June 10, 1948

Dear ¥ill:

Jur Dircetors and members of our staff bhave read with interecst
Br. Douglas H. Allen's letter of Eay 70 in which he sots forth certain
observations regarding the lending setivities 6f the Export~-Import Bank,

In general, I might say that the views expressed by ¥r., Allen
are entirely consistent with those which we hold, I believs that 1f we
wore in a porition to diseusz the detelle of each eredit with ¥r, Allen
he would ggroe that the violation of those prineiples have been lezs
freguent than he appears to conelude. Trom his owa oxperience during
the war, lr, &llen is anare, ez ke gtates, that many projecis were under-
taken on an inter-govermmental baris whiech otherewise =might not have boen
oonsidered. The msjor portion of the eredit sctended by this Bank in
Latin Americs, howover, bes beem utilized for the construetion of roads
tnd similer public works or the ersdit has besn axtended to United Slates
wenufecturers snd suppliere who have oblained arders for the sale of
United States equipment. As in moat parts of the world the railreads
sud many of the utilitles constructed In recent yoars are State rather
than privately owned and it is with these entities that the imerican sup-
pliers have sought to plses orders.

The applicestion for aszslstance to lthe Honelove Steel MIll in
Eexleco was presentsd to the Bank by the Aserican Folling ills Company
vhich obtained an equily position. The steck of the Brazilien Stesl Will
wus offered to the public with the result that about 128 is privatsly
bsld, The uajority of the stock in the Chileen Steel Hill L5 to be
privately owaed.

&8 you imow, the Bank has not extended coredits ip zny spureciable
amount in Latin Ameriecs since the war, This hes been dus partly to the
nscessity of considering firat the more urgent reconstruction sroblems
of Europe snd aleso to the poliey of referring applicatione wherever pos-
sible to the Internstionsl Bank. ¥e sre convinced of the poesidbiiities
of sound development of the resourcesz of latin America snd are convineed
aleo of the desiradility of encouraging private capital in this direetion.
7e are st times disapprointed, however, in the response ol those who seck
our essistanco in the name of "free enterprize” wshers the ssount of
equity investment which they vropese ie surprisingly insdequate in com-
perison with the svelstance which they dssire fresm government sources,
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Fe are not unsware of the risks ecomfronting privete investors in Latinm
America or of the physieal prodblems to bde overcome ir the realisstion
of any project. Come of the probloms sre, of course, politiecal and
cannvt be met solely by essistence from this Bank., In commection with
many projects we find that it is necessary in the first inetance to
grant ssolotance to the foreign government in order thet harbors, roads
aud other means of ingrevs and sgress may precede the develeopment sf
some rieh reseurces loested in an undeveloped arse.

Az ¥r, Allen odleerves, interactionzl leans ceannot bs repaid
uniese the dedtor nation earny the nessssary foraige exchbange. This,
of eourse, iz irus wvhethor the cbligetion is eontrzeted by the foreign
governsont or by priveate corporations engaged in dusiness sbroad. It
is for thig reesorn thet we sttonct to limit the extenzion of credits
to those projoots which will ereste direotly or indirectly the dellar
exelmnge reculrsd for thelr rewsyment, .

It 1a with the bsliel thet the obdjectives whieh ¥r, Allen ad-
vocates ¢un be pehieved thet we have approsohes Congress Tor additionel
iending suthority, We are convinsed, Rowever, that sspiztance wmay be
rendered by the Ben® only in thoss instences in =hioh private inlereste
are prepered ‘o make & substaniisl and not werely token escunlity invesiment,

Sincearely yourd,

fin, Mo, Hprtin, Jr.

Bonorable Willism L. Clayten
Depsrtment of Jtnte
Hashington, . C.

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





