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To. Chairman Eccles Subject: Congressional guestions on the
From Walter R. Gardner J/f)(l// Inter-American Bank
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There is attached a set of comments on half a dozen questions
which might come up if Congressional hearings are held on the Inter-
American Bank plan. Senator Glass stated in his letter of April 22,
1942, to Under Secretary Welles that it was his intention to hold
such hearings at an early date.

Only a few copies of this question-answer sheet have been run

off, since I hope to receive suggestions for improvements from those
to whom it is being sent.
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1. What

itay 22, lod2

ANSWERS TO SOME QUISTICLS THAT MAY BE RAISED
AT CONGRESSIONAL HEARINGS OX THE INTER-AMERICAN 3474

could the Inter-American 3unk do that the Export-Import 3Sank is

not now doing?
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In his letter of April 22 to Under-Secretary Jelles, Senator
Glass stated that he had held action on the Inter-American Dani
Plan in abeyance because Jesse Jones had told him that 2c was
already meking all the loans to South American countriess that should
be made. This raises thc question of what réle the Intor-imerican
Bank might be expected to play that is not already fillod by the
Export-Import Bank, »

The Export-Import Banl: hes wide powers., It can do o gencral
banking business. It can rcceive deposits; purchasc, scll, and
negotiate notes, drafts, bills of exchange, and acceptances; accept
bills drawn upon it and issue letters of credit; borrow aud lend
money; and purchase and sell securities other than shares. It cannot
guarantee the aveilability and rates of exchange of 2 foreign curren-
¢y, nor can it guarantee loans; but otherwise its legal powers are
almost as broad as those plonned for the Inter~Amoricen 3ank,

The chief diffeorence between the two institutions will be in
their ownership and managoment. The Export-Import Banlk is on agency
of the U.S. Government. t extends credits to a series of countries,
each cne of which appears as o borrower meking the best case it can
for accommodation from the Urited States. The Inter-American Bank,
on the other hand, would be owned jointly by all the participating
Governments. Each participating Government would subscribe to its
capital and each would be represented on its Board of Directors,

A country desiring a loaxn would submit its case, not to tac sole
judgment of the United States, but tc the representatives cf a group
of American countriocs. This group would go into the rocord of the
prospective berrower and appreise the project from tho sbandpoint

of its probable effect upon the economy as a Whole and upon the
ability of the borrowing country to service and repay the lecan
through its international bolance of payments, The fact that the
prospective borrower had on other occasions acted in the rdle of
creditor and appraised the projects of other countries in the group
would be both educative and sobering, 4nd the fact that the loan
was being made and collected by American countries as a group should
establish o better relatinship betwecn lender and dorrowoer thon is
poseible when mony countrics cre dealing with the United Stotes as
the sole creditor.

Beceuse it is o joint onterprise, the participating Governments
will grant the Inter-~Americon Benk an oxtraordinary degrce cf im-
minity from their exchangc controls, All funds placed in a country
by the Bank may be freely withdrawn at the most favorab}e rate of
exchange being granted by the exchange guthorities of that country
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in any transaction. Hencs the Inter-American Bank will have a
freedem of movement among the exchange controls of Latin American
countries that the Export-Impcrt Bank lacks. If loans mature at a
period when the borrowing country is faced with an adverse balance
of payments the Inter-American Bank can take payment in local cur-
rency, or, what amounts to the same thing, can make local currency
deposits in the Central Bank ¢f the borrowing country equivalent
to the loan being repaid. These deposits can be withdrawr at the
privileged rate of exchange whenever the situation develops tc the
point at which smooth transfers through the balance of payments
become possible, Net ornly are such stabilizing operations feasi-
ble for the Intor-American Bank because of its privileged cxchango
position, but they should prove far more acceptable to the coun-
tries ccncerned by reason of the international character of the
Bank and the fact that these cruntries are themselves represented
on its Board.

Again, because of its international character the Inter-
American Bank may be able to attract Latin American capital and
put it to more comstructive use. Standard investment instruments
are in general lacking in the Central and South American countries.
Iocal capital tends to find its way into land or special situations,
It is possible that debentures of the Inter—~American Banl: may in
time become a popular investment instrument., The Bank may also
receive deposite from the public, though it cannot pay interest on
such deposits and it is, tacrefore, unlikely to offer mich compe-
tition in this sphere to thc commercial banks except on funds that
might otherwise gravitate to New York, Such local funds as the
Inter~American Bank acquires either through deposits or sale of
debentures it will be able %o reinvest in the country of origin
in accordance with a broadly conceived investment prosram, This
type of work within the Latin American countries, turaning their
own funds to productive usc at home, is something which the Export-
Import Bank could hardly nope to carry on,

In short, the Inter-Amcrican Bank, by reason of its inter-
national charactor more than because of the scope of its banking
and investment powers, cai carry out its program in ways which
arc deniod the Export-Import Bank., In doing so it will afferd
the U.S. directer and the U.S. officers of the Bani a nntable op-
portunity tc attain an understanding of Inter-American finarcial
problems and to influence the approach to these probvlers of the
leading financiers of Latin America.

In his testimony on May 5, 1941, before a subcommittee of
the Committee on Foreign Relations of the Senate to which the

_ Inter-American Bank Conveation had been referred, Mr, Clayten,

the Decputy Federal Loan Administrator, said "It would be my hope
that in time, so far as Latin America is concerned, or lot us
say any other American repunlics, the Inter-American Bank would
take over the functions of the Export-Import Bank, It will take
some time for the bank to do that.," Under questioning he re-
peated the substance of thals statement several times.
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There may, however, still be a field for Expori-Irport
Bank loans in Latin Amorica even when the Inter-Amcrican Benk
has reached maturity. The letter will hardly lend directly to
the public without Goverament or Central Bank guarantee. Aid
Centinued to American exporters and importers may still have to be given
usefulness by the Export-Import Bank, Cr there may be loans for deveclop-
of Export- mental purpcses in Latin America that this country will wish

Import to see made even though the chances of an adequate financizl
Bank return upon them are ton uncertain to warrant investment by

the Inter-American Banlk, which must prove itself a real bonking
instituticn, and not an instrument of subsidy, if it is tc com-
mand the confidence of the public. In any case the Export-
Import Bank will continue to occupy a world sphere of business
cutside the Latin American ccuntries.

2. Should Federal Reserve Bank acquisiticn of Intor-American Banlz ovligations
be limited to an amount equivalent tc the surplus of Foderal Roserve Banks?

Senator Glass has proposed that the Federal Reserve Ranks
should be permitted to lend to the Inter~American Bank no more
than their surplus as of December 31, 1941, The draft of the
enabling legislation as scnt to Congress by the President would
permit the Federal Reserve 3enks to purchase obligations of the
Inter-American Bank without limit subject to the consent of the
Board of Governors of tho Tederal Reserve System and to such
regulations as the Board moy establish., Waile the limitation
proposed by Senator Glass appears to be unnecessary in view of
the long experience of the Federal Reserve Banks and the super-
visory powers of the Board, it would make little differcnce in
the early years. As of the end of 1941 the Federal Reserve
Banks had an earned surplus of 157.5 million dollars and o sur-
plus under Section 13b of 26,8 million dollars, ZIven if surplus
under 13b were excluded, tlere would be room for considerably
more accommodation to the Intcr-American Banl than the Federal
Reoserve Banks will want to extend for scme time to come. If
later on it should appear advisable to expand the linits of
Federal Reserve accommodacion, an appropriate recormendation
could be made tc Congress in the light of what the Inter-American
Bank had by then accorplisied oend the further activitiocs that it

contemplated,

3e Should the Federal Reserve Bonlks oxtond eredit to the Intor-Americen Bank
only through notes with o mapurity not in oxcess of 4 m months?

Scnator Glass has also proposed that "no loan, advance or
extengion of credit shall be made by any Federal Reserve Bank
to the Inter-American Baalk except upon its time or demand nctes
having maturities cf not more than four months and which are
secured tc the satisfaction of the Federal Reserve 3anks',
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This is a more serious limitaticn than that confining the
aggregate credit extended tc an amount equivalent to the
surplus cf the Banks. Scveral quostions suggest thomselves.
Is tlhie term "notes" sufficiontly bread to cover the wicle
range cf credit cperations in which the Federal Roscrve
Banks might properly engnge with regard to the Inter—Ameri-
can Bank? light the requirement of security on every ojera-
tion prove onerous in some types of transaction or does the
parase "to the satisfaction of the Fedoral Rescrve 3aoni
provide sufficicnt floxibility in such cases? Finally,
thore is the question posed by the Y-months maturity. Latin
Americen banking busincss tends to longer-term arrangements
than arc characteristic in the United Statcs, Freight is
slower, The proportion of agricultural credit is higher,
For the Inter-American Bank to borrow for only 4 months or
less in connection with its Latin American business might
seem somewhat unrealistic.

In particular this might be the case where the issue
of debentures was involved, The debentures of tiae Banlk:
have been considered more as a form of intermediate or long-
term borrowing., The Federal Reserve System must have frcedom
to buy the Bank's debentures if action is to be talon through
the Open-Market Committcc, This is probably the most ef-
ficicnt form of action that the Federal Reseorve Systom can
take since all 12 Banlks rmst sharce pro rata and individual
boards of directors will nct have to pass upon the operation,

None of these difficulties appears tc be insuperatle,
The Inter-American 3Bank cculd accommodate itself to the Glass
amendment by issuing Y-months debentures fully secured end
selling ther to the Pedercl Reserve Banks with an under-
standing that the Fedoeral Reserve Banks would renew their
purchases over, say, 2 pericd of a year. It would probably -
be meore satisfactory, nowever, to permit Federal Reserve
credit to be extended to the Inter-American Bank in any
forn (not just secured nntes) for pericds ranging, acccrding
to the type of credit, uj: to a maxirun of cne year, Tith
this arrangement renewal agreements, while still permissible,
might seldorm be needed,

4. Should the proposed chartor of the Inter-American Bank bo altered to
prevent anendments to the By-laws of the Banlk from beconming offeective

until ratificd by our Consress?

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

Scnator Glass has proposed changing the chartor of the
Bank so that amondments made to the By-laws would be sithout
offoet until ratified by cur Congress, This hardly appears
feasible. It would reguire renegotiation of the Convention



with the eight other siznatories; and it would stirmlate
other countries to demand that amendrments should be sub ject
to ratification by tueir legislatures as well. Thereafter
inertia on the part of ony one of these bodies could hold
up rectification of the Bonk's By-laws indefinitely., The
whole move would be a scurce of rmuch embarrassuent to the
United States.

The essence of the proposal so far as this country is
concerned, however, could be achieved without any inter-
national negetiation., As the By-laws now stand they can be
amended only by a four~fifths vote of the Board of Directors,
If the United States acquires more 4han one-fifth of the
vote, no amendment to the 3y-laws can be made without the
consent of the U,S8, director, 8Since the U.S. director rep-
resénts this country, he may be appointed and controlled in
any way the Government deems best., Under the arrangement
embocdied in the tentative bill now before Congress the U.S.
director would be apoointed by a committee of four —— the
Secretaries of State and the Treasury, the Chairman of the
Brard of Governcrs of tihe Federal Reserve System, and the
Federal Loan Administrator (presumably the last-named will
now have to be changod to the Secretary of Commerce), The
director must keep this cormittee informed and is to serve
for two years subject to its pleasure. Congress, however,
may alter this proposed arrangement at will., If it wishes,
it may require the U.8, director to vote against any amend-
ment to the By-laws of the Bank unless he has the express
consent of Congress, or some Congressional committee, to a
vote in its favor., This wculd, in effect, make every pro-
posed amendment to the By-laws of the Bank subject to ap-
proval by ocur Congress.

fhile it is thus possible to achieve Senator Glass!s
end without international negotiation, there may be sore
question as to the advisability of tying the American
director down so closely. Conceivably a limitation of
this sort on the dircctor'!s responsibility might malke it
mere difficult to obtain an able man for the post; and the
requirement of a Congressional vote on every amondmoent to
the By~laws of the Banlk that was under consideration might
prove to be too rigid and time-consuming a procedure,

5« Should the power of the Inter-American Bank to issue debentures and
other obligcations be limited with relation to its capital and surplus?

A question of thls character was raised in the lay 1941
meeting of the Foreign Relations Committee, It seems to
focus attention on the wrong item. If liabilities are being
limited, it is less important to limit long-term obligations
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than it is to limit deposits that can be withdrawn wupon
demand., The limitation should, however, apply to wvulner—
able assets. Properly considered, capital and surplus of
the Bank should be a protection to all the Banlk!s creditors
against a shrinkage of assets, Cash and short-term assets
are far less subject to shrinkage than longer-term assets,
Hence it is these longer~term assets (rather than deben-
tures, which are irrelevant) that should be limited to some
multiple of capital and surplus. Such a limitation is con-
templated in section 3,G of the By-laws, which states:

"The Board of Directors, within a year after
its first meeting, shall by regulations prescrilbe
the reserves to be established and maintained
against demand deposits and other obligations of
the Bank and shnll prescribe a limitation on the
amount of intermediate and long-term assets in
relation to capital and surplus; and such regula-—
tions shall not be amended, modified, or revoked
except by a four-fifths majority vote of the Board."

A definite limitation of this character was not imposed
in advance in the By-laws because insufficient evidence was
at hand with regard to the probable nature of the Bank's
business to enablec 2 precise ratio to be named, It was con-
sidered that an appropriate limitation could better be deter-
mined by the Board of Directors itself after some experience
had been gained with the Bank's operations, Since the Bank
will have to depend largely on official funds until it has
demonstrated its strength, it seems certain that it will
draw little from the general public until after the first
year, by which time its reserve requirements and the 1imi-
tation on its longer—~term assets with reference to carital
and surplus will have been fixed.

6., Are the tax immunities granted to the Bank, and to thosc who derive

income from it, consistent with the effort toc get rid of tax exemptions

in this country?
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This question alsc appears to have been raised in the
May 1941 meeting of the Foreign Relations Commitiee, The
Treasury has answered it in the affirmative in a H5-page
memorandum, The memorandum emphasizes the Governmental and
international character of the Bank, points out the advantages
of protecting the Bank from taxation which might limit its
activities in the various countries, and states that it would
be irproper for this country to profit financially from the
fact that the Bank is required to have its head office here,
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The Convention pernits non-discriminatory taxation of
any citizen of the taxing country; and the Treasury
memorandun states that the exemptions given to aliens
are similar to those already in effect and that the
immnities granted directly to the Bank are similar to
those now being accorded Governmental institutions.

This is by no means a full summary of the Treasury
argument. It is suggested that the question, wikich is
highly technical, should be held for reference to the
Treasury if it is raised in Congressional hearings.





