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Qu&jtiun

1.

e

of the Bank be apporti

On what principles will subseriptions to the capital
oned among member eountries?

Will capital of $10 billion be sdequs
quate for the Bank
particularly if only & emell part of the capital o

spubseription is to be paid in?

Why is it necessary to have any gold subseription t
the Bank, or for the Bank to hold any gold rz— i
sources?

What is the appropriate role of the B-nk in the
field of international investment? Will the Bank
gompete with private financial institutions?

What will be the relation of the Bank to pnst-war
relief and rehebilitation organizations?

Will the Benk restrict member countries in their use
of the proceeds of loans guaranteed, participated in,
or made by the Bank?

How significant will the guarantee of loans be in the
operations of the Bank? Under whet conditions will
the Bank offer its guarantee?

Why is a substantial portion of the subscribed
czpital reserved in the form of unpasid subscrip-
tions as & surety fund for the securities guaranteed
or issued by the Bank?

To what extent is it expected that the Benk will
participste in loans placed through the usual in-
vestment charnels? What dispnsition will be made
of the securities zcquired by the Bank through
participation?

To what extent will the Bank engage in direct lend-—

ing? Will the Bank continue to hold the securities
resulting from its lending operations?

Will it be possible to utilize the facilities cf the
Bark to meet needs for loczl funds by securing an
international loan 2nd converting the proceeds irto

loczl currency?
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12.

What assurance is there that irternatin

- Lnte nzl lend-
ing will be on a sounder basis because of the g
operations of the Bank? /

Will t@e Bank be able to prevent the excessive
extension of credit to member countries?

Whgt reason is_there for the Bank to facilitate loans
which private investors are not prepared otherwise
to make?

Why is an international agency necessary to en—
courage and facilitate the provision of long-term
credits for international investment?

How will it be possible to prevent the operations
of the Bank from having an adverse effect on the
security markets and money markets of member
countries? .

How will it be possible to prevent the operatims
of the Benk from intensivying the effects of ex—
cessive investment in boom times and deficient in—
vestment during depression? :

What will be the relationship between the proposed
Bark and the International Monetary Fund?

Will the Benk's operations facilitate the main—
tenance of equilibrium in the bzlznce of payments
and thus help t~ stabilize exchange rates?

What provision is made to assure the Bank against
loss from exchenge depreciaticn? What nrovision is
made to prevent undue hardship to member countries
during 2 period of exchange stringency?

Will the rate of interest be uniform on loans
guaranteed, participated in, or made by the Bank?

Will it be possible for the Bank to avoid making
loans based chiefly on pclitical considerations:?




guestion g

On what principles will subscriptions to the capital
B¢ Appervicted Giong menter countrieS? 2 capital of the Bank

Reply
The authorized capital of the Bank is to be equivalent to about

$10 billion (II-l). The Bank is to be an international agency to

whose capital all the United and Associated Nations will be expected

to subscribe although, of course, member countries cannot subscribe
equal amounts. Each government will, therefore, subscribe to a
minimum number of shares to be determined according to an agreed
formula,
e

The draft proposal sets up no necessary relationship between
the capital subscription of a menmber country and the.amount of
loans which it may secure from or through the Bank., Nor is there
any necessary relationship bhetween loans made by the nationals of
a member country and its subscription to the Bank. However, sub-
scriptions of member countries will determine their relative share
in the management of the Bank. An appropriate formula should,
therefore, apportion subscriptions among member countries on the
basis of their ability to provide capital for the Bank and the
benefits they may ezpect to secure from the operations of the
Bank. The draft proposal does not prescribé the formula for ap-
portioning subscriptions but suggests that the agreed formula

should take into account such relevant data as national income

and the foreign trade of the member country (1I-3).




The ability of a country to subscribe to the capital of the

Bank can best be nnasureq by its national income, Ovviously,

the great industrial countrieé Will have to provide the greater
part of the capital of the Bank. They are, at the same time,

the countries that are particularly interested in the maintenance
of foreign investment as lenders of funds abroad and as exporters

of capital equipment,

The maintenance of a high level of international investmeat
will contribute to the growth of world trade. 411 countries,
even those not directly involved in international investment,
will benefit from the expansion of world trade that will result
from the maintenance of the large and steady volume of foreign
investment. The volume of fcreign’trade, therefore, will serve
as a convenient indication of the benefit that member countries
will derive froh the maintenance of a high level of international
investment after the war,

In testin: various formulas based on these factors it was

found that a fairly éatiéfactory apportionment of subscriptions
could be secured by reyuiring each member country to subscribe

an amount equal to 4 percent of its estimated national income

in 1940 and 6 percent of its average annual foreign trade in
1924~1938, It mizht be desirable to adjust the subseription
upward or downward by as much as 20 per;ent of the amount deter-
mined by the formula where the member country and the Bank conclude

that such an adjustment would be equitable,
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Question 2

‘.’F?l]’ capital of $10 billion be acleq'uate for the Bank, particu-
131-1;;.11‘ only a small part of the capital subscription is to be
paid in?

The capital of the Bank will serve two purposesz it will bte
needed to assure creditors of the adequacy of the Bank's resources
“and to provide working capital for its daily operations.

Because the Bank's »rincipal function is to encourage inter-
national investment by private investors, the surety aspect of the
Bank's capital will be of particular importance. The Bank will
encourage internaticnal investment primarily by acting as guarantor
on approved loans made by private investors, The effectiveness
of the Bank's guarantee must depend on-the confidence of the in-
vesting public in the capacity of the Bank to meet its liabilities.
It is probabls that a subscribed capital of $10 billion will
made it possible for the Bank to act as guarantor fer two to
three times this amount of loans without impairing the high qual-
ity of its guaranteze. .

The Bank will also require capital for making and partici-
pating in loans financed largely by private capital. Since these
diroct lending activities are expected to be only of secondary
importance, the Dank'’s requirements for working capital will be
compratively small. Only 20 percent of the total subscribed

eapital will be paid initially by member countries, It is believed




that tho two billion dollars paid in as capital will provide
sufficient resources to permit the Bank to make or participate
in loans in those cases in waich the Bank's opsrations will take
this form.

If the Bank should find it needs additional working capital,
it would be possible to call for further bayments on capital sub-
scription, subject only to the limitation that not more than 20
percent may be called in any one year. The Bank, however, may
prefer to acquire additional funds for its operations by issuing
its own debentures or by borrowing from financial institutions
in member countries. A4s discussed more fully in the answers to
Questions 9 and 16, the issuing of securities by the Bank to raise
funds for its opsrations would be one method by which private
investors could provide, through the medium of the Bank, the capi-
tal needed for international investment.

It is not intended that the entire capital should be used
directly in operati F the Bank. The tentative proposal
requires that a substantizl portion of the subscribued capital
8hall be rescrved in the form of unpald subscriptions as a surety
fund for its obligations as guarantor or issuer of sccurities.
Since these funds are to be rescrved for this specific purpose,
there is no reason for imposing an unnccessary burden on member

governments by requiring full payment of subscriptions. The

assurance of adequate capital, so important to holders of securities
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guaranteed or issucd by the Bank, is fully provided by the

oblijation of membur governments to mﬁut the unpaid vortion of
their subscriptions.

It should again be emphasized that the primary function of
the Bahk will not be to provide loans dircetly out of its own re-
sources but to act 2s guarantor of securitics sold to privite in-
vestors. Whatever lending the Bank does out of its own resources,
gither as a participant with vrivate investors or as the sole
lender, is expected to be small rolatively to its opurations as
guarantor. For such purposes the paid-in capital of the Bank
should be more than adequate,

The average annual gross volume of international investment
by the
1927 was somewhat less than $3 billion a year. A censiderabls
part of this, perhaps as much as one-fourth, was in the form of
direcet investment for which funds were generally not raised in
the capital market. It is quite probable, too, thut if the Bank
had been in exisﬁcncu it would not have undertaken to guarantee
or lend on some of the issues that were fleated in this peried.
Morzover, even with the Bank in operation a considerable part of
all international investment will continue to bu made directly
through the usual investment channels without any recourse to the
facilities of the Bank, Under the circumstances it would saem

elear that cven if the volume of international investment




should be greater Lhan in the peried frem 1923-1937, a Bank

for Reconstruction and Development with 2 subscribed capital
ef $10 billion vould have sufficient resources to facilitate and
gncourage the naintenance of an adequate volume of international

investment in the postewar period,




ggstion 5,

Why is it necessury to have any g0ld subseription to the
Bank. or for the Bank to hold any gold resources?
Reply

The Bank must hold resources that will enable it to serve the
interests of borrowers amd lenders. This is possible only if the
Bank holds sufficient geld to acquire the member currencies it
may need. An adequate holding of gold will enable the Bank to
maintain the liquidity it requires for its operations,

lihere the Bank participates in loans or makes loans directly
it will be necessary to provide the borrower with the currencies

needed for procuring equipment and supplies. If the Bank could

lend only in the currencies it heolds, the borrowers might be re—
-y P g

stricted to obtaining their goods in the countries whose cunrencies
nappened to. be available, even though more suitable equipnent or
better prices could be obtained elsewhere.

@ith its heoldings of gold, the Bank could acquire the currency
of any member country and make or partiecipate in approved loans
it would otherwise have to refuse. In this way it is possible for
the Bank to avoid a type of bilateralism in capital transactions
Which may restrict trade and may involve uneconomical use of the
borrowed money. Since the Bank is to "impose no condition upon
@ loan a8 to the particular member country in which the proceeds

of the loun must be spent® (IV~7), it must hold some gold resources
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o enable it to implement this policy, fThis point is discussed
nore fully in the answer to wuestion 6,

The Bank will also need gold occasionally to compensate
capital-goods supplying countries for the adverse effects on their
balances oI payments which may result indirectly from the Bank's
loans. To jroduce the goods required, some countries may have to :
import additional raw materials. For example, if China borrows

from the Bank in order to pay for e¢lectrical machinery and equip-
ment purchased in the United Kingdom, the loan (with the approval

of the United Kingdom) would be in sterling, but Britain might

need additional dollars or Chilean pesos to buy copper. Accordingly
the Bank would furnish Great Britain, on request (IV-14), with
foreign exchange or gold equal to an appropriate portion of the
sterling lozan.

In some instznces a borrowing country might find that its need
for foreign exchange, other than that required to pay for equipment
for the loan project, has increased as a consequence of a develop~
mental program financed with the aid of the Bank. The construc-
tion of an electric powcr plant would increase imports of elec-
trical equipment and machinery thit must be paid for with foreign
exchange, or the construction of a railway would temporarily re=
Quire the shifting of labor from the production of export goods,
Although the loan would provide the foreign exchange needed in

Connection with the project, so that the investment program would




UL SHrectly affect the furei exchange position of the borrow-

ing country, the indirect effects could under some conditions
temporarily disturb the borrowing country's balance of payments,
Under such circumstances, the Bank may provide part of a loan in
gold or needed exchange as the circumstances warrant (Iv-8-d),

as explained in the answer to Question 19,

The Bank must also be in 2 position to meet promptly its
obligations to security holders regardless of the currencies in
wiich they are due. Only in this way can the Bank retain the full
confidence of private investors. which is assential to its success-
ful operation. As guarantor on loans mede to member countries
through private investment channels, the Bank has a contingent
liability which would come into forcs if the borrower defaulted,
The Bank has a direct lizbility to the holders of securitics it
has issued for the purpose of raising funds for its lending
operations. The Bank will, of course, have receipts as well as
payments in the currencies of member countries. The holding of
an adequate balance of gold would give further assurance that ﬁhe
Bank will always be in a sufficiently liquid position to nect its
obligations,

For thesec rcasons, it is necessary to provide the Bank with
a balance of gold at the outset and to assure it a flow of gold
from its operations. The proposed gold subscription will not be
4 burden to the members since it will vary with the members!

holdings of gold and gold-comvertible exchange (II=4=2) with,




perhaps, 20 percent as & maximum, The amount, of gold payments

will, of course, depend on the graduated scale adopted by agree=

ment of the members, Assuming a 12,5 percent average, the

initial gold subscriptions to the Bank would be about 4250 million.

Aggregate gold Subscriptions of this amount would be a very small
part of the gold holdings of member countrics. The Bank will be
able to replenish its gold balance through the payment by borrowers
of interest and principal which must be made in gold or currencies
acceptable to the Bank (IV-10).

Every effort has been made in the proposal to avoid pressure
on the gold and exchange reserves of member countrics. The pro-
visions for a moderate gold subscription and. gold payments are

intended solely to enable the Bank to perform the impertant

functions for which it is to be sstablished.




Question 4

8 '-.'w’ht'ti'_o iSltflivaggroinziat?_role of the Bank in the field of
En:;::l?a]io?istimiioﬂz? ? Will the Bank compete with private

The function of the Bank is to aid and encourare international
investrent through the customary privete channels. Tts appropriate
sphere of activity is to assist private investors in meeting the
needs of an expanding world economy. In the immediate post-war
years capital will be urgently regquired for reconversion to peace-
time production, for the reconstruction of destroyed areas, and
for the development of economically backward regions. The revival
of internzticnal long-term lending on an adequate scale is essen-
tial to the attaimment of a high level of world trade without
which would prosperity is impossible.

Private investors will be prepared to do some iending after
the wiar. It is doubtful, however, whether unaided they will be
willing to undertake more than a small part of the tatal.invest-
ment reguired. In view of the lossges suffered by international
investors in some countries in the pre-war years, aid and encourage=
ment will undoubtedly be necessary if adequate international long-

term credits are to be provided by private investors. It is this

Specialized role which the Bank is to play. To the extent necessary,

it will guarantee private investment abroad and thus encourage

lending by privete investors through the usual investment channels.
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.-In s:ome instances, it will londg diractly., out of its own resourcés
or by participation with private investors,

Procedures will be established to make certain that the Bank
does not compete with private investment agencies and does not
grant loans which can be placed in the private capital market on
reasonable terms (IV-6). Thc‘a Selection of specific methods to
assure the application of this principle would be left to the dis-
cretion of the governing board of the Bank.

The work of the Bank will be of great assistance to private
investors. A conmpetent committee under its auspices will investi-
gate the loan precjects for which the Bank's aid is requested,

The commitiee will be especially concerned with the productivity of
the project and with the anticipated balance of payments position
of the prospective borrower. Methods will be employed to assure
the use of the proceeds of the loan only for the approved purposes.
The Bank will also meks possible the extension of loans over a
longer period than would otherwise be feasible. The schedule of
repayment will thus be better adjusted to the character of the

Project that is finunced. These serviees will be performed in

connection with all loans guaranteed by the Bank as well as with

leans in which it participates.

The Bank's operations as guarantor, participant, and lender
¥ill undoubtedly encourage private investors. Its guarantee may
well becors the mark of o high grade sccurity appealing to a wide

Tanze of investors, The Bank's cooperation will be particularly




necessary in the immediate post-war period when private investors

may be hesitant because of the heavy losses they have suffered
on international investment in the past and because of the uncertain
business comditions which may be expected to prevail for some time
in the future. The defaults of the past did incalcuable harm in
generally discouraging international investment. The Bank, by .
reducing and sharing risks and tw'establishing standards for sound
loans, will help to restore confidence in international investment.
Although the major part of the Bank's activitics will be con-
cerned with loans, it will alsc provide assistance in the equity
capital market. The fact that the foreign loan capital required
for a project will be available through the Bank should consider-
ably facilitate the acquisitioh of the equity capital which may be
necessary. - Moreover, the Bank Will offer active help to equity
investnent in two ways, It will obtain the guarantee of the
national govermment that conversion of earnings on foreign held
equity investrments into foreign exchange will be permitted. It
may also participate in cquity investments itself, aithough its
aggregate participation in such sccurities may not exceed a.

small portion of its paid-in capital (IV-4).




stion 5

What will bc the rolation of the p
and rehabilitation organizationss ank to post-war rclief

The Bank will not directly participate in post-war relief

operations, in the sense of Providing food, medicine, clothing

and other supplies needed by the stricken populations of Europe

and Asia. The direct relicf task will require special agencies
to deal with it. The United Nations Relief and Rehabilitation
Administration has been cstablished for this purpose, and its
activities will probably be supplemented by private and public

organizations in many countrics.

The function of the Bank 1s to facilitate international in-
vestment for preductive purposcs.. The losns it guarantees or
makes must have favorable prospects of repayment, Tiithout
denying the urgency or importance of relief and rehabilitation,
it is clear that the Bank cannot usc:‘ its resources for this
.P“;!-‘POSG- The Bank is to be & business institution whose re-
Sources arc to be used to encourage international investment
Ger prescribed safeguards in order to provide the necessary
-*-" ance to its creditors and sharcholders.

KB the immediate post-war period the Bank will facilitate

Provision of capital for the reconstruction of the war-torn
In this way, it will aid in restoring their pro-

equipment and will permit the resumption of normal



employment for their workors. If adequate capital is availablo

on reasonable terms, the total amount of relicf expenditure can
be greatly reduced and the period during which relicf oporations
are necessary. greatly shortened, It is to ths gener'al advantage
that the need for the dependence upon relief aid should be torm—
inated as soon as possible and that the normal trade relations
of the countrics of the world should be restored. The Bank can
be extremely helpful in bringing about the conditions under

which such trade rclations can be resumed.




'iuestion 6

Viill the Bank restrict member countries
proceeds of loans puaranteed, partici
Bank?

in their use of the
pated in, or made by the

Reply

The draft proposal accords member countries the maximum
freedom in their use of the proceeds of louns consistent with
the objectives of the Bank., lember countriecs initiate their
own projects, borrow in whatever capital markets they prefer,
and buy their capital goods where they wish. The conditions
imposed by the Bank in making lbans are only those which are
essential to protect the Bank against loss and to reduce unnec-
essary disturbance to'the.economic life of member countriss,

Each country will be free to direct investments into the
type of undertaking which it regards as most important to its
welfare, The facilities of the Bank will be available for in-
dustrial and commercial enterprises, as well as for government
Projects, However, where the borrower is a corporation or a
municipality, the Bank will require the guarantee of the member
government, its central bank or comparable agency. The Bank
itself will apply no other tests to a proposed loan than to de-
termine whether it will be productive and whether it can be re-
paid,

The borrover may also seck to raise the funds in whatever
capital market is most advantageous, It is not the function of

the Bank to direct loans into one capital market or another or




to restrict the capital markets of member countrics in which the

porrower uay obtain funds, but it may not make or guarantec loans
in any currency without the consent of the country concerncd,

It will merely aid the borrower by a guarantee of the loan when
this is necessary to make the loan possible, if the loan satisfics
the Bank's requirements,

Finally, the borrowcr is free to buy needed materials and
equipment wherever it can procure them at the lowest cost or in
the most satisfactory form. "The Bank shall impose no condition
upon a loan as to the particular member country in which the
proceeds of the loan must be spent" (IV-7). Where a loan is
guarantecd by the Bank, the borrower is free to use the borrowed
funds in any member country, provided the transfer of the funds
has the approval of the countries concerned. T7here a loan is
made by the Bank, however, it will provide the borrower with the
currencies required to pay for the purchases,

Thile the Bank will provide the loan in the foreign exchange
that is nceded (TV-8), it would not restrict the expenditure of
the loan to the countries whose currency it has available at the
time, sinee it can cbtain other member currencies by the sale of
gold or foreign z:.xchangc (IV-15-c)e Moruover, provision is made
for assistance to the borrowing and the lending countries in
Securing other foreign cxchange if necded as a result of the

loan transaction (IV-8~d, IV-14), as discussed more fully in the

ansvier to Guestion 19,




In addition to the carcful examination of loan projocts

submitted, the Bank must make arrangements to assure the use ot :
.—;he proceeds of any loan in which it is concerned for the pur-
poses for which the loan was approved (Iv-1-d)s In the case of
loans made by the Bank directly, this may be done by making pay-
ments only to meet drafts covering documented expenditures (1v-9),
For guaranteed loans, somewhat similar procedures can be devised,

While member countries will be free to borrow and expend
the proceeds of loans in any member country, the Bank does not
limit the control that may be exercised by the lending and capital-
supplying countries. A loan might affect business conditio'ns in
such countries by overexpanding production in boom periods or by :
acting on securities and foreign exchange markets. Through its
rember on the Bank board, a country may veto sales of securities
in its markets, the transfer of borrowed funds to other countries,
or the expenditure of loan funds at inopportune times (IV-&-a,

13, 15)s These aspects of the problem are discussed more fully
in the answers to Questions 16, 17, and 19%.

& veto of this kind will not be used frequently or arbi-
trarily, since it will generally result in a reduction of exportss
A capital-producing country probably will exercise this power
only when the loan would have clearly undesirable effects on its ;-' g
O economy., In that ca-se the borrower, of course, is free to
obtain funds and to procure equipment in some other country where

fonditions are more favorable or where increased industrial outp:#_'.
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is regarded as desirable, Since not all countries are in the

same phase of the business cycle at all times, this should

not be too difficult.

In short, the borrower may secure a

loan in any member country willing to lend and may spend the

proceeds of the loan in any member country willing to sell

the capital goods.

The provisions of t

he proposal are thus definitely

designed to prevent the use of the Bank

és a device for favor-

ing the economic interests of any of its members to the dis—

advantage of others,

It seeks to avoid, as far as practicable,

bilateralism in capital transacticns which is

1 costly to the
borrower and tends to restrict world trade.

The limiting pro-

visions included in the proposal have no other purpose than to

| safeguard the resources of the Bank, to assure the soundness

of international investment, to permit member countries to

Protect their capital

and exchange markets s and to prevent ex-

Cessive investment during periods of business eXxpansion,




ggestion T

PO% ALLIlomny WAL the guarantee of loans be in the

operations of the Bank? Under what conditions will the Bank
offer its guarantee?

Reply.

The most important of the Bank's operations will be to
guarantee loans in order that investors may have a reasonable
assurance of safety in placing their funds abroad. In this way
it is expected that the international flow of capital in ade~
quate volume will be encouraged. In time, the guarantee opera-
tions of the Bank should help bring about the re-establishment
of a ready market for foreign loans among private investors.
Under any circumstances, private investors will provide the
funds for loans guaranteed by the Bank, and such loans will
be sold to the investing public through the usual investment
channels,

Some countries, especially the larger ones, will probably
be able to secure international loans in the immediate post-war
period without the aid of the Bank. The Bank's guarantee, how-
ever, may be needed in other instances. First, the public may
not be familiar with the position of the borrower and may be
unsble to determine the quality of the security. This would
apply especially to smaller countries, municipalities and cor-

Porate enterpriscs. Second, the experience of the past two

decades has brought foreign loans into disrepute among many
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' jnvestorss Good risks are confused with bad risks in the

investor 's general impression of the doubtfy) Character of

rﬂraiém loanse.

Certain conditions must he fulfilleq befiore the Bank will

facilitate any loan, whether by guerantee, Yy Partieipation,

or by direct lending.

(1) The principel and interest must be fully guaranteed
by a member national zovernment (IV-1-a), That is,
when the loan ig mide o g political subdivision or
to 2 private carperation, the hetional government

must guarantee payment ir the event of default by
rrivate debtor. Thisg guerantee will serve ag

rance hat the internstional loan is regerded
in the intersst of ths borrowing eountry, Where
sable, the ceniryl bank Or comparable agency

y be substituted as the guarantor,
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hrnical cemmittes of the Bank must
T n fevor of the loan i B
This report will be based on an aneélysis of the
proposed prejeet or program ard of conditions in
the tcrrowing country ir. sa far as they relate to
the prospects of servicing the loan. Loans will
be aperoved urly if they will serve to incresse
the Productivity of the borrowing country and if
the prospective balznce of payments of the bor—
rower is such that transfers of payments to for-
eign creditors seenm assured,

(3) The Benkrsg guarantee will be given only when the
borrower could not otherwise obtagn funds on reason-
eble terms (IV-1-b), snd the Bank will make reason—
able terms a prerequisite to its guarantee (IV-2-a),
The term of the loan must be long enough so that the
annual charges zre appropriate to the purposes for
which the loan is made and to the prospective balance
of payments of the borrowing country (IV-l-o)e

() Pinally, the Bank is to adopt procedures to see that
funds lcaned will not be diverted from the intended
use (1V-1-d), These procedures may include such
devices ag inspection of congtruction, audit of
Bccounts, or reporte to the Bank,




' The guarantee of the Bank will glve the investor g~

gurance that each loan has been thoroughly investigated to
determine that it is sound from the point of view of the in-
vestor as well as the borrower, Furthermore, the borrowing
country has assumed responsibility for payment of the loan.,
This is a responsibility to all the countries with whom it
shares membership in the Bank, as well as to the lender,
'Finally, the resowrces of the Bank assure the lender that in
case of default the guaranteed part of the loss will be met.
The larger part of the capital of the Bank is specifically re—
served in the form of uncalled subseriptions as a surety fund
for this purposec.

The guarantee given by the Bank need not be the same for
all loans. In some instances the Bank will guarantee in full
both principal and interest payments. In others the Bank may
guarantee prineipal or interest, or guarantee on'J:y part of these
parments. The extent of the guarantee and the type of guarantee
given will depend on the circumstances of the case. In general
it is intended to give a gusrantee enfficient to assure that
the loan can be mede at reasonable rates and on appropriate
terms, without, however, assuming an unwarranted obligation
0 the pank's port. This problem is further considered in the
nswer- to Gestion 21, ’

Since the Bank is to be compensated for its risk in guarantee-

ing loans (1v-2-p) , the fec peid by the borrower will depend on




'm type of guarantee. Thus the fee might be a single pay-
ment made at the time the lozn is flozted, varyiﬁg with the
size of the loan, its term, the éxtent of the guarantee, the
ecredit of the borrower ané other relevant conditions. Al-

ternatively, the fee might be made an annual charge payable

at the interest dates. This fee could be based on the

principal of the loan outstanding, and so would decrease as
the loan is amortized. The precise methods by whicﬁ the Bank

is to be paid for its risk must te left to the discretion of its
governing board who can acjust the terms te fit the circumstances

of the particular loan,




Why is a substantial portion of the subser
] ibed
reserved in the form of unpaid subscriptions ns a suzzg?:‘tm
 for the securities guaranteed or 1ssued by the Banke

Reply

The guarantee operations of the Bank are intended to give
assurance to private investors by reducing and sharing their
risks. The Benk must also be in a position to borrow some
private funds for the lnans it makes or in which it participates
with the public. In order to perform these furictions satis—
factorily, the institution must have large resources relative
to its liebilities and it must be able at all times to meet its
obligations as a guarantor and issuer of securities. Although
a part of the subscribed capital of the Bank will be needed
for current operations, a substantial portion will be required
exclusively as a reserve that provides additional protection to
private investors,

The ability of the Bank to engage in current operations
will depend in large part on its asseté consisting principal_ly
°f member currencies, gold, and the securities in its port-
folio. The attitude of the public to the Bark's guarantce and
to the Bank's securities, however, will depend not merely on
- the resources it has in hand but even more on _the resources it
ezn call ir 2s needed. As explained previously in the answer
to Question 2, the unpaid portion of the capital subscrip‘bion.

will be a surety fund thet cen be called for payment when funds
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are needed by the Bank to meet its obligations on the.aeeuri-
ties it has guaranteed or 1gsyeq (11-5),

Since the capital shares are non-assessable (11-2), such
a reserve can be most conveniently held in the form of unpaid
subscriptions, for inthis Way it is possible to make stockholders
subject to call in case of emergency without increasing their
totel commitments. The shares are 1imited in 1iability in
order that the maximum contribution of participatin countries
may be clear and definite at the outset. It would be possible
to require full payment of subscriptions and then to employ
part of the paid-up capital as a surety fund. To do so, how-
ever, would burden member nations without purpose, since the
funds would be iﬁmobilized except under most unusual circum—
stances. Under the present provision, it should be noted, the
Bank will be provided with this reserve at no current cost to
the perticipating governments,

The unpaid capital held in reserve as a surety fund will
rrovide assurance to the persons and institutions which have
invested ir the Bank's bond issues or ip those which it has
guaranteed. It will strenghten the Bank's positicn and inerease
its ability to assume obligations by the guarantee of securities
a4t very moderate cost. The surety fund will give confidence to
Private investors and will make it pnssible for the Benk to
raise furids from the public for its operations. Thus, the
Bank should be able to carry on its operations successfully

"ith a much smaller working capital than would be necessary




£ a m::"et?‘

wﬁingent obligations nf the Bank_.'. .




g!estion 9

extent is it exmeete Weas :
To wh;t L:dtti -owrhlzlc _J:jct?d.thatJ the Bank wiln barticipate
in loans placed throug ¢ usual investment, channels? = What dis-

position will be made of the securitios acquired by the Bank through
participation?

The Bank would not participate in the lending activities of
privete investors merely for the purposg of investing itg liquid
assets, It would participate only when and to the extent that its
participation is required to Place a loan in the private capi{hal
market, the largest possible part of every loan being made by the
investing public., The principle laid down in the draft proposal,
that the Sank will Iend only when the borrower igs unzble to secure
the funds from private sources, holds cqually for the Bank's parti=
eipation in loans made by private investors (IV-1-b),

The Bankis participation in loans is likely to be most important
in connection with very large ventures, The ability of private in-
vestment agencics to Secure the participation of the RBank should
fnable them to finance larger projects than might otherwise be
feasible, THe immediate post-war years will sec the reconstruction
 of vast areas devastated by war and the nced for financing of such
] Projects by relatively large loans. In some instances the security

| Barketg Hight be unable to absorb an entire issue and might find it

_'helpful to have ths mrticipation of the Bank,




In addition to its servieas in Connection with large vontures, the

pank will also participate in loans vhen the market is not able to
gbsorb a new security issue in its ontirety, This neod nay arise when

credits are extended to a country, or for a project, not sufficiently

faniliar to the general publie to have mors than a narrow appeal,

Furthermore, if there should be only limited demand for a security,
participation by the Bank may lend some of the Bank's prestige to
the issue and thus increase its nmarkotability,

It is also reasonable to expect considorable demand from the ine-
vestment market for the Bank's particination and for its own sceuritiecs
in periods of depressed business conditions, both for the funds which
can be obtained and for the prestige of associating issues with the
Bank, Although private investors are lose likely to undertake specific
foreign investment at such times, they will probably lend to the Bank
because of its position as an inter—govemment‘al institution and
because of the opportunity which its securities will offer for di-
versified foreign investment., As a result the Bank will be able to
tap private loan funds, meking them available to foreign borrowers
through direct loans and participation.

The Bank may participate only when all ltho conditions required
for dirset lending or guarantess are met. These comprise a national
Eovermment, guarantee of interest and principal, an investigation
%0 the productirity of the proposed devolopment, and reasonable

torms, including a schodule of repayment, adjusted to e 04 1



charactor of the projeet (IV-3)., The Berkel¥ fartiokacetin ,,111 be .

: indicative to the investing public that these conditions have been
gatisfied and that the loan is made with the aid and approval of the
pank, The Bank nay participate in loans with or without guarantecing
the securities involved. If it should participate without guarantee-
ing the loan, tho rate of interest paid to privatc investors 1mu1d;'
of course, be higher than if the loan were guaranteed by the Bank
(IV=3).

The securitics acquired through participation will be rctained in
the Bank's portfolio only so long as they cannot be readily markcted,
Since the Bank 1s not to be an institution primarily interested in
investing its own fundé s it will have no reason to hold these sccuri-
tiess They will be disposed of through the customary channcls when-
ever privat: investors or investing insﬁitutions arc ready to absorb
additional parts of thec issﬁe. .It 18 rea.‘sonable to assume that many
securitics, which for various reasons may not be immediately market-
able; will becone so in times Furthemore, in order to facilitate the
placing of such sccuritics, the Bank may guarantee them (IV-5). By

disposing of sccuritics obtained through participation as rapidly as

possible, the Bank will be fulfilling its primary goal of i‘acilitaqat:_i.ng".

brivate intemational investment for productive purposese




Question 10 _
To what axtent will the Banl engage in direct lending? 1411

the Bank continuc to hold the securities resulting from its le Mm.
operations?

Reply

' The extent of the Bank!'s direct lending operations will depend
on the ability and willingness of private investors to provide the
capital needed for international investment, The Bank is not to
conpete with private investors (IV-6, IV-1-b) and it will make direct
loans only when the private investment market cannot supply funds on
reasonable terms even with the Dank's puarantee of the loans,

The Bank will find it necsssary to make some direct loans parti-
cularly in periods of depression, when the private capital market is
lkely to reduce the voluse of all investments, and foreign investments
especially, Since loans can be most beneficial to both borrowers and
lenders in slack times, the Bank can perfom a very valuable function
in naintaining international investment in such periods, as explainac} ;
in the answer to Guestion 17. The Bank's guarantee may induce mére :
Private investment abroad in periods of recession than has been
characteristic of the past, so that the Bank may not be called upon_”_

%0 maks many large loans directly. It will be available, however,

to Supplement private sources when they are not in a position to make

desirable loans,

Doubtless some loans will be made by the Bank even in prosperous




. 23, Investment bankers may not be interested in some small loans,

..; for which the cost of underwriting and aslling i too great in prondsg
gion to expected return. They may also be lesg interested in loans
j ‘to small ceuntries or small corporations abroad, vhose securities
would be more difficult to sell to their customers, Loans of this
sort, however, may be entirely safe and extremely important to the
country concerned, since they contribute to the development of its
gconony. 3y making such loans the Bank can perfom an important
function that would otherwise be ncglected,

jihen the Bank lends directly it will receive the bonds or other
obligations of the borrower, which it nay hold in its portfolio or
sell as circumstances permit. Its owm funds will,. therefore, be
invested in direct loans for varying periods, depending upon the
type of project, the credit position of t-he‘ borrowef, and the state
of the capital market, If a loan is made at a time when sccurities
can be readily sold in the market, the Bank may be able to scll the
bonds from its portfolio rather quickly. lhen market conditions are
'mfa.vorable, the securities will have to be held for longer periods,
Althoush this would not be the policy of the Bank, it may be compelled :
% hold some sccurities to maturity,

Sooner or later the Bank should be able to scll the larger part
°f it portfolio investments to private lendors on Pedspaabie toms,
Its Procoedure would be roughly analagous to that of the Reconstruction

Financs Corperation, which took the bonds and notes of local authoritics




and held-them until the market situation hag improved sufficiently

for private investors to absorb the securities, This method not

only provided funds needed for important 1ocal public works, which

could otherwise not have been secured on the market, but also
yielded the Reconstruction Finance Corporation a fair return on its
investment. In the case of the Bank, the marketing of the secur-
ities can be facilitated by guaranteeing the issue at the time of
sale,

As an alternative to sale of the obligations of the borrower,
the Bank may issue its own securities (IV-15) and sell them to
private investors, using the proceeds to make loans to member countries
and holding the borrowers' obligations. In this way the Bank can
consclidate a number of relatively small loans into a single
marketable issue, Moreover, the Bank's direct obligations may be
viewed more favorably by investors than the bonds of borrowers in
Some memder countries, even though guaranteed by the Bank. The policy
of the Bank would be to secure from private investors the greater
part of the funds it lends directly. The Bank's own securities would,

of course, be sold through the usual investment channels.,




tion 11

Will it be possible to utilize tha facilitiau of the Bank io

: local funds b :
neet neecds for 48 Uy securing an internaty al
converting the proceeds into local currency? onal lozn and

Borrowers through or from the Rank will not be able to use its
facilities to raise local funds except under special circumstances.,
In general, the Bank is not intended to Provide funds for expendi-
ture within the borrowing country, e’ven in the case of pfojects
for which the foreign exchange needs are firanced largely by the
Pank (IV-3-b). '

The Fank will not compete with the capital markets or
commercial banks of the member countries in vroviding local
funds for investment. In its lending operations it will
provide an amount sufficient only i‘cf the necessary foreign
pirchases in the specific currencies required (TV-8-a). 1t
¥Will be further safegnarded by the regvlations éovérning the
use of proceeds of loans (IV-9).

s a rule, a borrower should obtain the local funds.

‘Deeded for an investment project from its own capital markets
&6 should not deverd on foreign loars to meet the need fq#
local funas, It is generally g grave error to burden the
balance o+ pevments of a country with the servicing of a

foreigm loan when the needed capital can be raised at home.

e facilities of the Femk should not be nsed for local




 fpinancing, although irdireetly the availability of inter-

,national credits will help a borrower in gecuring supplementary
local funds. In the case of a Project undertaken by a private
erterorise, the funds will probably pe obtainable from the

sale of shares or bords within the borrowirg country, The
raisirg of local canital by a government or s private business
goncern will be facilitated by the knowledge that the Bank will
provide the foreign exchange required in connection with the
project.

There will be occasions, however, when the Bank will find
it gesirable to make part of a loan in local currencyr. It will
be prepared to do so when it finds t-l';at the domestic expendi-
tures needed carnot be financed at home (IV-£-c). Such a
sitvetion may arise when the amount to be spent locally is
relatively lafge and facilities for borrowing from private
investors or from banks are undeveloped. Of course, where a
Geveloprertal project will temporarily disturb the balance of
.Paymerts position of a country, the Bank will provide for the
fo"eign exchar zz reeds wh:i.ciw are ar irdirect result of the
investmert ever though loral expcréitnres bring abont this
Yemporary disequilibrium. Satisfying these requirements,

Bowever, will not gererally entail the provision of forcign

€xchar re to meet nezds for local fords.




In thé exceptional

circumstarces where the Rank decides

tﬁat it is necessary to rrovide some of the local funds in

cornectior with a developmertal Project, it would not in

fact be recessary ordirarily to convert forei.m

€%change into

local currency. This is certainly true oy loans made direetly

by the Pank. The foreigr excharge markets

would not be affected

wken the Benk makes

rart oir a loan in loecal funds, for the Bark

would lerd that portion to th: borrower out of local funds held

by the bank (IV-2-c). Tinder any cirmms*-:.ar:c:'*s, if exchange

transactions become necessary in conrcels on with loans through

or by the Bank, they can be urdertaken only with the approval

b of the courtries corcernsc (IV-15-c). 4 fuller discussion of

-

thic poirt will be fourd jr th= ansTor to Question 19,




what assurance is there that international lending will
pe on & sourder basis because of the operations of the Rank?

Reply

The operations of the Pank may be e

rected to have gz

wholesome effect on international inve

stment by restoring the

confidence of private investors in foreign securities. Llthough

the Rank would not prevert loars from being granted on any basis

agreeabtle to the parties concerncd, the operations of the Pank

would, nevertheless, tend to improve the quelity of foreign

loans.,

Tt is reasoratle to assume that the standards established
by the Bank for its own lending activities will, over a period
of time, have an effect on the attitude of private investors.
Trese standards will foecus attention on the importance both of
the productivity of the project being firanced and of a
pProspective bzlance of paymernts in the borrowing country
favoratle to scrvicirg the loan. Emphasis will also be placed

" a SCh-:,Hule. of repaymerts aporopriate to the life and charac-
B T of the project. The written revort of a competent technical
Comittee, having no vested interest cither as lender, borrower

. % 0
o irterpediary, roguired by the Bank prior to the approval of

Hi

e sse ditions
102rs, will hélp to assure the fulfillirg of these conditio

“*'ablishcd for the rotcetion of the invustor.




0

The revival of intcrnational*inVuatmgnt‘in amount;

gomner surato to the task depende upon the rcetoration of the
conficdence of private investors in foreign issues. 1 is
unfortvnate that in this country private investors have

failcd to diseriminate sufficiently in the vast betwicn good
ard bac risks. The substantizl losscs which they suffered
undoubtedly affccted adversely interrational lerding as a
whole, The crample of loars properly safugnarded shoyld
encovrage rrivat. carital to go into international investment
after the war, :

Tre emphesis plaesd by the Bank upon the importance of
reasonable corditions for ihtérastioral investments should also
contribute to greatcr scewrity on inturnational loans. Too
-ofter loars bearing very high dntercst rates and short terms of
ropayrent rosnlted in sevore losscs to investors. Such loans
carrice a deceptive compernsation for risk, since the terns on
which they were granted made repaymert difficult. To this
‘must bc zdded the fecling of some borrowers that thé terms
Tirc too encrous to muet, Interrational investmert can be:
meintained at a high level only if dcfaults are minimized.

The Berk hae the duty to protect both the borrower and the
lencer by strossirg the neccssity of high stancards ard

Teeernable terms on foredigm sceuritive, Iﬁtﬁr?atiefal in-
Yestrert can be maintained only when lchdsrs'ard borrowcrs

Scewre advantagcg from internatioral investment.




Moreover, as discussed in the anser to Question 13, the Bank
will have an ovirall picturc of the loans contracted by & borrow=

ing country which will be usefyl in di_scouraging CXCC88ive oxm

tensions of credit. Loans made with the Benkig assistance will

also be safeguarded against default because of the strong moral

obligation to fulfill commitments to the Bank and because of the

geconomic consequences to dcfaulting countriee, TFop further dig-

cussion see Question 15.

Finally, the Bank may be abls to coordinate its lending

policies to prevent large fluctuations in international invest-

ment. It will undoubtedly be able to effect a nct inercazse in

foreign investment during periods of depression, and it may also

be instrumentsl in preventing excecssive expansion resulting from

internztional loans in a country cxperiercing 2 boom, The pro—.

blem’is considered in greater detail ir the answer to Question 17,

*




guegtion 13

Will the ®ank be able to pre

vent the ex :
credﬁ B e e #cessive extension of

Reply

One of the difficultics in conncetion with international in-
vestment ir the past has been the tendency to extend excessive
eredit to some borrowing countriecs. No satisfectory quantita-
tive test can bc sct up to detcrmine whether an ¢xccssive amount
of credit is extcnded to a borrowing country. The practical test
must bc this simplc objective onc: Can a borrowing country, in-
cludirg its political subdivisions and business enterprises, meet
the serviecing requircments of their foreign obligations even in
pcriods of business reucession? If they ean, the conclusion must
be that credit has not becn over extended.

A numbor of provisions in thc tentative proposal are designed
to assure that on loans madc through or by the Bark intorest re-
quircments and rcpayments of principal will be mct. The under—
lying purposc of thesc safegusrds is to protcct the investor
from making excessive loans and the borrower from undertaking
Cxcessive obligations. It is to the intercst of both borrowers
nd lenders thet agercgate international invustment bc maintained

o2 remmcrative basis to induce rrivate investors to continue

o provide an adecuate suprly of funds for productive projocts in

bcrrowing countricas,




~ The default of a forcign lean may come about because the
porrower cannot obtain the loeal funds required for the dabt

gervice or because it is unable to Arrange the trensfer to the
externel creditor. To avoid these difficultics, the tentative
provosal provides that no loan may be guarantued, participatcd in,
or made by the Pank unloss a competent technieal committce has made

2 carsful study of the merits of the project or the program and
eoncludes, in a written report, thet the loan would s¢rve. to raise
the productivity of the borrow.ing country and thzt the prospects
“ere favorable to the secrvicing of the loan (1v-1-c). Emphasis

is placed on the productivity of = loan, for it is the basie
safeguerd thet 2 loan will provide the local funds or the for-
¢cign exchange required to service the debt. !

It should bc notcd that one requirement on loans made through
or by the Benk is thet the national govornment, central bank or
fomparzble sgency must fully guarantee the payment of intercst
- ond Principal on loans to political sub-divisions or busincss
Mtirprises in the country (IV-l-a). Onc purpose of this pro-

P 8o 15 to scoure the definite commitment of the national
EO%ernment to the transfer of funds for scrvicing the loan.

L 2 specirie requirement to this effect is made in conneetion with
B "Mty sceuritics that are placed with the aid of the Benk

- (Iney), '

1f » loan ig productive, the nation's capacity to produce

.,.“11' % increaged and its eepzeity to develop @ balance of pay-




pents surplus may also inercese. Loans mags for the deval&p— |
ment of tho cxport industrics dircetly will pe inout effective
yn this cornection, Similerly, loans which diversify the
commodity exports of a country may be expeeted to reduce the
genger of adverse markoet conditions which sometimes burdened
the sirglo-crop—cxporting countrics in the pre-war period,

It is not at all cssential, of course, for a lean to be
dircctly rcleted to forcign trade, provir.!ed it is productive
and the prospective belance of payments nosition of the coun—
try is favorzble to ths gorvicing of the loan.

No simple criterior can bs used in determining whether the
balence of poymerts positien of = country will be favorzble to
the servicing of its forcign debts. There have becn countries,

R 2s the United St~tes, which for long periods were borrowers
gbrord with a pcrsistently.adverse balonce of payments on cur—

rent account, although in pert this adverse current belance was

& reflection of their positién as borrowers for investment pur—

poscs. In considering the capccity of o country to service for-
tgn investments, the prospective balance of payments is more
Significent than the present balanece of payments. Counf,ries
with o reletively lorge and groving export trade may be re-

rded 25 in o favorsble rogition to serviee their foreign debtsa :

_' ¥en 1f for the time being thuy' gshow an adverse balance on cur~

et zecount, In some borrowing countrie:a ‘bouﬂst trade &nd other

:hwiaible items will be an important gourc.e of forcign exehange




w.poets for scrvicing foreign in%stm&nte. :

In considering the nrospective brlonce of pnyments of a
porrowing country, emphasis sheuld be rlaced on aggrigote fore
eign exchange receipts rathor than on 1ts net belrnes of pay-
pents, So long es a country hrs a flow of forcign oxchange it
ern mect its controctusl obligations, elthough at times this
might nccessitate 2 reduction in its imports. here - country's
imports do not consist predominantly of food end raw materials,
a reduction in imports relrtive to its axrorts ean be brought
gbout through chonges in the con sumption pattern of the coun—
try. However, cven in such & cose there is some limit to the
extent to which imports can be reduced in on cmergeney, and for
this rceson annuzl foroign requircments for debt scrvicing shonld
not become too large as coﬁpare‘:d vith gross foreign exchenge re—
ceipts, |

The Seehnical committce of the Bank would undoubtedly take
all such fretors into eonsideration in determining whether the
Prospects ere favorable to the scrvicing of a loan guaranteed, .-
Perticipated in, or made by the Bonk. Obviously cstimates of
8uch metters must remain jndgments mode in the light of o con-
Hnuous1y chenging world cconomy. The JUﬁgﬂf’n“"’f s
dircetors, however, beged Be they will be on the carsful con

Mlderntion of 211 the relevant cconomic factors, are likely

0 be hetter than has been ‘chr‘rrcturistia of judgments on the




When mp&e&ictﬂﬁl_& iciﬁ-
cumstances make it imrossible for g country to meet its foreign
obligations for short periods, the Bank may aceept local cure
| rency for periods of three years (IV-10-c),

Careful investigation zleng the lines suggested above should ‘
help prevent the extension of unduly lerge credits to member
comtries by or through thc Rank. Undoubtedly, the nction of the
Bank will affect the attitude of privote invcstors. When the
Brk limits its loens to a perticulsr country or refuses to
guérantee further issues, it is likely thot privete investors
will be less ready to lend to thot country. In thc case of
member countries which do not rcequire assistance from the
Benk, the Bank will probably have no control over the amount

of their borrowing or the rurpose for which the credits sre

. Ued. These, however, will be the countries whose lozn records

in the pest indicate care in not over-extending their obligations,
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guestion 14

" Whet recson 1s thore for the Bank to fa

Cilitatc loa
private investors are not prepargd otherwise ns which

to make?

Reply

There are occasions when the Bank n

.

ay properly facilitate

loens to a2 borrower even though private investors would be un-

willing te invest in such loans without the guarantee of the
Banks Tt is quitc apparent from the experience of the 1920's
thaet orivate invzstors are not alwaye right in their evaluation

of forcign loans. dJust as they have. At times made bad loans,

50 2t other times they heve refused to make sound loans. Lack

of knowledge may make proper evaluation of foreign securities
¢ifficult for privete investers. The Benk on the other hand,

w:'lll have more complete knowledge of foreign investments and
edequate facilities for the invertigation of every loan placed
with its assistance.

There is, furthermore, no reason to assume that the legitimste
need for capitnl will alweys be met in full by private investors.
The fret thet funds are not aveilable 2t a given time cannot be
interpreteq s evidence that the private capital market is un-
"illing to lend buen usc the sccuritics are poor risks. Generél
market, conditions, rather than the soundncss of specific securi-
Yes, ape often the predominart factor in detormining the volume

°f lending, Investors heve losned frecly in boom yoars without

"ET4 %0 the merits of the investment or the prospocts of

#




mpﬂym"“t" They have becn reluctant to lund ir pc;ri;:&a af :

d-eprEBSiUﬂ even to borrowers of high atf‘.nding.. The gront
yariction in the volume of forcign investment 4s .evidcnce of
the importance of frctors not reloted to the merits of ine
dividusl projects requiring eapital,

Crangcs of coneiderable amplitude in the volume of foreign
lending occurred even during the prosperous years of the 1920's,
For exemple, gross long-term forcign lending in the United Stotes
rose from $1.2 billion in 1925 to 2.1 billion in 1928, A major
decline occurrcd during the period of depression when gross long-
term forcign lending fell to less than 300 million in 1932, It
should be noted that during this period of depression, net for—
cign investment wes actually negative beceuse of the repatriation
of American capital and the flight of foreign capital to this
country. .

The sharp decline in forcign investment during tho 1930's
is not #n indication of the cbscnce of opportunities for long-
term productive investment. It is cvidence, howover, of the
fect thet at certain times privete investors cannot bg expected
to lend sbrosd. 1In such poriods cven the best borroviers must ‘
g0 bcgging. If the legitimete nceds of countries for capital .
mpurts sre to be met regulrrly and with good prospeets of ot ;
Payment, en interntionsl institution capt ble of eiding nd

Supplemonting privrtc invc,stora 1& nccesscn’a




1t is » misteke to think of 6omtries aiﬁ'ply :r.e.: good or

pod risks for international loans. Evcry country is 2 sound

risk for lozns in 1ixﬁited amount for productive purposcs. ‘ﬂhiis
private investors cannot =zssure themselves thet the loans they
mcks, though sound a2t the time, will not be impaired by excessiw}é .
borrowing 2t a later time, the Bank is in = position to prevent
such ¢ development. It can keep the amount of loans made through
or by the Benk at & conservetive level, and make certain that such
losns ore used erclusively for productive purposes. Furthermore “
2s expleined in the answer to Question 15, an international agméy;
is in an especizlly fevoreble position for seceing that obligatiun's:\'

on loens mede through or by it are met by the borrowing countries. b




Quegtion 15

Why 18 an intcrnetional AZCNCY necGaga
focilitate the provision of long tornm
invegtment?

Y 1o encourage snd
credits for international

Reply

There seems to be wide agreement that encouragement and aid
is necessary 1f an adequate volume of internationnl investment
is to be maintzined after the war, There hos been some question
whether an international agency is best suited for this Purpose .

The provision of long term internetional credits affects
every aspect of international economic relstions. Inless an
adequate supply of cepital for internsw‘tionai investment is
aveilable, 1t will be difficult to maintain ‘the balanced growth
of international trade. International investment facilitateL
the maintenance of equilibrium in the balsnce of payments and
bhus helps to stabilize exchenge rates. Furt-hermorc,- world
wide fluctustions in business conditions ere to a considerable
extent the result of large fluctuations in international
invcstmen‘;. An internationsl problem, so broad in scope 'and
"ith such wide remificotions, enn best be handled through an
internationa) ageney such as the proposed Bank. ,

Internations1 investment is not c‘onfined_ to any one country.

The large industriel countries of turope a8 we_:ll as the United

& o i rl.
Metes hove pleyed en important role in the provision of capita

for intﬁrnatirmal investment. No doubt, as the result of the




B okier countries, such as Canade; will 366 Wik fuk |

pecome important sources of capital fop international invest-
ment. The resources available for éncouraging international
investment can be most effectively used through an interna-
tional agency embracing all countries.

The risks of holders of securities guaranteed or igsued
by an international agency are shared by all of the partiei-
pating countries. The creditors on securities issued through
or by the Bank would in a real sense include all of the
participating countries who are guarantors of securities
through their subseription to the Bank. A default on sueh
securities becomes a default on a'general international
-obligation to many countrif;s and the measures that may be
applied to the defaulters would be applied by all member
Countries, | ‘

If national agencies should be esta‘r;lished'generally for
the purpose of encouraging international investment it is
douhtful whether countries could aitogether escape the use
°f their lending agencies for the purpose of furthering

"&tional political interests. The extension of credit to a

Particylap country becomes a political matler to be settled

: : } : ) Tk
% negotiation between the borroming cowntry and the lending.
; s [ Even if such palit:l.cal scnm»:ﬁms mld be képt.




'bé as helpful as an international ageney in developing 1nter~
fational trade and removing the restrictive bilateralism that
grew up in the decades before the war,

fhe provielons of the Bank propsesl ste desiened b bele.
guard the national interests of member countries. No loan
can be made nor can any securities be sold by the Bank in a
member country without its approval., No exchange transactions
can be undertaken in the currency of 2 member country without
its approvale. These provisions are intended to make sure, as
explained in the answers to Questions 16 énd 17, that the
operations of the Bank do not adversely affect the capital,
money and exchange markets, or business conditions in member
comtriess The determination of policy on these matters is
completely reserved to each member country.

An international agency working in cooperation with
national authorities can be most effective in encouraging
private investors to resume international investment and
Provide adequate capital for productive purposess The opera-
tions of such an agency can do much to contribute to a higher

level of world trade, a greater. degree of stability in exchange

rates, and fuller employment in a1l member countries.
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Question 16

fow will 1% be poseible to prevent the operations of the

Bank from having an adverse effect on the security markets
and money markets of member countries?

Reply

The provisions of the proposal for a Bank are designed to
prevent disturbances in the security markets of member countries
as a result of its operations. Each member country has a safe.—
guard e2gainst undesirable action in the requirement that
securities may be sold in its markets only with the consent
of its representative on the Bank board (IV-15-a).

In its orerations the Bank proposes to utilize as fully
as possible the facilities of the investment markets. It is
expected that its main function wiil be to guarantee securitiés
representing productive loans made in the usual way by private
investors to member countries, their political subdivisions or
business enterprises. As explained in the answer to Guestion 10,
éven when the Bank lends directly to borrowers in member
countries, it will receive the borrowers' obligations and hold
them for subsequent sale through the usual investment channels
¥hen market conditions permit. If the Bank iséuas its omn
cbligations to secure funds, it will also dispose of them
Yrough the investment market.

Because the Bank's operations are intended to assure the

Provieion of investment funds directly or indirectly through the




capital market, it is essential that the operationg Qf:the Ean#
ghould not have disturbing effects on the 'security markets,

The Bank itself will undoubtedly be concerned to see that the
foreign loans it facilitates do not deprive domestic borrowers
of the funds they need for domestic investment. In the last
analysis, however, dependence must be placed on the member
country to inform the Pank when its operations have an unde-
sirable effect on the capitel market. In accordance with
IV-15-2 and other provisions, member countries can prevent the
sale in their markets of securities eriginating from the Bank's
operations.

It is conceivable; too, that the operations of the Bank
could affect the moncy markets of member countries., This would
be particularly true of the direct lcans of the Bank, if the
Bank's hnldings of a member currency were keot as a deposit with
the Central Bank: Under such circumstances, the expeﬁditure
of 2 loan made or participated in by the Bank would result in
en increase in the reserves of the commercial banks. Similarly,
the payment of interest or principal on securities held in the
Bank's portfolio would tend to decrease the reserves of the
eommercial benks.

There is still another way in which the operations of the
Bank conld affect the money morkets of member countries. i
the securities guaranteed by the Benk or issued by the Bank were

bought or 801d in any corsiderable volume by commercial benks

¥




+ would, of course, increase or decrease the volume of deposits

’dmd affect inversely the volume of excess reserves. Under such
_eircumstances, the availability of bank funds for domestic
'borrnwers would depend in part upon the attitude of the com-
percial banks toward securities guaranteed or issued by the

- Bank.

Obviously, every effort should be made by the Bonk in its‘
operations tc avoid any direct effect nn the money markets of

_ pember countries. Moretary policy must remain wholly within

; the control of the nztional monetary authorities, The Bank can
_mjnirize the effects of its operztions on the money markets by
predominant use of guaranteed loans rather than direct loans

out ~f its own funds. The Bank would, of course, cooperste with
the Central Bank and the monetary authorities of a member coun—
iry so that its operations would not offset- measures intended
to meke the monetary policy of the country effective, Under any
. Circumstarces, it is within the power of a member country to

Prevent the Bank from guaranteeing, participating in or making

L &y lran in its currency without its consent (IV-13).




How will it be possible to prevent the o
; : e
from intensifying the effects of excessive inge:igégzaiofbthe Bank
and deficient investment during depression? n boom times

Reply

The operations of the Bank in facilitating infernational invest;'iz
ment are certain to affect business conditions in the borrowing and
lending countries and, indirectly and to a lesser extent, in other
countries. It is important, therefors, that the operations of the
Bank should not be of a character tending to accentuate the forces
of expansion during boom or the forces of contraction during depres-
sion. On the other hand, the Bank ean aid considerably in stimu-
lating production in periods of business depression and it can
cooperate with central banks and governments in their attempts to
check excessive expansion in periods of business prosperity,

The expenditure of the proceids of international loane, whether
made by private investors or by tha Bank, will affect production
in the country receiving the loan as well as in the courtry sup-
Plying capital goods, An international loan for the purpose of
acquiring capital equipment abroad will generally tend to en-
courage domestic expansion. The investment project for which the
foreign loan is made is certain to involve in part domestic out-

lays for labor and local materials, even if much or all of the es-

sential equipment comes from abroad, ¥he effect will be to increase

- the income and expenditure of domestic labor and so contribute to

industria) expansion,




| The loan Will also stimulate an expansion of production in
| the countries supplying the capital goods. The production of
.M capital equipment will require additional laber and e
3 paterials. The increased employment in heavy industry will in turn
| jncrease the demand for consumer goods. The effect of international
o jnvestment on business conditions is particularly important since
‘¢he heavy industries are subject to rather extreme fluctuations in
the damand for their products, ¥

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

Because of its importance, it is desirable to prevent excessive
fluctuations in the aggregate volume of international investment.
It would be most unfortunate if the operations of the Bank were to
result in excessive international investment during a period of

world-wide prosperity and a sharp contraction of international in-

vestment during a period of world-wide depression. Large fluctua-

tions in international investment in the 1920's and 1930's un=

| Meseverity of the depression in the 1930's.

The problem of maintaining international investment at an




| of international investment but alsa with 1ts distribution among
merber countries.  The great industrial countries, wﬁj.ch arc the
principal source of funds for foreign investment snd the principal
producers of capital goods, are themselves subject to booms #nd .
depressions of lerge amplitude related tn fluctuations in the volume
of domestic investment. _The cperations of the Bank must be coor-
dinsted with busincss cenditions in such cowuntries. For obvious
reasons, gdomestic investment must be given precedence.

The Anternatinnal character of the Benk is particularly im—
portant in relation %o the mzintenance of adequate but nnt
excessive international investment through the course of the
business cycle. DBusiness is not always in the same phase of the
cycle in 211 countries. The Bank can avoid accentuating a boom in
. acapital producing country by facilitating lnans in other countrieg
with available labor and unused industrial capacity. DMoreover, bj
encoraging internstional investment at the beginning of a recession
.the Berk may 2id in avoiding ¢ more serious breakdown, which would

have world-wide repercussions.

The Bank 1tself will undoubtedly take into consideration business

conditions in the lending and borrowing countries when passing upon :
‘arplicrtions for loans to be guaranteed or to be made by the Bank,

The trimary dependence on priveote investors for loanable funds will
o some extent tend to check excessive investment in periods of

- @xpansion, for nt such times interest rates will tend to be




57 - ;

relatively high., However, eomplote roliance aannot be plaged

4n such checks, a8 previous expardence hag proved, The Pank
should determine its poliey on intornational londing with pef.

grence to world-wide business conditions, It ghould maintain the

closest cooporation with the Central Banka and the MONAtary mithe
SELUSSS oF mamber cquatriss;  Ultimabe responsibility to assure
that international investment does not induee exconsive axpansion
in a member country must, depond on 1ts own mone Lary anthoritios,
Under tho provisions of the proposal the Bank must give duo rogard
to the offoct of a loan on business and finanedal conditions in

the country in which the lean 18 to be spunt and must obtain the

gonsent, of tha country affected (1V-13),




_;'Qﬁestion 18

What will be the relationshi

P between the
the International Monetary Fund? Proposed Bank and

Reply

The Bank and the International Monetary Fund are both needed

to help solve the international monetary and financial problems that
will confront the world in the period after the war. While the two

~ agencies will cooperate with each other in many ways, each has dis-
tinct functions of its own to perform. The Fund has been specifically

. designed to promote currency stability, whereas the Bank is intended
to facilitate international investment for .product.ive purposes,

The establishment of the Bank would simplify the task of the
. International Monetary Fund, and the successful operation of the
- Fund would enhance the effectivensss of the Bank. The existence.‘

- of one, however, is not essential to the other, Each could stand

- and function alone; together, they could make a more significant con-

tribution to the development of world presperity, It is hoped that

all the United and Associated Nations will participate in both
b O'ganizations, _
Rlthough each agency could exist alone, the establ;'.shment- of the
Pk and the Fund would be helpful to both institutions, and would
itate their successful operation in the immediate post-war :
: 0d and the years thercafter., The loans made with the assistance

i ve
Bank will expand the volume of foreign trade and thus impro

®portunity for all countries to maintain a balanced position in




AL

their international accounts, The extension of long-t

£rm credits
will be less variable, as explained in the Answer to Question 17
s ’

ank should help prevent the reappearance
of the large unstable short-term indebtedness whian was in part a

and the existence of the B

result of an unwillingness to invest at, ].ong-tem, as explained in

The Fund, in turn, will decrease the
risks of foreign investment by minimizing disorderly 1

the answer to Question 19,

uctuations

in exchange rates which have discouraged long-term foreign loans,

It will help to eliminate foreign exchange reéstrictions which, by

preventing the withdrawal of income earned on investments, have

seriously deterred international lending,

In the course of carrying on their separate activities the Bank
and the Fund will cooperate and consult with each other on matters

of joint interest. The Bank may find it necessary on occasion to.
buy or sell foreign exchange as part of its operations. It will
undertake such transactions after consultation with the International
lonetary Fund and only with the approval of the countries concerned
(IV-15-c). Furthermore, in so far as the Bank converts gold into
member currencies needed for its operations, it may choose to do so

through the Fund,

It is clear that the two major financial problems of the post-
e fleripd are closely interrelated, GCurrency stabilization cannot

E bo completely separated from the provision of long-term international
 fredits. The two institutions designed to deal with these problems
Wil find that cooperation between them is essential.. Together, they
40 help to provide a sound financial foundation for a prosperous

A4 econony,




Question 19

- Will the Bank's operations fa
equilibrium in the balance of paynm
exchange rates?

cilitate the maintenance of
ents and thus help to stabilize

Reply

The operations of the Bank will generally contribute to the
maintenance of equilibrium in the balanse of payments of both
lending and borrowing eountries.

Short run equilibrium in the borrowing country is facilitated

because international lmans enable it +o purchase capital goods

on credit, where it might otherwise be compelled to employ an ex-

cessive part of its gold and foreign exchange recsources to pay
for such imports. International investment helps prevent the
development of pressures on the exchanges that might necessitate
exchange control and similar restrictive measures designed to
force a balance in a country's international accounts or an un-
desirable alteration in exchange rates to offsct a temporary dis-
equilibrium,

Long rum equilibrium in a borrowing country's international
accounts is facilitated by investments that increase its productiv-
ity and capacity to export relative to its import needs. For ex-
ample, international investment for the development of the iron ore
4eposits of Brazil or the petroleum resources of Venezuela and
Colombia will increase the exports of these countries, with the

Proceeds available for both debt servicing and additional imports.




of the most difficult problums of some debtor countriss has

en the great fluctuation in their foreign exchanpe recoipts re-

sulting from excessive dependence on ong erop. Loans which would
diversify their output and their exports would clearly be helpful

in maintaining a greater degree of equilibrium in their balance of

pgyments .

Foreign loans extended for the purchase of capital equipment

will help restore equilibrium in the balance of payments of a country
whose cwrrent accounts are already favorable. Some exports of cap-
ital equipment that would otherwise have been paid for by an inflow
of gold of the accumulation of balances abroad would be paid for
with the proceeds of the loan. Furthermore, foreign invostment by
a country with a favorable balance of payments will increase exports;
. production, and income at home, and bring about an increase in im-
ports of raw materials and consumption goods which will contribute
further to the balancing of its current international accounts. In
the long run, the maintenance of equilibrium in the balance of pay-
ments of the capital exporting country must depend on the adjustments
in reciprocal demand that grow out of the development of the productive
Fesources of the borrowing countries,
Where a loan is made in one country and expended in others, the
Uransdction could be disturbing to the foreign exchanges if the

) favorab) o balance on current account of the lending country were

1e8s than its new foreign investment., The draft proposal safeguards

b8gainst, syuch a development by providing that the Bank must ps o

consideration the effect of a loan on financial conditions




in the lending country and mugt obtain tha consont, of the cqw,m,

goncerned (IV-13). Furthermore » the Bank may net buy or sell

foreign exchange except with the approval of countries concerned

- (IV-15-c).

Countries not directly concerned as borrowers or lenders arc

also likely to benefit from a larger volume of international Gy

vestment. As explained in the answer to Question 17,, the level of

production and income in the borrowing and lending countries will

rise with more international investment., At the higher level of

production and income, their imports will also inérease. All other

countries not directly concerned as borrowers or lenders will be

affected by the increased demand for their export goods and will

consequently find their balances of payments on current account

more favorable than they would otherwise be,

Although the general effect of international investment is to
facilitate the maintenance of equilibrium in the balance of payments
- on current, account, ti&ere may be some instances in which this will
not be so, Where investment is undertaken with the aid and en-
 fouragement of the Bank, provision is made to offsct the resulting
adverse e¢ffects on the balances of payments of the member countries
Concerned,

If long-term crodits are extended by a member country with an
Wfavorap) o balance of payments, the loan may temporarily increase
t& disequilibrium in its position, Of course, the loan may result

“tly in an increase of an equal amount of exports and this Wi]_'l)




tend to 1imit the adverse effect on the balance of payments.
more, the Bank will repurchase for gold or foreign exchange a part
of the local currency speﬁt in the lending country (1V-14), With
the application of this provision, a country will find that its
palance of payments will not deteriorate as a result of loans made
through or by the Bank, Again, it should be emphasized that loans
cannot be made through or by the Bank without the consent of the
country concerned (IV-13).

The Bank's assistance may also be neseded to help maintain
equilibrium even when a lending country invests abroad no more than
its favorable balance on current account. Increased exports of
capital goods stimulated by long-term lending may increase the level
of production and income in the lending country, with a consequent
rise in imports of raw materials and consumers' goods. This indirect
effect on the balance of payments is the same whether or not the
Bank is a guarantor or participant in an international loan, However,
in the case of loans through the Bank, the expor-ting country will be
Protected against difficulties of this kind by the provision that the
Bank will repurchasz for gold or foreign exchance a part of the local
. GWrrency spent in the lending country.

Provision is also made to offset any tendency to increased dis-

. ®ilibriun in the balance of payment of the borrowing country which
A

| ™y temporarily arise as a result of loans through the Bank.

. Country importing capital for a developmental program may P

¥rade pogition impaired for a short period because ot sugadnted S

® induced by a rise in the national income or by the difersion




~ of labor to the new project which necessitates imports to compensate

 for decreased consumers' goods ouftput, A natien undertaking ex-

tensive capital improvements may also for a time divert capital and

labor from the export trades. Obviously, the pressure on the

balance of payments from such forces must be of a temporary char-
acter or there would not be a sound basis for extending foreign leans,

. The Bank in making loans agrees that "whenever the developmental

program will give rise to an increased need for foreign exchange for

purposes not directly related to that program yet resulting from it,

the Bank will provide an appropriate part of the locan in gold or de-

~ sired foreign exchanget (Iv-6-d).

Special consideration is given to the problem of servicing of

. loans made with the Bank's assistance so that it will not cause dis-

3 equilibrium in the borrower's balance of payments., Protection is

given through the requirement that loans must provide for a schedule

of repayment appropriate to the character of the project and the

. balance of payments prospects of the borrower (IV-1-e), To the

Bxtent that the debt service is geared to the 1ife and nature of

- the capita) project, repayment may be feasible out of the increased

Productivity and export surplus resulting from the loan, without

Straining the country's balance of payments. In the event of an
Exchange stringency the Bank may permit payment of interest and

b Principar 5, local currency for brief periods (IV-10-c). To protect

the Bank, the borrower must arrange for the repurchase of such
s

¥




tries by preventing drastic declines in the total volume of foreign

lending. There can be no doubt that the general effect of inter-

- national investment is to help maintain €quilibrium in the balance

of payments of debtor and creditor countries; but when the world

has become adjusted to a given level of international investment, a

large and sudden reduction in the volume of international invest-

ment can be extremely disturbing, The Bank can help to maintain

a greater degree of stab:_llty in the provision of capital for inter-

natmnal investment.




on 20

What provision is made to assure the Bank against 1oss fron

is made to prevent undu, hard-
od of exchange stringenc;?

The draft proposal provides that the nember countries must guar-
antee the Bank apainst loss on its holdings of local ecurrencies
{111-2). If a member country reduces tho value of iis currency in
germs of gold, it is required to compensate the Bank for the loss
by delivering an additional amount of local currency, so that the
gold value of the Bank's holdings of local currency after depreciatien
will be the same as before, A considerable portion of the Bank's
eapital, from 80 to 90 percent, will be paid in member currencies,
and the Bank will acquire additional amounts in the course of its :
Business. To enable it to fulfill its own obligations, the Bank must
Be protected against the loss which would result from a member's de-

eiating its currency with respect to gold, On the other hand,
€ase of the appreciation of a member's currency, the amount by
°h the value of the Bank's holdings of that currercy have in-

3%ed in terms of gold will be returned to the member country,

Although the Bank is not to be concerned directly with the ﬂn"

ance of exchange staEility, its operations are designed to avoid
bing established exchange rates, In order to guarantee, parti-
*e in, or make a loan in a specified currency, the Bank must
® the consent of the country concerned. This consent wbe
Mield 1f in the judgment of the member country the loan would




adverscly affect its foroign exchangs position (1v-13) Furthomn :
ange except with the cone

gant of the countries whose currencies are involved ( IV-15-¢c)
L -

 the Bank may not buy or sell foreign exeh

Direct loans by the Bank will be made in the member currencics

needed for obtaining the capital goods requircd, so that as a con-

sequence therae should be no great disturbance of the exchanges of

either the borrowing country or the capltal-supplying country, Pay-
ments of interest and principal must be made by the member country
in foreign exchange acceptabls to the Bank or in gold (IV-10-a,~b),

At the time the loan is made the Pank and the borrower may agree

to payments in the currency actually horrowed, In either case the
Bank is to be protected by the borrower against exchange depre-
ciation (IV-10-d).

While the Bank proposal contains ample safepuards against

losses from exchange depreciation, it will permit some flexibility
in periods of emergency. I* must be recognized that even with the
Iﬁternational Honet.ary Fund and the Bank in operation, some coun-
tries may have temporary exchange difficulties. In such cases, the
Bank is to be authorized to accept local currency in payment of
interest and principal, instead of the required gold or foreign ex—
Change, This privilege is to be extended by the Bank to a borrowing
tountry for short periods (IV-10-c). The borrower is to be allowed "::, '

8 period of several years in which to repurchase this local currency

-Iun,der an agreement that safeguards the value of the Bank's holdings.



As discussed more fully in the aﬁswer to Question 19;'£h;

. tion of borrowing and lending countries is safepuarded by the
ovision that where an indirect need for foreign exchange arises
s a result of loans made through or by the Bank, the Bank

will
provide part of the loan in gold or foreign exchange (Iv-8-d; 1V-1)).
gy providing exchange for needs arising indirectly from international
jnvestment, the Bank will prevent its cperations from disturbing
exchange rates 2s much as possible; and member countries will not
find their exchange position impaired as a result of the operations

of the Bank,




Will the rate of interest be uniform . e
participated in, or made by the Bank? . Lowns guaranteed,

Reply

The rate of interest on loans through the Bank wil) vary lrith
the conditions of the financial markets and the credit position of
the borrower, The basic consideration to be taken into account is
that the Bank will not guarantee, participate in, or make loans
where the borrower can obtain funds from other sources under
reasonable conditions (IV-1, 6), Quite obviously, some goveﬁments,
minicipalities, or business enterprises will be able to borroi in
international markets at reasonable rates without the Bank's
assistance,

Loans will be made through the Bank only when prospective bor-
rowers are not able to obtain funde on reasonable terms. Since the
Bank must be compensated for its risk as guarémtor and must also
€arn a fair return on its direct loans, the rate of interest to bor-
| ToWers of this type will be higher than that paid in the market by

borrowers who do not need the Bank's assistance. In general, the :
L Bank wil be concerned merely with making the loan pessible and not :
Mth equalizing interest rates. The extent of the Bank's guwté%_':

Vil be Just enough to make the securities marketable at _reasonable-

terns,

interest rates will depepd

In the case of Bank-guaranteed loans,




the willingness of the market to absorb the iscue, These
will be secured by the credit of the borrower and by the

odit of the Bank as guarantor, The extent of the Bank's

guarantee will vary with the conditions of the market and the

: j,oaitiﬂn of tht borrower, Some loans will be fully guaranteed as

to principal and intcrest, others will be only partially guaranteed,
The guarantec of the Dank will undoubtedly reduce the risk

on a2 loan but it cannot completely eliminate it, Even on securjl..
ties fully guaranteed by the Bank, investors will have to consider
the credit of the borrower and evaluate the security partly in

terms of the borrower's rcputation and financial position. On
ecurities guaranteed by the Bank only in part, the reputation and
position of the debtor will be even more important in determining
he attitude of investors. The effect of the Bank's guavantes,
therefore, will be to reducs the difference between rates of in-
terest paid by various foreign bc;rrowers although differentials will
Not be eliminated,

Borrowers on guaranteed 1oéns will pay the coupon interest rate
tD_ investors and will pay a guarantee fee to the Bank, As stated in
© answer to Question 7, this fee may be an annual charge, a fixed
WUnt in a single payment, or a combination of fixed -feé and anmual
rge, The annualf cost of a loan to the borrower will be the in-
o5t plus the guaraﬁme fee, This cost cannot well be less than

intorest rate which will be paid by borrowers who do mot need
 Bank's assistance,




G TR <N S g e % %

i

When the Bank participates in a lo

an, its position wiyy

_genarallY be the same as that of the other participating in-

terests. Its part of the issue will have the same coupen rate

~ and the same terms as the rest, The Bank's participation will

influence the interest rate only in so far as it makes possible
a larger loan than could otherwise be floated under the given

conditions. When the Bank guarantecs a loan and also participates

in it, the Bank will receive its guarantee fee based on the total
amount of the issue. The securities which it holds will be the
same as the securities sold to the public and will bear the same :

. interest rate,

There may be instances in which the Bank will particip;ate P
loan without guaranteeing the issue, Subsequently, to disposé of
its holdings, it may be necessary to guarantee the issue, The bonds
would then be on the market in two forms: guaranteed and ungnaran-
: teed, The guaranteed bonds taken from the Bank's portfolio could
. o doubt be sold at a premium under the assumed conditions, and in :
 this way the Bank could be reimburssd for i\ts risk. When the Bank
giarantoes and sells securities it holds, there need be no change
in the interest rate to the borrower, and no additional gu-ara?tae: ;
On lecans made directly by the Bank, the interest rate will be
Msted to the rates on loans which 1t guarante-as or in which it

Participates, Since the Bank is to lend only when the borr '




gannot sccure funds at reasonable rates » there would seem to ba
two types of loans which it might make dircctly,

The first type of direct loans would be to borrowers of good

credit standing who are not able just then %o obtain funds frem

private investors because of finaneial Stringency in world capital

markets during a dcpression period, Their inability to borrow is
purely temporary. The Bank can roaéonably expect to dispose of

such securities as soon as financial conditions improve, The Bank

might charge such borrowers intercst rates approximately equal to
the rates at which the borrowers could secure funds under fairly
normal conditions,

The second type of direct loans would be to borrowers who are
not able to obtain funds at rcasonable rates because of conditions
peculiar to them rather thar to the financial market. In this case
the Bank's interest rates would have to include its own interest
€ost plus risk premiums which would be roughly cquivalent to the
amounts which it would receive on guaranteed loans. Probably since
Yhese risks ape greater than those guaranteed by the Bank, the
#mmual cost to the borrower on such direct loans would be somewhat
Hgher than the total annual cost, interest and fee, on guaranteed

loans,

The question of the precise interest rate to be charged on W
Ven loan must be left to the discretion of the governing boar da

inancial
 Which might, influence rates, since the state of the fi _




ts and the credit position of the borrovmrﬁ will o rr o
! Vary frog

jime to tine. Morcover, 1oans will be made for different pur-
- poses and with different conditions., Each of these factors wi1y

. require evaluation in each specific case, Investing institutions
regularly take such factors into consideration, and the Bank's
board will have to make decisions of the same character, 7o a
1 degree, the Bank's policy will be determined by the ability of
: 'private investors to make loans and the terms which private in-
vestors expect.

The Bank's operations are intended to reduce risks to investors,
and this reduction of risks will be reflected in a larger volume
of lending and lower interest rates than would prevail in the ab-
sence of the Bank. The preference of investors will continue tc; be

. reflected in differences in interest rates for various foreign

L securities,




B

Will it be possible for the Bank to av

oid
ed chiefly on political considerations? . 1%’

The Bank is designed to be an international économic agency

30 facilitate productive international investment without regard

t0 political consiaerations, - In deciding on loan applications,

the Bank is not to be influenced by the political character of

the country requesting the credits, This provision is part of the

; general requirement that the Bank shall scrupulously avoid inter-

ference in the political affairs of member countries (IV-19),

The greatest assurance that the operations of the Bank will be
based exclusively on economic considerations is given in the pro;

; visions of the proposal, The Bank may guarantee, par’r;icipate in, or

Bake loans only for a specific project or program that has been in-

¥estizated by a competent committee and has been approved as one

that will increase the productivity of the borrowing country and

o the servicing of which the prospects are favorable {1V-1-c).
e investigating committee is to consist of experts selected from tth_
b technica) giqp f of the Bank and one expert Selected by the country
“Hﬂhng for the loan, With t,hese requirements, no loan can be

® %0 a country for other than purely economic purposes, and o
3rds which prospective borrowers must meet are those which pr0~

¥ the economtc intereste of the lender and borrowers



the character of the Bank's operations should giye "!'- (i

assurance that political considerations will nes affect the “- S

the Bank. The greater p

eisions of art of the Bank'a operations

yill be directed toward encouraging and facilitating international

Jending by private investors. While the Bank would generally be
prepared to guarantee or participate in loans approved by the tech..-'
nical committees, it would exert no pressure on private investors
. to undertake such loans. It is reasonable to assume that private
-. investment institutions weuld not give weight to political factors,
except as the stability of thg govermment of the borrowing country
affects the.risk element in all foreign loans, There is thus a
further check by private investors on all loans guaranfeed or par-
ticipated in by the Bank,.

The international character of the Bank is also a protection
against loans made for political purposes as previousfy discussed
in the answer to Question 15, The Bank itself can have no policy
outeide the purely financial sphere. ’.So far as concerns individual
member countries, they do undoubtedly have important internaticnal
:-'P°1itical interests, However, it would be quite difficult for any
-:;Mber country to utilize the Bank for the purpose of furthering
its political interests. Bach member country is repres@ted on the -
_‘ R nomber, and Ao, sisile- oountegt s Sl AN it (v-l}. o
Mthem“e the Board is expected to consult with the Advisory

' of
Comneiy on matters of general policy. The C,ounc:,l is to cOﬂBle:



g'outstandinf ability, whose primary concern Would.b‘ "Lth
¢ and financial rather than with political matters (v.g)
.‘Mi -
: It remains true that the possibility alvays exists that pru.

gure Will be exerted to induce the Bank to extend foreign credits

pocause they are politically necessary, So far as possible, the
draft proposal is designed to minimize such influences in inter-
Mt:.onal lending. We recognize, however, that no set of rules 1-111 .
of 1tself completely eliminate political considerations and that
proper limitation of the Bank's activities depends ultimately on
the character of the men responsible for its operations,
This does not imply that international loans for political
purposes have no justification., Obviously, there will be instances
when loans may properly be made to aid a friendly government. But
[ Bich Yoans should not be made with the aid or encouragement of the
Bank which is exclusively concerned with international investment
for productive purposes, nor should such loans be made with.funds _.
VP"’ﬁded by private investors, Where loans must be made for P°15-t"' =
_,1“1 Purposes, the funds should be provided by the interasted_
&verment, or governments, without requiring either the Rank or

T3¢ investors to assume the risks inherent in such loans,
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