Contracting Party of such participating country or government ; and shall
also include any individual, partnership, association, corporation or other entity
organized under the laws of such High Contracting Party or such participating
country or government or political subdivigion thereof or having a permanent
establishment, such as a branch, office, agency, or other fixed place of business,
in the territory of such High Contracting Party or of such participating conntry
or government ; but shall not include the Bank.

As used in this Convention and the annexed By-Laws of the Inter-American
Bank, “political subdivision™ shall include territories, dependencies, possessions,
states, departments, provinces, counties, municipalities, districts, and other simi-
lar governmental organizations and boedies and agencies and instrumentalities
thereof,

ArTicLe IV

The original of the present Convention in English, Spanish, Portuguese, and
French shall be depesited in the Pan American Union, in Washington, and opened
for signature on behalf of the American Republies.

ArticLE V

The present Convention shall be ratified and effectuated by the High Con-
tracting Parties in conformity with their respective constitutional methods.
The Pan American Union shall transmit authentie certified copies of the original
of the Convention to the High Contracting Parties tor the purpose of ratification,
The instruments of ratification shall also be deposited in the archives of the Pan
Ameriean Union, which shall notify the signatory governments of such deposit.
Such notification shall be considered as an exchange of ratifientions,

ArticLe VI

The present Convention shall come into effeet as betwern such ratifying High
Contracting Parties if and when ratifications of this Convention shall have
been deposited with the Pan American Union by at least five of the High Con-
tracting Parties which have agreed to subseribe for at least a total of 145
shares of stock of the Bank. Each deposit of ratification shall be accompanied
by the designation of a person to serve on the Organizing Committee of the
Bank, which Committee shall meet forthwith after the Convention shall have
come into effect as provided herein and proceed with all grrangements necessary
for prompt organization of the Bank. ’




INTER-AMERICAN BANK

Arricne VII

Each High CQontracting Party shall remain bound under this Conveution for
one year affer such Party ceases to participate in the Bank and ceases to be
in any way obligated to the Bank.

ArTione VILI

This Convention shall remain open to the adherence of American Republics
which are not original signatories. The corresponding instruments shall be
deposited in the archives of the an Ainerican Union which shall communicate
them to the other High Contracting Parties.

IN WITNESS WHEREOF: the undersigned plenipoteniinries, huving deposited their
full powers found to be in due and proper form, sign this Convention on behalf
of their respective Governments, and affix thereto their seals on the dates appedir-
ing opposite their signatures,

For the UNTTED STATES OF AMERICA

(s) SuMNER WELLES May 10, 1940 [8eaL]

For COLOMBIA:

(8) GappieL TURBAY May 10, 1940 [SpAL|

For the DoMINICAN REPUBLIC

(s) A. PASTORIZA May 10, 1940 [seAL]

For ECUADOR !

(&) C. E. ALFAROD May 1940 [sEAL]

For Mexico:

(8) F. CAsTILLO NAJERA May 10, 1840 [sEAL]

For NICARAGUA:

(s) Ledxn De BAYLE May 10, 1940 [s®AL]

For PARAGUAY !

(s) Horacio A. FERNANDEZ Muay 1940 | sraL]

For Borivia:

(8) Luis F. GuacHALLA (Ad referendum ) May , 1940 [SEAL]

For Brazir:

(8) CArros MARTINS PEREIRA E SOUZA May 13, 1940 | spaL]

I'ROPOSED ("HARTER OF THE INTER-AMERICAN BANK

Sge. 1. There Is hereby ereated a body corporate with the name “Inter-American
Bank," hereinafter referred to as “the Bank."”

SEe. 2. The structure, operations, and aetivities of the Bank shall be as
defined by the By-Laws, which are annexed to the Convention relating to the
establishment of the Bank. The Bank shall also have all incidental powers
necessary and proper to earry out the powers now or hereafter expressly author-
ized herein or in the By-Laws of the Bank.

Sec. 3. The Bank may begin operations when at least a toial of 145 shares of
stock of the Bank are subseribed for by at least five governments which have also
deposited their ratifications of the aforementioned Convention with the Pan
American Union.

Spc. 4. The Bank shall have succession for a period of twenty years from the
date of enactment hereof or until such earlier time as it shall be Inwfully dis-
solved. The United States agree not to repeal or amend this charter except upon
the request of the Bank pursuant to a four-fifths majority vote of the Board of
Directors of the Bank. The United States may extent the charter for additional
twenty-year periods upon the request of the Bank pursuant to a four-fifths
majority vote of the Board of Directors of the Bank.

Skc. 5. Amendments to the By-Laws of the Bank, consistent with the afore-
mentioned Convention, this Charter, and the purposes of the Bank as now sef
out in Article 5A of the By-Laws of the Bank, may be adopted by the Bank pur-
suant to a four-fifths majority vote of the Board of Directors, provided, however,
that Article 5A of the By-Laws may not be amended, and provided further, that
a unanimous vote of the representatives of all the participating governments
(and not merely unanimity of the votes cast) shall be required to inerease or
decrease the minimum holdings of participating governments in the stock of the
Bank and to amend the provisions of the By-Laws relating to the manner and
effect of the making of a timely objection by a participating government, As used
in this Act four-fifths majority vote of the Board of Directors shall mean four-
fifths of the votes cast.
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0. 6. The Bank shall have power to adopt, alter, and use a corporate seal;
and to make such contracts and to acquire, own, hold, use, or dispose of such
real and personal property, as may be necessary for the transaction of its
business.

Sepa. 7. The Bank may sue and be sued, complain and defend, in any court of
competent jurisdiction. Any eivil suit at law or at equity, brought within the
United States, its territories, and possessions, to which the Bank shall be a
party shall be deemed to arise under the laws of the United States, and the
distriet courts of the United States shall have original jurisdietion of all such
suits; and the bank in any such snit may, at any time before the trial thereof,
remove such suit into the distriet court of the United States for the proper
]lllsrrm by following the procedure for the removal of causes otherwise provided
hy law.

BY-LAWE oF THE INTER-AMERICAN BANK
1. LOCATION

The principal office of the Bank shall be in the United States of Amerlea and
at least one branch or agency of the Bank shall be established in the territory of
every other participating government. Additional branches and agencies may
also be established,

2. CAPITAL STRUCTURE AND PARTICIPATION

A. The eapital stock shall be expressed in United States dollars (hereafter re-
ferred to as dollars) and shall be authorized in the amonnt of $100,000.000 con-
sisting of 1,000 shares having a par value of $100,000 each, to be paid for in gold
or in dollars. Fifty percent of the issue price of each share shall be paid up at
the time of subscription for such share and the balance may be called up at a later
date or dates at the discretion of the Board of Directors of the Bank; Provided,
however, that with respect to the minimum shares of governments in groups A,
B, and C, 25 percent of the issue price of each share shall be paid up at the time of
subscription, an additional 25 percent of the issue price shall be paid up within

2 months thereafter, and no calling up of balances shall require any government
in such groups to pay more than 25 percent of the issue price of such minimum
shares within any 12-month period. Three months' notice shall be given of any
calling up of any balance on any shares. Upon the formation of the Bank the
shares of stock shall be sold at par. Thereafter the issue price of shares shall
be fixed by a four-fifths majority vote of the Board of Directo

B. Stock shall be available for subseription only to the Governments of the
American Republies which have subseribed or adhered to the Convention relating
to the Bank. For a Government to participate in the Bank it must subseribe
for a minimum number of shares, determined in relation to the dollar value of
the total foreign trade of ench of the American Republies during the year 1938,
as follows :

Group A: Up to 25 million dollars: Costa Rica, Beuador, Bl Salavador,

Haiti, Honduras, Niearagua, and Paragunay________ eevuw——. beshares
Group B: Over 25 million dollars and up to 50 million dollars: Domini-
can Republie, Guatemala, and Panama - __ . ___ 10 shares

Group C: Over 50 million dollars and up to 75 m:llmn dollars: Bolivin__ 15 shares
Group D: Over T6 million dollars and up to 100 million dollars:

Urugnay . e e e 20 shares
Group E: Ov er 100 million dollars and np to 150 million dollars : Peru__ 275 shares
Group F: Over 150 million dollars and up to 250 million dollars: Chile,

Colombia, and Cuba____________ ________ 4 S A0 shares
Group G Over 250 million dollars and 1:]: to 300 ulilllun dollars : Mexico

and Venezunela 1 O O Ol B s 0 S _ 38 shares
Group H: Over 500 million :lull.n : .\I;..t ntln.l Rl:lmt and United States

of America__ ~ B M L : e DO shares

dach rulrli:‘i[mling government may subseribe for stock in addition to the
minimnm.  Where the demand for such additional stock exceeds the amount
avallable for issue by the Bank such demand will be met on an equal basis from
such available shares.

C. Governments of American Republies which do not participate in the Bank
at the time of its formation or which shall have at any time ceased to participate
in the Bank, shall be permitted to participate in the Bank npon adhering to the
Convention relating to the Bank, subscribing for the minimum number of shares,
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and complying with any other ferms and conditions designated in regulations of
the Bank.

D. Liability of a sharcholder on its sharves shall he limited to the lssue priee
of the shares held by it.

E. (1) The shares of stock held by each government shall be security for all
the obligations of such government to the Bank and shall not be otherwise pledged
ur encumbered by the shareholder.,

(2) If a government fails to make payment on a share on the day appointed for
such payment, the Bank may, after giving reasonable notice to such government,
vest in itself title to such share, paying fo the defaulting shareholder an pmount
equal to the fair value of such shares as determined by the Doank less any
amount which the Bank considers necessary as additional collateral for any ont-
standing ohligation or liability of such government to the Bank, Fallure to make
payinent on a share on the day appeinted for such payment shall deprive the
defanlting government of its right to exercise a vote in respect of such share so
long as such government remaing in defanlt, provided that the failure of a govern-
ment to make payment on the minimum pumber of shares required to be sub-
scribed by it shall deprive such government of the right to exercise any voting
power during the period of default.

(3) If a government defanlts on any other obligation to the Bank, the Bank
may, after taking reasonable action to realize on any other collateral given to
secure such obligation and after giving reasonable notice to such government,
vest in itself title to an appropriate number of shares belonging to such govern-
ment and apply to the defanlted obligation the fair value of such shares, as
determined by the Bank. Any amount remaining, less any amount which the
Bank considers necessary as additionnl collateral for any outstanding obligation
or liability of such government to the Bank, shall he paid by the Bank to the
defaulting government.

(4) If, after a government has had a reasonable opportunity to present its
position to the Board of Directors, the Board by a four-fifths majority vote finds
that such government has violated any provision of the Convention relating
to the Bank, such government shall cease to participate in the Bank, but its
obligations and dnties with respect to the Bank shall continne and the Bank
may vest [n Itselt ritle ro an appropriate nmmber of shares belonging to =uch
government and apply the fair value of such shares as determined by the Boank
to compensate the Bank for such damages as the Bank determines it suffered hy
reason of soch violation. Any amount remaining, less any amount which the
Bank considers necessary as additional collateral for any ontstanding loan or
liability of such government to the Baok shall be paid by the Bank to such
government,

F. Shares of stock may be transferved only to the Bank or to other partici-
pating governments at a price to be agreed upon between the parties and npon
the approval of the transfer by a four-fifths majority vote of the Board of
Directors. If, as a result of the transfer of shares of stock or aecquisition by
the Bank, or for any other reason, a government holds less than the minimnm
amount of shares of stock required of it, such government shall cease to partiel-
pate in the Bank, but its obligations and duties with respect to the Bank, shall
continue.

G. The capital structure of the Bank, including the number and par value of
shares, may be increased or decreased by a four-fifths majority vote of the Board
of Directors, except that 1 unanimons vote of the representatives of all the par-
ticipating governments (and not merely unanimity of the votes cast) shall be
required to increase or decrease the minimum holdings of participating govern-
ments.

H. The votitng power of the participating governmments on the Board of Directors
shall be distributed as follows: 20 votes for each government for its minimum
shares, and 1 vote for each additioral sharve. However, regardless of the amount
of stock owned by it, no government shall have a voting power in exeess of 50
percent of the total voting power of all the other participating governments,

4. MANAGEMENT

A. The administration of the Bank shall be vested in the Board of Directors
composed of one director and one alternate appointed hy each participating gov-
ernment. Each government shall appoint its director and alternate and any
nominee or proxy in a manner to be determined by it.  Suech director shall serve
for a perlod of two years, subject to the pleasure of his government. An alternate
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and a nominee or proxy shall serve for such period as shall be determined by his
government. The Bank shall pay such reasonable expenses as are incurred by the
directors and alternates and nominees or proxies in attending any meetings of
the Board or any committee of the Bank. The voting power held by a participat-
ing government shall be exercised by the director and in his absence by the
alternate and in the absence of both the director and alternate by the nominee
or proxy of such government in such manner as the Board may provide by
regulations. The alternate may otherwise participate in the activities of the
Board.

B. Meetings of the Board of Directors shall be held not less than four times
a year and may be held either at the prineipal or any branch office or at any other
city in a participating country as the Board may determine. The president may
call special or extraordinary meetings of the Board at any time. All meetings,
regular, speeial, or extraordinary, shall be held upon such reasonable notice as
the Board may provide by regulations,

Q. The Board of Directors shall seleet a president of the Bank who shall be
the chief of the operating staff of the Bank and who also shall be ex officio
chairman of the Board, and one or more vice presidents, who shall be ex officio
vice chairmen of the Board. The president and vice presidents of the Bank shall
hold office for two years, shall be eligible for reelection and may be removed for
cause at any time hy the Board. The Board of Directors shall determine the
order in which vice presidents shall serve as acting president and chairman in
the absence of the president.

D. The departmental organization of the Bank shall be determined by the
Board of Directors. The heads of departments and other similar officers shall
be appointed by the Board on the recommendation of the president,  The
remainder of the staff shall be appointed by the president.

E. The Board of Directors may also appoint from among its members an
exeentive commiftee. The Board may at any meeting, by a four-fifths majority
vote, anthorize the president or the executive committee or any other committee
of the Bunk to exercies any specified powers of the Board; provided, however,
that such powers shall be exercised only until the next meeting of the Board
and shall be exercised in a manuner consistent with the general policies and
practices of the Board. The Board may also, by a four-fifths majority vote,
delegate to designated officers and committees of the Bank, for such periods
as it may determine, power to make loans and extend eredit in such small
amounts as may be fixed by the Board.

F. The Board of Directors may appoint advisory committees chosen wholly
or partially from persons not regularly employed by the Bank.

G. The Board of Directors, within a year after its first meeting, shall by
regulations prescribe the reserves to be established and maintained against
demand deposits and other obligntions of the Bank and shall prescribe a limi-
tation on the amount of intermediate and long-term assets in relation to eapital
and surplus; and such regulations shall not be amended, modified, or revoked
except by a four-fifths majority vote of the Board.

H. Before the Bank finally approves an intermediate or long-term loan or
extension of credit, a full written report on the merits of the proposed trans-
action shall be prepared by a committee of experts which may include persons
other than officers and employees of the Bank.

I. Except as herein otherwise provided, decisions of the Board of Directors
shall be by simple majority of the votes cast. In the case of equality of votes,
the chairman, or in his absence the vice chairman serving in his stead, shall
have a deciding vote. When deemed by the president to be in the best inter-
ests of the Bank, decigions of the Board may be made, without a meeting, by
polling the directors on specific questions submitted 1o them in such manner
as the Board shall by regulations provide. The Board shall by regulations
determine what constitutes a quornm for 4 meeting.

J. Authorization or approval by four-fifths majority vote of the Board of
Directors shall be required for the making and granting of intermediate and long-
term loans and eredits, ineluding the assumption of the obligation of a guaran-
tor on intermediate and long-term loans and eredits; the aequisition and sale of
and dealing in intermediate and long-term obligations and securities: the dis-
counting and redisconnting of intermedinte and long-term paper; engaging in
bullion and foreign exchange transactions and guaranteeing the availability and
the rates of exchange of the currencies of participating governments ; the issnance
of debentures and other secnrities and obligations of the Bank ; the payment of in-
terest on deposits of governments, fiscal agencies and politieal subdivisions thereof,
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and central banks: the selection or removal of a president, the vice presidents,
heads of departments, and other similar officers of the Bank; the determination
of the departmental organization of the Bank and of the functions and duties of
the officers and principal employees of the Bank and the executive and other
committees ; the ealling up of the balances due on stock ; the establishment, crea-
tion, change, or discontinuance of the principal office and branches and agencies
of the Bank, and for amending the By-Laws, except that Article SA of these
By-Laws may not be amended, and except that the provisions of these By-Laws
relating to the manner and effect of the making of a timely objection by a partici-
pating government may not be amended except by a nnanimous vote of the repre-
sentatives of all the participating governments (and not merely unanimity of the
voteg cast),

K. Authorization or approval of specified series, classes, groups, or other cate-
gories of transactions may be made in advance by the Board of Directors by the
vote required in such cases by these By-Laws,

1. ACCOUNTS AND PROFITS

A. The financial year of the Bank shall end on December 31,

B. The books and accounts of the Bank shall be expressed in terms of dollars.

(. The Bank shall publish an annual report and at least once a month a state-
ment of account in such form as the Board of Directors may prescribe, The
Board shall cause to be prepared a profit and loss account and a balance sheel
for each financial year. All published documents shall be printed in the official -
languages of the participating governments. The Board shall designate a com-
mittee of Directors to arrange for examination, at least once a year, of the books
and aecounts of the Bank by competent experts to be selected by the committee.

D. The yearly net profits of the Bank shall be applied as follows:

1. Not less than 25 percent of such net profits shall be paid into surplus until
the surplus is equal in amount to the par value of the authorized capital stock
of the Bank.

92 The remainder of such net profits shall be applied toward the payment
of a dividend of not more than 3 percent per aunum on the paid-up ameount
of the stock of the Bank: provided, however, that dividends shall be noncumu-
lative and no dividends shall be paid so long as the eapital of the Bank Is
impaired.

3. The balance of such profits shall be paid into surplus and be designated a
dividend reserve.

E. The Board of Directors by a four-fifths majority vote may declare dividends
out of the dividend reserve in surplus of the Bank, provided, however, that
total dividends in any one year, including dividends paid pursuant to paragraph
D2 above, shall not be more than 3 percent of the paid-up amount of the stock.

I, The Bank may not be liqguidated except by a four-fifths majority vote of
the Board of Directors. Upon liquidation of the Bank and after discharge of all
the linbilities of the Bank, the assets remaining shall be divided among the
shareholders.

(3. The shares shall carry equal rights to participate in the profits of the Bank
and in any distributions of assets upon liguidation of the Bank.

0. PURPOSIIS AND POWERS

A. The Bank is created by the American Republics to carry out the following
PUTPOSEs :

(1) Facilitate the prudent investment of funds and stimulate the full produe-
tive nse of capital and credit.

(2) Assist in stabilizing the currencies of American Republics; encourage gen-
eral direct exchanges of the currencies of American Republics; encourage the
maintenance of adequate monetary reserves; promote the use and distribution of
gold and silver ; and facilitate monetary equilibrium.

{3) Function as a clearing house for, and in other ways facilitate, the transfer
of international payments,

(4) Increase international trade, travel, and exchange of services in the West-
ern Hemisphere.

(5) Promote the development of industry, pmblie utilities, mining, agriculture,
commerce, and finance in the Western Hemisphere. '

(6) Foster cooperation among the American Republies in the flelds of agricul-
ture, industry, publie utilities, mining, marketing, commerce, transportation, and
related economiec and financial matters.
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(7) Encourage and promote research in the technology of agriculture, industry,
publi¢ utilities, mining, and commerce.

(8) Engage in research and contribute expert advice on problems of public
finance, exchange, banking, and money as they relate specifically to the problems
of American Republics.

(9) Promote publication of data and information relative to the purposes of
the Bank.

B. In order to carry out the foregoing purposes, the Bank shall have specifie
power fo:

(1) Make and grant short-term, intermediate, and long-ferm loans and credits
in any eonrrency and in precious metals to participating governments and to
fiscal agencies, central banks, political subdivisions and nationals thereof : pro-
vided that any such loan or credit having a maturity exceeding two years to
any such fiseal agency, central bank, politieal subdivision, or national shall be
guarantead by the government thereof, and provided further that any such loan
or credit having a maturity not exceeding two years shall not be made or granted
by the Bank to any such fiseal agency, central bank, political subdivision, or
national if the government thereof makes a timely objection.

(2) By, sell, hold, and deal in the obligations and securities of any partici-
pating government and of fiseal agencies, central banks, political subdivisions
and nationals thereof, unless such government makes a timely objection to the
purchase thereof; provided that such obligations and seenrities having maturi-
ties exceeding two years as are not the direet liability of such government are

s guaranteed by sueh government ; and provided further, that the Bank shall not
buy obligations and securities that are in default in whole or in part as te
principal or interest,

(3) Guarantee in whole or In part credits and loans made from any source
to any participating government and to fisenl agencies, central banks, political
subdivisions, and nationals thereof, provided that such eredite and loans having
maturities exceeding two years as are not direct obligntions of such government
are guaranteed by such government, and provided further that such credits and
loans having maturities not exceeding two years as are not direct obligations of
such government shall not be guaranteed hy the bank if such government makes
a timely ohjection,

(4) Act as n clearing house of funds, balances, checks, drafts, and acceptances.

(5) Buy, sell, hold, and deal in precions metals, currencies, and foreign ex-
change for its own aceount, and for the account of others; provided, however,
that no such transaction shall be entered into with o fiseal ageney, central bank,
political subdivision, or national of a participating government, if sach govern-
ment makes a timely objection; and guarantee the availability and the rates of
exchange of the currencies of participating governments,

(6) Issue or sell debentures and other secunrities and obligations of the Bank
to obtain assets for the purposes of the Bank, provided that sueh debentures
and other securities and obligations shall not be issued or sold by the Bank in
the territory of any participating government which makes g timely objection.
The Bank may alse borrow in any other manner from participating governments,
and from political subdivisions and banking institutions thereof unless the
government of the lender makes a timely objection.

(T) Accept, demand, time, and custody deposits and accounts from others,
including participating governments and fiscal agencies, central bunks, political
subdivisions, and nationals thereof unless the participating government makes
timely objection; provided fthat the Bank shall pay interest, If any, only on
deposits of governments, fiseal agencies, and politieal subdivisions thereof, and
central banks,

(8) Discount and rediscount bills, aceeptances, and other obligations and
instruments of eredit of participating governments and fiseal agencies, central
banks, pelitical subdivisions, and nationals thereof, provided that such paper
having maturity exceeding two years as is not the direct obligation of such
government is guaranteed by the government, and provided further that such
paper having a maturity not exceeding two years as it is not the direct obliga-
tion of such government shall not be discounted or redisconnted by the Bank if
stuch government makes a ftimely objection,

(9) Rediscount with any government, fiseal agency or banking institution
bills, acceptances and instruments of credit taken from the Bank's pertfolio:
provided, however, that the Bank may not rediscount with a fiseal agency or
a banking institution in the territory of a participating government whick
makes a timely objection.
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(10) Open and maintain demand, time, and custody deposits and accounts
with governments and banking institutions and arrange with governments and
banking institutions to act as agent or correspondent for the Bank, unless such
banking institution is situated in the territory of a participating government
and such government makes a timely objection.

(11) Act as agent or correspondent for any participating government and for
fiscal agencies, central banks, and political subdivisions thereof, unless the
government makes a timely objection.

(12) Engage in financial and economic studies and publish reports thereof.

(13) Buy, sell, and deal in eable transfers, accept bills and drafts drawn
upon the Bank, and issne letters of eredit; all subject to the limitations herein
provided with respect to loans, extensions of credit, discounting and redis-
counting of paper, anid dealing in obligations and securities,

(14) Adopt, alter and use a corporate seal ; acquire, own, hold, use, or dispose
of such real and personal property as may be necessary for the transaction of
its business: and make contracts subject to the limitations herein provided.

(15) Exercise incidental powers necessary and proper to carry out the
powers expressly authorized herein,

(. The Board of Directors shall determine the nature of the operations
which may be nndertaken by the Bank in the exercise of its powers and in
order to effectuate its purposes. The operations of the Bank shall at all times
be conducted in conformity with the laws of the territory where the Bank
is acting and, so far as possible, be conducted in conformity with the policies
of the participating government direetly concerned.

INTERPRETATIONS AND DEFINITIONS

As used herein :

A, Four-fifths majority vote of the Board of Directors shall mean four-fifths
of the votes cast.

B. “Short-term” shall mean o period less than one year; “intermedinte” shall
mean a period from one to five years; and “long-term” shall mean a period
longer than tive years; and the period applicable to any outstanding obligation
shall be the period remaining to its maturity rather than the period from its
issuance to maturity. .

(', A government shall be deemed to make a timely objection only if such
government, after its director is notified by the Bank of the Bank's proposed
action or course of action, presents to the Bank within the reasonable period
of time fixed by the Board, through such government's director, alternate,
nominee or proxy its objection to such action of course of action. The DBank
shall notify the directors representing the governments concerned when the
Bank contemplates action or a course of action as to which provision for such
timely objection is made in these By-Laws,

DRAFT OF BILL RELATING TO THE ESTABLISHMENT OF AN INTER-
AMERICAN BANK

A BILL To create the Inter-Ameriean Bank, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That :

Tritee I—CHARTER OF THE BANK

SeortoN 1. There is hereby ereated a body corporate with the name “Inter-
Amerienn Bank,” hereinafter referred to as “the Bank.”

Spe. 2. The struocture, operations, and activities of the Bank shall be as de-
fined by the By-Laws, which are annexed to the Convention relating to the
establishment of the Bank. The Bank shall also have all incidental powers
necessary and proper to carry out the powers now or hereafter expressly
authorized herein or in the By-Laws of the Dank,

SEe. 3. The Bank may begin operations when at least a total of 145 shares
of stoek of the Bank are subscribed for by at least five governments which have
also deposited their ratifieations of the afore-mentioned Convention with the
Pan American Union.

3164056—41—23
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Sec. 4. The Bank shall have suecession for a period of twenty years from the
date of enactment hereof or until such earlier time as it shall be lawfully dis-
solved. The United States agrees not to repeal or amend this Charter except
upon the reguest of the Bauk pursnant to a four-difths majority vote of the
Board of Directors of the Bank. The United States may extend the charter for
additional twenty-year periods upon the request of the Bank pursuant to a four-
fifths majority vote of the Board of Directors of the Bank.

Sk, 5. Amendments to the By-Laws of the Bank, consistent with the afore-
mentioned Convention, this Charter, and the purposes of the Bank as now set
ont in Article 3 A of the By-Laws of the Bank, may be adopted by the DBank
pursnant to a four-fifiths majority vote of the Board of Directors, provided, how-
ever, that Article 5 A of the By-Laws may not be amended, and provided further,
that a unanimous vote of the representatives of all the participating goveru-
ments (and not merely unanimity of the votes cast) shall be required to increase
or decrease the minimum holdings of participating governments in the stock of
rhe Bank and to amend the provisions of the By-Laws relating to the manner
and effeet of the making of a timely objection by a participating government.
As used in this act four-fifths majority vote of the Board of Directors shall mean
four-fifths of the votes cast.

SEc. 6. The Bank shall have power to adopt, alter and use a corporate seal;
and to make sueh contracts and to acquire, own, hold, use or dispose of such real
and personal property, as may be necessary for the transaction of its business,

SEc. 7. The Bank may sue and be sued, complain and defend, in any court of
competent jurisdiction. Any civil suit at law or at equity, brought within
the United States, its territories and possessions, to which the Bank shall be
a party shall be deemed to arise under the laws of the United States, and
the distriet courts of the United States shall have original jurisdiction of all
such suits; and the Bank in any such suit may, at any thme before the trial
thereof, remove such suit into the distriet court of the United States for the
proper district by following the procedure for the removal of canses otherwise
provided by law.

Trrre II—PARTICIPATION OF UNITED STATES

SEe, 201, The United States of America grants the rights, privileges, m-
munities, and exemptions enumerated in Article 1T of the Convention for the
Establishment of an Inter-American Bank.

Seo. 202, There is hereby created the Inter-American Bank Committee (herein
called the “Committee”), which shall consist of the Seeretary of State, the
sSecretary of the Treasury. the Chairman of the Board of Governors of the
Federal Reserve System, and the Federal Loan Administrator. Each such
official may from time to time appoint a represeutative to aet for him. The
Committee shall appoint a person to serve on the Organizing Committee of the
Bank and shall also appoint and fix the compensation (if any) of the director
and alternate, and any nominee or proxy, to represent the United States on
the board of directors of the Bank: and nothing in this or any other law
shall prevent any member of the Committee or any other officer or employee
of the United States or any director, officer, or employee of anv Federal
Reserve Bank or of any corporation a majority of the stock of which is owied
or controlled, directly or indirectly, by the United States from being oligible
to serve also on such Organizing Committee or as sueh divector. alternnte,
nominee, or proxy, or in any other capacity, with the Infer-American Bank.
The director and alternate shull serve for a period of two years, subject to
the pleasure of the Committee; and the nominee or proxy shall serve at the
pleasure of the Committee without a fixed term.  The director, or an alternnts,
nominee or proxy serving in his stead, shall have full power to represent the
United States on the Board of Directors, and to decide whether or not to entor
a timely objection on behalf of the United States where provision is muade for
such objection under the By-Laws of the Bank: but such director, alternate,
Illulllfllt’l‘. or proxy shall keep the Committee informed with respect to matters
involving the Bank and shall in any event enter a timely objection pursuant
to the By-Laws of the Bank when directed to do so by the Committee,

See. 203, Notwithstanding any other provision of law, the shares of stock
of the Bank to be acquired by the United States shall be subseribed and paid
for by the Reconstruction Finance Corporation, and the Reconstruction Finance
Corporation is authorized and directed to subseribe and pay for at least fifty
shares of the stock of the Bank and such additional number of shares as the
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Committee may from time to time determine: Provided, That the Reconstrue-
tion Finanee Corporation shall not at any time hold ghares of the Bank's stock
of an aggregate par value of more than twenty-five million dollars. The amount
of notes, bonds, debentures, and other such obligations which the Reconstrue-
tion Finance Corporation Is authorized and empowered to issue and to have
outstanding at any one time under existing law is hereby increased by an
amount sufficient to earry out the provisions of this section, and of section
204 of this Title. The compensation and expenses of the director, alternate,
nominee, and proxy may be paid by the Reconstruction Finance Corporation
out of any funds at its disposal.

Sec. 204, Notwithstanding any other provision of law, the Recounstruction
Finance Corporation and the BExport-Import Bank of Washington are each
authorized to purchase and sell debentures and other obligations of the Inter-
American Bank and to make loans to the Inter-American Bank upon such
security and upon such terms and conditions as thelr respective governing
boards may determine,

Sec, 205, Moneys of the Bauk, including gold and silver coin or hullion,
may be deposited with the Treasurer of the United States subject to check by
authority of the Bank: Provided however, that no interest shall be paid on
any such deposits,

See. 206, Section 14 of the Federal Reserve Act ls amended by adding the
following paragraph at the end thereof :

“(h) With the consent of the Board of Governors of the Federal Reserve
System and subject to such regulations and limitations as the Board of Gov-
ernors may prescribe, each Federal Reserve Bank shall have power to act as
depositary, custodian, and financial agent for the Inter-American Bank, to
establish correspondent relationships with and open and maintain banking ae-
counts for and with the Inter-Ameriean Bank, to purchase, sell, and deal in
any obligations of the Inter-American Bank, and to effect for or with the Inter.
American Bank any transaction which such Federal Reserve Bank could effect
if the Inter-American Bank were a member bank of the Federal Reserve
System or a bank located in a foreign country,”

SEc, 207, This Aet may be cited as the “Inter-American Bank Aer.”

DEPARTMENT OF STATE,
Washington, March 8, 1941.
The Honorable WALTER F. GEORGE,
United States Senate.

My DEar SExATOR GEORGED In o memorandum relating to the proposed Inter-
American Bank attached to my report of July 3, 1940, which was transmitted to
the Senate with the President’s message of July 5, 1940, it was stated :

“While the purposes and powers of the projected bank have been stated in
fairly broad and elastie terms, as is both customary and essential in the organice
laws of such institutions, disenssions during the drafting of the convention and
bylaws indicated that it was the intention of the Inter-American Financial and
Economie Advisory Committee to complement existing financinl institutions
rather than to provide a substitute for them."

Certain provisions of section 5B of the draft hylaws wonld enable 1he bank
to deal in the seenrities of and make loans or extend credits having maturity
not exeeeding 2 years to nationals of a participating government withont any
further guaranty so long as the participating government makes no timely
objection. It is suggested that this might permit the entry of the bank
into o type of business not now intended or contempluated,

Accordingly, it seems desirable to clarify the situation by amending as soon
as practicable after the organization of the bank the bylaws to limit such
aperations to those which are guaranteed by o participating government, central
bank, or other aceeptable banking institution. This wonld, of course, allow
further amendment of the pertinent provisions of the bylaws at some future
time to permit such operations withont such guaranty if an emergency should
alter the preseat situation.  This wonld not change the existing provisions of
bylaws regarding operations having a maturity of 2 vears or more which must
be gnaranteed by the national’s government.

O my own behalf and on behalf of the Secretary of the Treasury, the Chair-
man of the Board of Governors of the Federal Reserve System, and the Fed-
eral Loan Administrator, T am prepared to state, for your information and
guidance In passing upon the above-mentioned convention that, should we
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participate in the Inter-American Bank Committee as provided in the proposed
hill, it would be our purpose, so S00n as the bank i established, to undertake
to have the representative of the United States of America on the board of
directors exercise his best efforts to bring abont an amendment of the hylaws
of the bank as indicated above.
Sincerely yours,
CorpeLn HuoLL.

Senator Surpsteap. Now, which one of you gentlemen will care to
make a statement to open the hearings? Are you from the Secretary
of State? Who is from the Secretary of State? Mr. Berle?

STATEMENT OF A. A. BERLE, JR., ASSISTANT SECRETARY OF STATE

Mr. Berue. Yes, Senator Shipstead ; if I may make a very brief open-
ing statement on behalf of the State Department, I should like to say
at the beginning that this is a project that is being spe msored in large
measure and urged by the State Department, but as it touches in the
fields of currency and finance, plainly the State Department could not
go through with it except by the cooperative action of a number of
other Departments.

The technique of the convention and the supporting legislation was
accordingly worked out through the cooperation of the T'reasury, the
Federal Loan Agency, the Federal Reserve Board, and more recent ly
the Coordinator of Cultural and Commercial Relations between the
American republics, commonly known as Mr. Rockefeller’s office
which is represented here by Mr. Rovensky, who is a banker of great
experience 1n_his own right, and with the asisstance of a number of
specialists. There are here represented the Treasury, Mr. Bernstein;
the Federal Reserve, the Coordinator’s office, and the Federal Loan
Agency, who can go on and carry out the detailed analysis on many
phases of which they have worked and in respect to which all of them
have approved.

1 should like to say also that so far as we are now aware, there is no
opposition to the convention or tot he supporting legislation, _

The letter addressed to Senator George by the Secretary of State
which you just put in the record, refers to the only suggestions made
as to the operation of the proposed bank. There was a group of New
York commercial bankers who feared that the banking organism pro-
posed to be set up might compete with their business. Since that was
not the idea of the organization, nor was it in any way a necessary
result, meatings were held with the representatives of these bankers.
They were, of course, the bankers which had foreign branch service in
and about South America and the West Indies.

At the close of a number of meetings, the first one being held infor-
mally by Mr. Rovensky, and the final meet ing being held at the State
Department, an agreement was reached that in the event that the
convention was adopted and the legislation carried through and the
bank set up, a slight change in the bylaws would be made indicating
that it was not the purpose to compete with existing banks. There-
fore, as we are informed, they dropped any opposition which they
might have, )

The project itself is, of course, not a new project. It first appears
formally, so far as T know, about 50 years ago, when the Pan American
Union was founded. The proposal was then made that the countries
forming the Pan American Union should combine in an inter-Ameri-
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can bank. At that time they were principally afraid of the monopoly
on short- and long-term credit \\.‘]]i{'ﬂi was being exercised by certain of
the London bankers, and the desire was expressed to try to work out
an inter-American bank which could serve as a cooperative vehicle of
banks for the American republics. That was recommended to the
Congress at the time the Pan American Union was set up, and no action
was taken on the project at that time. It was subsequently revived at
various times, culminating finally in the proposal which was made
shortly after the outbreak of the present war.

The circumstances leading to the renewal of the proposal are worth
a word, we think. It was plain that the first effect of the war would
be to restrict the normal financing which had been the chief reliance
of South American countries. The only source of such financing left
open in any event would presumably be the United States and such
limited amount of financing as the British Government might feel that
it could or might wish to do for strictly war purposes. In effect, of
course, that interrupted any normal flow as between Latin America and
Europe.

At the same time, it was considered probable that the effect of the
war would be to disturb the usual Latin-American markets, and in-
cidentally to interfere very much with our own usual export markets.
And, of course, that has already happened. In brief, the possibility
was envisaged that we might have to stand something like an inter-
American ll-mmisp]wric quasi siege, blockades, and counterblockades,
the drawing of finances into war purposes and the stoppage of the
usual and normal financing by which their commerce and ours had
normally progressed.

The only possible exceptions to that were the American commercial
bankers and as to them we had already experienced a stoppage for a
variety of reasons which perhaps we need not go into now, because
fong-term financing between this country and Latin Ameriea had in
large measure ceased.

There is no use in trying to go back into the rather dreary record
of the long-term financing which had led to the general crash of Latin-
American long-term financing in 1929 and after. Since this is an
executive session, I may say it is my personal opinion that while fault
lay on both sides I personally find it is fairly attributable in part to
the inexperience of the American bankers who rushed in where
perhaps more experienced men in the field would not have gone.

Senator Peeper. I apologize for my tardiness. Go ahead from
where you were,

Mr. Beree. We are all trying to do too many things these days.

) St-n:n_m' S!I!psTl-:.\bn. I may say to Senator’ Pepper that Mr. Berle
is making a very interesting statement as to the background and
history of what has been attempted in the past.

Senator Peeper. That is good.

Mr. Berie. Accordingly, shortly after the outbreak of the war,
President Roosevelt indicated that it would be the policy of this
Government, so far as possible, to maintain intact the economic life
of the New World; normal, so far as possible, but with whatever
changes and additions as might be needed.

You will find in the Pan American Day address of 1940 a statement
that if this Government were able to prevent it, no Latin-American
nation would be required to sell its sovereignty or impair its free
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political operations by reason of economic pressures placed on it from
overseas. This, of course, while it sounds unusual, is nothing more
than the necessary and obvious implementation of the Monroe Doc-
trine in the economic field.

The events of the next few weeks, that is to say, the campaign of

last spring, heightened the obvious dangers of the situation. We
already had before us the corrosion which the Axis Powers had
exercised over the countries within their own domination, and we
likewise had before us some very interesting pronouncements from
the German foreign office indicating that they would use the buying
ower of Europe and the financing power of Europe, which they
})vlic\‘ml they would control, to exercise such control as they conld
on the political policies of the nations lying to the south of us. The
result of that was that the Inter-American Bank, which by that time
had reached project form, became increasingly a matter of direct
digeussion. It had already been thrashed out in the Inter-American
Economic and Fnancial Advisory Committee, which, as yvou know,
is a joint committee of all the American republics. It is in perma-
nent session in Washington for the duration of the war, and is
desioned to discuss the common economic problems.

The Inter-American Bank project—a project of many of the
American republics was again brought forward. We endeavored
to pound out the details in the committee, and at the close
of many weeks of very painstaking work, in which the Federal Loan
Agency, the Federal Reserve, and the Treasury were kind enough
to participate, the convention which is now before you was finally
drafted. It was then referred to all of the various governments,
and a considerable number of them signified their willingness to join
the plan in the event it should be adopted.

At the time of the Habana conference, last July, announcement
was made of that fact, and the Secretary of State indicated in his
opening address that at the appropriate time, as it seemed to become
necessary, the United States would press for the completion of the
Inter-American Bank. The subsequent course of military events
has not lifted the pressure in any way, and accordingly now seems
an appropriate time to press for the completion of the bank, and set
it up.

Tlhf‘ bank itself is conceived to do three or four things which I
think the Treasury, the Federal Loan Agency, and the Federal Re-
serve will probably wish to explain in more technical terms than I
can. The first and the simplest function, perhaps, is that there must
now be a means of making capital available to these countries on
some basis which is less dangerous than the mere somewhat whimsi-
al operations of overseas financial houses. At any time the senti-
ment, the difficulties, the dangers, or the mere desires, of a group of
people may cut off the necessary and continuous flow of that finance,
and no longer can we operate on that basis. To a considerable ex-
tent of course that has been carried on now through the activity of
the Export-Import Bank, but it is desirable to have that done by
cooperative process so that it is not always a single country which
Lias the sole interest. which is lending, no other country having any
stake in the ultimate repayment. It is a good deal sounder if youn
have it on that basis,
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Senator Suresteap. Would you prefer to proceed with your state-
ment? I wish to ask some questions, but T do not want to interrupt
your statement.

Mr, Berue, Please go ahead,

Senator Saresteap. As T understand. the Export-Import Bank is
primarily a bank for making loans.

Mr. Berue. That is right.

Senator Smipsteap. I may be anticipating some other testimony.
The intention is to make this a real bank, to handle exchange on the
western continents, and to make available whatever capital there is in
these conmtries, so that they can have some capital ?

Mr. Berie. That is exactly the idea.

Senator Saiesteap. For commercial transactions?

Mr. Berrte. And for longer-term loans.

Senator Sarestean. Would the long-term loans be made by the bank,
or floated by the bank?

Mr. Beree. Both, I may add that there is one very inter-
esting and odd cirenmstance in that connection. Latin-America
is commonly said to be without capital, and, of course, that is in con-
siderable measure ftrue; but a part of the savings of Latin
America—and there are very considerable savings—comes to the
United States, and is there held on deposit in various institutions, and
there is no way for a Latin-American country to get its own savings
back for productive use in its own country, except by coming into the
New York market or some other money market.

Of course. one of the reasons why that happens is the fear of the
fluctuations in their own exchange, and the greater faith in the Amer-
ican dollar. Therefore, if it were possible to have an institution which
would preserve the stability of exchange, which we have here, it would
then become possible to have a vehicle with which the savings of
Latin America could be devoted to Latin-American projects and there-
fore take some of the strain of that financing off us and make it a
vastly sounder process.

A second point, of course, lies in the fact that at any given time we
may be in a position in which, because of our own superior credit
position, we can no longer merely collect loans in dollars in the way in
which we used to believe it was easily possible. As we rapidly be-
come the senior creditor there, and as very large sums may become due
to us, there is no way of collecting those in dollars unless at that time
we happen to be taking an equal amount of Latin-American goods
into the American market. The bulk of Latin-American goods, or a
very large part of them, used to go to Europe, so that we might not be
able to do that at any time. Obviously there is no use in bringing
about a situation in which you are forcing your debtor to default, par-
ticularly when he does not wish to default. Many of these countries
have a much better debt record than they are publicly given credit for.

In such case the logie of the situation, of course, would indicate a
means by which those loans, if not extended. could be collected in the
exchange of the country of payment—for Chile to pay in pesos, of
which she has plenty, in place of dollars. Consequently you would
take that money in.  Obviously. there is no point in merely making
that money sterile, thereby deflating or cramping the life of the coun-
try.  The logic of it would be to endeavor to use the money produc-
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tively within the country where it is until such time as the balance
finally comes around and we can get it out.  So that we likewise have
to have a vehicle which can use the American loans as they are collected,
comewhat as a revolving fund, to take care of the life of the country.

We have learned that both politically and economically the mainte-
nance of the lives of these countries is important to us, as well as to
them. besides being ordinary, decent humanity.

Senator SmipsTEAD, The intention is to make it really a commercial
hank rather than a political bank?

Mr. Berre, Oh, yes: very much so.

Senator Smrpsteap. That would be the best politics, too, would it
not ¢

Mr. Berig. I think so: emphatically.  You have to feel your way,
but the object is to make it a real financial institution. The political
factor is only on a very large scale; anything that supports the eco-
nomies of these countries is good polities for us.  To that extent 1
suppose you could call it politics.

Senator PeppEr. In other words, there is even good politics?

Mr. Berie. There is even good politics, Senator.

A third point follows along the line of Senator Shipstead’s question.
It is obvious that there will be capital movements from this part of
the world to South America and adjacent countries, and that those
capital movements will be continuing for a more or less indefinite
time,

In the past movements of capital have been regarded as, frankly,
imperialist. They usually led later to difficulties of one sort and
another. The other conntry did not like to pay: the interests built
up were frequently supposed to be tyrannous, We are still liquidat-
ing many of the nineteenth-century messes which were occasioned by
the somewhat violent and not too enlightened moves of capital. As
nearly as one can see it, the object would seem to be capital move-
ments which are worked out not merely because some concessionaire
wishes to make a profit but following the more careful plans of the
various governments involved with a view to the steady development
of the country.

There has usually not been any great difficulty in financing which
did develop the country. The unhappy experiences in finance were
either where the money was squandered or where it was used to build
up some kind of a rather tyrannous foreign monopoly which the coun-
try resented.

The newer form of finance, which we are gradually working out,
seems to be much sounder. The Inter-American Bank, accordingly,
was conceived as a flotation medium for debentures which could be
vastly better secured than the old very speculative forms of finance,
and the real security would be that by reason of careful handling—
disinterested working out of the projects—they could be made to serve
national needs and actually produce a better result.

here is. finally, one other possibility which perhaps more nearly
falls in our own interest, though we believe it 1s in the general in-
terest of all the American republics. We have at least conceived
the possibility that military events may move badly in Europe, and
that you would then have the announced intention of the Axis gov-
ernmments carried ouf, that is. to use their buying power politically
to establish governments of which they approve, leading ultimately
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to the virtual subjugation of these countries in South America. I
do not elaborate that statement. except to say that we in the State
Department could probably document that possibility ad nauseum.

Their whole plan is based on the idea that the buyer has always
the position of influence, and that by buying or not buying as they
see fit, they will be able to compel the governments involved to
do more or less as they like, on condition of economic catastrophe
if they do not.

Should that occur, we may very well be in the position where we
have to step in and at least provide, so that no country shall be
coerced into accepting political arrangements, that is to say, that
we have to be prepared to buy and remarket the surpluses, or some
considerable part of them. We are not as afraid of that as we
might be, because we happen to know that Europe needs those sur-
pluses. but if she can scatter her shots among a series of compara-
tively weak units it will save a good deal of trouble.

Senator Surpesteap. The theory is that if you bid. then you have
to take it at a price because they need it ?

Mr. Berte. If we had a unified pool there, the Axis would have
to deal fairly. It then would be commerce. and not politics. I do
not think anyone thinks of damming up the flow from South America
to Europe.

Senator Greex. Why does not anyone think of that?

Mr. Beree, 1 should say, Senator Green, that it turns really in
two areas. As a permanent proposition, of course, I doubt if you
could indefinitely dam it up. During the period of a war situation,
of course, we could have that as a blockade. and we could hold that
position for a considerable period of time.

Senator Greex. That is what T wanted to find ont, becanse T did
not understand your statement that no one would think of that. Tt
seems to me it is very obvious to think of it.

Mr. Bere. Not as a continuous thing.

Senator Green. After the war.

Mr. Beree. In the event war came, if we wanted to lace in for,
say, a generation, or one hemisphere as against another, it might be
very difficult to do.

Senator GreeN, I came in late because I just got notice of the
meeting, Had you been talking all the time of post-war conditions
or war conditions?

Mr. Bere. We have been rather trying to go over the whole field,
beginning with the way this matter came up, and the immediate
emergency possibility.

Senator Greex. Now you arve talking of post-war conditions?

Mr, Berie, We are getting at the point that we may have a long
pull ahead of us.

In the fourth place, the bank might have to do things pretty
rapidly. In the event it were a short loan, and we were buying sur-
pluses, we would have to have an agency by which to handle the
surpluses. The disposition of them would then turn on the point
to which Senator Green has just referred, whether you would with-
hold financing. or whether later forming a pool for the purpose
of resale—in either case you would need some such structure as this

as the heart of the operation.
S16405—41 i




22 INTER-AMERICAN BANK

In that connection I might say that the Federal Reserve Board,
after very careful study, and to my mind with very great vision,
introduced a section into the proposed legislation to |mp|t‘1nm|l this,
by which the Inter-American Bank l|||lrhl have the cooperation of
the Federal Reserve banks in the United States, with the consent
of the Board of Governors of the Federal Reserve. Of course, what
that means is that really there would be a means by which, in appro-
priate meature, the American dollar and currency system, under
suitable limitations, could be extended throughout the continent as
the basis for transactions, thereby giving us somewhat of the stability
which has been one of the great factors of the great suceess of the
United States.

Senator Saipsteap. You mean the lack of it ?

Mr. Beree. We have at least one currency thronghout a very large
State, and of course in Latin America you do not have that; vou
have 20 different currencies.

Senator Sarestean. T misunderstood von. We had a lack of uni-
formity, you might say, there has been disparity between the ex-
changes. The intention is to help build o miore steady exchange?

Mr. Berie. Yes.

Senator Suiesteap. And have a lack of fluctuation?

Mr. Berre. Yes. That would of course considerably increase the
area of open trade within the republics. In older times it would
have been rammed down somebody’s throat in order to create a dollar
block and a pound sterling block. This is really an alternative, to
try to ereate a hemispheric currency which in fact was the other
ywroposal made by the Inter-American Financial Committee. Every-
ody agreed that if possible it would be well to have a hemispheric
currency, but that that currency should be the dollar, because of the
strength of the American currency system, and in greater or less
degree, and presumably under the wise management of the Treasury
and Federal Reserve, paragraph (h) is ealeulated to implement the
convention.

I think perhaps that is enough for the preliminary statement. Per-
haps T have talked too much. T should like to add that this is re-
ceived with a very considerable amount of acclaim in academie cireles,
Professor Heymann, who teaches finance at Rutgers, has written a
book in which he devotes one ch: apter to the Inter-American Bank.
It is interesting to note that in various places it has been regarded
as in some fashion revolutionary. but nevertheless perfectly sound in
the extension of the principles which we have been gradually en-
deavoring to point out in the United States.

I believe the commerecial banks, after some skepticism, have come to
somewhat of the same general idea. It has been rather widely com-
mented on in the Latin-American press.  One country, Colombia, has
already arranged for legislation so that she could join it at once. Tt
formed the subject of one of the speeches of the (nlnmllt.m foreign
minister in the debates on the Inter-American policy, and it has been
pretty widely analyzed. particularly in Arvgentina and Peru. Today
nine nations have definitely indicated that they would like to come in.

Senator Smresteap. Were negotiations started by the United States?

Mr. Berce, The negotiation was started in the Inter-American
Financial Committee, which is a joint committee, At that point,
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shortly after the meeting in November 1933, the group were gotten
together and listed a variety of subjects which they thought might,
be of interest for their common economic welfare. On the agenda
wag the possibility of creating the Inter-American Bank. As T
recall, it was put there by Peru, though I am not sure about that.

Mr. Corrapo. It was rather snggested on the part of six or seven
countries. Mexico, Colombia, Brazil, Peru, and Urnguay were all
interested. Uruguay and Peru had brought it up at previous con-
ferences,

Senator Suipsteap, They were present at the conferences?

Mr. Berre. Yes. There were 21 members on the committee, and
while there was a subcommittee which drafted the convention, the sub-
committee followed the Inter-American practice, and agreed that the
delegates of any nation which was interested might be accredited. At
the final meeting I think 20 out of the 21 were actually present, that
being the habit in Inter-American negotiations,

Senator Snresteap. Those who were not signatory understand the
program ?

Mr. Berre. Oh, ves; as a practical matter, many of those who were
not signatories were waiting to see whether something was really
going to happen.

Senator Surestean. I have read thiz agreement rather hurriedly.
The amount of stock to be purchased by each country is shown on
]mgo 9, is it not ¢

Mr. Berie. Yes,

Senator Surestean. Has any amount of stock been allocated to those
who are not in as signatories?

Mr. Beree. Yes. Their allocations will be held for them. When
they wish to adhere, they can take up their stock. Under our prac-
tice, it has to be an open treaty. We cannot exclude any American
republic from joining whenever it chooses, nor would we wish to do so.

Senator Suipsteap. They have all been allocated their pro rata share
of stock even though they were not signatories?

Mr, Berre. Yes, I do not wish to get into the technical end of it,
but will leave that to the Federal Reserve, the Federal Loan Agency,
and the Treasury. DBut since we are the richest of the group, ob-
viously we subseribe to the greatest amount of stock. No one wants
to be 1 a position of absolute control.

Senator Green. I notice Canada is left out.

Senator Saresteap. Canada is not a member of the Union.

Senator Greex. It talks abont the “hemisphere” throughout.

Mr. Beree, Senator Green, I am glad you asked that question. My
private opinion is that Canada will have to be included in this and
in all hemispheric operations, before very long.

Senator Suresteap. She ought to be.

Senator Perrer. Are there any other questions that you would like
to propound to the Secretary !

Mr. Berie. Then if T may, Mr. Chairman, since T have no doubt
you will wish to go into the technieal questions, and since T know that
among others, the Federal Reserve have preparved a very careful
analysis of it, if T may, I will leave you in their more competent hands.

Let me apologize for leaving. but T originally set this up for Thurs-
day, when we had all day, and it just happens that as you know by
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the state of your morning newspaper today we have rather a full
schedule down there, and T had better get back and get at it.

In any case, Mr. Collado, who is with us in the negotiations through-
out, and Mr. Bernstein, who kindly sat with the inter-American com-
mittee on behalf of the Treasury: Mr. Gardner and Mr. Wyatt, who
not only have personal knowledge of the treaty but also actual per-
sonal knowledge of the various negotiations by which the terms were
arrived at, they having sat through them and actually done the final
drafting; Mr. Rovensky, of course, who was formerly a vice president
of the Chase National Bank, and who has had oceasion to examine it
quite elaborately from the point of view of the general commereial
relations with South America, and from the point of view of the com-
mercial banks, and who T think can testify both in his representative
apacity and as an expert: and Mr. Clayton, of course, who is repre-
senting the Export-Tmport Bank, and who will have something to
say—I leave you in their more competent hands.

We thank you for your kindness.

Senator Perper. We thank you very much, Mr. Secretary.

Mr. Beree. I leave you in more competent hands than mine.

Senator Peeper. I doubt if that would be possible, whomever we
called, Mr. Secretary. But we will accede to your modesty, at least.

Now, who is the next witness?

Mr. BernsteErN, Senator, T know that so far as the Treasury is con-
cerned we have nothing to add to what Mr. Berle said in his prelimi-
nary statement. We would be available to answer any questions to the
extent of our abilities.

Senator Perper. I do not know about the attitude of the other gentle-
men who are present. You are speaking for the Treasury?

Mr. BernsTEIN, Yes, sir.

Senator Peeper. The next witness, I think, now, is Mr. Rovensky,
of the National Defense Council.

STATEMENT OF JOSEPH C. ROVENSKY, OFFICE OF COORDINATOR
OF COMMERCIAL AND CULTURAL RELATIONS BETWEEN THE
AMERICAN REPUBLICS

Senator Prpper. Give your name and the position you oceupy. please,
and then make such statement as you care to make, Mr, Rovensky.

Mr. Rovensky. I am Joseph C. Rovensky, Office of the Coordinator
of Commercial and Cultural Relations Between the American Re-
publics.

Previous to my coming to Washington I had not followed the prepa-
ration of the legislation for the proposed inter-American bank. After
T came to Washington last fall—by that time the legislation had
been prepared—I made a study, independently, in the office of the
coordinator, of the proposed bank and the legislation.

I came to the conclusion that the institution as conceived would be a
very useful additional agency for promoting commercial relations
within the Americas. In order that the banking fraternity would be
informed, we had several informal meetings, described by Mr. Berle,
and at that time we invited the officers and directors of the Bankers
Association for Foreign Trade to come to Washington. They spent a
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day with us discussing the bank, and at that time they(rassed A reso-
lution that I would like to put in the record. Shall T read it ?

Senator GreeN. Yes; that is the main purposes, so that we might
know what is happening.

Mr. Rovexsky, It reads:

We, the officers and directors of the Baunkers Association for Forelgn Trade,
have considered the establishment of the Inter-American Bank, and the sug-
gested enabling legislation. We believe that the establishment of this institu-
tion will serve as a useful instrument for the purpose of promoting hemispheric
solidarity and the extension of mutual trade between the American republics.

We recommend, however, that the activities of this institution should properly
be confined to providing banking facilities where sufficient banking facilities do
not exist, and that this institution should only supplement, and in no way
encroach upon, existing adequate private banking facilities.

Along at the same time it became evident that the bankin% fra-
ternity was not entirely pleased with the institution as proposed, and
after a number of meetings we came to an mmicable settlement of any
differences, by agreeing that the State Department send the letter to
Senator George that Secretary Berle referred to.

Senator Suresteap. Now, just what did they mean by that? You
were in conference with them. Did they fear that this bank would
start branches in the various countries in competition ¢

Mr. Rovexsky. The main point was on the question of whether
such branches would or would not do certain banking, without
Government guaranty, and it was agreed that it wag not the intent to
encroach upon private bunking, and that the American director after
the bank was organized would press for that change in the bylaws.

Senator Suipsteap. The intention was, as I understand it—I may
be wrong—that this should be a central bank with a general clear-
ing house for these countries that are signatories, who become parties
to the treaty.

Mr. Rovexsky. That is true, but the charter provisions and the
bylaws will make possible many types of banking.

Senator Surestean. I see. There may be someone who, when we
come to that, ean go into it. 1 do not care to delay you, if someone
else can speak for that later. Whoever follows you may be able to
give us that information.

Mr. Rovensgy. Yes; Mr. Colloda can do it.

Senator Suresteap. He can perhaps give us that more extensively;
or, if you can enlighten us on that, and if you do not have time to
finish before 12 o'clock, you could come back.

Mr. Rovensky. 1 gpent most of my time studying this bank from
an over-all picture as it would fit into the scheme of things, and
whether it would be a useful vehicle, and while doing that I put
down about 17 or 18 points that T thought were favorable factors.

Senator Suipstean, Have you got that there?

Mr. Rovensky. Yes.

Senator Saresteap, Then T will not interrupt.

Mr. Rovensky. They are not all, T would say, points, but they all
throw certain shadows. )

The first one, for instance, was that it was quite evident that the
desirability of an inter-American bank had been considered for many
years, and that there was a strong desire in Central and South
America in many areas for the establishment of such an institution.
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Secondly, our Government had already signed the convention for
participation, and therefore we were committed to a great degree,
and to negative it now would be misunderstood in South America,
and eause an unfavorable reaction ; and thirdly, that the establishment
of such an institution should promote sound financial and curvency
methods in the South American countries. It would set the pace.

Fourth, that it would serve as a great instrument for developing
inter-American relations, as it would mobilize, for the study of
hemispheric_economic and finance problems, the best thought and
experience of the Americas. It would supplement in part the Ex-
port-Import Bank’s activities, making possible a |]}:|1't|n*1'ﬁhip opera-
tion instead of the United States always being the lender and the
others always being the borrowers.

Senator GreeN. Excuse my interruption there. How far are the
jurisdictions of these two inst itutions strictly defined?

Mr. Rovensky. They are in quite different areas. My personal
feeling is that the American participation should be very close to the
Export-Import Bank.

Qenator Greex. 1 mean, can questions of jurisdiction arise

Mr. Rovexsky. I suppose they could, but I would not fear it.

My next point, No. 7, is that it would provide an instrument through
which surplus-commodity problems and all commercial problems
could be considered as joint problems, and that the bank mu[ld handle
loans in local currencies, where the Export-Import Bank at present
cannot do so, and would also be helpful to the United States business
in areas where banking facilities arve limited, and for intermediate
term loans in local currencies,

Ninth, that it would be useful for economic surveys and studies
for long-range development of natural resources.

'l'eniT], that it would be useful to guide American and foreign
investment in the Americas.

Eleventh, that it would be an instrumentality for promoting travel.

Senator GreeN. Would that mean private investments!

Mr. Rovexsky. Yes; it could guide and work along with them.

Senator Green. Does that include protection ?

Mr. Rovexsiky. In the sense that it would make toward more careful
consideration; yes.

Senator Green. I do not mean “protection” in that sense, but in the
sense that the Government undertakes to guarantee the safety of
the private investment.

Mr. Rovensky. It would depend on the final terms of any loan in
which private investment might join.

Senator Green. That is, it could ?

Mr, Rovensky. It could; yes, sir.

And I thought it could be made an instrumentality for improvin
{he defaulted debt situations of the presently outstanding default
debts.

Senator Surpsteap. Is it the intention that the separate Government
of the United States should guarantee a private loan to the bank,
or that the bank might guarantee it?

Mr. Rovensky. Oh, it would be the bank.

Senator Suresteap. 1t would be the bank?

Mr. Rovensky. Oh, yes. This bank would have no authority, no
ability to bind our Government, '




INTER-AMERICAN BANK 27

Senator Sarpsteap. That is what I wanted to know,

Mr. Rovensky. And also, that the institution might be useful in
working out means of service and payment of dividends of American
capital already invested.

Next, that it might promote uniform banking, shipping, insurance
documents and business procedure and commercial law practices, and
be useful in the arbitration of disputes, in the commercial areas, and
that such an institution would be of value in case of war, in monetary
and trade areas, such as the control of the withdrawal of funds,
supervision of payments, unfair trade practices, warehousing of sur-
plus commodities, the assembling of necessary commodities, preclusive
buying.

Senator Greex. In the use of the term “war” you do not limit it.
You mean war between nations of the Western Hemisphere and
those outside the hemisphere, or any war, including those between
nations in the Western Hemisphere?

Mr. Rovensgy. I must confess I was only thinking of war in which
we are involved.

Senator Suiesteap. Or a South American country ?

Senator Green. This is an international pact between all the Ameri-
can republics.  How can we have any special privileges as one of those
republics?

Ir. Rovensky. It would depend on the cohesion and the coopera-
tion of the participating nations in this bank. If we were all for
one point, there would not be any trouble. In case some of them did
not feel the same way that we did. of course, possibly the institution
]}l'i!u'iplv:-: could not be used.

Senator Greex. But to go back to my question, which was, when
you used the word “war.” “in ease of war,” did you refer to war

etween a nation in the Western Hemisphere and a nation outside
the Western Hemisphere, or did you also meclude war between nations
in the Western Hemisphere?

Mr. Rovexsky. I meant a war in which our country was involved
as against some Kuropean power. where the theater of the war might
to =ome degree be transferred to the Americas.

Senator Sarestean. In the event of what ?

Mr. Rovensgy. In the event that some of the war might be in this
hemisphere, the theater of it possibly being here.

Senator Green, You are looking at it from the point of view of this
country alone?

Mr. Rovensky. Yes. T must confess that I was looking at this to
a great degree from a selfish standpoint.

Senator Green. Yes. T just wanted to get the point of view from
which you made the statement.

Mr. Rovexsky. But I do believe that it would be a useful instru-
mentality for all of the governments that would participate in this.
I do not think that we are motivated by any selfish motives.

That is the sum and substance of the statement I had to make.

Senator Peeper. Thank you, Mr. Rovensky.

Are there other witnesses present who wish to be heard at this
time?

Mr. Corrapo. Mr. Chairman, may I suggest, I think that most of
the rest of us, here—Mr. Bernstein, of the Treasury, Mr. Gardner
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and Mr. Wyatt, of the Federal Reserve—had been asked to attend
primarily to answer the more specific technical questions, should the
detailed provisions come up.

I do not believe that at this time either the Treasury or the Fed-
eral Reserve representatives had planned on making a formal state-
ment. They have indicated that they subscribed to Mr. Berle's
general remarks.

Senator Pepper. Are there any other affirmative statements that
anyone present desires to make?

Mr. Corrapo. I think perhaps Mr. Clayton might wish to say
something.

Senator Peerer. We will be very glad to hear yon, Mr. Clayton.

STATEMENT OF W. L. CLAYTON, DEPUTY FEDERAL LOAN
ADMINISTRATOR

Senator Pepper. Just state your name, your position, and such
matter as you may care to bring to the committee’s attention, Mr.
Clayton, please.

Mr. Crayron. My name is W. L. Clayton. T am Deputy IPederal
Loan Administrator. I merely want to indicate the interest and
approval of the Federal Loan Agency in the proposed legislation,
Mr. Chairman.

We approve the establishment of an inter-American bank as pro-
posed here in this bill. We think it would accomplish a very useful
{mrposo. I can practically adopt all of the reasons in favor of the
yank that have just been stated by Mr. Rovensky as my own.

That is all T have to say.

Senator Smpsteap, What is the Federal Loan Agency?

Mr. Crayros. The Federal Loan Agency is the agency of which
Mr. Jesse Jones is the Administrator.

Senator Surpsteap. You mean the R. F. C.?

Mr. Crayron. The R. F. C. and all the subsidiaries.

Senator Suresteap. The Export-Import Bank?

Mr. Crayron. And the Export-Import Bank.

Senator Green, There is one question I would like to ask—
whether to any extent this new institution would duplicate the work
of existing agencies?

Mr. Crayton. I do not think so, Senator Green. It would be my
hope that in time, so far as Latin America is concerned, or let us say
any other American republics, the Inter-American Bank would take
over the functions of the Export-Import Bank. It will take some
time for the bank to do that.

Senator Greex. For a while then there would be a duplication of
jurisdiction?

Mr. Crayron. I think not, Senator Green, because as the Inter-
American Bank became organized and the management perfected
and the branches established, I think it would take over the func-
tions of the Export-Tmport Bank, and there would not be really any
duplication meantime.

Senator Greex. My experience is that the head of any Government
agency is always reaching out for all the power he can get and
claiming all the jurisdiction in sight, and if the language of the
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legislation makes it possible for him to claim it. he will. In the
language of the act is there a possibility of duplication ¢ :

Mr. Crayron. There is a possibility: yes, sir. I do not think it
will work out in that way, because I think that the Export-Import
Bank would be very glad to withdraw as the Inter-American Bank
begins to operate to take up and perform functions and services
which the Export-Import Bank now performs,

Senator Smaresteap. Particularly in the Western Hemisphere?

Mr. Crayron. Altogether. I meant my statement to be confined
to the Western Hemisphere, or the Latin-American part of it.

Senator Suresteap. I think it would be a great mistake to have
the two funetioning permanently.

Mr. CLayTon. Yes, sir.

Senator Smipsteap. I think this bank, if it is made a real bank,
should take over all.the functions of the Export-Import Bank in
the Western Hemisphere.

Mr. Crayron. That is what I think.

Senator Green. That is the hope.

Senator Saresteap, It should.  The Congress can enact legislation.

Senator GreeN. My point is that if you enact legislation there may
be conflict of jurisdiction, and each will claim the power if the
limitations are not defined.

Senator Saresteap. It seems to me that would be entirely for the
United States to handle.

My, Cuayron, Certainly, it would.

Senator Greex. Well, we are the United States, are we not,

Senator Suipstean. Yes: but we could not do that through this
treaty. It would be up to our own Government to control the
Export-Import Bank. to see that it did not interfere.

Senator Green. Yes; but if we sign a treaty giving it certain
owers, then I do not think we can withdraw those powers without
{ll'(’:tliill;}_’ the treaty.

Senator Surestean, With this bank?

Senator Green. Certainly. If the bank is ereated and established
under the treaty, the bank has certain powers. How can Congress
withdraw those powers without breaking the treaty?

Senator SaiesTeap, What T meant was that we have sold jurisdic-
tion over the Export-Tmport Bank. We can withdraw that power
without breaking a treaty.

Senator GrerN, Yes: we could, that.  'We could not, the other way,
though.

Senator Sarestean. T did not make myself clear. No, T agree with
YOl

Senator Greex. The possibility may be remote, but you do not
take into consideration the situation that T visualize, and that is where
one agency of the United States is claiming power which another
agency of the United States also claims. The agent that repre-
gents the United States in the bank might want to claim that juris-
diction, whereas the agency represented by the Export-Import Bank
might want to elaim it, too. That is my point.

Mr. BernstiiN. The directorship of the Export-Import Bank is
very comparable to that group of governmental agencies that will
instruet the American representative on the Inter-American Bank.

816405—41——
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Senator GreeN. Where is the provision for that?

Mr. BernstriN. You see the American representative of the bank
will be under the jurisdiction of the Secretary of State, Federal Loan
Administrator, Secretary of the Treasury, and the Federal Reserve
Board.

Senator Suresteap. I am not sure I get that. You mean that di-
rectors of the personnel and machinery of the Export-Import Bank
would have some supervisory power over the American representa-
tives?

Mr. BernsteiN. Not quite that way. There will be an interdepart-
mental committee, as indicated on page 19, section 202, of the pro-
posed bill.

Senator Suresteap. The two would be in fact independent of each
other, would they not?

Mr. Berxstein, That is true, but the American representative on
the Inter-American Bank will be under the control of this com-
mittee consisting of the Federal Loan Administrator, the Secretary
of State, the Secretary of the Treasury, and the Federal Reserve
Board. Now, your Export-Import Bank is a part of the Federal
Loan Administration, and on the board of the Export-Import Bank
in addition to the Federal Loan Administration control is the Sec-
retary of State and the Secretary of the Treasury.

My, Cornano, Senator Green, you referrved earlier to the fact that
while the Export-Import Bank as such would be subject to the control
of the Congress the Inter-American Bank would arise from a con-
vention from which it would be difficult to withdraw. It is true that
the bank itself would be the subject of the convention, but the con-
trol of the actions of the United States director on the bank is at all
times :-illlfjl'l'l to an act of Congress. This section we are now t|li(llillg
is from a draft of the enabling legislation, so that the Congress would
;1]\\’:1‘\':-1 have control,

Senator Green, Yes: I think that answers my question,

Senator Smiestean. But T assume the dirvectors of the bank from
other countries would be to some extend under the control of their
state department, too,

Mr. Corrapo. Of course.  Our control, the control of onr Congress,
would flow down only to the use of our own number of shares, not to
the shares of other countries,

Senator Greex. Yes.

Senator Smresteap, There is danger of politieal control getting
into it. but I do not see how you can avoid it. If you had a really
independent bank, a real bank with real personnel to operate it, I
would prefer to see it that way, having it run without any political
mfluence from any country.

There has been more or less politics in these South American
loans, and a good deal of anarchy and a good deal of black-jacking.
Under that kind of control it is impossible to have either a stable
economy or a useful economy.

Senator Perrer. Are there any other questions, gentlemen ?

We thonk you very much, Mr. Bernstein.

Mr. Corrapno. T have one or two very brief points, perhaps.

Senator Peerer. Yes: go right ahead.
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STATEMENT OF EMILIO COLLADO, ASSISTANT CHIEF, DIVISION OF
THE AMERICAN REPUBLICS, DEPARTMENT OF STATE

Mr. Corravo. There was one question raised regarding the guar-
anty of the United States Government on operations of the bank.
The bank will operate in general either with governments or with
governmental guarantees, but in the case of the United States Gov-
ernment that means that we would be putting on the Government
guarantee, only in the rather unlikely event that we borrowed money
from the bank. It would be the guarantee of the borrowing gov-
ernment, not the United States Government, that would be placed
on it.

Senator Greex. The United States Government is not going to
be put into the position, directly or indirectly, of guaranteeing priv-
ate loans?

Mr. CoLrapo. Oh. no.

Senator Green. Or private investments in other countries, or in
this country?

Mr. Corravo. No. The only participation of the United States
Government is insofar as it subseribes to v:n‘)il:ll. Beyond that it is
not going to be in any position of responsibility.

Senator Peeper. And as directors on the board, in the management
of this bank?

Mr. Corrano. Yes, but T mean it will have no financial responsibil-
ity beyond that. That was one point.

The other point I thought T might make a little more comment
on is the question of what were the objections of the banking frater-
nity, and what this letter to Senator George proposes. As I under-
stand it, the objections of the banking fraternity all centered on the
one point, their business is primarily short-term commercial business
involved in 30- and 90-day paper, connected mainly with foreign
trade, exports and imports, facilitating the shipments between coun-
tries, and it is in that very short-term private field that they did not
feel that a bank of this sort should enter into, and we had never
intended that, T believe.

I think that the message which the President sent and the memo-
randum of the State Department attached to it made that quite
clear. The small amendment proposed in that letter to Senator
George would limit short-term operations where there might be
this conflict with the commercial banks. to operations in which a
banking institution participated.

We would not compete with snch banking institutions. We might
rediscount paper in which a banking institution was already in-
volved. In other words, in that short-term field the Infer-American
Bank would not be the first bank to deal with the actual importers
and exporters. It would not get into that field.

Since that was their primary objection, when that change was
agreed upon they seemed entirely satisfied. TIsn’t that right, Mr.
Rovensky ?

Mr. Rovensky. Yes, sir,

Senator SmirstEADp., If we amend this treaty, I expect the other
countries will have to, too,
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Mr. Corrapo. That is in the bylaws. It is not in the treaty. The
bylaws are subject to amendment by the board of directors when it is
organized.

Our proposal is that the American director would be dirvected as
soon as the bank is established, and so forth, to propose that amend-
ment to the bylaws,

Senator Green. Of course, it might be voted down.

Mr. Corrano. The likelihood is that they would not, in practice.
He could conceivably be voted down. If the bylaws were actually
amended it would only take a few words in one article to do that.

Senator Peprer. We thank you very much,

We will recess, then, gentlemen, until 10 o’clock tomorrow morning,
and those of you who would find it possible to come back, we would, of
course, be very glad to have you come back. If you find yourself tied
up in some way or other, we would not want to put you out.

( Whereupon, at 12 m., the hearing was recessed until tomorrow,
Tuesday, May 6, 1941, at 10 a. m.)
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UNITED STATES SENATE,
SupcomM1TTEE oF THE ComMITTEE ON ForEIGN RELATIONS,
Washington, D. C., Tuesday, May 6, 19}1.

The subcommittee met pursuant to adjournment at 10 a. m, Senator
Claude Pepper, chairman, presiding.

Present: Senators Pepper (chairman), Green, and Shipstead.

Also present : Bernard Bernstein, Assistant General Counsel, Treas-
ury Department ; Emilio Collado, Assistant Chief, Division of the
American Republics, State Department: Walter Wyatt, General
Counsel of the Board of Governors of the Federal Reserve Sys-
tem: Walter R. Gardner. Division of Research and Statistics of the
Federal Reserve Board: Walter E. Trent, economist ; and Dr. C. E.
MeGuire, economist,

Senator Peprer. Has any one of you gentlemen anything further
to offer this morning before we hear Mr. Trent and Dr. McGuire?

Mr. Corrapo, I think there is only one point, Mr. Chairman. Mr.
Gardner is prepared to make a very brief statement as to the position
of the Federal Reserve Board on this whole matter.

Senator Perrer. We shall be very glad to hear your statement, Mr.
Gardner.

STATEMENT OF WALTER R. GARDNER, DIVISION OF RESEARCH
AND STATISTICS, FEDERAL RESERVE BOARD

Senator Pepper. Please state your name and your position.

Mr. Garpner. Walter R. Gardner. Division of Research and Statis-
tics of the Board of Governors of the Federal Reserve System.

We have no extended statement. but I should like to make it clear
that we have been authorized by the board to state its full approval
of the plan that is now being offered.

Senator Peerer. We are glad to have that statement, Mr. Gardner.
Avre there any other statements?

Senator Saresteap. You have no additional statement to make, on
behalf of the State Department, Mr. Collado?

Mr. Corrano. No.; Dr. Berle, I think, covered that yesterday.

Senator Preper. Do you have anything else to add, this morning,
Mr. Bernstein?

Mr. BernsterN. Noj I do not, Mr. Chairman, thank you.

Senator SaresteEap. I had a little more time last night to study this
convention. I note that section 206, on page 20, reads as follows:

With the consent of the Board of Governors of the Federnl Reserve System and
gubject to such regulations and limitations as the Board of Governors may
preseribe, each Federal Reserve bank shall have power to act as depositary,

33
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custodian, and financial agent for the Imfer-American Bank, to establish corre-
spondent relationships with and open and maintain banking accounts for and
with the Inter-American Bank, to purchase, sell, and deal in, any obligations of
the Inter-American Bank, and to effect for or with the Infer-American Bank
any transaction which such Federal Reserve bank could offect if the Inter-
American Bank were a member bank of the Federal Reserve System or a bank
located in a foreign country.

As I understand it, these banks in fact become a part of our Federal
Reserve System: is that right?

Mr. Wyarr. No, sir: they would not become part of the Federal
Reserve System, but the Federal Reserve bank would be authorized
to deal with them to the same extent as if they were a part of thut
systern.

Senator Smiesteap. Do you know how many of these South Ameri-
can banks outside of the United States are private central banks, or
are government banks in the sense that our Federal Reserve bank is?

Mr. GaroNer. I think the point should be made clear that this ap:
plies only to the Inter-American Bank, not to any other banks—the
Inter-American Bank, itself.

Senator Smresteap. But other American banks will become members
of this?

Mr. GaroNer. No.  On that point, it will be the governments who
will own shares in the Inter-American Bank. The Inter-American
Bank will not itself have any member banks.

Senator Suresteap. It will not have any member banks? Then I
misunderstood that. Now, here is another question that arose. Pro-
visions are made for membership, and it is provided that the capital
stock shall be paid for either in gold or in dollars. In the event
of default or withdrawal, as provided for, can they withdraw the
gold that they may have paid inf?

Mr. BernsteiN, It is possible for a country to withdraw,

Senator Saresteap. A withdrawal of the capital?

Mr. Berxstein, When a country withdraws the bank has a right
to retain whatever it deems .:1:[1101311111' to secure it against any
outstanding liability of the government to the bank ; and that liability
might arise in a number of “different WIS,

Senator Surpsteap. Will you elaborate on that ¢

Mr, BernstEIN, On page 11, paragraph I, there is this provision:

The shares of stock held by each government shall be seeurity for all the
obligations of such government to the bank and shall not be otherwise pledged
or encumbered by the shareholder.

That is subparagraph (1). Then (2) and (3) are further provi-
gions, in the event that a government defaults to the bank, the bank
can use those sharves in liquidating the liability of that government
to the bank.

Senator Smtesteap. Yes;: they can do that. But suppose this Gov-
ernment liquidates its liability and wants to withdraw its capital that
it has paid in in gold or in dollars; if they paid it in, partly in gold,
can they then withdraw that gold?

Mr. BernsteIN, I do not think that point is covered expressly in
the documents.

Senator Sarestean. No.

Mr. BernsteIN. Presumably if they got paid in dollars, it would be
equivalent to their being paid in gold.
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Senator GreeN. That question came up in connection with the pay-
ment of Panama, and it made a great deal of trouble for years.

Mpr. BerxsgTEiN. Yes: the (quest ion was considered by the committee
of experts, and it was rather interesting, as 1 vecall—and you may cor-
rect me on it—that the other governments did not question the dollar
basis for the whole bank and did not suggest that they have the equiy-
alent of the gold clause, in repayments to them. I think it was a
rather interesting compliment to the dollar.

Senator Smrestean, If they intend to buy the shares with dollars,
they would have to buy the dollars.

Mr. Bernstein. Yes: if they did not have the dollars.

Senator Suiesteap. Yes. If they did not have them, they would
either have to buy them or borrow them.

Mr. Berxstrin, Yes, sir.

Senator Suipsteap. Is there any likelihood that they would have to
procure their capital with borrowed capital ¢

Mr. Conrapo. 1 do not believe, Senator, if T may answer that, that
that has come up in any way at all, as the amounts involved here are
relatively small in proportion to the gold and foreign exchange hold-
ings of the majority of these countries. For example, Argentina,
$5,000,000—Argenting has $400,000,000 worth of gold and exchange,
o that it would not be any problem for them.

Senator Smipsteap, But Argentina is not a case in point.

Mr. Conravo. That may not be typical, but Brazil, for example, has
right now something like $75.000,000,  Urnguay has $60,000,000 ; Mex-
ico has $75,000,000, and so on down the list.  You get into smaller ones,
but the smaller countries have to put up much smaller amounts,

Senator Green. I am afraid T did not understand the answer to
Senator Shipstead’s question, because I understood the question was,
when a nation withdrew, whether it could ask for gold or for dollars,
What is the answer?

Mr. Corrano. That point is not specifically covered, except here, on
the bottom of page i i says, in each case, “]'r:l_\.’ill;: to the 1]\'[’:111“‘511;_:
shareholder an amount equal to the fair value of such share, as deter-
mined by the bank™; =o that that is left up to the determination of
that bank, what the fair value is.

Senator Greex. It is in the discretion of the bank to pay it either
in gold or in dollars?

Me. Corravo. That is not specified. T mean, that is not specifically
covered in these bylaws,

Senator Green. It would be desirable to have that covered, would
it notf?

My, Corrapo. There is one point T would like to make, Senator
Green, if I may. You referred to the Panama case. The Panama case
difficulties arose primarily because there was a standard gold clanse.
It said they would pay the Republic of Panama $250.000 a year, dol-
lars of such and such gold content: and in this there is a very careful
avoidance of any content, and it says here, nothing but so many thou-
sand dollars per share “to be paid in gold or in dollars.”  There is
no indieation of a gold guaranty or of a gold clause. That is com-
pletely out of this document.

Senator GreeN. Unless they said it was implied—they paid it in, in
gold, and they would get it out again—and then we repudiated that,
just as we repudiated the gold bonds,
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Mr. Corrapo, Of course, it would not be a question of the United
States repudiating it. It would be the Inter-American Bank,

Senator Green. Certainly.,

Mr. Corrapo. In which the directors represented all the govern-
nments.

Senator Green. Yes;: in which we are a large stockholder. But my
point is, would not the same question come up, or might it not come up ?

Mr. Wyarr. I do not thi:ﬁ{ it would, Senator, because the question
hinges on what is the fair value of the share, at the time. Conceivably
the fair value would be something different than par value. If the
bank’s capital were impaired, the fair value of the shares at that
time would be less than the par value,

Senator Greex. Why, surely. It hasn’t anything to do with the
value.

Mr. Wyarr. If the bank accumulated a surplus, it would be more
than par.

Senator Green. It has nothing to do with the value. It is a question
of the medium by which it should be paid.

Mr. Corrapo. In making the payment, the fair value I think would
depend not only on this. It would depend on the medium in which
you were going to pay it. If you were going to make the payment in
wold of a certain weight and fineness, that would be in itself a part of
determining what the fair value was,

Senator Green. We made the same claim in connection with the pay-
ment of the claim of Panama. We claimed it was perfectly fair, what
we did offer them, and they said they preferred the gold to the dollars
which we offered them, although we said, “The dollars are the
equivalent.”

Mr. Corrano. The point T was getting at is, it seems to me. Senator
Green, that at the time you made the decision of what the fair value
was, whether you gave it to them in gold or in dollars would depend
upon the relationship between gold and dollars exist ing then,

In the case of Panama the relationship was set up in an old treaty
and it had changed during the period of 35 years.

Senator Greex, Oh, yes: T understand,

Mr. Corvano. If 10 years from now a country wants to withdraw,
and its shares ave valued, say, at $10,000,000, if at that time gold is
worth $50 rather than $35, or if it is worth $25, you can easily make
your conversion at that point. depending on what would give them
an equivalent in gold of the dollars.

Senator Sarestean. Have they the right, then, to demand gold that
they paid in?

Myr. Corrapo. That is not specified. It says here, “the price agreed
upon between the parties and the board of directors,” and it is a ques-
tion of decision at the time that there is any transfer of shares, just what
form they will take it in.

Mr. Wyarr. May I invite attention to the provision on page 14,
subsection 4B, to the effect that the books and accounts of the bank shall
be expressed in terms of dollars.  The reference to “dollars™ runs
all through the bylaws.

Senator Smresteap. What section ?

Mr. Wyarr. Page 14, subsection 4B, near the bottom of the page.

Senator Greex. How does it affect that? .
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Mr. Wxarr. I think that makes it a clear agreement among all the
participants that the bank’s business will be transacted in dollars.

Senator Greex. If you put that construction on clause B, then they
could not pay in gold.

Mr. Wyarr. I think they could.

Senator Greex. Then if they can, why can they not pay it in gold in
return? It applies both ways under that construction,

Mr. Bernstiin. Senator Green, the Panama case involved a promise,
an obligation to pay, on the part of the United States.

Senator Greex. Certainly.

Mr. Bernstiin. The question was, what was the obligation.

Senator GreeN. Certainly.

Mr. Bernstein. The current situation involves stock, which is no
promise but merely an equity, and, as Mr. Collado says, it is a ques-
tion of value.

Senator Grees. The stock itself is not a promise, but the clause in
the bylaws is.

Mr. BernsterN. Which provision ?

Senator Green. That they can withdraw. That is not a necessary
incident of stockholding, but it is an incident of a right that is ereated
by the bylaws.

Mr. Bersstein., When a country withdraws, Senator, and it gets
the value as indicated in the bylaws. The question of the gold clause
does not arise in determining the value of an equity.

Senator Greex. It does not arise. The point is whether it can
arise. Suppose a nation pays it in gold, and says, “Now, the bylaws
give us the right to withdraw, and after you have taken enough for
our debts, if we have any, we are entitled to the balance. Now, we
would like what we put in.”

Mr. Corrapo. Of course the point is, I think, Senator Green, that
what they do is. they buy a share, going into the equity of the whole
bank, and they do not just deposit gold mn the bank. They are buying
a share in the bank.

Now, when they withdraw, that government can get the fair value
of that share, less any obligation. '

Senator Green. I am asking for information. What is the signifi-
cance of the reference to gold?

Mr. Corrapo. That, I think, is only so they can deposit in gold if
they want to. They can make the deposit in gold, if they want to.

Senator Green. It works both ways. Suppose they say, “We would
like to have our deposit back™?

M. Garoner. It is not a deposit.

Mr. Corrapo. Perhaps that 1s not the correet conception. They can
buy the share with gold or dollars.

Senator Green. What is the significance of putting in the word
“aold,” unless it has some meaning ?

Mr. Bernsteix. T believe the meaning of it was that if any of
the countries did not have dollars but had gold, since the bank would
be interested in getting gold as distinguished from any other forms
of assets or currency than dollars or gold, it was perfectly willing
to accept the payment of the subscription in that term.

Senator GreeN. Then there is a distinetion between gold and
dollars, and I suppose the depositor wishes to get back his deposit,
or whatever you choose to call i instead of "ih'imsil."
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Mr. BErnsTEIN, Senator, it is not a deposit, T assmme, It is shaves
of stock.

Senator g411[1~-:1‘l~ ap. It is the buying of shaves of stock.

Mr. BernsteIN, It is a promise in no sense at all, and in that sense
it seems to be it is quite distinguishable from the Gold ('lause cases
or the Panama case.

Senator Greex. I understand that it is not on all fours, but as far
as creating trouble between us and Latin-American countries it
seems to me it is open to the same objection.

Mr. Corrapo. Senator, 1 think a couple of other points could be
made in that connection. In the first place, in the negotiating of
this, which of course is handled with a group of other countries—
I mean, one representative of each—they all agreed after some dis-
cussion, but there was definite, unanimous agreement of all of them,
that the bank’s accounts should necessarily be handled in dollars.
Dr. Berle touched on that yesterday in his statement when he made
the point that there was some discussion whether or not there should
be a plan for a new currency unit, a new Inter-American Bank cur-
rency unit, and all the other countries said “No: the dollar is obvi-
ously the unit we want to use,” and they made that clear that the
accounts should all be in terms of dollars,

Now, there is one further thing T would like to stress in connec-
tion with that question. This is the bylaws, not the convention.

Senator Green. Yes:; I understand that.

My, Corravo. And the bylaws are subject to amendment by the
board of directors. This 1s the initial directive to the hoard of
directors.

Senator Green. T understand that.

Mr. Corrapo. And those provisions if they should become in any
way troublesome can be amended. It is not like a convention that
requires unanimouns agreement.

Senator Green. I should say the time to amend them is before the
trouble arises, rather than afterward.

Mr. Corravo. 1 do not believe there iz anybody who feels there
is any question of trouble there.

Senator Greex. If it is purely a question of paying in dollars for
stock rights, I do not see any more reason for putting in “gold” here
than in a -nh»—n!lpimn for any other corporation. They can always
use their gold to buy the dollars with which to pay for the stock,
and then it is a -(-p.u.lte transaction: but when you provide that
they can pay in in gold it seems to me there is some other impli-
cation.

Mr, BerxsteiN, Their ability to realize dollars with gold is en-
tirely within the will of the United States, and it |||1"'||I be unfair
to ask them to be subject to our will in their ability to pay for the
stock.  Of course if we do not buy the gold, which we have been
doing, they cannot get dollars for their l"l')l(l

Senator Greex. If that is the answer, then why is not the reverse
true, when vou come to paying them back?

Mr. BernsrEIN. The reverse, in what sense?

Senator GreeN. In the sense that if there is some disadvantage in
nmkmtr them subscribe in dollars in the first place, why is it not some
disadvantage in paying them back in dollars, in the reverse, when they
withdraw ?
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Mr. Berxstein. The only question would be from their point of
view, and they have not raised it. The first sentence of section 2\ on
page 10 says “The capital stock shall be expressed in United States
dollars.” As Mr. Wyatt points out, the accounts are kept in dollars
throughout, and we talk in terms of dollars, and in disposing of the
stock it is a question of value rather than a question of their promise
to pay any fixed amount.

Senator Green. It is not a question of value. Of course, T under-
stand your point is it is not a question of value, it is a question of con-
venience: therefore, if it is inconvenient for them to subscribe in dol-
lars, we let them subscribe in gold, is that it?

Mr. BernsteiN. From the point of view of their subscription it may
be a matter of convenience. It may also be that dollars are not
available to them by selling the gold, or that they do not want to
pay a charge of a quarter of 1 percent.

Senator Suresteap. Would you anticipate that they would have diffi-
culty getting dollars if they had gold to sell for dollars?

Mr. Berxstein. I would not anticipate it in the slightest, but T can
see from their point of view, their ability to get it is entirely dependent
upon the will of the United States.

Senator Greex. Then if that is true, why is not the reverse true, that
when they come to be paid by the bank when they withdraw, there is a
difference in their minds between gold and dollars?

Mr. Bernsteiy, The reverse might be true if they were concerned
about what they could do with dollars when they got dollars; but they,
like the many millions of others who hold dollars, are not concerned
about their inability as a matter of right to get gold for the dollars.

Senator Suresteap. Here is the reason I asked the question. There
is a certain value placed upon gold, that may be changed, and may
not; but certainly the value of the dollar may change, and if and when
one of these countries wanted to withdraw their capital, having paid it
in in gold at a certain fixed value, and supposing they did not want
to take it in dollars because the value of the dollar had gown down,
is there not a chance that a controversy might arise?

Mr. Corrano. I think, Senator, that the answer to that is that the
actual assets of the bank of this nature when it is a going concern will
consist of dollars and perhaps some gold, some silver, and then a lot
of other currencies, because it may make loans, so many mililons in
Brazilian milreis. and so many in the Argentina peso, and a lot of other
things. If a considerable proportion of its assets are in United States
dollars, and the dollar goes down for one reason or another, in a sense
you may say that the value of the assets will go down also, and the
bank would not be in a position to make payment of gold to the people
who bought. It would not want to be in that position.

Senator Suresreap. Then if a country pays in gold, we will say,
at a value of 100 cents on the dollar, if the dollar and the gold value
are on a par at the time, and they then want to withdraw, the
stock may have increased 15 percent in dollars and the share would
be worth $115, but gold at the time might be worth $150.

Mr. Corrano, The bank would pay $115, or at best the equivalent
in gulll of $115.

Senator Smresteap, Yes. They would not pay the full value of the
gold.
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Mr, Corravo. No. It is the dollar which is the unit of account in
all this whole transaction.

Senator Greex. Do you not think there is a little inconsistency
between that authorization for paymeut in gold and the general
scheme of the bylaws? ;

Mr. Corrapo. In practice, I do not think that there is any difficulty
at all. .

Senator Gmreex, I am not talking about practice, T am talking
about the point of view of good drafting.

Mr. Conrapo. I think the central banks of South America, who
would actually have to pay the money—because in most cases the
governments would probably have to get the money from their
own banks—have a large proportion of their assets in gold rather
than in dollars—usually 85 percent or 75 percent, or something, and
I think they just felt that way about it. They drafted it. We did
not do the drafting.

Senator Green. Then the criticism of poor drafting would not
apply to you but to them; but the criticism might apply just the
sae.

Mr, Corrapo. But these people were bankers, and a half dozen
members of thig drafting group were central bankers and so forth,
and they felt, “Well, we have dollars; it miglit be more convenient,”
as Mr. Bernstein said, “for us actually to ship gold than to convert
it into dollars,”

Senator GreeN. Then when it comes to withdrawing, they might
say, “Well, it is more convenient for us to have the gold than the
dollars.” '

Mr. Corvapo. That same privilege they de not have, that is all.
That is really the answer. They do not have the privilege. If they
are to get gold, it is only by agreement with the bank. The bank can
pay them a fair value in any particular kind of currency it wants
to, and that is by agreement with these people. There is no speci-
fication.

Senator GreeN. You think that is clear?

Mr. Corrapo. It says here, “at a price to be agreed upon between
the parties,” provided in section F, page 12,

Senator Greex. But it does not say 1 gold or dollars.

Mr. Corrapo. It does not say anything. It says it is a price to be
agreed upon.

Senator GreeN, Yes.

Mr., Corvapo. And the price I think includes the monetary unit
as well as the number of whatever units it is that are to be paid.

Senator Suresteap. What would the bank do with this ;;Old% Is
it the intention to buy and sell gold in this bank?

Mr. Corrapo. The bank is authorized to buy and sell gold and
silver and any of the foreign currencies—dollars as well. That is pro-
vided in section (5), page 16.

Senator Saresteap. T will take your word for it. It takes time to
go through it. T assumed that you were better acquainted and more
familiar with the provisions that T am; therefore, instead of taking
up a lot of time, there are certain questions I would like to ask.

I understand that the bank is also to issue eurrency.

Mr. Corravo. No: the bank is not empowered to issue its own cur-
rency. It is not a note-issuing authority.
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Senator SmipstEAD. It has authority to buy and sell gold?

Mr. Corrapo. Yes.

Senator Smrpsteap. But whether or not it will do so will be left
entirely out of the plan?

Mr. Corrapno. It is at the discretion of the board of directors.

Senator Suipsteap. 1 am very much interested in the possibility of
stabilizing these currencies. I think it is very important.  Some effort
has been made up to this time to help out these currencies. I assume
that has been done through the stabilization fund. Has that operated
in South American countries?

Mr. BernstErn. We made stabilization arrangements with Argen-
tina and with Brazil.

Senator Smrpsteap. To what extent have loans of the Export-Import
Bank had to do with stabilization? Loans have been made, have
they not ?

Mr. Corrapo, That is correct. I think, perhaps, I can answer that.
The Export-Import Bank has entered into a number of mostly rather
small transactions with countries, with the central banks of those coun-
tries, most of them designed to help in leveling out these sharp fluctua-
tions in exchange. They have entered into such arrangements of very
small magnitude with Paraguay and Nicaragua and Costa Rica; of
slightly larger magnitude with Uruguay and Colombia and fairly
important arrangements with Argentina and Brazil, and one with
Peru. Those are all of the countries with which they have done that
sort of thing.

Senator Smrpsteap. These transactions evidently have not done as
much as it is hoped to accomplish under this arrangement: is that it?

Mr. CoLrapo. There is a little difference, I think. The Export-
Import Bank arrangement has been evidently of a rather short-term
or temporary character, to try to tide over a particular depression in
the exchange situation of a country, and they are to be repaid in dollars.
All they can do is level out fluctuations in the exchange rate of the
country. They cannot permanently correct it in themselves.

I think that is a point we ought to make clear about this whole
proposal as now contemplated. It is not felt that this bank can of
itself stabilize all the currencies in a rigid pegging arrangement
between the dollar and each currency. The history of the currencies
of colonial and raw-material-producing nations is that they are subject
to extreme exchange pressure whenever there is a world depression.
The prices of their exports collapse, whereas their imported goods
remain more or less constant in price. The net result has been, if you
study the history of exchange rates in that type of country, a steady
decline over 100 to 200 years.

Senator Suarereap. We had an experience of that after the World
War making loans.

Mr. Corrapo. Yes.

If you take the Brazilian currency, for example. it is a very small
fraction now of what it was in 1850, and the same thing is true of
practically all such currencies. Now, I think the feeling is that the
only way you can eliminate that situation permanently is by im-
proving the broad economic situation of the countries by diversifying
their structures =o they arve not dependent upon the exports of few
products.
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Take Chile for example, 80 percent of its exports are copper and
nitrates. A year ago it looked as if its nitrate and copper markets
were completely gone, due to the fact that the European markets
were lost, and the Chileans felt themselves in a position where they
just would not have any foreign exchange and they would have to
put on the most severe restrictions, or their currency would go to
sieces. As a matter of fact that has been very abruptly changed
Ly our defense necessities.  We are buying their full copper produc-
tion and some of their nitrate and we are paying them the dollars
that they need and the exchange is now quite strong.

Up to now it has not been deemed feasible to attempt any system
that would permanently peg all that structure of exchange rates. It
was attempted in the twenties by public privately floated loans in
considerable measure, and most of the currencies collapsed, as we
know. Argentina and several other countries held their currencies,
used up most of their gold and foreign exchange, and then suddenly
had to let them fall.

Senator SmirsteEap. I have an idea: I want to know what you
think about it. The best way to stabilize commerce, to encourage
commerce and transactions between these countries would be to in
some way stabilize the currency and therefore exchange. Was there
discussion at the time, of having this bank be a bank of issue, with a
stated currency, a convertible currency, so it would always have a
certain fixed value in relation to something, anchored to something.
a currency that could be used by all these countries whose inter-
national transactions are not very large?

Mr. Corrapo. There was quite a little discussion of that, and 1
think that it is rather a complicated story which T think some of
these other people presentrcould express better than T can. The
answer is, however, that within the United States we have a stable
currency. We have a complete freedom of barriers to capital move-
ments between one part of the country and another. We have a
freedom of movement of goods from one part of the country to
another.

Senator Suresteap. At least it is uniform throughout the country.

Mr. Corrapo. Yes.

Senator Saresteap. Even if it i1s not stable in purchasing power.

Mr. Corrapo. What T mean is, the exchange rate is a reflection
cconomically of the balance of payments of the country—its exports,
imamrt.-a. interest, dividend remittances, its shipments and payments,
and its actual inflow and ontflow of capital, short and long term.
As was the ease of most of the Latin-American countries follow-
ing 1929 and 1930, the value of their exports dropped very greatly
because the prices and markets generally collapsed, while they had the
necessity to continue importing a lot of things because, unfortunately,
these conuntries iHl]ml’I a great percentage of their necessities. In the
past they have produced at home very little, and they also had heavy
mvestments of bygone days that required considerable interest pay-
ments and remittances, investments both in Government bonds and
public-utility companies, railways, and so forth,

In a situation like that, very frequently it happened that the
dollar out-payments were bigger than the dollar in-payments, and
they just did not have enongh dollars; and faced with that situation
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the only thing they could do was, first of all, to export their
cold to make up the difference. They used their gold, and when they
ran out of their gold the only thing they could do was to block
exchange or let the exchange rate decline markedly, the purpose of
that being on the one hand to encourage exports a little bit, and, more
important than that, it was to discourage imports.

Either you put on a control and just tell the people they could not
import anything, or only limited quantities, or else you by letting the
exchange rate drop 20, 50 percent or more make it too expensive to
buy something from the United States. An automobile while in
Chile used to cost, let us say, 2,000 pesos would jlllu[: to 10,000 pesos
and people just wouldnt but it. You get the same effect.

Well. the difference between having a currency in the United States
and having a currency for all that area down there is that in that
area you have 20 different countries with 20 different currencies.
You have 20 different customs barriers.  You have at least 10 systenis
of exchange control, which actually prevent capital from Howing
freely from one covntry to the other: and one final point, if T may
add: In the United States, the final thing we did in depression years
to prevent a collapse, let us say, in one area, is that the Government
through its taxing power in effect took funds from the wealthier
sections of the United States and moved it to the poorer sections
by one means or another, by public-works expenditure or something.

Senator Smiesteap, But that was, of course, under very abnormal
conditions, and conditions down there are very abnormal; but it
seems to me that if these countries could have a stable unit of value,
that this bank could have been empowered to furnish, by making its
own currvency. and if it was hooked. for instance, to gold or to silver,
with a fixed commodity, that they can take in lien of it, it gives
stability and it would be good in every country. It would go at par
wherever it is. You would stop this fluctuation. And then is it not
possible that the currencies of these other countries would tend to
conform to that dollar. or whatever you wonld call that unit, and
possibly for a while they might all use that as their legal tender,
or the basis of their legal tender, the basis of their currency?

Mr. Corrapo. T think, Senator, the answer in the first place was
that the members of the committee that drafted this, the Latin-
Ameriean members, felt that the dollar in itself constituted a good
firm currency that was recognized as such in all those countries.

Senator Smresteap, When was this treaty negotinted ?

Mr. Corrapno. In the winter of 1939-40. Tt was completed abont
& year ago.

Senator Suiestean. Of course, they arve facing a different situation
now. We are trying to stabilize unstable currencies, fluctuating enr-
rencies.  We are hooked and anchored to a currency that fluctuates
now and is likely to fluetnate very muoch more.

Mr. Corrano, T think the real answer to the second part of your
question is in the reasons which T rather poorly attempted to explain.

Senator Smestean. We are all a little handicapped: do not worry
about that. 4

Mr. Corrano. The currency of an individual country would have
ereat difficulty in matching up with any standard because of this
balance-of-payments problem T was trying to refer to, and T think
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the feeling was that you could not have a universal currency unless
at the same time you had a system within that whole area somewhat
comparable to that which we enjoy within the United States—free-
dom of movement of capital and of goods: and also this other
factor which we have within the United States, the power of the Fed-
eral Government to transfer funds in different parts of the country,
which it does.

Senator Suresteap. What T had in mind was this: The currencies
all over the world have always been more or less in fluctuation, but
there was a hundred years that England with the English guinea was
able to conduct trade and was able to do business and stabilize busi-
ness because other currencies were held and hooked to or in conformity
with or in relation to the guinea, and T had the opinion that here was
an opportunity to do the same thing for these countries by giving
them a stable currency to which they could hook their currencies, and
I was hoping that in fime it would become a recognized stable medium
of exchange internationally within these countries.

Now, I am particularly interested in stabilizing these currencies in
order to foster trade, to get away from this fear that currencies are
going up or they are going down. There is nothing stable about this
medium of exchange, and so there is fear and apprehension in trade;
and if we can do anything to stabilize that trade, why, I think that is
one of the greatest things that can be done as a matter of defense and
as a matter of stabilizing that economy.

We can make loans, as we did after the war. The chances are today
that the loans that were made will either not be paid at all or will be
paid at a great discount, and, of course, we will have to take the loss.
That means it is a subsidy of foreign trade, which cannot go on for-
ever; and we do not know how long this emergency is going to last.

Was this thing discussed at the time of this conference?

Mr. Corrapo. Yes, sir.

Senator SuipstEap. At that time they thought there was going to be
no fluctuation in the value of the dollar?

Mr. Corrapo. No: I would not say that. I think they felt that the
most. practicable approach—I think they all would sympathize with
everything you said, and they would all very ardently desire to attain
that end; T think certainly everyone here would: but I do feel the
committee that considered the matter, which took 6 months for discus-
sion of this matter—it met practically every day and there were very
extensive discussions, in addition to which there were innumerable
private discussions outside the regular formal sessions—and T think
that the committee considered these possibilities, and felt that the use
of the dollar as the standard was the most practicable thing that
could be adopted at this time.

STATEMENT OF WALTER E. TRENT, ECONOMIST

Senator Prerer. Senator Shipstead, would you like now to call
Mr. Trent or Dr. McGuire ?

Senator Smresteap. Yes, I requested Mr, Trent and Dr. MeGuire
to be here. My, Trent has appeared before this committee on several
oceaslons as an econonist,

Senator Perrer, Yes. Suppose we hear My, Trent, then.
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Mr. Trent. we will be very glad to hear anything you have to say.

Senator Surpsteap. I thought it would be helpful to have his views.

Senator Perper. Yes: we are very glad to have him appear. We
are always glad to have Mr. Trent present.

Give your name, please, for the record.

Mr. Trext. Walter E. Trent.

Mr. Chairman, I have just a short statement that T will present if
it is all right with you and with Senator Green and Senator Shipstead.

Senator Peerer. We shall be very glad to hear from you.

Mr. TreNT. A convention agreement, the proposed charter and by-
laws. and the bill 1o be enacted by the Senate and House of Repre-
sentatives provide the necessary power for the bank to function broadly
in all respects, except the power to issue money.

The two principal functions of a central bank are (1) the power
to hold reserves for other -banks, and (2) the power to issue money.
The Inter-American Bank may possibly have the broad right to issue
bank notes, but not to monetize its gold and silver once acquired. The
subscribers to the shares of the bank have to pay either in gold or in
dollars. and the books and accounts of the bank are to be kept in
dollars, The dollar is and has been fiduciary money since 1934.  The
President has notified Secretary Wallace that he wishes certain pro-
visions of the Gold Act of 1934 to be extended for 2 years after June
30,1941. These provisions relate to the extension of the stabilization
fund and discretionary power to revalue the dollar in terms of gold.

It does not seem to be in accordance with the good-neighbor policy to
ask 20 American republics to found their new bank on a dollar which
is not convertible to gold and which has no definite direct relation-
ship to gold. The Inter-American Bank will represent a fresh situa-
tion with member countries who have ample gnh‘—pmdu::tinn capacity
and also silver to warrant the adoption of convertible dollars.

The United States has a complicated situation, probably originating
with the last war, but aggravated by the boom of the twenties and the
panic condition of the thirties. There may be some reason to con-
tinue the United States dollar on a fiduciary basis, but it is unneces-
sary and undesirable to make 20 more American republics part of that
situation,

The Federal Reserve System has expressed its alarm to the Con-
aress concerning the critical condition existing today in the United
States monetary system. They fear inflation, they fear a further
growth of so-called excess rveserves, and they submitted for con-
sideration a 5-point program to Congress with recommendations of
drastic measures, based on the thoroughly unsound condition of the
United States monetary system as they see it. Even if the United
States were willing to let 20 other American republies join in to
this situation before the corrections are made and the dollar returned
to convertible basis, the other American Republics should not be
willing to participate in view of a formal report of the Federal
Reserve System to Congress, the first four paragraphs of which I
wish to call to your particular attention. The special report to the
Congress by the Board of Governors of the Federal Reserve System,
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the presidents of the Federal Reserve banks, and the Federal Ad-
visory Council, is as follows:

For the first time since the creation of the Federal Reserve System, the
Board of Governors, the presidents of the 12 Federal Reserve banks, and the
members of the Federal Advisory Council representing the 12 Federal Reserve
distriets present a joint report to the Congress,

This step is taken in order to draw attention to the need of proper prepared-
ness inoour monetary organization at a time when the country is engaged
in a great defense program that requires the coordinated effort of the entire
Nation. Defense is not exclusively a military undertaking, but involves eco-
nomic and financial effectiveness us well.  The volume of physical production
is now greater than ever before and under the stimnlus of the defense program
is certain to rise to still higher levels. Vast expenditures of the military pro-
gram and their financing create additional problems in the monetary field
which make It necessary to review our existing monetary machinery and to
place ourselves in a position to take measures, when necessary, to forestall the
development of inflationary tendencies attributable to defects in the machinery
of eredit control.  These tendencies, if nnchecked, would produce a rise of prices,
would regard the national effort for defense and greatly inerense its cost, and
would aggravate the situation which may result wnen the needs of defense, now
a stimulus, later absorb less of our economic productivity, While inflation
cannot be controlled by monetary measures alone, the present extraordinary
situation demands that adequate means be provided to combat the dangers of
overexpansion of bank credit due to monetary eanses.

The volume of demand deposits and eurvency i3 50-percent greater than in
any other period in our history., Excess reserves are huge and are inereasing.
They provide a base for more than doubling the existing supply of bank ecredit.
Since the early part of 1034, $14,000,000,000 of gold, the principal cause of
excess reserves, has flowed into the country, and the stream of incoming gold
is continuing. The necessarily large defense program of the Government will
have still further expansive effects. Government seeurities have become the
chief asset of the banking system, and purchases by banks have created addi-
tional deposits. Because of the excess reserves, interest rates have fallen to
unprecedentedly low levels.  Some of them are well below the reasonable require-
ments of an easy-money policy and are raising serious long-term problems for
the fufure well-being of our charitable and edueational institutions, for the
holders of insurance policies and savings-bank accounts, and for the national
economy as a whole,

The Federal Reserve System finds itself in the position of being unable
cffectively to discharge all of its responsibilities.  While the Congress has not
deprived the system of responsibilities or of powers, but in fact has granted it
new powers, nevertheless, due to extraordinary world conditions, its anthority
is now inadequate to cope with the present and potential excess-reserve problem.
The Federal Reserve System therefore submits for the consideration of the
Congress the following S-point program :

1. Congress should provide means for absorbing a large part of existing
excess reserves, which amount to $7,000,000,000, as well as sueh additions to
these reserves as may ocenr.  Specifically, it is recommended that Congress—

a. Increase the statutory Reserve reqnirements for demand deposits in banks
in central Reserve cities to 26 percent, for demand deposits in banks in Reserve
cities to 20 percent, for demand deposits in country banks to 14 percent, and for
time deposits in all banks to 6 percent,

b. Empower the Federal Open Market Committee to make further increases
of Reserve requirements sufficient to absorb excess reserves, subject to the limita-
tion that Reserve requirements shall not be inereased to more than double
the respective percentages specified in paragraph a.

(The power to change Reserve requirements, now vested in the Board of
Governors, and the control of open-market operations, now vested in the Federal
Open Market Committee, should be plaeed in the same body.)

¢. Authorize the Federal Open Market Committee to change reserve require-
ments for central Reserve city banks, or for Reserve eity banks, or for country
banks, or for any combination of these three clusses,

d. Make reserve requirements applicable to all banks receiving demand de-
posits regardless of whether or not they arve members of the Federal Reserve
System,
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e. Exempt reserves required under paragraphs 4, b, and d from the assessments
of the Federal Deposit Insurance Corporation.

2, Various sources of potential inereases in excess reserves should be removed,
These include the power to issue 3 billions of greenbacks, further monetizi-
tion of foreign silver, the power to issue silver certificates against the seignior-
age, now amounting to 1% billion dollars on previous purchases of silver. In
view of the completely changed infernational situation during the past year,
the power further to devalue the dollar in terms of gold is no longer necessary
or desirable, and should be permitted to lapse. If it should be necessary to use
the stabilization fund in any manver which would affect excess reserves of
banks of this conntry it would be advisable if it were done only, after con-
sultation with the Federal Open Market Committee, whose responsibility it
would be to fix reserve requirements.

3. Without interfering with any assistanece that this Government may wish
to extend to friendly nations, means should be found to prevent further growth
in excess reserves, and in deposits arising from futnre gold acguisitions, Such
acquisitions should be insulated from the credit systems, and, once insulated, it
would be advisable if they were not restored to the credit system except after
cousultation with the Federal Open Market Committee,

4. The finaneing of both the ordinary rvegquirements of Government and the
extraordinary needs of the defense program should be accomplished by drawing
upon the existing large volnme of deposits rather than by ereating additional
deposits throngh bank purchases of Government securities, We are in aecord
with the view that the general debt limit should be raised; that the special
limitations on defense finanecing should be removed; and that the Treasury
should be authorized to issue any type of securities, including fully taxable
securities, which would be especially suitable for investors other than commer-
ciny banks. This iz clearly desirable for monetary as well as fiscal reasons.

5. As the national income inereases a4 larger and larger portion of the defense
expenses should be met by tax revenues rather than by borrowing.  Whatever
the point may be at which the Budget should be balanced, there cannot be any
question that whenever the country approaches a condition of full utilization
of its economic capacity, with appropriate consideration of both employment and
produetion, the Budget should be balaneed.  This will be esrentinl if monetary
responsibility is to be discharged effectively.

In miking these five recommendations, the Federal Reserve System has
addressed itself primarily to the monetary aspects of the situation. These
monetary measures are necessary, but there are protective steps, equally or more
important, that should be taken in other fields, such as prevention of industrial
and labor bottlenecks, and pursuance of a tux poliey appropriate to the defense
program, and to onr monetary and fiseal needs.

It is vital fo the success of these measures that there be unity of policy and
full econsideration of action hy the various governmental bodies, A monetary
system divided against itself cannot stand securely,  In the period that lies
ahead o secure monetary system is essential to the success of the defense pro-
gram and constitules an indispensable bulwark of the Nation,

I cite the above report so you will have in mind under these
particular circumstances the undesirability of asking friendly nations
to participate in what the report describes as almost a potential bomb-
shell econcerning our monaetary system.

Senator Smresteap. That is very interesting.  When was that re-
port made?

My, Trext. On December 31, 1940, at the end of last year.

Now. I would like to point out particularly that the so-called ex-
cess reserves were considered to be a result of the purchase of the
gold, $14,000.000,000 of gold, since 1934, The Treasury owns the
oold. The banks paid for the gold by merely increasing deposits.
The Federal Reserve, as a matter of fact, loaned the Treasury $14.-
(100,000,000 withont interest and without any legal right of collection.

The Federal Reserve banks hold gold certificates as evidence of the
debt. but these gold certificates are not monetary and are not usable.

The American republics involved in the proposed Inter-American
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Bank, independently of the United States, have a current gold produc-
tion which if utilized as reserves for this Inter-American Bank will
form a reserve for convertible currencies which would be ample to
support all of the Americas exclusive of the United States, on a
sound basis of convertible currencies.

Under this system as I read it, the Federal Reserve does not recog-
nize this bank as a central bank. In this Federal Reserve amendment
to the proposed bill they recognize this bank at their will and pleasure
as having the power of a member bank, not a reserve bank.

Mr. Conrapo. I eall your attention to the language at the end of
that paragraph, “bank located in a foreign country.”

Mr. Trent. Yes. Well, there may be only seven banks in the
United States or foreign countries, or only about seven banks, that
have a right to deposit gold here. with the reciproeal right to with-
draw it.

Mr. Corrano. No: the central banks—the Bank of England, Bank
of France, and all those large banks have. That is what you are
referring to in this section?

Mr. Wyarr, Yes,

Mr. Corrapo. The central banks. There must be 25 of them all
over the world.

Mpr. Trext. Is this bank given any specific power to turn gold in to
the Treasury and get a gold certificate, and then exchange that gold
certificate for gold at their own pleasure?

Mpr. Corrapo. I think not. They can hold the gold, itself, however.

Mr. Trext. They cannot monetize it. They have no power to
monetize that gold. They have no power to monetize the silver pro-
duced in their own countries. They have no power to handle that
gold in any other way than a gold-producing company or an indi-
vidual. They can sell the gold without recourse to the United States,
and have no method by which they can reclaim it.

Now, if this bank is forced to sell its bullion without having the
opportunity to retain it as a reserve, and multiply its deposits through
loans and investments to 10 times its gold reserve, the bank will turn
out to be in my opinion perfectly futile, because its total capital is
$100,000,000 only. It is dependent upon deposits from countries and
individuals to build up its (}l'])ll:-«'ilﬁ. If the gold is deposited it will be
treated like any currency commodity by shipment to the United States
for dollar value. The United States potentially can utilize its reserve
vilue but it is not doing it, therefore the gold is simply lost to the
cconomy of the American continents by sending it here, whereas if
left with these 20 American countries its gold reserves being produced
currently would soon be quite sufficient for the conversion of all cur-
rencies at the pleasure of the owner. and to multiply their deposits
to 10 times their gold reserves,

Senator Peerer. Are there any questions?

Senator Suaresteap. Mr. Trent. T would like to have your opinion
upon this.  You heard the discussion here this morning.  Under the
charter could the directors and managers of the bank, those who con-
trol the bank, issue currency? They cannot. can they, Mr, Collado?

Mr. Corrapo. Not under the charter and bylaws. The bylaws can
be changed. They can issue debentures.

May I make just one point? There is a great scope of the bank’s
action that was not included at all in Mr. Trent’s statement, and
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that is the one that I suspect in the long run will be the most impor-
tant. That is what we call for want of a better term, long-term
development projects. I think we are all agreed that the Latin-Amer-
ican countries arve never going to get out of this situation they are in,
unless their resources are properly developed and industries properly
established in those countries,

Now, one big function, if you read the purposes and powers of this
bank, is just that type of operation—long-term credits. A central
bank accepts paper of 90 days or 270 days naturally for rediscount.
hese operations may be 5-, 10-, 15-, or even 20-year projects, and the
funds which they will use for that purpose presumably will be funds
obtained in part by deposits, but largely by the sale of long-term
debentures. It is long-term industrial financing, for example.

Now, this bank proposes to do a lot of things other than to act simply
as a bank for intrabank settlements.

Senator Suresteap. Is it the intention that it shall handle these
loans in place of the Export-Import Bank, in time ¢

Mr. Corrapo. I think that point was brought out yesterday in dis-
cussion.  There is a great field.

Senator Saresteap. Yes; I think it was.

Mr. Trent, do you think that the sooner we can make a convertible
currency, a stable exchange, in these countries, the more desirable it
would be? ]

Mr. Trent. Yes, sir. I do not believe they have any chance of
stabilization or a normal economy without convertible currencies.

Senator Saresteap. What would be the effect on the commerce of
the country and their general economies if this were done, in your
opinion ?

Mr. Trent. I think if they have a convertible currency in this bank
which would run side by side with the national currencies such as our
Federal Reserve notes run side by side with our national currency
here, that it would have the effect of very quickly bringing those na-
tional currencies to parity. It is the function of this bank more
than any other one function to stabilize currency, but they have no
means with which to do it.

Senator Surestean. You then are of the opinion that the effect of
that upon the transactions and the commercee of these countries will
be so benign that it would improve their currencies?

Mr. Trext, It will improve their local currencies tremendously.

Senator Surestean. That is what I mean.

Mr. Trext. And it will do so almost instantaneously. The prin-
cipal function of this Inter-American Bank as not set forth is to
stabilize those currencies. This can be done only when you have
convertible money issued by the Inter-American Bank, protected by
gold that is either imported or gold that is produced in their various
countries—South America and Mexico are big producers of gold, and
by utilizing it as reserve the bank would become immensely strong
and they would have the best currency in the world. Their currency
would be better than the present United States currency. Technically,
it would be better until we find conditions agreeable to the adminis-
tration and the Congress to return to a gold convertible basis our-
selves. Personally, I think we are overdue returning to gold, but I
am sure that I know as much about this condition as the administra-
tion and our central banks. The Administration never argue this
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question. They never give any factual reasons why we should not
o back to gold, so we do not have an opportunity, either to debate
or to discuss the policy of the administration as to why they elect to
postpone a return to gold. The leading bankers have advocated a
return to gold.

Senator Smiesteap. Mr. Trent, where will the bank be located ?

Mr. TrexT. The principal office of the bank shall be in the United
States of America and at least one branch or agency of the bank shall
be established in the territory of every other participating government.

Senator Suresteap, What is the initial capital to be of the proposed
Inter-American Bank?

My, Trexr. $100,000,000,

Senator Smresteap, In what manner are the subscriptions to be paid ?

Mr. TrexT. Subscriptions are to be paid for in gold or in dollars.

Senator Suipesteap. How many shares will represent the capital ¢

Mr., Trext. There will be 1.000 shares, having a par value of $100,000
each.

Senator Suiesteap, What countries are qualified to subseribe to the
shares of this bank?

Mr. TrexT, Stocks shall be available for subscription only to gov-
ernments of the American republics which have subseribed, or adhere
to the convention relating to this bank. For a government to par-
ticipate in the bank it must subscribe for a minimum number of shares
determined in relation to the dollar value of the total foreign trade of
ench of the American republics durring the year 1938, as Tfollows :

Giroup A Up to 25 million dollars: Costa Im.l Ecuador, El Salvador, Haiti,
Honduras, Nicaragua, and Paraguay, 5 shares.

Group B: Over 25 million dollars and up to 50 million dollars, Dominican
Republie, Guatemala, and Panama, 10 shares,

Group € Over 50 million dollars and up to 75 million dollars: Bolivia, 15
shares,

Group D: Over 75 wmillion dollars and ap to 100 million dollars: Urngnay, 20
shares,

tiraup E: Over 100 million dollars and up to 150 million dellars: Peru, 25
shares,

Group F: Over 150 willion dollars and up to 250 million dellars: Chile, Colom-
bia, and Cuba, 30 shares.

Group (1 Over 250 million dollars aud up to S00 million dollars: Mexico and
Venezuela, 35 shares,

Giroup H: Over 500 million dollars: Arvgentina, Brazil, and United States of
America, H0 shares,

Senator Surestean, May each participating government subseribe
for stock in addition to the minimum?

Mr. Trext, Yes, Where the demand for such additional stock
exceeds the .llltnllm available for issue by the bank, such demand will
be met on an equal basis from such available shares,

Senator Smresteap, What is the liability of a shareholder?

Mr. Trext. The lability of a shareholder on its shares shall be
limited to the issue price of “the shares held by it.

Senator Sarpsteap. Can the number of shares of the bank be either
decreased or inereased

Mr, Trext. The capital structure of the bank. including the num-
ber and par value of the shaves, may be decreased or increased by a
four-fifths majority vote of the board of directors, except that a
unanimons vote of the representatives of all the participating gov-
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ernments shall be required to increase or decrease the minimum hold-
ings of participating banks.

Senator Sarestean, What will be the voting power of the partici-
pating governments or the board of directorst¢

Mr. Trext, The voting power of the participating governments
or the board of directors shall be distributed as follows: 20 votes for
each government for its minimum shares, and 1 vote for each addi-
tional share. However. regardless of the amount of stock owned
by it, no government shall have a voting power in excess of 50 per-
cent of the total voting power of all the other participating gov-
ernments.

MANAGEMENT

Senator Suresteap, How will the bank be administered ?

My, Trext, The administration of the bank shall be vested in the
board of directors, t'nln}msl'tl of one director and one alternate ap-
pointed by each participating government. Euach government shall
appoint its dirvector and alternate and any nominee or proxy in a
manner to be determined by it.  Such divector shall serve for a pe-
riod of 2 years, subject to the pleasure of his government.

Senator Siresteap. When and where will the meetings of the
board of directors be held ?

Mp, Trent. Mectings of the board of directors shall be held not
less than four times a vear, and may be held either at the principal
or any branch office or at any other eity in a participating country
as the board may determine. The president may call special meet-
ings of the board at any time. All meetings, regular, special, or
extraordinary, shall be held upon such reasonable notice as the board
way provide by regulations,

Senator Suipsteap, How is the president of the bank elected?

Mr. Trext, The board of directors shall select a president of the
bank who shall be the chief of the operating staff of the bank, and
who also shall be ex-officio chairman of the board; and one or more
vice presidents, who shall be ex-officio vice chairmen of the board.
The presidents and vice presidents of the bank shall hold office for
2 years, shall be eligible for reelection, and may be removed for cause
at any time by the board. The board of directors shall determine
the order in which viece presidents shall serve as acting president and
chairman in the absence of the president.

Senator Suipstean. How will the departmental organization of the
bank be determined ?

My, Trext. The departmental organization of the bank shall be
determined by the board of directors. The heads of departments and
other similar officers shall be appointed by the board on the recom-
mendation of the president. The remainder of the staff shall be
appointed by the president.

Senator Suresteap. Will the board of directors have an executive
committee ?

Mr. Trent. Yes. The board of directors may also appoint from
among its members an executive committee. The board may meet at
any meeting, by a four-fifths majority vote, authorize the president or
the executive committee or any other committee of the bank to exercise
any specified powers of the board ; provided, however, that such powers
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shall be exercised only until the next meeting of the board and
shall be exercised in a manner consistent with the general Hml'l:rivs and
practices of the board. The board may also, by a four-fifths majority
vote, delegate to designated officers and committees of the bank, for
such periods as it may determine, power to make loans and extend
credit in such small amounts as may be fixed by the board. The board
of directors may appoint advisory committees chosen wholly or par-
tially from persons not regularly employed by the bank.

Senator Suresteap. How and when will the reserves of the bank
be established ?

Mr. Trext. The board of directors, within a year after its first meet-
ing, shall by regulations prescribe the reserves to be established and
maintained against demand deposits and other obligations of the bank,
and shall prescribe a limitation on the amount of intermediate and
long-term assets in relation to capital and surplus; and such regulations
shall not be amended, mmliﬁm{, or n-\-uki-:[l except by a four-fifths
majority vote of the board.

Senator Suresreap. Under what conditions will the bank approve
an intermediate or long-term loan?

Mr. Trent. Before the bank finally approves an intermediate or
long-term loan or extension of credit a Fu]l written report on the
merits of the proposed transaction shall be prepared by a committee
of experts, which may include persons other than officers and em-
ployees of the bank.

ACCOUNTS AND PROFITS

Senator Suresreap. In what monetary system will the books of the
bank be expressed !

Mr. Trent. The books and accounts of the bank shall be expressed
in terms of dollars.

Senator Saresteap. When and how will the bank make its report?

Mr. Trent. The bank shall publish an annual report and at least
once a month a statement of account in such form as the board of direc-
tors may prescribe. The board shall cause to be prepared a profit-
and-loss account and a balance sheet for each financial year. All pub-
lished documents shall be printed in the official languages of the par-
ticipating governments. The board shall designate a committee of
directors to arrange for examination, at least once a year, of the books
and accounts of the bank by competent experts to be selected by the
committee,

Senator Sarpsteap. Is the bank to be a profit or a nonprofit insti-
tution?

Mr. Trext. The bank is to be a profit institution:

(1) Net less than 25 percent of such net profits shall be paid into surplus until
the surplus is equal in amonnt to the par value of the authorized capital stock

of the bank.

(2) The remainder of such net profits shall be applied toward the payment of
a dividend of not more than 3 percent per annum on the paid-up amount of the
stoek of the bank; provided, however, that dividends shall be noncumulative nnd
no dividends shall be paid =o long as the capital of the bank is impaired.

(3) The balance of such profits shall be paid into surplus and be designated
a dividend reserve,

Qenator Smaresteap, Under what conditions may the bank be liqui-
dated?
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Mr. Trent. The bank may not be liquidated except by a four-fifths
majority vote of the board of directors. Upon liquidation of the bank
and after discharge of all the labilities of the bank, the assets remain-
ing shall be divided among the shareholders. The shares shall carry
equal rights to participate in the profits of the bank and in any dis-
tributions of assets upon liquidation of the bank.

I'URPOSES AND POWERS

Senator Sutesteap. What is the broad purpose of the bank?

Mr. Trent. To facilitate the prudent investment of funds and stim-
ulate the full productive use of capital and credit.

Senator Smresieap. Will the bank participate in stabilizing cur-
rencies

Mr. Trent. Yes. It is one of the main purposes to assist in sta-
bilizing the currencies of pan-American l't‘]llll]llil‘-:%.

Senator Sarestean. What special power will the bank have to assist
in stabilizing currencies in each member country and stabilizing the
currencies nf"‘all member countries in relation to one another?

Mr. Trent. They will be authorized under their charters to buy and
sell eurrencies and to encourage general diveet exchanges of currencies
of American republics.

Senator Suresteap. Does that answer imply that the currencies of
the various countries are to be legal tender in all of the member
countries?

Mr. Trent. 1t is not so stated under the heading of purposes and
powers,

Senator SmipsTesp. To what extent will they have power to pro-
mote the use and distribution of gold and silver?

Mr. Trent. There are no specific powers described by which they
could promote the use and distribution of gold and silver, except by
the purchase and sale of the two metals.

Senator Surestean. Will they have the power to buy gold from
the gold producers of any or all of the bank-member countries?

Mr. Trext. They have the power to buy, sell, hold, and deal in
precious metals, currencies, and foreign exchange for their own ac-
count, or others; provided, however, that no such transaction shall be
entered Into with a fiscal agency, central bank, political subdivision,
or national of a participating government, if such government makes
a timely objection.

Senator Sutestean. Should not the charters granted the bank by
the various countries grant the right to the bank to buy gold and silver
from the producers of these metals?

Mr. Trent. The banks should have the unqualified power to buy
and sell gold and silver in every member country if it is to have ade-
quate power to stabilize currencies and encourage general direct ex-
changes of currencies of the American republics.

Senator Suipsteap. Has the bank the power to accept deposits from
corporations and individuals as well as from governments, agencies,
and State subdivisions?

Mr. Trent. The bank has the power to accept demand, time, and
custody deposits and accounts from others, including participating
governments and fiscal agencies, central banks, political subdivisions
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and nationals thereof, unless the participating government makes a
timely objection ; provided, that t}w, bank shall pay interest, if ang,
only on the deposits of government, fiscal agencies, and political sub-
divisions thereof, and central banks.

Senator Suresteap. Has the bank the power to open and maintain
accounts with other than participating governments?

Mr. Trent. The bank has the power to open and maintain demand,
time, and custody deposits and accounts with governments and bank-
ing institutions and arrange with governments and banking institu-
tions to act as agent or correspondent for the bank, unless such bank-
ing institution 1s situated in the territory of a participating govern-
ment and such government makes a timely objection.

Senator Surpsteap. Has the bank the power to deal in the obliga-
tions and securities of any participating government ?

Mr. Trent. The bank has the power to buy, sell, hold, and deal
in the obligations and securities of any participating government and
of fiscal agencies, central banks, political subdivisions and nationals
thereof, unless such government makes a timely objection to the pur-
chase thereof; provided that such obligations and securities having
maturities exceeding 2 years as are in the direct liability of such
government are guaranteed by such government, and provided, fur-
ther, that the banks shall not buy uhﬂgations and securities that are
in default in whole or in part as to principle or interest.

Senator Smrpsteap. Do the charters of the various countries em-
power the bank to issue a bank currency, either metallic or paper, or
both ?

Mr, Trext, There is no provision made for the power to issue inter-
American currency, either with or without legal tender, in the bank-
ll.'l(‘”]bi‘]‘ (‘Ull'l'l“'il's.

Senator Smaipsteap. Should not the bank have such powers?

Mr. Trent. Yes. It should be the principal function of the bank
m respect of establishing stabilized currencies.

Senator Sarpsteap. Should this bank have the power to convert gold
and silver into inter-American coins with legal-tender characteristics?

Mr, Trext. The bank should have this power, but the coinage rates
should conform to those of the United States inasmuch as the capital
of the bank is based on dollars and their books are to be kept in
dollars.

Senator Smresteap, If the bank had the power to issne currency
should such currencies be in gold and silver and paper currencies
convertible into gold and silver coins, or should they have the right to
issue inter-American bank notes which are not convertible?

Mr, Trext. They should have the right to issue gold, silver, and
convertible currencies acceptable in all member countries at face value,
but. under no circumstances should they contribute further to the
demoralization of the currencies and exchanges by being permitted
to issue nonconvertible bank notes.

Senator Suresteap. If the Inter-American Bank should be granted
the power to issue a uniform-currency system which is legal tender in
all bank-participating countries, what effect wonld it Tave on the
trade and commerce between such countries?

Mr. TrenT. It would have the most beneficial effect of any power
that could be granted to the bank, because the nationals of each coun-
try could then deal in commerce and trade with the nationals of any
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or all of the other conntries through this currency, thereby avoiding
all of the hazards, losses, and delays now encountered under conditions
of each country having its own eurrency system,

Senator Suresteap, How would the existing currency system be
affected by Inter-American Bank currency circulating side by side
with them?

Mr. Trext. The foreign commerce between the countries would be
conducted through the medium of the Inter-American Bank currency.
Under this influence the national eurrencies gradually would conform
their monetary system to that of the Inter-American Bank or they
would gradually adopt the inter-American currency as their national
currency. In either case the social, political, and commercial pros-
perity of each participating country would be promoted to the maxi-
mum degree. Capital investment would then flow with absolute se-
curity from creditor countries to those which need capital and de-
velopment. By no other means could a condition of balanced trade
and capital accounts be secured to the same degree as by having the
Inter-American Bank empowered to issue inter-American currency
hased on gold and silver.

Senator Smrestean. I have no further questions, Mr. Trent. We are
very thankful for your appearance and testimony.

Senator Perper. Thank you, Mr. Trent. We are very glad to have
had your testimony.

Have you another witness at this time, Senator Shipstead?

Senator Suresteap, Yes, Mr. Chairman. It is Dr. C. E. McGuire.
I requested him to come for several reasons. He has appeared before
this committee before. During the past winter he spent several
months in South American countries. He has had a great deal of
experience in international affairs, and 1 thought for the benefit of
the committee and of the record I would like to ask him to discuss
some of the things that have come into his experience and his observa-
tion. He has been in all of Canada and South Ameriea.

Senator Green. I shall be very much interested to hear him.

STATEMENT OF DR. C. E. McGUIRE, ECONOMIST

Senator Smresteap. The doctor said he did not want to prepare a
formal statement but would rather submit to questions that might
occeur, for our information. I prepared some questions to ask him,
to save time.

Senator Green (acting chairman). You proceed just as you prefer,
Senator.

Senator Suresteap. Doctor, to begin with, will you state for the
benefit of the record your background, your connections, international
financial studies, and particularly in connection with the countries
of the Western Hemisphere, more particularly, South American
countries,

Senator GreeN. Give your name, please. _

Dr. McGume. Constantine K. McGuire, Cosmos Club, Washington,
D. C. T have been interested in the economical-legal background
and development and the population trends of the Spanish- and
Portuguese-speaking world for about 30 years. I wrote my doctoral
dissertation for Harvard University in Spain before the war of
1914-18. From 1915-22 1 was ascociated with the Inter-American
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High Commission, the chairman of which most of that time was the
Seeretary of the Treasury of the United States.

I had association with the two pan-American financial conferences
of 1915 and 1920, and the two Pan-American Scientific Congresses
held here, of 1916 and 1940.

In the Inter-American High Commission T had particularly good
opportunity to go into Latin-American monetary problems in con-
nection with the development of the International Gold Clearance
Fund Convention by that Commission. From 1922-28 T was on the
stal™ of what was known then as the Institute of ISconomics, now
known as the Brookings Institution, and there T had oceasion to
devote my attention to public finance and banking and currency
problems, and still to some extent to population problems.

Since 1928 T have been simply an economist at large, ocensionally
associated with universities, and this past year, ncting as the visiting
professor of the Carnegie Endowment for International Peace, to
the state universities of South America, lecturing under the founda-
tion set up some years ago.

From 1931-36 I was a member of the board of directors of the
National Bank of Nicaragua, and for 3 years was chairman of that
board ; that is, the central bank of that Republic. From 1936 on I
was frequently the economic adviser of the Government of Venezuela
and have lately been so engaged.

On behalf of the National Bank of Nicaragua and the Venezuelan
Government, more particularly the Banco de Venezuela, which is a
privately owned bank, serving as fiscal agent of the Venezuelan Gov-
ernment for a great many years, I had a great deal {o do with the
Bank for International Settlements, at Basle, and made several visits
to Basle in that connection.

Senator Smiesteap. Have you finished your statement

Dr. McGuige. Yes,

Senator Swrpstean. Would you care to elaborate on your experi-
ence as an official of the Niearaguan bank?

Dr. McGuimre. In that connection I had a great deal to do with
exchange control. The National Bank of Nicaragna was established
in 1911-12 at the instance of banking syndicates in this country
which were invited by the then Secretary of State to interest them-
selves in the rehabilitation of Nicaraguan finances. The bank was
set up with control in the hands of the syndicates of bankers and a
minority interest in the hands of the Nicaraguan Government.

By the time that loan had been entirely repaid, in the middle of
the third decade of the century, the Nicaragnan Government could
resume control of the bank, but it chose to leave the board in the
United States and chose to leave the active incorporation undisturbed,
which had been seeured from the State of Connecticut.

Senator Peprer. Excuse me, Doctor. I apologize to you for inter-
rupting you, but I am going to have to excuse myself, if the com-
mittee will allow me. Suppose you. Senator Green, act as chair-
man. I am sorry to trespass on vou like this, Doctor. Do you have
anv other witnesses?

Senator SmresteAp, No.

Senator Perrer. Lou go ahead. and if you anticipate that the Doe-
tor’s statement will take more than this time, then he might speak
another time,
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Mr, McGuire. I think that 1 could say all T have to say today, if
other questions are not developed as a result of it.

Senator Perper. On that appearance of things, then, the commit-
tee will terminate the hearings upon the termination of Dr. McGuire'’s
testimony, and then the committee will confer. If it takes more
time than today, you fix the time.

Tomorrow morning I shall be available at 10 o’clock, Doctor, if you
care to continue then, but T shall read with a great deal of interest
what you have to say.

Senator SuresteAp. Now, you were discussing the relations with
that bank.

Dr. McGuire. Yes. In the years 1931-35 the economic situation
of Nicaragua was extremely depressed, owing to the coffee problem,
owing to a great earthquake which devastated the ecapital, and to
other set-backs.

Senator Suresteap. In what condition was its currency ?

Dr. McGuke. The currency remained fairly stoble because of the
rigid control which the bank managed to maintain.

Senator Suiesteap. Was it a convertible currency ?

Dr. McGuire. It was at the beginning convertible into gold, but
that had to be suspended. Parity with the dollar of the United
States had been originally provided by legislation. The two units
represented the same amount of gold, but it became necessary to per-
mit gradually a slight discount to be established. We held it at
about 110 to the dollar until the change of government in 1936,

Senator SurestrAD. You spoke of the international gold clearance
fund. You had some relations with that. Will you briefly state for
us what was the purpose of it and what its functions were, and what
the effect of its operation was.

Dr. McGuire. The International Gold Clearance Fund Conven-
tion was drafted by John Bassett Moore, a member of the Cominis-
sion, and the late Panl M. Warburg, of the Federal Reserve Board,
after a meeting of the Inter-American High Commission at Buenos
Aires, in 1916.

It was a convention designed to provide an international clearance
or clearing fund, inviolable in time of peace or in war, or in any
circumstances whatever, to be settled from time to time as provided
by the contracting parties, and its obvious purpose was to avoid the
consequences of the physical shipment of gold }!-nm country to coun-
try in the settlement of balances. It was obviously modeled upon
the Gold Clearance Convention that existed in the first stages of the
Federal Reserve System’s development.

Senator Suresteap. It (lpi‘l’ﬂ.l[’l!{ with some success, did it not?

Dr. McGuire. It never got a chance to operate at all, because of
these circumstances. The convention was drafted and submitted by
the Department of State to the governments which had been repre-
sented in the meeting of the Inter-American High Commission. The
Department of State took the word of the Treasury that that was
what the Treasury wanted.

The Treasury was most interested, apparently. Some five govern-
ments signed the convention, and even made progress towards its rati-
fication. The five treaties were sent by the Depariment of State to
this committee, about 1918, and the chairman of the committee at that
time called upon the departments interested for an expression of
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opinion, as is the castom. To his astonishment he learned that the
Treasury now regarded the treaty as inadvisable, aud that the Treas-
ury in fact would oppose its ratification.

The Department of State had the somewhat embarrassing respon-
sibility of inviting the five governments which had concluded the
convention to shelve it.

Senator Surpsteap. Senator Green, Dr. MeGuire spent a great deal
of time in South America this past winter. He is always a keen ob-
server, and that it why I especially wanted him to come before this
committee and, for the record, to give us the benefit of his observations.

You have already told vs, Doctor, for whom you went to South
America, namely, the Carnegie Endowment. Will you elaborate upon
some of the things that you observed? Which of the countries did
you visit? How many of them? What were your duties theret

Dr. McGuie. T visited all the continental republies of South Amer-
ica except Bolivia, and lectured in the universities of Brazil and all
the Spanish-speaking republics except Bolivia, as well as in a number
of private or quasi-public organizations, medical societies, statistical
groups, and other gatherings.

Senator Greex. Excuse me for interrupting. What were you lec-
turing on?

Dr. McGuige. T was lecturing upon the relation between the growth
of capital and the growth of population, and the economic conse-
quences of the superannuation of population, and the effect of changes
in the age composition of population upon policy and theory.

Senator Smaresteap. Will you give us an outline of the financial,
agricultural, and commercial developments in South America? Will
you state briefly what impression you received on the economic con-
ditions of those countries, with relation to their currencies, their mar-
kets, and so forth, and their stability? The reason I ask that, Doetor,
is because we are evidently getting into closer relationship with them,
and we onght to know more about them. A relatively small number
of our people have ever been there; the rest know nothing about the
South American countries or their economic conditions. Will you
elaborate as briefly as you can, but as extensively as you ihink neces-
sary ¢

Dr. McGuire. Thank you; I shall be very glad to do it.

As far as T could observe there was no economic distress anywhere in
Latin America that could be at{ributed specifically to the war now

roing on in Europe. In Argentina, to be sure, there was n shrinkage
in expected profits, in expected volume of business. That goes back,
however, several years prior to the war—goes back in fact to the be-
ginning of the development in Europe of policies of self-sufficiency in
the production of foodstuffs and raw materials supposed to have im-
portant strategic value: but since the war actually broke out in Europe
the development even in Argentina has by no means approached the
distress that provailed there somo 6 years earlier, in the early part of
the decade which closed with 1940,

In the other countries, so far as I could ascertain, talking with econ-
omists, publie officials, the officers of nearly all the central banks, and
with producers of various sorts, mineral, agricultural, and the like,
there was no genuine hardship that you could lay at the door of the
war. Several countries seemed to be immeasurably stronger than they
had appeared even as recently as the middle of the past decade. while
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other countries hiave had a substantial improvement in the volume of
exports and in more particularly the diversification of activities within
their frontiers since, say, 1936-37, due in large measure to the con-
siderable influx of foreign capital that has taken place beginning in
1935, so far as European sources were concerned, later augmented by
capital flowing from this continent a couple of years after that.

There is a diversification of industry, and there are all the phe-
nomena that accompany the filling in of frontiers, the trying out of
new developments incidental in some measure to the protective policies
which. the various governments have set up. Tariffs have existed since
colonial days in South America. The emphasis for many decades
was on revenue. In the last 30 or 40 years the emphasis has slowly
shifted from revenue to the protection of this and that and the other
economic interest. That in itself does not imply any shrinkage in the
volume of trade with other countries, and it may well be the ease that
for example, Colombia, now developing a surprisingly high-grade
woolen industry, developing also the petrolenm industry, and develop
ing others that represent a marked expansion from the monocunlture
built around coffee that characterized that country’s economic life
some few decades ago, may be able because of the growth in the
aggregate income to import still more diversified goods not yet pro-
duced or perhaps producible in Colombia from those countries where
such goods are to be had.

Summing it up, I should say that the principal problems in Latin
America, as a whole, or in South America, more specifically, in the
field of economic and social development, relate to the growth of the
population predominantly of European origin; that is to say, pre
dominantly of the same continental origin as that of the United States.
A good many of those countries have populations primarily of indige-
nous origin.  Others have a large Afro-American composition. And
unless the flow of European population, or population from North
America of European antecedents itself is resumed in the velatively
near future, I should not care to express any very optimistic views as
to the future of the economic development of South America, even
though great inflow of eapital should proceed from the United States,
either public or private in origin.

Senator Smrestean. You spoke of this flow of foreign capital into
South America. Am T right in assuming that it was quite substan
tial? T got the impression you meant to convey that idea.

Dr, McGuire. It was very substantial.

Senator Surpstean. That helps its economy? It is invested there.

Dr. McGurre. Tt has helped the economy to the extent that it has
relieved the pressure upon the currencies of certain countries. The
provision of foreign capital for the development of existing industries
or the beginning of new industries not heretofore known has been made
possible by very substantial capital flow from central Europe, later
from western Europe, beginning about 1935.

Senator Samestean. Would you call that “escape capital™?

Dr. McGuire. Some of it was undoubtedly. Important units of
central European capital made their way out before the expansion of
the storm in that area.

Senator Surrsteap. Would you consider it likely that that flow of
capital would continue and that the populations wounld increase down
there after the war in Europe?
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Dr. McGuire. As to the movement of capital from an impoverished
Europe or even from other parts of the wm'l]ll. I would not be very san-
guine, but as to the movement of population T should suppose that
that might be resumed in some volume. It will depend, of course,
upon the attitude of those who are in position to control the move-
ment of population out of Europe or out of North America.

Senator Suresteap. As I understand it, the purpose of this act is to
help these countries with capital to stabilize their currencies and to
promote their trade. Now, do you think that this inflow of foreign
capital is sufficient if left alone and if it were not for the condition
imposed by the war? Do you think the time is gone when private
capital can furnish the funds necessary for the further development,
if further development comes as the result of the influx of more popu-
lation?

Dr. McGume. I am inelined to believe that the time has not passed
yet when the development of resources and the provision of consumer’s
@oods for the population of South America can be adequately facili-
tated, sustained by private capital. I do not believe that we have
reached a point where great public enterprises have to be substituted
for private activity in that respect.

Senator Green. In that sentence you laid a good deal of emphasis
on “yet,” “they have not reached that point yet.” Are you anticipating
their reaching that point?

Dr. McGure. I should say. Senator, that if there is a resumption
of the flow of Buropean or of North American population, “immigra-
tion” if vou please, to South America, there will be no period in the
measurable future when private capital need be replaced. If, how-
ever, it should develop that Europe can no longer make the great in-
vestment in human capital in South America which it has made over
the past four centuries and above all the last century, then it is con-
ceivable that the so-called standard of living will begin to crumble
without the sustained effort of public authorities through public loans
and the like.

Senator Suresteap. Do vou think that a central bank could be of
benefit here, if it were an independent bank, and could be useful, in
developing and stabilizing currencies, and beneficial to commerce
there?

Dr. McGuimee. T think it is possible that an institution set up on as
nonpolitical a basis as possible and bringing together the central bank-
ing and banking authorities of this hemisphere might vender in the
course of time valuable service in stabilizing the rates of exchange
between different currencies, and even to some extent in promoting
certain very large long-term operations: but T would emphasize its
nonpolitical character and its relationship primarily with the central
banks rather than with the governments: admitting without argu-
ment that in some of the countries with which we are here involved
central banks arve virtually parts of the government.  ‘That is not so.
however. throughout. and is not so in the countries now in the more
advanced economic stages,

Senator Surestean. You have referred to the Bank for Interna-
tional Settlements. Would that have performed such a funetion?

Dr. McGume., T think the Bank for International Settlements
would have rendered a very great service indeed to this whole conti-
nent. if it had been able to extend its interest and effective scope of
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activity to the continent of South America, and 1 shall go even
further to say parenthetically, to the continent of North America: but
in any event, so far as the republics to the south are concerned. 1
thought so for years and did what I could to bring about the extension
of the activity of the B. I. S. to South America, and brought the
two central banks with which I had certain connections from time to
time, actually into a relationship with the B. I. S. for that period.

Senator Suresteap. You have read this convention, have you?

Dr. McGuire. I have read the convention and other documents
since yesterday afternoon.

Senator Sarestean. We would like to have the benefit of your opin-
ion as to whether this banking project would assist and promote
international commerce.

Dr. McGume. T think that it would undoubtedly promote. It
would promote trade and commereial relations between the American
countries, even as it stands.

Senator Suresteap. The monetary unit is the dollar. The ques-
tion is one of getting dollars to these people and to the bank. }'inw
would these people get dollars through the bank?

Dr. McGume. The Inter-American Bank would presumably fur-
nish—from its capital at the outset and later from such banking ar-
rangements as it might make here under domestic legislation that is
contemplated in these proposals—the dollars which it would lend
to the central banks or to other agencies of the countries partici-
pating in the arrangement.

Senator Suipsteap. I assume that it is done for the purpose of
facilitating trade and encouraging trade.

Dr. McGume. Obviously.

Senator Smestriap. And that these dollars in some way would
have to bear a relation to the currencies of various countries.

Dr. McGuire. Well, dollars would have to be made accessible, nat-
urally, to persons importing from the United States, at rates lower
than those that have lately prevailed in the majority of those coun-
tries, or else the bank would simply function in a vacuum.

Senator Smresteap. It would be the duty of the bank to provide
dollars to these countries for the stabilization of their currency?

Dr. McGuimre. To make dollars available for the promotion of trade
and presumably the maintenance of somewhat stable exchange rates
between the currencies of those countries and the currency of this
country.

Senator Suipstean. Can you anticipate that in this exchange there
would be much difference in stabilizing foreign currencies through
this bank, in that there would be a fiscal loss in the transactions of
the bank in stabilizing these currencies? For example, if you take
dollars and buy foreign currency, you try to make the difference as
cheap as you can, in order to make it possible for people to transact
business, who have a lower currency.

Dr. McGume. Clearly the promotion of any great expansion in our
irade with these countries will not be possible unless the dollar becomes
somewhat more accessible than it has been, let us say, in the last 2 or 3
vears. It will mean that in the case of, say, a person in Chile, in
order to be induced to buy in the United State merchandise or serv-
ices absolutely unavailable anywhere else in the world, must be
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viven some concession. This inducement would be afforded through a
closely controlled supervision of trade, possibly through some ration-
ing and the establishment of priorities and the like. This machinery
might furnish pesos at—simply to take a hypothetical figure—20
to the dollar instead of 3314, the rate prevailing when I was in
Chile a few months ago; so that it amounts, if you care to use that
phrase, to cheapening the dollar to the foreign purchaser of our
goods.

~ Senator Suipsteap. It would have to be done in order to facilitate
trade, it seems to me, or there would be no trade, which was the
purpose.

Dr. McGuire. Which would be the only real purpose, one would
suppose, in going through so much elaborate machinery, namely, to
make dollars available at less expense.

Now, those undertakings, sometimes carried out in Europe in recent
years, involve the possibility of loss. There has been over the past 5
or 6 years a not inconsiderable loss for the British Exchequer in con-
nection with the operation of its great Equalization Fund.

Senator Saresteap. Has it not always been more or less true of the
Exchequer in dealing all over the world with these various countries?

Dr. McGume. Sometimes it has been true and sometimes there have
been rigid types of control exerted with elaborate machinery, as in the
case of the German gystem of the last 5 or 6 years, that have attempted
to distribute the loss over someone else’s shoulders rather than the
country’s ewn citizens'.

Senator Saiesteap. Do you think the losses could be minimized over
a long period of years?

Dr. McGuire. I do not think that the loss could be minimized.

Senator Suresteap. You do not?  Well, how would it affect long-
term investments? I understand the purpose of this bank is to facili-
tate the long-term flotation of capital.

Dr. McGume. I should expect that the bank could facilitate long-
term investment on a great scale, provided the Government most
interested in furnishing the capital, whether in the form of finance
capital or of gold or of goods, were willing to absorb the differences
between free market prices and rigidly controlled prices.

Senator Sutrsteap. There would be a difference.  Would that be a
loss or a profit?

Dr. McGuire. A loss obviously must be absorbed somewhere.

Senator Smesteap. And in your opinion what would be the effect,
or what could this bank do under this charter to establish more sta-
bility in the currencies of the various countries, not having convertible
legal tender or medium of exchange as a foundation ?

Dr. McGume, If the proposed bank were to be given genuine auton-
omy and set up at least in the spirit in which the Bank for Interna-
tional Settlements was set up 12 years ago, I should suppose that it
could go a considerable distance in facilitating the r-'i:llhi]iz:llinn of
exchange rates and the gradual approximation of currency standards
to a convertible basis, and if the bank itself were permitted to issue
convertible certificates of its own against holdings of gold, based how-
ever upon stipulated weights of gold, such as the gram, the legal basis
of all measurement in the other countries of this hemisphere, and, of
course, much of the rest of the world, too, then, I should suppose that
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those certificates convertible into gold at stipulated weights might
become a genuine type of reserve for the currencies of participating
countries, if the bank loyally observed its obligation to convert the
certificates upon demand.

Senatur Smrpsteap, T understand that cannot be done under the
charter. You think it would be desirable?

Dr. MoGuire. The convention contemplates that it can at least be
proposed, but in the light of the domestic legislation of this country
and the spirit of the lJ\I.l\n of course, putting the account in terms
of dollars rather than in terms of a metal, and tying the currencies
of the countries to the dollar rather than to the ((}Illltlﬂtllt} we call
“gold” or the commodity we call “silver,” it cannot be done. It will
be necessary to modify both the legislation proposed for this country
and the bylaws and charter of the bank.

Senator Surrstean. You think it would be desirable to have a free
gold market and a silver market in the participating countries, with
eold’ and silver prices fluctuating in domestic currencies, and still
have certificates of the bank convertible?

Dr. McGuige. I believe that if you had the price of gold and silver
left to free markets in the various countries, and you had a certificate
baséd upon the gram of gold, convertible into gold upon demand
you might in the course of time make considerable progress towarc
the stabilization of currencies.

Senator Smipsteap. From what you have observed in other countries,
if you talked about this matter at all, did you come to any conclusion
as to whether they would or would not find this beneficial to have this
kind of convertible currency and a central bank?

Dr. McGuige. As far as I have observed

Senator Saresteap. You think they prefer the dollar to this kind?
If you talked to central bankers, did you have an expression from
them ¢

Dr. McGuige. I have had the impression everywhere in South
America that while the dollar is respected now as the strongest cur-
rency in these years, just as the sovereign and the pound held the para-
mount position in world trade for some generations, and other curren-
cies in earlier ages, there is no disposition any where, when people get
down to face the solemn provisions of a convention and the basic
legislation relating to currency and monetary policy—I repeat, there
is no disposition anywhere to tie the currency of any one of the those
countries to the currency of the United States.

Senator SHipsTEAD. You say there is no desire to so tie it ?

Dr. McGuire. I believe there is no desire to take the formal step
of tying their currencies to the currency of the United States as it now
stands in its inconvertible status. There is a great respect for the
dollar, and I can well imagine that those who attended the meetings
from which these [l]tlpt)‘w!]‘-‘ have come could believe that for those
years, 1938, 1939, 1940, and, perhaps, for several years to come, the
do]hr w 1][ remain the strongest currency in lhfl"l‘]hltllmﬂl commercial
and financial movements but when the lawyers in the various national
legislatures and the bankers, the agricultural producers, the independ-
ent people in the economic life of those countries settle down to con-
sider the advisability of a convention that links their currency inex-
tricably to the dollar, a great deal more opposition will develop than




64 INTER-AMERICAN BANK

may have been supposed or expected by those who took part in
the deliberations of the Intra-American Economic Committee.

Senator Suipsteap. The stockholders of this bank are going to be
the governments or their subsidiaries?

Dr. McGuige. Apparently.

Senator SmipsTEap. Some of these countries have independent
banks, others have so-called government central banks, as 1 under-
stand it, such as the R, F. C.. and so forth?

Dr. McGumre. Yes.

Senator Sarrsteap. What would be the effect or significance of that,
if any?

Dr. McGume. Some of the central banks in South America are
essentially independent, notwithstanding the fact that the govern-
ment officials, the minister of finance, and others having to do with
publie policy, have a good deal to say virtually in the framing of the
central bank policy. At least four of the central banks in this hemi-
sphere have been put into existence on the basis of plans drawn up
substantially by Prof. Edwin Kemmerer. of Princeton University,
and involve the placement of a great measure of control in the do-
mestic private banks. with some adequate voice for branches of for-
eign banks situated in the respective countries.

In other cases, the central banks are controlled as to a majority of
their stock by their governments. There are in all of those countries
a great number of these new entities that have come into the world
since the Fascist State was established in Ttaly some 19 years ago, in-
termediary financial institutions autonomous as to their budgets and
given a remarkable measure of freedom as to the investment of their
funds, using public funds, enjoying monopolies, but not responsive
to rigid budgetary limitations,

That Fascist idea spread over South America. as it has spread in
the United States, where we have some 20 or 25 autonomous institu-
tions, beginning with the Reconstruction Finance Corporation, and
stretching down through an ever-increasing number. The use of
those institutions that are controlled by the governments from a
purely politieal angle and do not have any real roots in the agrieul-
ture. in the mining, in the commerce, or in the savings institutions of
the countries concerned, is, in my view, undesirable as the basis for
international cooperation. We have enongh machinery now as it is
for political cooperation in this hemisphere, and if all that is re-
quired is to provide some regularized channel for international loans
from government to government. I suppose that considerably less
elaborate machinery than is here contemplated could be readily
enongh devised by agreements between the interested governments,
looking to 2-, 3-, or 5-vear periods of cooperation rather than a 20-
vear commitment of this sort.

Senator Saresteap. Do you think the mission of this bank would
confliet with the mission of the I F. C. or the Export-Import Bank?
Would the functions of each of them be similar?

Dr. McGuire. Frankly, T can see very little in this proposal that
could not be accomplished by existing machinery. although T must
say that if T had to choose between the kind of machinery we now
have and a more formal type of machinery. T would prefer a more
formal type, but T would not regard it as desirable to put the con-
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trol of commercial banking in the hands of political institutions to
so great an extent as is likely to become the case through the sheer
momentum of this institution. If it functions at all, it must soon
reach almost astronomical dimensions.

Senator Surestean. You mean this proposed bank?

Dr. McGuire. This proposed Inter-American Bank. And if it
does not function, then of course the entire adventure has been a
very limited success,

Senator Suresteap. Are there many banks in South America that
are controlled by foreign capital, particularly European?

Dr. McGume. That is to say, private, not public banks?

Senator Saresteap. Private banks.

Dr. McGume. There are great branches of British, French, Span-
ish, Italian, German, and Belgian banks, whereas the United States
has branches of two quite prominent eastern-seaboard banks and
agencies of other banks, and the Dominion of Canada has a network
of branches of one important joint-stock bank.

Senator Smipsteap. Have you observed through these banks the
use of considerable political influence by nationals as the result of
the economic power that accompanies credit ?

Dr. McGume. Unquestionably banks can exert political influence
in countries in the more formative stages of economic development.
That has happened for a great many years. It happened on a large
scale in the development of our own history.

Senator Suipstean. We are quite familiar with the political inter-
ference on the part of our banks who have been down in South
America. I was wondering if the same were true as to other foreign
banks. particularly European?

Dr. McGuige, I think they can exert some; but I believe, too, that
they exert a good deal less influence upon the trend of foreign
policy than is generally supposed in this country. I think the main
influence they exert is in the field possibly of tarff policy in securing
perhaps a modicum of protection for this or that enierprise with
which they are associated.

Senator Suipsteap. Do you find a good deal of nationalistic spirit
among those South American countries?

Dr. McGuire. There is a great deal of nationalism in this hemi-
sphere. It is characteristic of the hemisphere, and shows promptly
and sensitively the moment any pretension or inference of interfer-
ence from outside is made.

Senator Snrestean. Does that apply to any foreign country?

Dr. McGume. That applies very widely. It would apply to any
country.

Senator Suipsteap. You do not find much foreign influence in
their politics; am I right in assuming that?

Dr. McGume. T think there is less than we have been supposing
in the last few years. After all, the European population in South
America is for the most part of Spanish and Portuguese origin.
but there are also other elements long rooted there,

Senator Saresteap. I think that 1s all T wish to ask.

Senator GreeN (acting chairman). T wonder if there are any of
the other gentlemen present. who wish to comment in any way on




INTER-AMERICAN BANK

the statements that have been made, or to answer them? If you
think it desirable to do so, we shall be pleased to have statements,
not of opinions, but of facts.

Mr. Corrapo. I think, Senator Green, that we would be glad to
answer any questions which you might wish to ask, which may have
arisen out of these remarks.

Senator Greex. Have you any questions, Senator Shipstead?

Senator Saresteap. No.

Senator Greex (acting chairman). Then we will regard these
hearings as finished. We thank you all very much for your help.

( Whereupon, at 12: 05 p. m., the hearings were concluded.)




