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loans to Latin ireriea for the Industrizl Development of Latin America

1. latin fmerica presents a remarkable opportunity for economic
development, Only capital and technical skill are nseded to develop
the srea #o that 1t could provide for a much larger pepulation, for
a higher standard of living and a greatly expanded foreign trade,

Latin imerica has the full matursl resources of a continent still
wdeveloped, The industrial revolutien has but barely begun in large
sreas in Latin Amerdcs, It has a variety of climate, soil, harbors,
minerals, sluable foreet products and great agricultural possibilities,
2, If Latin America could obisin suffieient capital under favorable
terns and conditions and if that capital could be devoted exclusively
to productive development of the various countries, Latin imerica could
within a yeneration become a prosperous and friendly neighbor and a
grost market for American products, It is guite within the realm of
poesibility that if properly developed our economic relations with Latin
'merien eould become within a soneration as important as our sconomie
relations with the et of the world combined,
3¢ 7@ have now a surfeit of both the capital and technieal skill
that Latin ‘merica so badly neede, To raise latin ‘merica from ite
present status to that of a progressive, prosperous neighbor calls for
a hold prograr conceived and executed in a spirit sprropriste to the
possibilities and involving econcmie aid in amounte comwensurate with
the task and provided under conditions congonant with our Good Neighber
policy. Tach of the countriee to the south of us have, of course, their
special probleme and economic assistance to each of them will vary in
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form, smount, terme and conditions. Yet all of the Latin mericen
countries have in common the one handicap which we can remove to our
mutual advantage, i.e,, shortage of capital and technical skill,

4Le Yost inetances of our recent assistance to Latin American countries
are not the kind econtemplated in this memorandum. “mall loans used
indirectly to provide governwent funds for the purpose of helping
defaulted Lotin ®erican countries service their debis to foreign
investors or to influence local political alignments are ineffective
for the objectives herein envisaged. Nor are loans to facilitate
exports to those countries on the scale undertaken, Lowever desirable
oathurmmmtvaufmim. They touch only one small part of
the problem and on a scale absurdly small in proportion to the broad
task that could he perfomed,

Economic developments to lLetin America could be an important part
of a domestic recovery program. It presents te us ane ven more ime
portant part of our internstional pelitical program of peace, security
and encouragement of democracy. This 18 no time for a timorous or tra-
ditional approach to the task, lNow is the time to harmonize our economic
program with our new political program of a Good Neighbor pelicy. Here
ie the opportunity for the exercise of great economic statesmanship at
a point in history which may well prove decisive,

S. _hat can we do about it now?

(a) The progran should e placed under the superivision of a

Cabinet member who approaches the problem £rom & broad gauged

point of view, who would not be bound by the troditions of his

organization or hamstrung b deep-rooted heirarchy,
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(b) Create by legislation a government bank whose sole function
should be to assist in promoting the long-run economic develop-
ment of Latin America.

The bank should have a capital of $300 million in commen
stock, purchased entirely by the government, with the power to is=-
sue £700 million in tonds guaranteed by the govermnment =8 to
interest and principal, The bank would have the power to issue
an additional billion dellars in guaranteed bonde as the nesd arose,
The purchase of common stock te $300 million might come out of the
gold profit now in the Stabilization Tund or out of the £1,5 bil-
lion uniesued silver certificates, Thus it would not invelve an
inerease in the deficit,

The bank could make three types of loane,

(a) The most important type would be in the form of long-term
loane for productive purposes, The loans in general should be
devoted to deomestic rehabilitation progrems, including public
worke, creation of new industries and the moderniszation and ex-
pansion of existing industries, The program selecting the types
of industries to be encouraged could be worked out by a joint
plamning board, The loans should be made under the following terms
and e-nditiones

(1) Toans to be offered at low rates of interest, not rore

than 1 percent in excess of the cost of borrowing by the bank,

(2) The proceeds of the loan must be used exclusively for

the purpose of developing vublic works and industrial enter-
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prises of & kind which will add to the productivity of the
borrowing country in the not too distant future, The investe
monte should be such as would eventually provide foreign ex-
change %o repsy the loans and whichwuld be of a kind to ine
crease trade withthe United “tates.

(3) The borrowing country should be required to provide in
local currency & proportion of the amount invested by the bank,
(4) Control and equity ownership of the projects must resain
in the hands of the borrowing government or i%s nationals, al-
though the United "tates might retain the power of active tech-
nical participation to insure efficient expenditure of the funds,
At least 75 percent of the dollar loans made available rust be
expended in the United “tates and all imported goods or forein
services utilized in the construction of the project must be
purchased in the United Ctates,

(b) Zxtension of pold or silver leans for purposes of monetary ste-

bility. Mlmuﬁm&behminmtmd&eﬂdbptor

a2 short term and remewabls, The loan should be so safeguarded as %o

prevent ite use for purposes not contributing to the economic develop-

ment of the borrowing ‘omtry.

(e) The establishment of revolving credits for the finanecing of

'merican exports to Latin imerica,

Loans made under the conditione indicated sbove will not only make
substantial contributions to recovery now but will pave the path for
greater business during the coming decades. It will serve to insure
for the United o ates in the years to come a greater share of a greater
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There will likewise be much smaller losses in the loane than hae
been true in the pest, One of the important ressons why loane to Latin
‘mericen countriss have had such a bad record of default {s¢ that the
effective rates of interest have been exhorbitantly high, and the bulk
of the funde borrowed have not been employed for productive purposee or
w#hen so employed have been inefficiently used, The long run productivity
of fouth American industries wae not developed to provide the resources
to meet the servies charges, Economic enterprise in latin America as
developed ty private foreign capital in the past has been directed
toward exploiting those countries without adequate attention to their
funjamental -apacty and long-run interests., A low rate of interest
accompanied br eafeguasrds tha' the fund will be efficiently and wisely
used will provide a far greater degree of security that the 'cans will
be gladly and voluntarily repaid.

Purthermore, loans could be made under conditione which would ime
prove our trade relations and protect them againet further incursions
by countries pursuing practices inimical to our t rade. The proposed
loanshould be supplemented by measures desimmed to increase the shility
of lLatin Mmerican countries to meet their oblications that would dbe
involved in the asdoption of the asbove proposals, These messurss could

include gimulation of American tourist travel %o Latin America, through

grante of special rates on American vessels and by promotion of improved
travel routes and by careful surveys of Latin American products with a
view of promoting increased - ensumption in the nited States of Latin
‘merican products, ete,
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The sbove program ie not dollar diplomacys it is essentially difw.
ferent fror se-called dollar diplomacy in that the latter mesnt the
exploitation of & weak country by private American comrereial and ine
dustrial interests with the aid of the iserican Covernment, This
program would have sg ite base the development of industriazl entere
prisee in latin America that would be under the control and ownership
of the bhorrowing country or their natiocnale and that there is no part
of the progrem which envisapges any sction Yw the United States Coverne
ment or threat ef‘ euch action, esubtle or overt, which would inter‘ere
with the inherent sovereignty and rights of those countries. The pro-
gree ie completely in the spirit of Merw for the objeetive of the
wmutual adventage of the United States and Latin America.
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