February 3, 1950

Dear Matt:

Thank you for forwarding me the paper contain-
ing the three basic problems that must be resolved
by the International Rediscount Corporation if it
is to be successful.

I will take this up with Walter Sauer and see
if we can work something out.

With all good wishes,

Sincerely yours,

Wme. Mcc. ertin, Jr.

Mr. M. so Szymczak
Board of Governors
of the Federal
Reserve System
Washington, D. C.
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MEMBER OF THE BOARD

February 1, 1950.

Hon. William McC. Martin,
Assistant Secretary of the Treasury,
Washington 25, D. C.

Dear Bill:

Attached is a paper which points
up the three problems that the International
Rediscount Corporation must resolve.

This may afford a basls for dis-
cussion of the subject as and when you meet
with Clarence Palitz.

Kindest personal regards.

Cordially yours,

M. S. Szymczak.
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PROPGSED INTEREATIONAL REDISCOURT COEPORATION

The propozed corporation,ucting through affiliated companies
abroad, would finance the instalment sale o¢f .abor savingz aachimery in
foreign countries.

The plan contemplates a type of operation (recourse paper,
with suitable down psyments and loss reserves) that would ‘e considered
reasonsbly conservative for domestic operatioms =nd probably would be
satlisfactory for foreign operstions. Aslde from the zeneral cusstion
of vhether a suitabtle volume of profitable business ecould be developed,
three broad nquestions seem to ‘eserve speciel consideration: (1) The
problem of excheange eontrols, (2) the source of funds for the corpora-
tion, and (3) whether the proposed operation would help to ease the
"dollar shortaze® of foreizn countries,

1., The prebles of exchanse controls., - The problem of ex-

change restrietions is {undamental, The corporatics probably ecould not
hepe to operate ruecessfully without sclving it. One possibility would
be to obtain adeguste assurances from the foreign countries luvolved;
arother would be to obtain zome form of guarantee from an agency of

the United Etates Governsent, for example, a2 gusrantee such ss could
be given by the Export-Imgort Bank unier the proposed Point Four legis-
istion,

It seems unlizely that adequa2 essuraunces could be obtained
from & Toreign govermment by snyone other than a Government agency.
Therefore, as 2 practical matier, it would seem to be virtually a pre-
reculsite to have a guarantee of convertibility by some United States
Government agency sueh as the Export-Import Bank., Although the wmat'er
has not been carefully explored it is concelivable that it might be
possible to work out sone arrangement even under exlisting authority of
the Export-Import Bank,

2. Source of funis for the corporation, - Finance companies
in this country have established a favorable eredit standing and have

been able to borrow amcunts ecual to seversl times their net worth.
Long-term debt iz often equal ‘o 50 per cent tc 100 per eent of net
worth, Short-ters borrowing sometizes exceeds 300 per cent of net worth,

Some earlier memorsnda regarding the proposed corporation
seemed to contemplate long and short-term borrowings that would be high
ever for well established domestic operations. There may be 2z real Jues-
tion whether sucth borrowings eouid bve achieved through ordinary charmels
until the corperation had proved itself over a considerable peried of
tire. It is possible, of course, that the Expert-Ispert Bank might be
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willing to sup-ly funis with & smaller cushion of capital proteetion
than banks would ordinarily recuire,

3. ¥hether the oropossd cperation would hels to case

the "dollar shortage® of foreign countries, - The cuestion vhether

the operations of the gorperation vould help or hinder the rolution
of the "dollar shortage® would depend upon the type of eguipament
finaneced, If the eguipment were luxury ocds that did not raise
the sraductivity of foreigu countries the net result would ‘e to
wvorsen the ®dcllar shortage®., On the other bhand, if the -oods in-
areased the produetivity of the foreign sountries and this pro-
ductivity aither direetly or indireetly inereazed the ability of
the countries to saport, the finamcing plan might make s contri-
bution toward essing the "Jdoilar shortage®. Even in the latter
case, however, it would be nece:sary to maintaip s econtinuvous opera-
ticn and *to withdraw funde from ‘he forelgn countries only as per-
zitted by the laereased productivity, A szudden effort to withdrsw
large smounts froz z foreign country could cause Jifficulty even
if the underlyiang operation vere basically sound.
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