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Dear Mr. Wallaces

1 shall Ye very pleased to come $o your conference
at the Ray-Adams House on Saturday, Moy 3rd. Thank
you for inviting me,

Sincerely yours,

Winfield W, Riefler

Henry A. Wnllace, Eeq,
Wardman Park Aotel
w&ﬂliﬂﬁ“m D, ¢,

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

-



Reproduced from the Unclassified / Declassified Holdings of the National Archives

Digitized for FRASER

HENRY AWALLACE
WARDMAN PARK HOTEL
WAasHINGTON, D.C.

April 9, 1941

Dear Mr. Riefler:

Sooner or later, the day will come when something
will have to be said about the concrete aims of our national
effort. This day mey not come for several years. On the
other hend it may come much earlier. It occurs to me that
it might be a good idea for a few of us to spend an evening
together having a private and off-the-record talk regarding
this matter.

I imagine you would agree with me that when aims are
finally stated they should:

(1) Reflect the responsible opinion of both
parties and the various regions of the
comntry.

(2) Result from prolonged consultation
rather than momentary judgment.

(3) Represent commitments which it seems
reasonable to suppose the United States
might be specifieally willing to under-
take and carry through over a period of
years.

I am writing to invite you and the others on the at-
tached list to meet me in Washington on Saturday, May 3, for
an informel conversation along these lines. We will meet at
5 o'clock at the Hey Adams House, have supper there and talk
for the rest of the evening.

Obviously, the purpose of this conversstion is not to
prepare a statement. The time has not come for that. The
value of our being together will comsist in the exchange of
views and the discovery of the direction in which our minds
are moving.

Sincerely yours,

Mr. Winfield W. Riefler N O ) afllacs

Institute for Advanced Study
Princeton, New Jersey

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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June 71, 91

Tonorable Yenry 2. YWallczoe
Wnrdnan Prri: Tobel
Washin~ton, D. €.
oy Yr, Ynllpoot
Trenlt reuw very raeh for your Inviiation to reconvene owr
croun on “oturdey, Joly IPthe I shell nlan to bo mresont.

Sinceroly,

YinTi214 ¥, Tieflar
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HENRY AWAILLACE
WARDMAN PARK HOTET.
WAasHINGTON, D.C.

June 20, 1941

Dear Mr. Riefler:

A number of the men who attended our dinner
on May 3 have suggested the desirsbility of a
further conversation, so I am writing to ask the
group to reconvene on Saturday, July 1Z.

In order to focus our talk, the enclosed
agenda has been prepared.

As before, we will meet at five o'clock
(Eastern Standard Time) in the same room at the
Hay—-Adams House.

Sincerely,

29 & w) alle ce

Mr, Winfield W, Riefler
Institute for Advanced Study
Princeton, New Jersey
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JULY 12

Assumptions:
1. That we are talking chiefly about the second of the three periods
mentioned on May 3~-namely the period of post war transition.

2. That the instrument of order during this transition period will bve

an American-British agreement.

1. Given these assumptions what should be the wartime relationship between
the United States and the British Commonwealth? Possible alternatives are:
a) Associated powers (as in 1917-19)
b) A defensive alliance
c) Step by step joint action accompanied by the creation of
Joint agencies to express common objectives, and to employ
their force to realize these objectives
(1) What are the principal objectives?
(2) "at agencies are required?
2. What steps might be taken now to organize an American-British trade
area including:
a) Removal of trade restrictions within the area
b) Agreement upon a common area financial policy
¢) Disposition of surplus raw materials
3. If the United States and the British Commonwealth undertake a post-
war program of joint action, what kind of permanent governmental procedures
are required to carry out such a program? What kind of American governmental
procedures? What kind of American-British governmental procedures?
4, What steps could the United States and the British Commonwealth take
now, at the peace settlement, and during the transition period after the war

to pave the way for a world-wide system of collective security?
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OFFICE OF THE VICE PRESIDENT

WASHINGTON

July 23, 1941

Mr. Winfield Riefler
Princeton University
Princeton, New Jersey

Dear Mr. Riefler:

The Vice President is going to New York on
Friday afternoon of this week, and he has a matter
which he is very anxious to talk over with you. He
wonders if it would be possible for you to ride with
him from Trenton to New York on the train.

He is leaving Washington at 2 P.M. on the
Pennsylvania Railroad, train No. 170, which stops
at Trenton, New Jersey at 4:49 P. M.,E. S. T.
Mr. Wallace will be in car No. 702, drawing room
A, If it is possible for you to make this trip with
the Vice President, will you please wire us confirmation,
so that he will know whether to expect you at Trenton.

Sincerely yours,

Personal Sec¥etary to
The Vice President



T
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 — wqg PRESIDENT'S OFRICE

‘ \., July 24, 1941
N ] ' ,.f\- v
Secratary ‘to \
Mr. Winfield Risfler

Here is a copy of the lstter sent to Mr.
Rieflser this morning. Just thought you might
like to have this for your information.

When you 883 him in New York Monday, you
might want to bring this up if, by chencs,
the original did not rsach him.

%e e’
Mayy Huss

Personal Sscretary to
The Vice Prasidsnt
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July 24, 1941

AIR MAIL
S8PECIAL DSLIVERY

Mr. Winfield Rlefler
Orleans, Nassashusstts

Dear ¥r. Blefler:

I sm writing you st the suggestion of
the Vice President. Hs has & matter which hs is
very anxious to discuss with you, snd sndsavored
to get in touch with you st Princeton yssterday
but found that you were avway from ths University
for s few days.

It is our understanding sow that you
will bo in Weshington on asxt Thursdiy. Sines
Mr. Wallaoe 1is leaving the city Wednesdey night,
and aince he would like very much to have this
discussion with you before he goes, he wonders
A7 4t will be poseidls for you to coms to Washing-
ton on Wedneadsy.,

Ws will De very glad to hear from you at
your sarliest convenisnce ss to whether you can
ooms at that time,

S8incersly yours,

Mary Ruse
Parsopal Hecretary to
The Vice Presidemt
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Octoder 2, 1941

Honorable Heary 4. Wallaoce
The Yice Prosident of the United States
Yashington, P, C.

My dear ¥r. Vice Presideant:

Englosed you will find a prelisinary draft of u vragras to
stisulste interastional {avestment i underdeveloped regiome. 1%
represents s further elaboration of the ideas adout which we talksd
last Susmer, [ am very anxisue to have your resctions.

The program provosed is novel Iim many respeets. It envisager
a complete reversal of the treands that have come incressingly to
dominate the international eeonomic scene siance 191k, How utterly
essential 1t is $o0 reverse these treade is sryabolised nowvhere sn striking-
ly as {2 the huge stocke of gold whiek this aouatry owns st the vresent
tine. To an important degree, this gold has come to us, not to go to
work, dut in search of safety.

In & very funiamental sense, the vrogram proposee to put this
2014 to work. It seeks to restors sseurity to investment adbrosd, pro-
vided, first, that 1% is genuine investment, i.e., sguitly investmeat
orepared to taks economic risks, and pravided, segondly, that it 1s
investaent that aecerts its sceial resnonsidilities.

The progrom ie designed, particularly, ta stimulate investaent in
the underdeveloped regions of the world. éhouo regions today are charac~
terized all too fregueatly dy over~novulation, and mre cursed with per-
siqtent under-employment, malautrition and poverty. Yet often they

arse rich in resources and lack msialy eatorprise and ianvestmeat te

rolve their prodlems. Thie program should create the gonditioms neces-
sagy $o permit our eaterprise and skill, and our huge lateat power te
iavest, to go to work in thess regloas.

. Perscaslly, I can conceive of no more eppropriate task ¢ which
to dedicnte ocur gold.

i VYory sincersly yours,

¥iafield ¥, Riofler

Federal Reserve Bank of St. Louis
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Octoder 4, 1941

M¥r. Milo Perkins, Executive Director
Roonomio Defenes Board
¥ashington, D. C,

Daar Mr. Perkinst

Enclossd you will find a nreliminary draft of a »ropogal to
st imulats internationsl investment, I am sending a seocond copy by
this same mail to the Vice Presidant.

I would mppr-ciate it very much if you could find time to
read the manuscript in detall and advise me of your reactionn. If
the manuscript is accentadle as 2 bhasle working document, subjeet
to subssquent modifcation and elaboration, I would like to have it
nimeograched im-ediatsly so that we will have conies %o subtmit to
the warious consultants,

I have not shown this draft %o anyone as yst. Yuring thie
naxt week I plan to hold extensive conferences on it with cert:in of
myouolleaguss here at the Institute for Advenoed Sepudy, inclunding certain
of the League of Natisns experts, and also with certain of ny ressarch
associnteg of the Mational 2ﬁr'ewm of Boonomic Bysearch, The program iy
gonaral terms is also ;o for disouuion on Saturday, Octobsr 1lth,
rmong the Economic nnd Finanoial Urouv at the “oumcil om Foreign Rela~
tions.

. Thesa are my specific plans to date. Do you want to arrangs for

Ry, ‘Qg’bum to coms., I would be plessed to have him at any time., Would

you mind if I invited Thomes Blalsdell of the Eational Resources Board

to dome up and go over the nrogram thie weak? FKe callsd me yesterday

on the basis, I belleve, of a conversation with you. I would rather

1ike to have him. ZFinally, 4o you want me to come down to Voshington

for jn disecussion with you or with the Vice President. %ednesday would de
: % from my point of view, if you da. '

Yery sincerely yours,

¥infield ¥V, Riefler
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Authority L s 54 |

A PROGRAM TO STIMULATE INTERNATIONAL INVESTMENT

Winfield W. Riefler
Princeton, ¥ew Jersey
October k%, 1941

CoNFipen TR L
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DECLASSIFIED
Authority £€ & 501

A Program to Stimalsate International Investment

Purpoge of the Program

It is the purnosa of this program to demonatrate, concretely, a meane by which
the democracies csn implement now the “eace £im, "Freedom from %Went." The nrogranm
nroposes, through the use of public gusranties, to esgtsblish a2 wmore just =2nd more
secure basis for the flow of international investment funds. It 1s designed

A, To sgtimlate the investment of an ndequnte wolume of equity
funde in cormorstions onerating across nztionsl boundsries;

B, To »nrovide nnrtieculerly for the economie development of under-
developed regions, e.z., the Ceribbean, the Donube Valley, China,
the Duteh East Indies, Lntin Americe;

C. To remove, on the one hand, the fear thnt native vorulations and
resources will be subject to exnloitstion in the intereste of
cavital investment, =nd, on the other hand, the roprehencion that
oroductive enternriges will be direriminnted agrinect or eonfilecnted,
once they have been successfully establisheds

The nrogram contemnlates = bold and imaginstive etroke of economic states-

manshin, From = nolitical point of view it accumes

L., The defest of the Axise:

B. A democrotie solution of the nnlitical probdlem of internrtionel
gecurity breced on & nucleusg of “ritish-Americsn understending;

C. *The sdoption of wmnliclies desismed to reverse the neccentusted trend
toward economic nationeliem that dominated much of the wre-war seene.

If the genersl lines of the mrogram sre accentable, ~tene should be inaugurated
immediately tovard its execution in order that it may be in full operation during
the neriod of nost-wsar roconstruction. The machanism promosed hae been designed to
nermit the utmost flexibdbility in meeting the etraing that may develov at that time,

It should be noted that thie wrogram does not cover all vhasee of reconetruction
investment nrodlems. A suomlementzry meworandum, devoted wnerticul-rly to -ubliely
financed lnvestment, including inter-governmental =dvances, is in course of nransra-
tion.
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DECLASSIFIED
Authority §©\0 50 |

The Program

It ie nronosed

£, That the governments of Ureat Britain and the United Statee
undertzke immedistely by joint action to establish an Inter-
n=tional Davelonment Authority; such Authority to be organized
and to bagin overatisns as soon as voseidle;

B, Thnt the Interns tional Develonment Authority be authorized
tn grant coarporate chartere tn internctional enternrises --
nrivate, oublic, or mixed -- that nronose ¢t~ engage in
genulinely nroductive economic activities;

0. That the ares nf invastment of enternrises sn incornorated be
limited to couniries that ragister thelr formel annroval of
thie nrogzrem and thelir desire to narticinazte in 1te benefits;

D, Trat the bhenefits of internstionsl incornoration be conferred

only on enternriees that meke sdenuste orovieion ton meet the

ancial obligatione of enlightened mensgement with resnect to
such matters re

(2) VYorking conditione

{(b) Sncisl incursnce

(¢) Foueing

(d) Semitation and other community
feeilities

-,

e) Porticination, where voscible, of
locel management snd canital.

E. That the Internntional Develorment fythnrity receive = share
nf 211 vrofite saceruing t» enternricse to which it hse ilecued
charters of incorvoration;
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DECLASSIFIED
Authority 610 501

3.

¥. That orovision be made that a further share of the nrofits
of internctionally incornorated enternrises acerue to the
governmente of the countries in which they operste;

6, That the local governments exercising Juriediction over
intern~tionally incorporated enternrises agree t{o refrain
from 211 direriminztion sgeinst the onerations of these
gorporations by taxation, by adminigtrative regulstion,
or otherwise;

H. That the Internstional Development Authority be suthorized,
subjeet to aporonriste limitations, to commit itself to ex-
change itz own debentures for the stock of sll internationally
ineorvorated enterprises at the option of the holder of such
stock;

1. That the ¥World Court have legal jurisdiction over a1l dis-
nmtes, sulte, etec., arising out of the operations of thie
program, both with resmeet to the sctivities of the Inter-
netional Development Authority and with respect to enter-
nrises towhich 1t has issued charters of incorporastion;

J. Thet the Authority take all steps in its power to prepare
for a quick expansion of activity ag goon ag n cesss$ion
of hostilities may vermit,
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DECLASSIFIED
Authority 6010 501

Discussion of Specifie 90%;11: of Program

The dissussion that follows 1s based on the assumption
that the genesral program suggestsd above is sufficlently at-
tractive to merit exploration. It covers epecific details
of the program, alternative metheds of approach to cersain
of the problems raised, and appropriate procedures required
to further its inauguration. In each seetion, specific no-
tation is made of the problems which require decision.

The left hand margin of each page is available for
notation and space is left below eadh query for answers.
The diseussion is organized according to the ountline

belew,
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Authority §610 501
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A, Finsncisl Inducements to Investment ¢
1. Through Commitments to Guarantee

?+ Through Tax Adjustment 13

B, Determinntion of Social Standards .

i "'}

C. FPosition of the %orld Court -

D, Problems of Yefinition

1. Entervrises Eligible for Internstional Incorporatinn

(1) Productive enternrise

(?) "Bconomically gound®

(3) Role of existing internrtional enterprises
(L) ‘%het constitutee an international enternrise?

%+ Profit-sharing
3e Local varticivation, discriminstion snd confiscation

E. Froblems of Organizatien

1. Organired by Whom?

¢ In what smount should funds be allocated tn the Authority:’h

3. Board of Directors - Composition

I, Board of Directors - Term of Office

%« Board of Directors - Personnel Requiremente
6. Legel Framework

¥, Problems of Overation
1. Esteblishment of the “dministrative Orgsniration
o

« Going-Concern Functions
« Povers of the International Develonment Authority

(VIS
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DECLASSIFIED
Authority 01050 \

Tinanelal Inducements to Investment

To succeed, this nrograsm must induoce investors, st a time when

21l economic horizons are obscure, to make nlans to expand ex-
ieting imdustries and to devslop new imdustries outside of our
borders. In narticular, the inducement must be strong enough to
encournse nev ventures in the less fully developed regions of

the world., It is imporsaat that these plzne be matured rapnidly
80 that active operations may be undertaken as soomn as the state
of hostilities vermits. The finencisl imducement offered im this
program consicts of a pasitive guaranty to the investor that, at
the worst, he will get his money baek. It 1s provosed thet this
guarenty tn!u the form of a commitment issued by the Intermationmal
Development » thority, in which the Authority uandertakes to exchange
its own dedentures for shures of internstionally incorporated em-
terprises 2t the option of the holder of those shares.

The exact nature of thie guaranty, the terme in which the com-
mitment to exchange is is-ued, will determine the success or fail-
ure of the nrogram. The Agthority muet lssus its coumitment ia
svecific form at the time it grants a charter of internstiomsl in-
corperation te enternriees nronosing to onerate adbroed., It must
mecify &t that time the face walue of the debentures which it
commits itself to exchsage for shares of the new eatervrise as well
as the maturity of such dedentures and the rate of interest they
will earry. Rxactly how should tho Agthority determine the desls
of exchange of these debentures! Should it be guided solely by the
amount of the original investment represented by e=ch shere, or
should it promise to teke into account the book walue of the stock
st the time the option is exsreised? Spould it disregerd or take
into account dividends that may have been pald on sueh stoek prior
to its prosontatioa for exchange! For how long should the commit-
seat ran’ In wvhat curreney should it de written! How should stock
1ssued at time of incorporation im exchaage for promotors' services
be treated? What treatment should de accorded to stock lesued by
the nev eorperrtion im exchange for concessions or for exieting
oanital facilities? . How would decision on those points de affected
by curremt taxstion prncticoc?

The answers to these questions vwill determine the equity of the
orogram as well as 4ts suceess in providiag imcentives to invest,
varticularly incentives rufficiently vewverful to motivate imvest-
ment under vrocqﬁt‘kblcuro conditions.
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Authority §010 50|

Suggestion - Commitment to Guarantee

Let decision on these details be guided, first, by the »rin-
ciple that the fimaneial incentive vrovided by thie program
ie 2an assuraace to the investor that he will, st ihe worst,
got hie money bdaek. It will provide no guarantse of profits,
nor even of a minimum rate of return eguivalent to that on
government bdomde. For income, the investor will have to look
to the sucocess of the venture in which he vnlaces his funde
and for whiceh he assumes the resnonsidbilities of man~gement.
Iet there de complete assurance, however, not on’y that the
investor will get his money back, but alee that he will

get it bask, with ocertain mimor exceptions to be noted later,
at hie own ontion, at a time choeen by him, end for his own
reasons -~ either decause he has snother use for his funde,
or becauce he no longer rogarde the venture as nromising.

In accordaace with this principle, let the International
Develeopment Authority, at the time it grants a charter of
inoorporation, ascertsin vhat proportion of the equity repre-
sants solely a nev investment of cash, or of liquid cash
esuivalent, what portion represents an exchange of ctoeck in
the new entercrise for existing values, such ae franchises,
nroductive squipment, resl facilities, etc., and what portion
represents payment for promoters' services. Let the charter
of incorporation distinguish elearly between these threes cate-
gories of stock and let thie distinction de carried to the
stock iteelf. ZThis can be effected by the issuance of dif-
ferent kinds of etock, e.g., preferred and common, or by
different classee of the same stock, e.g., Class A, Clags B,
Claes €, all three clasees being identical ian their provisions
other than those relating to the commitments which the Inter-
national Uevelonment Authority wmay issus. V¥ith resnect to
stock issusd for new cash, ths Authority would know and reauire
to be nrinted om each stnck certificate of ownership, the nro-
rata value of the czsh investment reprecented by that share

of stoek. To this stock it would attach a commitment giving
t:e owner the right to exchanss the stock at hie aptlon for
debentures of the Anthority. *he interest ond maturity date
to be carried by such dedentures would be written into tho
commitment, the rate of interest bdelng governed dy current
snrket rates of inter=st, and the maturity deing estadlished
by the Authority t~ conform to ite own eper=ting recuirements,
1.0., it should avold the poesibility that its debentures will
mature in teo lerge amounts in any one year,
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2.

The commitment would provide that ths »rincipal, or face
valus, of the debentures would wary sccording te the time
when ths oniion was exercised. It would e determined dy
subtreocting from the figure shown on the stock os the amount
of aash investment which it renresented at the time of imcor-
norstion, 2ll c¢ash disdursements, in the form of dividends or
othervise, nald on such etock prier to the exercise of the
ontion. In other words, the guaranty of the Autherity would
be for a sam equsl to original investment lose dividends naid.
Noa~cash dividends or disbursements would de forhidden exoent
with the consent of the Authority. Ia granting such consent,
the Authority would determine ths cash walue to bde imputed

to such dividends om the exerelse of the gurranty.

The eommitment to exchangs stnck for debentures of the Authority
vould sot start uatil one year had olapnsed from the time vhen
the commitment was issued. In the case of muccessful snter-
nrises, the commitment would be ended whenever dividends and
other onsh disburesments on the stock had equalled the originmal
eash investment. Ia the case of unsuccessful enternrises ia
whieh dividenés 412 not ecual original inveetment, tho commit-
ment would terminste mt the end of twenty years. “ny stock

not exchanged by that time for debentures of the 4uthority
would lose the right to exchange.

Let atoek representing solely spemssrs’ or »romotors' eguity
carry ao guaranty. In ventures ef the type here envisaged, the
nromotional sativity of snonsors is frequently remunerated by
the assignment of a pertion of the eanity stock of the new
snterorise. ¥:lle thie vpractice any be a source of sbuse, it
may also be entirely Jjustified. It may constitute, in fact,
aa excellent device for the sharing of fature profits bdedveen
thaose, on the one hand, who have the vision, imeaginstion, and
managerial 2bdility to develov asw ventures, and those, on the
other, wko are csaesive exgent for the provision af inveztmeat
fundsg. The Aytherity will, of course, scrutinise and pass on
such issues of stock before it srsnts a charter of incorpora-
tion, “hen it pernite suek rissues, , it should insist thag
they bo differentinted from igsues for cash, and that thcy
carry no gusranty commitment.
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9.

A esnre intermediste detwean there two will arise in the case

of stock {ssued in erchange for axleting real vsluee. Yeow
enternrises apnlying for internrtional incorpeoration, prodadly,

will represent 100 per cent new cash imvartment. Usually, they
will plan to acquire existing facilities of some sort needed ina

the furthar develorment of the buziness. Irequently, paymeat for
these acqulieitions will take the form, im whole or im part, of
axchange af stock in the new enterorise for the freilities secquired,
This device may, in fact, Be one of the ways in which the new inter-
n:tionally incorporated ventures carry out the requiremsat of the
arogram that local mancgement and local canitcl, vhenever possible,
be mssocinted with these newv ventures. 3he value to be »laced on
sueh acquisitions, howaver, pressnts certain oredlems. %ince they
are ususlly smecial onurvose facllities, their liculdation value as
aseortained under dankruntey nroceedings would de very low., As
going concerns, on ths other hand, their wlue for the nev enterprige
mry bde very high. Clesrly this higher wvalue might mronerly be the
beaie for the exchange of the faellitise for the ctoek of the new
sntervriee.

hould stock received in erxchange for existing resl valuss de
eligzidle for guaranty by the ~uthority? Clearly many cness will
arize in whieh the “uthority will decide sgainrt any guersaty for
atock f2lling within this category, on the grounds that the wole
purpose ef the gurranty is to induce new investment. There may
well he caees, hovever, whare the Authority will wish to extend its
goeranty, caces, for erxesmple, where the existing renal werlues sre
1dle ~nd will not bHe risked inm vroductive use unlese some guaranty
1e fortheoming. In such cases, should the Authority is=ae a comit-
ment to avechange dsdentures at the originsl book value at which
these Tacilities are aguulred by the new corvoratinn, or should the
ocosritment be for a lesser amnunt nearer to the liguldation value
of these facllities?
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10.

These questione will have to be dseided by the Authority

gase by caess. In general, hovever, it can bo sald that
conmitments issued in cases of this kind shonld be for
something less than Boek walne. YThis would be necessary

to avoid one possibility of abuse of the guarsnties lssued

By tke Auihority, namely, that they would be uneed to provide an
indireet cash market at high levels for existing fnellities.
8ince owners of these fagilities would be able at the end of

a yorr to exchange their stock for market~ble dsdentures of
the International Pevelopment “uthority, the commitment walus
plaesd on thess faellities cannot be eo bigh as to furaish the
eguivalent of a feveradle cmsh market. To aveid such vroblems,
let the Authority place an originml guaranty value oa stoek

of Shis character thet 1s sufficliently Delovw its var value to
vrevent abuse. Ia all ether respects, 1ot such stock be
treated in exnctly the same manner as stock representing eash
investment. “‘or example, the actusl faee valus of debentures
whish the Autharity e->miited itself to issue ia exchangs for
such stoek would be determimed dy subdtrnoting from Li%s original
guaraaty valus all dividende and cash diebursements which 4%
had received vrier $o i{ts nresontation for excheange for deden-
tares.
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Sugzestion -~ Taxation

Tha treatment eutlined above will remwnire some modification
in taxation rolicies with resvect to disbursements on sharss
of internationally incorporated enternrises. Agcording to
vresent nractics ia the United Sgates, dividends on shares
in a1l corvorste sntercrises are treated as income, sudject
to the ingome tax, Undery the nev graduaied rates now in of-
feot, anch tzxation sbdsords a very cenneideradle portion of
dividends excevt in the caso of taxpaysrs falling in the
very lev taxable income dreckets. In the caso of imterna-
tionally incorporated enternrises, comsequently, ths value
of the comanitments issued by the “uthority would be aullified
to tho extent that taxes were leviod nn dividends received
while the commitmsent remained outstanding.

Tn mest thie difficulty, leot the income tax dase be modified

to provide that dividends paid on shares vith respect to whioh
commitasnts of the Internationa) Usvelovment Authority are
sutetanding, des consldercd canital renayments sn leang ae such
commitments sre in effect. %his wmld mesn ia practice thst
disbursenents on that portion of the stock of intermstionally
incorporated enternrises that representesd reel invesiment

would be free from taxation until soch disbursements equalled
tre original investnent. *his orocedurs should mot imvolve
serions adaiaistrative difficulties. %he sharee of internsa~
tionally incornorated enterprises would be dietinguished inte
classes in nccordance with the value and nature of “‘he eommit-
nent which the Authority hsd iseued with respect to each.
Sharee rspresenting vromotors’ eguity would not be affected

snd dividends on such shares would de fully subject to incoms
taxation as at wresent. Classes of ehares on which cemmitments
had desn issued Dy the Agthority, om the othsr hand, wsuld have
printed on thelir face the original smeunt of that eommitment.
The cash disbursements made om such shares would, of course,

be a natter of vudliec record. ‘he current value of the commit-
mont, therefore, wonld be readily arcertainable as the positive
difference detween these tws sums. On this dasis, the narkete-
bility of ths shares would be pres~rved, since any notential
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buyer would know eyactly the current velue »f the commitment
thet ettached to the stock and the status of dividendr from
sugh stock for tax nurnoses. Once dividends on such stngk
enunlled the original cash actually inverted in such new
enternrises, or, in the case of ahmres issued in exchanse
for exieting fecilities, ecunlled the gunranty vslus placed
on such shares dy the ‘uthority, further &ividend disdbursge-
mente would be subject to full taxation as nt nreseat. Zhig
rodification would nprexerve the vealue of the Authority's com-
niteent, namely, that it guaranteed to the investor the full
yatura of his original investzent at a zerc rete af interesst.
It would,aleo,rrodadly constitute an inducement tn investors
to undertake investment in enterprises chartered by the
Authority

Shouid this modificetion be adonted, 1t would necessitate =
corresponding modificrtion in the canital gains tax in this
eruntry. 4t present the canitz] ghdne tex 1e levied om the
excess, Lif any, of the amount for which stock ie «0ld as oom-
pared with the smount for which it was purchreed. Intervening
dividend disdursements sre not ¢~ neider2d., %o prevent the
modifications suggested adove from leading to tax swvmsion, 1%
would bDe neeessery, in the case of shares with resnect to
vhich eommitments of the “uthority were outstanding, to »re-
vide that on sale of such stock the cauital geins tax be levied
on & basis that takes ascount of the full amount dy whish its

selling price exceeds the guaranty comnitment of the Authority
om the date ef sale,
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13.

Comment

This novel procedurs has been worked out to meed the-specifie
problem posed by the mature of ths guaranties proposed in this
progrem. It is a0t out of lime, howsver, with Becic economie
principles. ¥rom a theoretical point of view, economists hrve
long recognized that esuity iavestments loee nll stated cesh
value as soon as they are mades. Once eash is iavested in
fixed nlant and eguipment, ite value reprrsents z caonitalization
of the value of the s=crvices whieh that fixed canital is ex-
pected to produce. ¥he investor, ia sther words, exchanges a
gurrent cash valus for a-series of exvected future cesh re-
turns. These may take the form either of dividends or of

cash recgeived om sale of the equity. Caeh receivts 5a either
or both of these accounts, moreover, msy be negligidble. Given
these baciec conditione, it might perhepe Be wizer for investors
to oonsider their first dividends not as income dut as remay-
ments of the nrincipal vhich they had ventured. They would
then treat 28 income only thoee receipts which accrued to

tiam after gh.ir ecash returns had ecualled their original ia-
vestaent. VYoneidered from this point of view, such imcome
receipts might, of course, include cash r2ceived on the sale
of their investments.
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1k,

Query

(a) What detmiled sdjustments would have to be made im the
Amsricaa tax laws to carry out this suggested procedure?

(b) What adjustments would have to be made ir the British
tax laws to accomplish a result comparable to that sug-
gosted for the United States?

(¢) In what curreney should dedentures be issusd? A striet
construction of the guilding principle, namely, that the
investor should be assured that he would get his investment
bask and nothing more, would require that the debentures
of the Authority issued in exchange for stoek ba in the same
eurrency as the cash investment originally represented by
such stock. Iavestors, of oourse, would prefer that the
dedbentures be igsusd in the strongest curremcy -— ui presant,
dollare. In these days of fluctuating exchanges and dlocked
currencies, the issuance of debsnturss in dollars, wvhere
desired, would provide a powerful inducement for foreign
owners of foreign facilities to seek American capital to
expend their enterprises. Yould it or would it not be wise
to give the Authority discretion to depart in this instance
froa a strict construction of the primeary guiding vrimeiple

advanced above and permit commitments to be issued in dollars,

on occasion, vithout regard to the currency of original in-
vestment?
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15.

Determinatinng of 3Jocial Standards with Respeet te

(s) Verking Conditions
{») Social Insurance

(o) Housing
(4) Sanitation and other commanity
facilities.

One of the worst indictments of large soale industiry is thag,
due to the saparation of mansgem~nt and ownership, thre managers
of large snterprises amay seek to maximize profits at ths ox-
vense of decent wages and working conditions for their emmloyees.
The implications of this indictwmeat hnve espeeial significance
ia connection with & program such as the one which ia here pro-
posed, for this nrogram vlans definitely to etimulmte the in-
veetment of Awericen funde ia underdeveloned nreas, nmeay of
vhich are remote ge rhirslly from this country. It nlans

tr make British and “merioan skill and mancgement techaicues
aveilable for the development of the resources af thess araas
and thus sontrihute to» r eolution of thelr preesing economis
vroblems. TYThewe akille and tectniouesn, hoever, would bhe
definitely agrocinted with the mansagement of thrse entervrises,
while their ownershin would insviiadly, in 2 grest numdber of
causes, Do vested in residents of this country or »f Great
Britain. Taking into account the nrimitive conditions that
oxiat in many regions where inwvewtment will take nlace, there
would ordinarily be a distinct danger that some of the entere
prises stimiated by a orogram such nn is here vronssed would
becoms identified with all of the abuses of “absentee owner-
fip." 1t is tn preclude thie.-oesibility that the nrogres
etivulates, 2¢ 2 gondition prersaulsite to international in-
corporetion by the International LDevelonment huthority, as-
surance that such enrmorstions are sware of thelr eocisl
responeidilities and will conform to wodern standards of
enlightened man gement with respect to working conditions

- (4ndldding remuneration), the sscinl imsurasces, houring,

sanitation, and other community facilities. That these
stand»rde can be met hoe bdeen amnly demonstrated in the nset
and s deing demonetyated nov im the foreign operations of
a very great number of existing large scale enterorises.
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16.

How osn $his vrerequioits be effectusted? Are thers standarde
with respect to these social aspects of investuest thad esn
e stated in literal form, eabdodisd aw it weyre {n an enferca~
shle contract? Are they universally apnlicable or must thay
be imdividually adspted to eash gcommunity? How can they ds
suforged? These are nerplexing ausstions which requlre sx-
teneive discussion in the couree of preparatiosn of this
program.
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17.

Suggestion

Let one of the Dyrestors of the Authority be definitely
chosen from the group,that has deen as:ociated with the
International Labour Office, for thie office has devoted
more attention to a study of these problems than any other,
Such an appointment would introduce into the inner mechanism
of the Authority a desp concern for and an intimate familiar-
ity with the whole ares of industrial standards.

Let the Draft Conventions prepared by the Internmatiomnal Labour
Office be aralysed from the point of view of the prodlems here
posed., They represent the fruits of years of conference and
study devoted specifically to the problem of iatroducing and
snforcing higher industrial standsrde with respect to social
conditions on an intermstionsl bdasic. Mony of these Conven-
tions mey not bde directly applicable to the problems at hand,
since they were prepared with a different purpose in mind,
i.0., they were prepared primarily for the purpose of level-
ling up social standards im the mere advanced industrial
countries. Even though these Conventions may de subject

to this oriticiem, 1t should be possible to adapt them to

the requirements of this program.

Tinally, let the Authority maintain current contact with
enlightened mansgements that are facing successfully the pro-
blems of meeting decent working standards, especially those

ements that are operating under primitive conditions.
The Authority will be able to ssédure a detailed understand-
ing of the problems involved and the tedhnigues that have
proved most successful in their solution.

In developing standards, it is essential that the Autherity
avoid the danger that they become a concealed form of economic
nationalism. That is, they should not be drswn up nor should
they de administered in such a way as to preveat new investment
in new areas and thus protect the vested interests of the

more fortunate indusirialized regioms.
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18.

Query

Spe there other souress of sxvarisnce on the probles of
Sndastrial standarde that san de tawped Wy the Authorisy?
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19.

C. Pesition of the ¥World Court

It is an underlying conception of this program that corpora-
tions engaged orimarily ia international econemic activities
will function moere effectively for the genersl welfare if

they derive their corporate powsrs from an interaational

body and ars subject to the jurisdiction of an imtermstional
court. It is delieved that in this way the operations ef
large-eeale international industry can be sudjected to govera-
wental restrainte without taint of interventioa, imperialiem,
and economie nationalism that has declouded this relationship
kitherto.

In the absence of international political institutions, and
particularly, ef a syetem of intormatiomal courts to which to
appeal, large-scale international economic activities are
bound to be surrounded with suspicion and friction. Foreim
officers of state, particularly of powverful states, have
froquently adepted the policy of pushing the interests of
their natioms without regard to the interests of other
parties. ¥hen they have, oa the ether hand, at times adopted
a poelicy of hands off, there have besa nuzerous instances
vhen the interests of their nationals have been unjustly die-
regarded. There have been cases where intermational corpora~
tions have meddled im local politics in foreign countries
and thea called on their governments for help when parties they
had been opposing gained comtrel., There have bBesn other in-
ptances wvhen intermstional eorporations, because they falled
to secure effective representation oa their behalf from their
own governmeat, have sought to preserve themselves from dis-
crimination by emdarking into local political activities. These
varicus souress of frictioa and trouble reflect mainly one
great lack, i.s., the adsence of any internstional source of
corporate authority and the correlative absence of a system
of international courts. Without internaticnal gourts of
appeal to exercise judicial review of the thousands of situa-
tions when internmational economic activities clash, there
cannot help but be friction and trouble.

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

DECLASSIFIED
Authority §©10 50|

20.

It is contemplated im this program that the ¥orld Court will
perform this essential fumction. It would be the court of
Jurisdiction over such cases, for example, as disputes over

the powere assumed by the Authority invoking a review of the
legal acts under which the Authority wae established; disputes
concerning the activities of corvorations incorporated by the
Authority to determine whether they had or had not exceeded

the limits of their corporate powers; disputes concerning the
aceounting practices adopted by corperations holding interna-
tional charters, in determing net income arnd thus the share

of their profits that accrusd to the 4uthority and to the
governments of the states im which they operated; disputes

with respect to the value of property held by corporations and
the amount of compensation due thereon when suck property was
taken over by public authorities under their powers of eminent
domain, and finelly, disputee with respect to the interpretation
of discrimination, determining whether or not a given a2dpinie-
trative act of a lecal government constituted an sct of dia-
erimination with respect to an internstionally ineorporated
enterprise., It should be reslized that these prodlems of die-
erimination will doudbtlese he the most difficult for the Court
to decide, They will come nearer to involving national prestige
than s2ny other questions, and will seem to approach more closely
to an infringement of local sovereignty. It is hoved that the
benefits of the vhole progrem undertaken by the Authority will
be sufficlent to induce states to make thies concession,
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Query

Iy the ¥orld Gowrt mov canable of ansuming the important
fanctions sugpested in shis program? 1f met$, hov should
1% d» reorgaaived?
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2e. .

P. Provlems of Dafinitien

1. Bnterprises Bligidle for Internationnl Iancorvoratiom

This vrogram is directed speeifically tovard stimulating
s flow of investmsnt out of creditor countrise into under-
developed regions. A nev corporation organized by Americea
capitsl to davelop the steel ipdustry in Srazil wouwld
constitute a verfeet exmenle of the types of enterprise

in terms of which the program has been conoeived. In se-~
tusl eperation, however, 2 great preportion of the appli-
eations will f2il to eonfora so elosely $o the tyve of
investment visualised. It is esssntial to exvlore these
poseible varistione in advance ia order to state with
greater sxactitule vhst may or may not constituts an
eligible spplication.

{1} Productive Enternriem

Oae range of vrodleme will center around the
definitien of the phrase "productive enterprise,*
sinces to be eligidle for intemational incoryors-
tiom,-pplicants must nropose $o eagsge ia “productive
enterprise.” Just what ie nesat dy "profuctive
sntezrprisel”
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e3,

Suggestion

Productive enterprise olesrly envissges an operation in which,
12 1t is succeesful, receipts vill more than cover costs of
ooeration. It also savisagee an operatica ia which the ia-
vestuent of capital is a major rather than aa iacidental
elament and in which suceess if dependent to s comsideradle
oxtent on gualities of management. BSuch enterprises would or-
Qimarily VYo privately vwanéd, Wut there is ne reascu to proveat
Sheir being medlicly awe(,ar enjoying a nixed owasrship.
RBaterprisee that propoes o engage ia extractive operstions,
in large eseale agricultural and rav meterial vroduction, in
proeessing, or ix manufscture, clearly fall withia the escope
of the operation here eavissged. Investment trusts holding
aspets in the form of foresiga sesurities clearly fall outside.
Ia batween these extremss there are a waristy of cases re-
quirisg consideration, such as

(a) Nerchandising enterprises ia wholesale sad retail
trade, '

(b) Hadio chsins, mevie chains, 1ocal sdvertising ageneles;
(@) Insurance eompanies, benks, and fimange caompeaies:

(d) Transportation enterprises, railrosds, bns and truck
somspnics, avietion lines, and water shivping services;

(e) Self-liguidating vudlic worke, dock and harder facili-
ties, tell bridges.
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Query

Bhonld an attesnt ba made to write specific requirements
sovering Sypes of sligible sperations in the lsgal charter
of the Authority, er should these problems de left to the
edninletrative disoretion of the Authority itself?
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(2) "Reonomically Sound.*

Other difficult preodlems of dofinition will center around
the phrase "moouncmically sound.® Vhat sort of opsrationms
abould be dnfined as "sound!*

Suggestion

The phrase *econcmiocally souad" should net de defised narrowly
in the sonse of n "sure” veaturs. It is the purpose of this
progrem %o sncoursge imvesters to take risks. The progres
would be dsfaated if sharters of incorporation were limited

to ventures wvhose suscessful opsrationm sould de takea for
graated. The phrase should be dofined, on the ether hand, o
as to exclude "wild cat” venturee, $e say nothing of dowmright
fragds. There should de a fair chance of suscess tested from
ths point ef viev of profitadle operations. The suecessful
outeoms of the veature aust also promine te b good on

balanes for tiw country in vhich the investment is located and
aleo for the world in generel. It sheuld promise greater em-
vleyment, or more abundant goode and sarviees to its looality.
It should netd 400 greatly disrapt or drisg ehaos into the world
markets (ae would happen) fer axample, in the camxe of further
investzent in sugar or coffee plantatiens.)

"Reonomically sound,® as uesd in thie progran, should alse be
dofined from the point of visw of the econcmis needs and the
balance of payments of the eountry im which tho investment
takee place. 4 venture which had the sffest of caunsing an
outflov of oxghemge would bs "seonomically sound® ia the came
of the United Syates, dut "wnsound® im the ense of Brasil. The
Autherity should always aporaise the effect ¢f proponed veatures
upon the balance of paymeats sad the position of the oxchanges,
giving preforenes im each ares to enterprises which tended te
restore Balance to these positions.
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ab.

(3) Reole of existing intermatiomal enterprises

Iz many oases spnlicaate for latersationsl incorperstion
uader the program will mot somatituse violly "aev” en-
terprises. Part of a venturg sprlying for iansorperation
mey be new in the semse $hat the investaent of new eapital
is involved, bat part of 4% msy be sld in the seaes that
the venture includes the soquisition of certain exieting
freilition and may take the form of & serger of these
facilities into tha nev corporatiom. A shary line dis-
Singuishing bDetwesn asw capital snd existing iavestaent
is elearly required with respect to commitments vhich
the Authority may make with resgpoct to its guaranties.
This predlem Ras alresiy beon diecussed earlier in thie
memorandum. The question at Lssus here 1s vhether there
noed Do #> sharp & line with regpect to the grantiag of
an iaterastional eharter of incorveratioa.

Sush a chartey imposes on corporatioms definite responsi-
Pilities with respeet to tholir social polieiss, but it aleo
sonfers privileges by removing jurisdiction over certain of
their preblems from a loocel suthority to that of the Inter-
national Development Authority and to the ®orld Ceupt. It
night even eome about, should the program preve exoentienslly
susoesefual 4a 1i%s legal aspects, that many of the large ex-
isting interaatienal sorporations would sventually amply to
the Authority fer charters of iateranstiens] incerpaoration
withaut seeking fimancial gusranties of any kiad.
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Query
Should existing intermational sorperations that fall slearly
withia the soops of the progras im all respects sxceps that
they are noet new and 4o not seek guaranties, be permitted te
avply Tor charters of intermmtionnl incerperagion?
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(L) Vhnt comstitutes an internstional enterprise!

An enterprise whelly owned vithin one country, the
espital of which is wholly invested within the same
country, vould clsarly fall suteide the definitien
of an "interartional enterpriss.? All sther vemtures
night comceivably be so defined.

Suggestion

Let an latemational enterprise be defined as one in which
{1) lees than 75 per cant of the total esnital ie invested

in & single Btate, and (2) less Shan 75 per cent of the owner-
ahip of the entarpriss is heléd by sitigens of the same Stete.
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2. Profit-Sharing

The prograz requires that internationally incorporated
enterprises shall share a portion of their profits with the
governments of the countries in which funds are invested
and a further portion with the International Development
Authority itself. The ehare of profits sccruing to the
International Develepment Authority may be considered as
perikking of the nature of a fee or imsurance charge to
reindurse the Aythority for the commitments to guarantee
which it assumes. The income accruing from this seurce
would help to make the Authority self-sustaining in the
long run. <The ether share of prefits, aceruing to the
governments of countries in which funde are invested,

have a different purpose. “*heir function is (1) to as-
sure local governments that investment in their arezs will
not only improve their general economic situation, dut aleo
help directly to relieve their local fiseal problems, (2)
to interest local governments in the success of interna-
tionally incorporated ventures by assuring direct partici-
pation in their profits. This direct sharing of profits
1s designed to be a substitute for certain kinds of lecal
taxation. It will aporoximste, in effect, taxes on cor-
porate net income as they are applied in the United States.
¥arious questions arise with respect to the rates of these
two shares. fhoy-reqnlro much more extensive detailed study
thon it has yet been possible to make and are listed below
for further canvass and research. Many of them raise in-
tricate questions quite similar to those involved in pro-
blems of doudle taxation.
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Cuery

(a) ¥hst 1imit should e nlaced an the total ef the two tynes of
vrofit sharing comdined, 1.s., to look at ths ssme ausgiiocn from
the {awvestment pofint of view, what is the axgregate pryportion
of net income that should ascrue to {avestors to »rovide indeuce-
ment for investment ia a wide range of forelgn snterrrises —-
50 per oent, 60 per cens, 70 per esnt!

{b) ¥hat should de the speeific share of profits acerzing to the
Iaternations! Develonsant ‘uthority?

(e) vihen an intsymatinmslly inserporsted entarsyies soarsiss ia
moves than one country, e.g., in the case of & shivping line or
airpiane service, hov vill the reepsetive shares of the dif-
fereat countries de dsternined!?

(4] Should the met income of intermatiomally incarverrted sater-
nriess B8 axeurt from taxation im Oreat Eritain ané the United
States’ YWould they D o exsamt without snecifis azenduents te
the current tax laws?
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(o) To what exteat cam thess profit sharisg provisions be made a
substituts for other types of loecal tammtion’ To what sxteat
should the fughority iasiat that they be substistated dafore
tesuing a coamitneat $2 gusraates!

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

DECLASSIFIED
Authority §010 501

32,

3. Loeal participation, disorimination and confiscation

The benefits of the program here proposed should bs cpen
to all countries in need of foreign investiment provided
the governing authorities of those countries express for-
mally their approval of the program, their desire to par-
ticipate im its bDenefits, and their agresement to observe
ite respomsibilities. Theee responsibilities are of twe
kinds, (1) an agreement to refrain from discrimination
against intermationslly imcorporated enterprises, and (2)
an agreement to acospt the Jjurisdiction of the Yorld Court
on all cases involving disputes with respeet to the epera-
tions of the Authority, or of enterprises incorporated by
the “uthority, and alse, with respect to whether a svecific
act of loocal administration does or &ces not constitute
discrimination.

The manner in which these agreements are registered must

be left to experts on international law. There is one gues-
tion of poliey, however, thet will require general comsideration
before specific details cam be worked out by these experts.
Should the Internaticnal Development Authority be required

to secure the formal approval of the leecal government of a
country before it incorporates an individusl enterprise pro-
posing to invest in that country? In most cases, of course,
the local goverament will be infsrmed of nroposed ventures.
In many csses, in fact, these ventures will h-ve heen pre-
moted by them. In all cases, it would be highly desiradle
thet proposed ventures be welcomed by the country ia whiah
they propose to operate., A sgpecific recuirement that formal
approval be given, however, might in some cases vermit “lack-
mail tactics or tend to lead to bridery of local officials,
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Thonld the legn) dooumsnie setadlishing this vrogran nrovide
a veluntion Tormula, sach ne eriginsl ianvestment cost, or
ropleoonent walus, to guide the Court in detorninisg e
sxount snd form of compensation dus Lo owgers vihose preperiy
nay subssouently be takes over by local gavernsents unier
povers of esisent domain? Bhauld the detarsination ef the
nethod of valnation aw well sx the amouat of sagh eompensn~
tion o sasigned snecifically to the Jurisdiction of the
¥orld Court?
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E. Paadlems of Organisatina
1. Jrgasirzed dy "ham¥

The proposad Intarastionsl Davelepwent iutherity would clesrly
eonwrtitate s jolut Interastionsl cgency. It wanld net, hovever,
conntitute A jolnt agsney adaparabdle to the latermstional Labear
Offiee, vhers all member etatee socupy the wame lagel mosition.
“he functions of $he Intermmtiolial Develonment .iuathority differ
radienlly ne Yetvesn states governing sconomieally develansd
roglons, on the one hand, sad etsles governing soomeaionlly
underdsvelepad regions, on the other. It ie¢ the purnaes of

the Internctional evelepment “uthoerisy, By sesns of guarauties,
te stimulate = flow of develomental gapitel sut of tarritories
goverasd by the former late those goveraed by the lat:er. 7he
task of estadlishing the Authority sad of providing the Tuade
to gusrantes 1%s oner-tisns, ther:fars, wonld seem to weprdain
solely tn the ersditor vowvers. fiatee Moming to denafit from
an 1xflow of guarantesd funds, oz the othar hand, would de
roked t» regleter n formal dealsrstion »f thelr deslire to varw
ticipate in the bensfits of the nrogrem and of thair willing-
nees So sonform to ite resmonsidilities.

tagzesiion

It 10 suggerted that, im the deginniag ot lears, the Iataras-
tional Developmest ‘qthority de organized as & jolat agensy by
the goverameats af Gpent Sritain and the United Sgeter. Onoe
it 1z ovgeniced, favitntions should be axtended to all fmversbly
Siwposed statwe to tele guoh formal smetion ar may be nesssvary
$o permitl thelir eruntwiss tn narsteipate ia the bensfitz of the
sregran. Thie procsdure would follow esactly the spirit and
letter of Pednt IV of the “hurehill-Rrorevelt joint declaration
whers thay nsledged Orsat Briteis and the Tnied Ssstes to make
every offort t» give 2ll etetae srunl acoses to the trade and
rov aaterinle of the world,
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e

oty

{2) Sheuld wroneorshiv of ths nlen he 1iwited permenently te
Gress Britein snd the United States, or should other crediter
countrier be asksd to joln - Holland, or (after the war) Yramee
or Oermany?

(h) Shenld the roster of debtor comatriss invited tn ndders te
the pregrem and o ehsre im ite Densfits be limited in say
way, As for exsaple, $o damocracies, or to non-Axis affilisted
s5aten?
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b
?. Im what amoumt should funde de alloested tn the Suthority?
N \

Ywy prisary eomzideratinne govern the smount of funds nesded by
the “uthority to fulfill ite functiens. Firet »f 11, the funds
under ite contrnl muct bs lsnrge enough in axount to provide
income Tor operating sxneasas and ¢o meet all noseldle losses
resulting from the extesision of itr guaranties., Aesuning
nroper organixation anéd eound administration, s total elleocation
of $1,000,000,000 world be ample from this peint of view. It
would provide income far in srceen of onerating eoxts, which
sfter a prelisinery period would orobably be more than covered
out ef vrofit shariag reseints. It would aleo provide a »ore
then rdegunie capitel eushion for the guarsnties, particularly
80 in view of the mature of the commitmsnts assumed in thaee
gusranties, wvhich teks the form eof an sxchange of dolentares
for squity, and in view of the walus 51 the uroperty accuired
by the futhority whenever the gusrsaties might d invoked. A
sscond anldk mere fwpertsat consideration, howewsr, is that the
fmﬂq under the coatrol of the Autharisy t sppear to $he

- 45 De fully smple to meet all Peuislo c»nungncuo.
Thise muiaornuu will require a materially larger volume of
funde, since lavestore, varticularly in the early vericd of
sest-war oneration, will de Lesitant ~- the ataosphere wiil
#3411 be permeatsd by a feeling of geaeral insecurity, the
Authority will be new and uatested, there will be no record of
experience to indicetes to the investor the speeific echermcter
of riske {t i{s arsuming through its gaaranties, sad there vwill de
no indloation of how largs ia the aggregate thess guarsaties my
come to ds. Dlomesticelly, a situstiom such ~a $his cosld de
net as 1t hae Doen met in the oase of the dedenturse of the
Foleral Noueing Adnimistiation, dy having the dedbeatures of

the Agtharity gunranteed by the Ireasury. Ia the oarce of &
Joint interamstional agency, such an le here exvismged, this
device enuld, of course, be adopied, dut it migzht lesd under
esrtain circumstances to friction detwaen twn governmente. It
vould be preferedls, thersfore, to vrovide = larger gusarsaty
fund,
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It is suggoeted that the Internationsl Develovmsnt Authorisy

be allocsted a total sum of 2k, 00, 000 500, esnivalont at cure
rent exchange to L1, 000,000,000, 7f this smount, ome-hal?, or
$2,710,000,003, would de subscrided by the Unitad %trten govern-
ssnt, eithar direotly by the Zreasury, or through the Reconstrue-
tisn Finanoe Corporation. ZThe osther hnlf, or 3500,000,000, would
3o sudecrided dy the British governmeant or by nne of {ts npencies.
Of the asount ss subrorided, 5 per asent wezld de »ald in the
form of Treasury sscurities at the time af srgmniertion sf the
Authority. Thie meams that tre Unitséd S¢ntes government weunld
turm over to the Autharity, Treasury bonde with o face walwe of
£100,000,000, while the “ritish Government would tara ever
525,000,000 in British Treasury bonds. The Viroetars of the
Mathority wonld bYe smmowared to call on the Sws governmsnte
jointly for the remaiader of the subsaription ia eash nrovided
(1) thet the amount called Tor war needed to mset maturisg de-
Sentures iasaed as A yvesult of commitments to guryantes, and

(?) that such onlle were linited in any one year to aot mors
thax 4100,000,000 er A78,000, 000 respectively in the onos of

the two Treaguries. It is ruggerted, fisslly, that the Diresters
of the Agthority be recuired t» slleente cut of Tunds om hand

or subjeat te cnll, raserves agsinst goaranty esmmitments at

ths time the commitueats are uande. Thess allecated reserwves
night de far the full smount of the pisrantiss ageumed or for a
oyopertiog of such gaarantissn. In eilker sase, the Tirsctors
would be required to a-nounes Yeforehand the zmount of reserves
thay were establishing and the policier by which they wauld

be governed in waintaining them,
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38,

This procedure would apnear to be sufficiently flexible to meet
the exigencies of the situstion. The Autherity would have sample
income from the Treasury securities which it received at the
time of organization to meet current organizatienal and overating
expenses, even though the=es might well be hervy, involving as
they would costly vreliminary investigetione in different regions
of the world. The Direetors of the Ajthority would also be odle
to adant their reserve nolicy to a developing situation. In the
early stages of operation, they would be able to assure investor
confidence by allocating reserves egual to the totsl amounts of
investments guaranteed. Later, when they had establish=d in-
vestor confidence on the basis of a veried of exnerience, they
would be in a position to reduce the propertions so alloocmted.
The only calls made during the periof of war financing would

be limited to amounts equivalent to $100,000,000 each, These
sumg, moreover, would not involve a current cash drain on the
Treasuries (except for the interest involved) since they would
be paid in the form of donde. Snould the nrogram work out on

e normally successful basis, ite self-finsncing characteristics
night obviate the necessity of any further calls on the two
Tressuries whatever. ©Should it not be entirely self-financing,
i.e,, should losses run higher thsn receipte, the amounts called
from the two Treasuries would be modermte in amount (not over
$100,000,000 each) in any one year. This provision would eon-
stitute £ resl vrotection to the Tressuries and would not hamper

the Aguthority, since it would meke good on its guaranties by a
tender of debentures, the maturities of which could de so
sonoed that no more then a specified amount fell due in any

one year. It should be noted, finally, that this finaneial
set-up makes no current draft on resources ~- financial or
real ~-- needed Isr the effective ovrosecution of the war.
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Cuery
(a} ¥ish respect to She shove suggentioms

(1) Is & total sllesation aof %4, ,000,000,000 suffigient for
the Aatherisy?

{(?) Sounld 1% be allooated equally Setwesn Orsat Britain sad
the nited Ssatas on the dasis of the curreat rate of
sxchange!

(3} %euld the tamediate sudseription of $100,000,000 ia ¢
United States Lreasury eecuritiee pad 325,000,000 ia
Sritish Trensury sscurities vrovide esufficieat cash 1a
the form of intersrt to meet srgazizational sad enerating
axnenses ef the Lutharity?

{4) Are the preposed limitstions on future calls adequate ta
proteet the two Irompuries?

{5) 4re the propoeed pravigions with rasnect to nllocated
regerves sdacuale to agrure favestar confidence nad te

rainteln the golvency af the Interm tional Tevelopment
Authorisy? ‘
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A

(b) Should she interest rates on the deposited securitien Do the
ssmd for the two eountries, or should they reflect she warket
rates ourreatly ding vaid on aev long-term leswne?

(a) ¥hat arpsngements skould be msde sdout fres sxchangs — should
both conntrice sgree net to restrict tiw conversioa of ewshange
Reld by the Aushority?
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hl.

Board of Directors « Compdsition

The goopesition and nethod of selechion of the Zoard of
Diysotors for the sropased A tharity sresentes seversl metty
provlene, {a) The Autheorit; {Ss91? would consbitute sn atterly
sev tyne of iaternationsl ageney for which there are ne pre-
osdents. It would be eharged with etizsulatiag sew iavestaent
througheut the iaternstienmnl field, marticulerly {nto areas
wheve sacasmic enmertuaities are nromisiag but pelitical and
social edetasles are soute. It would be resvemsidle for
the guidanse of that investamnt aocording to the higheet
stantarde of wociel ausefulness mad of ealightensd manrgenent.
A)1 of thess gonriderstions dictate 2 Jeard of Directere
sonpesed of fer-sighted individuale with srunéd seeial i~
stinctes eevable of exscuting a progres resuiring » high
degree of volitical fnsighit, ns well as economic states-
meaship. 7They rlso imply » large msusure of ieitistive

for the Baard of Lirectors. It smet have fresdom of notiom,
17 1t ix to oaryy ont the ideals iamnlied in 1te mandate.

(B) The faet that the Suthority wonld be set2Blished ¥y

two govarnwsnte as nowerful as these of Grest “ritain and
the Umited Ygates and that 1t would develor Ita lesdership
on the Laeis nf yowers delegated jeintly By thess two powers
woald indicate that 1t ehemléd Be «n vetad)ished thet neither
goversaont alone omuld coatrol iss overatiome. (@) The
reeronsibility of the “uthkority for secisl develevmeate ia
smallar sountriee Sogether with the {aflusnce i% would de
‘able $7 exert on their growth wauld peint %9 the demiradilisy
of having place oa the Loaxd for eitlrens of statas ether
then Op:at Spttain nnd the Uaited Tgstes. It would de
fifflen1t for She Aqtharity to retnin the confidence of

the smaller esintriss, 1f the “onrd were coanosed selely

of represeatetives 57 fhese Swo eroditer etatees. (4) Te

ds %8s wark hoaseSly and 3o retain the confidence of faves-
tors and of the »s-ulatiane of uaferdeveloued regiony, tha
Board would howe to Da fres Trom the exertion of nressupe
by interested solitical greuve. (o) In eontraet to thewne
crariderstisas, 411 »f vhich poiat thwerd s Yasrd of Digeo~
Saras fres Tram conteal of the gusnesring covernaents, the
Foard vould heve to B2 thoroughly and direectly rewnoneidle
ts thees goversmente in = finsncisl eesse -~ ithe velwmw

of 7funde xlloezted to {te eontyrel would be too great %o
neruit 1% e eperste vithout sarveillsnce. (f) Fianally, the
Beard would have %o e relatively small, It eould net
funetion reenoneibly or effectively Lif 1t wvere uavisldly ia
sive.
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Suggesiion
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It 1s suggested that the number of Directors be fixed at

nine, that three of these Pirectors be apnointed By the

government of Yreat Britain, thres dy the goverameat of the

United States, and that the remaining thrse e avneinted im $he
firet 1nstance, 1.0., at the time of organisation, dy the hsads

of the tve governmente ia jJeint consultatloa, and thereafter, d»y
the Beard of Directors itself. It is further suggested that saech
government infors the other government of ite provpeetive appeintees,
ia time for that government to register such cosments ae it may
wish 0 make vith respect to their fitness for the vesitien. It
ghould de understood that the three msmber: at large, 1.e., the
three avvoiated ia the first iastance by the heads of the twe

states acting Jointly and thereafter By the Board itself, shomld
bring te the Board a thoroughly imteraationmal point of view gained
oR the dasis of iatimate eontact with iaternetional nrobleme and with
socisl and ecomomic prodlems, verticularly theee of smll and rela-~
tively loos develoved countriss. Bgemuse of the rapid shift in
conditions, 1t would bde dangercus to specify tes direetly ia sdvance
the dackground and contacts required for candidates for these peel-
tiens. Under vreseat eonditiens, however, it wsuld be whelly
aspprepriate if these three appointese were choeen froa s group
ocomposed of imdividuals who had deen olesely identifisd with the
work of euch organisatiens as the Iatermactional Ladeur Jffice, er
that of the League of Natisns, oither in comaection with ite econ-
onie nnd financial services or its msndatee szervicas, er of in-
dividuals i current intimate contaet with speeific developmeants

ia eolonial arsas, or ia other underdeveloped ragions. Sueh a

group would eonsgtitute a guaranty to smnller states that the
kegitimate interset of thege states as well ag thoee of the creditor
pewers would have a hearing im the 3, thority. It wonld predably .
be a misteke to sppeint astionals of cruntries hoping to benmefit
grently from investmonts guarantesd dy the Authority, sinee this

sight engender t0o great jealousy om the part of other small
rtates,
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Query

(n) Yo aise an aporpriate musber fer the Dosrd of Lipestors,
$.0., s 1%t smnll esnougk %o Tunction offactively as »
Doard and at the same time lnrge encugh to insure thet
the very important rospossidilities delegated to the
tuthority 4o not denend for their odserwmance sa a single
arpeintes who may f211 to come vith them?

{®) Ie tre distrivution of the nine, 1.2., three Averiosa
mesders, three Eritich memders snd thive menbers st large
oorrest” %111 1t give ndeguste sxoression (1) te the very
direct intereate of Gpeat Pritsin and the Tnited “gates --
the two ceruntries that are sdvancing the gusrsaties, (2)
to the welfare of the regione in whioch lavertment takes
vlece, and (%) to the Srozd coneiderstion of internstiomsl
egovonic noliey anderlying the whole program?
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(e) How can the Mgsl documeats establishimg the Authority

indicate the Iype of wersom rocuired for mesbers at large
without decoming so specific s 52 make him s revresents-
tive of a mnecinl intezest or of an oygrnization that may
2ot contimus to sxied?

{d) Should some prevision de mmde for the Joard to inferm in-

tsraatisnal argnnivationn of prespsciive celectess for
nesders ot large, glving them opportanity to msake comments
sinilar to thase nermitted $o0 each government with respest
to apraintess of the sther goverameat? If so, how would
these ergrnizations de nanedi le not the whnle develevment

af faterastional agancies too embryonic edill to enke Shie
nrocedure feasible?
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4. Board nf Nir-otors - Term of Office

There is no great impertance attacring tc sny spegifie term of

of fice, say of flive years as compered with reven. It le imper-
tsnat, hovever, that » definite tera be decided upon, that that
tera Ye s~ fixed as t» guarsntee rotaticm sa tre BSgard, and thst
the term of government memberc be loager in general than five
yours so that no single sdministratics in either ¢ountry will have
an oppertuaity to imflueace unduly the compesition e¢f the Board.
It is alge importsnt that the original gromposn the Board have

long enovugh terms to imsure a2 adequate initial job of organise-
tiox. '
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Suggertion

Lot the term of office for government Beard mendbers be

six years, ench goverament makisg an avvoiziment oa alter-
aste years, provided that in setting up the ‘utherity,
rotatioa of govermment members doee nod start until the
fourth year. Net the tsrm of effice of memdere at large
b three ysars, rotztion not to etart until three years
after ergmization. let veesneiss &due to resignation or
death de filled on an isterim dasie by apreintment $am the
Same RennerT ag the origimal smmpointmeat. AL organirstion,
orent Pritain snd the United States would sstablish by let
the country whose evpointes wruld be first subjeet %e
rotation. Under thig plan, rotatioa of ters weuld fellew
the nattern eet farth ia the following tadle. The shorter
tern Tor wembers »t large is poersiltly Justified By the faet
that nersonnsl it more fluild in this fisld., The ressea fer
» three yesr terz is (1) that 1% ie¢ divisable imto eix; and
(2) thrt membors nt lorge wmld be appointed slteraatively,
¢irst onincidentnlly with a Eritiek menber 2nd next with

an Ameriosn memder. “he following table assumes thet the
drav eetadlighed the Tnited Systes as the country to rotate
its aprointess first, ~nd aleo, thnt the vrogram was insw~
garsted in 10h2,

Totel
Yoars of Yew BPritish Agerican Hembera Arselintess
Appeintaents Rember Membar at Large in Year
(1 for % yrs.) 1 for I yre.) {1 for % yrs)
1942 T(1for 7 yre.) T (1 for 6 yre.) (1 for § yre. 9
(1 far @ yrs.) {1 for & yrs.) ‘1 for 7 yrs.)
943 sone none none nond
9l none none none noRe
9l none nane 1 for 3 yre. |
qk6 none 1 for & yrs. noas 1
Ly 1-feor 6 yre. none 1 for 3 yrs. ?
gz none 1 for & yrs. nome 1
9kg 1 2or' 5 yrs. none 1 for 3 yre. 2
950 nens 1 for 6 yrs. nene 1
9%1 1 to! 6 yrs. nons 1 fer 3 yre. ?
95> noas | 1 fer § yre. aone 1
957 1 for 6 yre. none 1 fer 3 yre. ?
/
ole.
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‘17.

OCosry

(s) 1s six yeurs satisfastory for govermment mywbers’

{v) Is three years jurtified for memders at large’

{e) Is 1% imtelligeat to cefer the Veginning of rotatien
until $he third year im order to iasure a =%zdle
Baard t» arganire the “yihority?
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5. Board of Directors - Parsonnel Hequiremeats

Responsidility for the Ssvalepment of broed pelicies of
tha Iatermational Development 2uthority will rest ia ths
Board of Directers. Resvonei¥ility for the executisa of
those policies will rest in the executive orgenization
vhish tho Bonrd of Dirsctors sste up. Clenrly, the

Board showld do ziven wids freedmm with reapsct to the
nersernel and to the methode of arganisation of the
oxecutlve sgency which it eresges. The wvariety of predlems
that mey do faced are too numereno to perait svecification
in sdvance with regpect to those metters. But what of
the Board of Directors itself? Vikat kind of individuale
shonld 1t have? How dstailed should their funetions be?
Srnuld they be full-time or -ert-tine?

In meners) full-time Boardg of Uircctore beoane invelved
in the minutiae of ovwersticne apd tend o {nterfere with
gond administentive manngement. Trpis <culd certainly

b awided in the Interms tinnal Dovelonment Ajtherisy.

A the same time, the work of the ¥oerd iteelf, mevely frem
the nolint of visw >f wolicy deterain< fon, vill make falirly
hepavy drafts »m the time of ity memders. It wvill prebably
bo necossary to eetadlish two main centsrs of eperation
for the Beard, ome in *srhington mnd sme ia lLonden. I8
wouald be well 4f the ®oard met alternrtely ian esch plase.
¥{th the develonment of aviation, this orocedure wounld not
be as tine ecnsuming ar it would have been hitherse, dut

it will neverthelere xtill reqaire s consideradle amcuat
of time. Ine Poard memders, in additiea, should de in
fairly elose eantact with industrisl sentiments Sn the

Swo conntries, and,nleo, vith gonditions ia various parts
of She world where investment undertakings are in eperation.
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Suggention

Iet the legal docvments establishiag the Authority de
ellent on the guestion of “ull-time memdership. This
will give the authorities resveasidle for mpreinting
msubere maxisum freedom ia locating iadividusls with
the resuisite dsckground, exverieass and curremt con-
tacts needed. This will make it possidle ia certaia
fastances to secare Board nmembere of high calidre wvhe
othervise would aot de availadle. 4% the same time,
there must ds sssurence that Foard members will devete
the time neeessary to the job and there muct de com-
peasation adequats to mest the oonditions imposed by
thie situation,
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50.°

Query

{2) Shonld the enadling lagiclstinn de =ilent on tha nusstion
of full-time zervice for the Rosrd membars, dut specifie

on the resuirement of amrnle time to narform the functions
imposed?

(v) Should comveneation Be snecified, »24 if so, how?
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51.

6.. Legal Pramework

The legn! framework reasired to estadlish the contemplated
orogram reises questions which only the sneciallist canm
angwer. Thay are listed delow.

Quary

(s) How can an intern-tinnal ageney such as the Interastional
Develo ment Authority be created. Could it be established
by Treaty between the United Statee and Urest Beitain}

(b) How would the necessary funds be turaned over to the
Authapity? Womld this require a full avpronristion bill
in the Unlited Sentael
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(e) How would ether countriss benefitiisg from the program
arrange thely formal participatioan snd express their
edherenee to the r-eoonsidbilitiee imposedt?

(d) What legal steps are necessary to sacure to the World
Court juriediction over disputes arising im the sourss
of operation of the Program?

(o) How could the program de amended as time vassss and poses
new problems!?
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53.

Prodlems of Opsration

1.

Egtablishment of the Admialetrative Organizatien

The kind of administrative organization needed to effscu-
ate the policles of the Authority will necessarily de
governed dy the tasks it will de called upon om perform.
It 1ie as-umed in this discussion that the Authority is
established joiatly by Orest Britain and the United
2tates vhile the war ie¢ =till im progrese. Under thege
conditions, the economic regources availadle for cur-
rent investment ia undeveloped regions will de Adistimotly
l1imited. B¢ leng as the war continues, the srganization
would he chiefly concsrned with making sdegquste prepera-
tion for active operation oa the termination of hostilities.
It would have to arrange ‘a) for the appointment of sxecu-
tive officers, (b) for the estadlishment of exseutive
headquarters, (o) for the formal varticipation in the
program of states desiring to varticipate in its benefits,
end (4) for the granting ef certificates of international
incorvoration to as many worthwhile nrojects as vossible
with the object of setting the stage for & large outflew
of dewelepmental capital imwedintely on ths cessation

of hostilities. It should bHe moted that this astivity
would provide wvaluadle estimates of the volume of such
investment that might be expected. Such estimates would
be highly useful ia the gemeral formulation ef nost-war
reconstruction vlans.
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Suggestion

It has already Deen suzgested that the Intermationel
Developrent Aythority have two headquerters, one ia
Waehiagton =nd one in Lomdon. Thie suggeetion 1s
directly contrary to the gener:l rule of sound or-
ganizatisn, It seemes to be imperative ln this case,
however, since the futhority will need to operate im close
contact with both Anerican and “ritish investore, if it

is to be ia a poritinn to stimulate a waximum flow of
investment, and also, 1f 1t ie to be abdle to act gulekly
and intellirently on »lang sumitted to it for approvel,
Exnerience has shown that it would not be wise to hawy

a girgle healgquartars eauslly removed from both importans
centers eof omeration. Something cinmilar %o this was done
in the case of the Bank nf International Settlements which
located ite hesdouarters st Iasle in order to escape the

possidbilisy of over-domimance by resson of too great
propizguity to London, Paris, or Berlin. The result

thet the Bank 1solated at the atart f he
;:gizg%ions wi%ﬁ ugggh ?g ::c l&ppbl:d't: wor ?‘ in tﬁf‘
cpce of the Authority, it is essential that it showld
rot be imclated from the centers of investment activity,

This being the sare, it would he nreferadle to fece the
problems of organization impomed By the cremtion of twe
headquarters,

The prodlem ef securing formal adherence to the regran
on $he part of countries desiriag to partiaipttcpin its
beasfits would prodadly fall eam the Directors as well as
the Administrative Staff. Rxtensive travel om the part
of both might de necessary to arrange the details of
the program with ecustries plamning to participate.

Once the orgaaimtion was seleeted, hesdquarters estadlished
and the formal adherence of participating ecuntries arranged.
the Agtherity would concentrate on the probley of passing

on applieations for imcorveratiom. This would iavelve a
consideradle amount of staff wvork, including fleld sur-

veys to establish the conformity of applications with

the requirements of the program. It would de mpoeesary,

for example, to estadlish eriteria for oooad:ici:onadnosc,
social standards, ets. The prodleme {avolved in: estadlish-

ing sush criteria have already been cemsidered lq‘othor
eootions of this memorsndmm. 5
3
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Query

Sheuld definite provision e made, as suggested, for
tvo headguarters — one in Vyshington and one in
Loadoa?
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56. .

Going-Coneern Functions

AfSer sosmtion of hestilities, the Authority would faoce
v problens as a going concera. Ia additiea te organlsing
itself effectively te stimlate applications for inter-
national incerporation and to pass oa such applicatioas
vhen received, it would have te setadlish an accounting
section %0 receive reports from sorporstions to whioch %
had granted charters, te mssrutinisze these aceounts ia
order to determine net imocsme sudject to prefit-sharing
under the program, and te estadlish the asount ef the
commitment outstanding under the guaranties which the
Autherity had issued.

There commitments would prohadly ast come inte actiom
for some years. Vhem they did come, the Agtherity might
find that it vas the dominant helder ef the equlty in
the caee of some of tho leoes suecessful of the eater-
prisss imcorporated umder it. Im this event, the
Authority wounld have to staff iteelf to deal direetly
with predblens of manrgement.
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Povers of the International Develenment Authority

This outline of predlems invelved in organisetion and
operation suggests some of the dewers that the Authority
et have in order to functiom effectively. A temtative
lis8, t0 Yo amplified as a result of digcussion of the
rrogram, ie presentsd delovw,

(v

(2)
(3

(%)
(5)

(6)

(n

(8)

(9)

(10)

To erganise, estadlish headquarters, sngage
personnel;

o graat charters of internasional incorperatiom:

To issus ecamitments to exchangs debentures fer
the stock of interaationally imcerperated enmterprisespy

!omuﬂhl‘d‘#

To receive and hold funds (1n cash or prime obligations),
to issus dedentures, and to hold, mansage er szell prever-
ties received as a result of guaranty eommitments;

Te allocate reserves against guaranty eomaitments;

To make investigetions — economic, soeial, enginesr-
iag, ots. -~ in eommnection with the granting of cer-
tifiecates of imcorporation;

To deal directly with governmeats with resvect te
the respomsibilities delegated to the Authority;

Te receive reports from intersationally chartered
corporations;

2o have access to the accounts of internationally
chartered corporations for the purnose of determining
ansunte dus under gusranty eommitmeats, net inceme
mbjeet to profit-sharing, eote.
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Query

(2) Yhat should be the exact pover with respect to the ae-
counds of ixternationally incorporated enterprises?

(%) Yhat other vewsrs should de added t0 the adove?
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59.

Bagkground snd Oonclusions

This program hee beon Qesigned specifically to stimulate international
investment in newv venturos to develop tho underdeveleped reginns of tho
world, Because of tho high riske inavitadly associated vith new ventures,
investment of thie chersdter preferrbly takes tho fore of eouitios. In the
century that preceded tho first Yorld Yar, such iavestmeat spread the bene-
fite of the Industrial 2evolution far beyond tho boundaries of Europe snd
suceseded in knitting the economic activities of a large part of the
globe into a single fabriec.

Also, during that ceantury, there apneared a reaction against inter-
national equity investment, kmown nopularly =s the "reaction sgainst inm-
nerialism.” This wae due basically to a variety of friactions snd abuses
rathor than to any onme causo. There wae sharv criticisa, for exswple, of
the practice of nvowerful creditor countries of seeking srecisl privileges
alrosd for the trade and capital of their mationals. Such practices comn-
stituted mecific examples, in the pre-191% period, of tendencles toward
edonomic nationalism thet have begome incressingly dminant during the

epituous in the international economie policies pursued by the ixis povers.

lztt deosnde. Ia recent years sueh tendencies have deen particularly coa-
Oriiticism also developed when the governments of creditor countries inter-
vened in smaller countries to enforce recognitisn of contractual rights held

by their natlonals against such contingencies as defanlt or coafiseation.

Tirally. the resistance of certaia large interanstionally financed corporationms
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to regulation of their activities by local governments, and especislly
their active participation im local polities to vravent the pessage of
social leglelation, aronsed widespread rerentsment within the ereditor dexo-
eracies ss well as in the countries directly affected.

Partly as a result of this reaction and pmrtly in consegusnos of the
unstadle charscter of the whole Verssilles settlement, genuine scuity in-
vestment, specifically investment in underdeveloped sreas, diminished in
{svortance during the recorstruction that followed the First ¥Yorld VWar.
Other types of intermational ecapital flows, however, inmcreased. There were,
f2r oxsmple, huge flows of investment funds across natiocnel boundaries thst
cane to be lmown as ‘hot money.' These flows were not directed toward nev
areas or Bev resources in need of development. They came generally to
countries already highly developed in search of speculative gainm or in
flight from confiscation. There was also, for a time in the twenties, a
large countervailiag flev ef capital funds out of creditor countries, in
the form of bond dedt contracted dy goveraments er by institutions gusranteed
by goveraments. The ecomomic effectiveness of many of these loans was
14@-1»4. especially so im the case of loans that were fleated, directly or
1+diroetly. to provide service for war debts and reparations. There were

' ubso. of course, many loans not connested with the reparation and wvar dedt
situstion, particularly losne in Latin America. ZXven in these cases,
hpvever, intermational capital investment tended to take the form of ovub-
liely gusranteed beands becanse of a preference on the part of inmvestors for

this type of recurity.
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The sxall volums of intermational squity iavestaeat that 4id eccur in
tho imtorval between the wvars wvas confined largely to the developmsat of
very low-cost mineral resources and to the estadlighment of branch plants
within tariff-protected areas. Altogether, there was little investaent de-
votod to the general development of underdeveloped regioms. Opportunities
for such seaterpriscs had been sharply diminished by the growth of egonoaic
nationalism, with its disruption eof the chamnels of trade, snd such oppor-
tunities as remained tonded to be left untouchsd, unless tho potentialities
were especially impressive. ¥ith declining confidence that their governmemts
would iaterveme in their delialf, investors have hesitated to assums theo
hasard of direct operations im theso arems. By 1339, the general impositioa
of exchange controls, the prevalence of defanlts, certaia outstanding carses
of confiscation, together with the gemeral insecurity engendered by the en-
cxoaghments of the Axis powvers, had produced a situation of almost complete
s¥agnation ia the imternational capital markets. Such movements of capital
as still teok place eoneisted either of "hot moaey® coming to the United
Btutoc where it vas not needed, or of political loans, extended Dy govera-
m¢nts, to secure friemds or to buttress allies in the impeading conflict.
!#n deeirability of direeting an adequate flovw of equity capital to the

erdeveloped regioms of the vorld was freely admitted within the demo-

sracies, dut the eutlook appeared hepeless.
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6.

The Curreat Frodlea

Devslopments sines 1939 have emphasised the need for a complets re-
aporaieal of this probdlem, partisularly as it affscts the intermational
exchange position of Both Ureat “ritaia and the United States. It is nowv
appareat that capital funds ia some form or other must bde made widely
availsdle at the close of hostilities. Ecomomic developments during the
wvayr, including the pressing needs of the imperilled demoorasies for
supplies and munitions of war, have brought sbout a umiversal shertage ia
dollar exchange and in acsets convertible ianto dollar exchange. The pressure
of this situation is deing eased currently through the operations of tha
Lend-Lease program, dut the fundameatal lack of dalance in the interma-
tional exchange position remains, and mmst be faced in any program that
is directed toward the formulation of post-war reconstruction polieies.

Should the United Jtates fail to taks memsures adequate to induce an
omtflow of capital funde at the elose of hostilities, the eocuncils of past-
war roosonstruction will dDe haunatad by a persistent shortage of dollar ex-
ehenge. fhe structure of the Ameriean egonomy is still ome ia wvhich the
vallue of its export commodities nermally excesds ia the aggregste the value
otT imports accepted 1a exchangs. At the cessation of hostilities, the
pr‘ sont abnormal experts demand for Ameriesn munitions (finanoed nov through
Lepd-Lease) will cmase, bdut the American ecomomy will still need its export
outlets and Burops will still need American supplies in large volume, par-

ticularly foodstuffs, rav materials, and productive eguipment reguired to
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reconstruct industry to & perce-time dasis. Jhs outside world, howvever,
will not have safficient means to pay for these exports. The imports of the
United States alone will not supply a suffieient wolume of dollar exchange.
Poreign holdings of liquid eagh aseets snd capitel assets convertible iato
dollar exchange by sale i the United States have already been drastically
drawva dowva and will no longer be available in sufficient guantities to aecet
the situstion. This position does not need extensive amplifiontion. It
is amply 1llustrated dy the presont concentration of the ¥World's gold.

A gredwal reduction of American tariff barriers under a reviwal of
the Trade Agresmente Program will constitute an essential elsment in develop-
ing a more bdalanced trading pesition bdetween the United States and the out-
side world, but it will not de sufficient in the immediate nost-war period
vhen iamdustry abread will be still disorgsnived. It is ia awareness of
thie iampending situatioa that many observers throughout the world are fore-~
ocasting as inevitadble a continuation of exchange controls in the period
ismediately following the war, together wiikia further development of com-
nercial policies sleng dilateral lines, deepitve tre fact that such develop-
-@ntc would run directly contrary $0 the fundamental commeroial polieles of

thi- government of the United Sgates.

Al}comtln Appromches to the Problem of Capital Outlays

Brosdly speaking, a sueply of dollar exchange sufficlent to avert a
crisis in the immediate vost-war period caa bde vrovided through operatioms in
the canital markets by my one of three methode of aporoash. Tiret, the Ualited

States government can continue to raise funds in the American market oa its
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own eredit and can then advance these fumds directly or imdirectly to foreign
governments. ZIhis is the method that gave rise to the inter-allied dedts

in the last war. It is also the method that ia being meed at the present
time, in the form of advances to governmeats ia South Agxerica and elese-
wvhere through the Reeonstruction Finance Corporation. Secomd, foreiga
goveramsats or forsign industries cen obtain dollar resources by floating
loans in the Americsn market. *his is the procedure that was followed ia
the 1920's. It is gemerally sgreed that a resumption of lending of this
type would not take nlace in the adbeencs of powerful publie guaranties.

¥ {aally, the supply of dollar exchange can be asugmented ae a resnlt of direet
sguity iavestment operatione of the type discussed ia this program. Te be
sffective, thees operatioas, also, would reguirs pudblic guaranties.

Apy one of these three methods of providing capital will meet the
short-run reguiroments of the situatiom, that is, it will avert an acute
shortage of dollar exchangs snd the unfavoreble repercuseione that may de
expected to ensus from that shortage. Any one of these methods, ia fact,
villl preduce a favorsble environment for a time, mo mstter how ill-comsidered
it may de from a longer point of view. This was demonstrated specifically
dufing the 1920's. Betweea 1924, vhen the Dawes Plan was inaugurated, and
1950, when the Paak for Internationsl Settlemeats was sstablished, the

segond of these three methods was adopted. Intensive efforts were devoted
to|the cr-ation of coaditions favorable to a resumption of intersstiomal
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thevements of investment funds, bat this movement consisted of leans,
particularly loans $o governments. In terms of the volume of fuads ia-
volved, theee offorts were highly successful ~- probadly too successful --
elance there is grave doudt vhether the receiving countries r-=ally needed
or had productive mse for the large bodies of funds which were made avail-
adle to them in the capital markete of the United States and Oreat Sritain
during those years. Ia terms of their purely short-rua ecomomic and peliti-
e2) effect, these movements of funde wers aleo highly successful. Zhey
nillayed politienl unrest; they served temvorarily to dalance the international
agcounts of ereditor as wsll ag dedtor countries; they permitted the stabili-
ration of currencies; and they were accomnanied dy a rise to mev high levels
in. the standard of living for the common veople of many countries. Om
the other hand, they were equally dest ¥ilizing in their loager-term poli-
tidal and economic effects. Some of the reanons for this ultimate failure
grev out of the precarlioue mature of the peace that wvas estadlished at the
close of ths last war and such reasons may aot prosent themselves agein.
Others, as will be indicated in the subseguent diccussion, are always 1ikely
tq recur when interaatinaal government dedt 1s incurred ia too large volume.
. Although, as the broad program of post-war reconstruction develeps,
Icro will be need for a sontinuation of direct imter-governmental loans,
every effort should be mads to aveid too greet reliance om this form of
igteraational capital cutlay. The feeding of the people of Urest Britaim,

far example, is Ddecoming increasingly devendent on American eupplies receivsd

through the eperstions of Lu_d-tnn. Such supplies will) probad¥ly have to be
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contizued for a time after the ceseation of hostilities. Leans from the
Resonstruction Finance Corporation to Latin America snd other foreiga govem-
ments vill also orodadly continue inm eagle volume. Ia fact, plans for the
gonstruction of iatern~tional public verks to aid im providing employment
during tho period of post-war readjustment will inevitadly involve a con~
tinuation of latsr-governmental loans in some magnitude.

Strennocus offerte should be made, however, to ksep the total volume of
such loans at a miaimur., Iater-governmental dedts, By their mature, sre apt
to becoms sources of friction. They make the econcmic prosperity and the
welfare of presumadly indsvendent statos increasingly devendent upon the
goed vill and benevolence of the governmenmts of the londing states. S5hould
anything hapnea to chenge thet good will, or should imtormal nolitical
develenments in the lending countries be reflected in a change of attitude
towvard inter-goveramental loans, the goverameats of dobtor countrios will
be foreed imnto drastio ooonomic readjustments for whish they may de ill-
pyepared. Should such resdjustments take ths form of ocomomic aand politieal
mtionalism, or of genoral defaults, as thoy 4id im the 1930's, the whole
f+bric of iaternatiomal socurity may be strained,

! Nost inter-governmeatal leans, and all imterastional loag-term loans,

or also from the dasic defeot that they are extremely vulmerable to
dpfault during peried of devression. Thig is pnarticularly trus of leans
atracted by eountrios or nmationzls of ecountrios dependent largely for
eoir existence on the export of raw materisle. Fhea the volume of inter-

Siomal long-term dobt is large, consequently, there is imtroduced a dasie
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slement of instability iatc the ecomomic framework that makes that frame-
vork susceptible to collapse under even modsrately adverse circumstemaces.

This vulneradility arises, first, from tho fact that tho service oa loans

18 detsrmined according to a eontractusl rate of interest. This ssrvice

1s vayadle in the esme sum in periede of denressioa as ia prosperity, desnite
she fact that the exchange availadle to the horrowing country out of which

to pay the servics may vary widely as bdetwsen these periods. Ia fact, dorrow-
ing countries dependent on rav material exports may have very little ex-
cheange out of which to maintain dedt service ia periods of devressiom.

Under these circumstances, suoh countries usually attempt at first to maia-
tain their national credit dy various measures calculatsd to &iminish their
demands for foreign exchange. They raise tariffs, impose rigid tariff guotas,
iaetitute exchange controls, or undertake a droad program incorverating

all of these devices and many mors. Thege are the devices of economic na-
tionalism. Even vhen they succeed in averting debt defaults, they accomplish
their end by a dimimetion in the aggregate volume of internmational trade.

Ia their short-rum effeets, ther fore, the use of these devices is destadili-
l?ﬂ‘ in that they tead to agceatuate the denth of depressions. Ia the longer
r‘n. it is often found thet the imposition of controls of this type develops

a heritage of vested fater-ste which require the retention of contrels long
aﬂ\ch:’:'f‘f!:ton for thy?r use bas passed,

Defanlt it always a |i;ionu zattor and involves at bdest a loss of coredis

stpnding on the pars of thagpurty ia defusult. “hen foreign investment odliga-
tipas coneist of pudlie bmwhn rather than private obligations, default involves

thp whole credit of the govérnaott concernsd. It is for this reason that
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governmsnts frequently adopt such rigorous measures to avert dsfanlt. *hen,
in spite of these mexsures, default takes plase, the eredit of the whole coun-
try is ruined. Under these circumstances the administration of the couniry

in gquestica, or, as frequently happens, a nev adainistration may undertake

to rationalise the default dy suggesting that the odligations were not
morslly bdiading. Anti-foreign agitation somstines develovs. Foreign property
say be confiscated. ZThis sometimes procesds to the point where the resump-
tion of dedbt service is politieally difficult er evem impossible, even when
exchange has again become availahle for dedt service as a result of in-
dustrial revival.

International movements of capital funds in the form of equity investment
ares free from these nartioular dsfects. Zhe prodlem with respect to equity
funds, as hae already deen noted, is found in the fears thst may be engen-
dored —- fear o the Part of weaksr states that the economis power of large
snd domimant sountries will bde used, mot for their developmeat, dut for their
oxgxlolutia and dominstion, and fear on the vart of iavestors that the sue-
n?u of eaterprises on vhich they risk their funds will be frustrated by
nﬂhhhtmtin diserimimntion, or that the enterprises will de confiscated
11| they are suscessful.

It has Deen the primary vurpose of this program, dy removing these two

hkn. to provide once mors for a large-scals dsvelopment of scuity investment.
¥ith thess groumds for arppr"hn-ien oliminated, the trensfer of funds arising
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out of geauine equity iavestment can 4o mush more thaa provide merely fer
greater oxchange flexidility ia the current balancs of interaational aocounts.
It ean eonstitute a dynamic foroe that spreals tho initistive, enterprise,
iadustrisl technigues, and mansgement tkills of tho more highly developed

oo wmtriee througheut the world. Becsuse they gomsiet of scaities, the eer-
vioce en intersatiossal cepitel edligetiome incurred through operstions of
this character ean be deferred ia depression. In faet they are woro thaa
1ikely to be deferred because prafite are usially low at such times. These
odligations, therefore, do not augment the eyolical wvulasrahility of smaller
oouatries dependent for exchange largely om tho axport of ons or two commo-
dition. Again, decause they are squities, these odligntioas do not endanger
the national credit. If an enterprise is a fallure, it 1s a private failure
in which a speeific group of investors have ventured and lest. Proevided
there was no adeinistretive discrimination to canss $the failure, ne cecasioa
for international recrimination is provided. Finally, hecanss they are seui-
tise, they normally lesd to more iatimate waderstaniing of iatermationsl
lPoaMO prodlems. The pesition of aa ilavestor venturing his fusds in opere-
tione far from howe S0 saseatially different from that of s foreign bomd

lder. Tho former, if he follows his lavestaent at sll, must, as s matter
of mecessity, be droaght iate contimuous comtact with the surreatw and crooe

$s of world affairs ia their politienl as well as ia their economie
y »

peats. He mtfimh se sompletsly lgnorans of impeadiag strains se o

A
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bond holder who is suddealy awakeaed By a default to the fast that his

coupons noed no loager be c¢livved,

Sonelusion
Should the prograa here deserided de adonted aow while hestilities

are still im orogrees, it will demomstrate coneretsly the determinetion of
Great Britein and the United Sgates to reverse tho sesaratist trends of the
past twn decades; and their will to promote definite lesderskip iz the eon-
strustioa of a new world order ia vhich the economic adventages of tho ia-
&ustrially wore advanced states are oade droadly awvailable to the veovlee
of lees advanced arsas. It will constitute sn exmaple of wvhat is meant
by Point IV of the “hurchill-Roosevelt Deolaration that Great ¥ritaia and
the United 34ates

¥ v « . will eadeavor, vwith due respect for their

existing odligations, to further the enjoyment by all

States, great or small, victor or vanguished, of accees,

on egual terms, to the trade and to the raw naterials of
the world whieh ars aeeded for their economie prosperity;*

i

s & concrete example, it will bdring to tho minds of all mem everywhere faith

the wvalidity of that declaration.
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Dsoember 1, 1981

The Honorable Henry A, Yallace
The Vice President
v&‘hiﬂmﬂ. D, C.

Dear lir, Vice President:

s

I am achamed to find that I falled to write you sarlier
about Stenhen Raushenbueh.

I have mown ¥Mr, Raushendbush intimately for yenre. Ve
wvere boys in grammar school together and wero close friends
through high school, college and enlisted together in 1917,
Since then our contacots have naturally deen less numerous,
bat they have navertheless been fairly continuous, I ean
vouch absolutely for hig intesrity. His judgment may have
baen wrong or oven to dispute at times, Ymt there is no
queation vhatever of his sincerity, honesty and patriotism,

Vory sincsrcly yours,

¥infield ¥W. Riefler
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Pedruary 9, 19h2

Honorable Renry A. Wallace
The Vice Presidemt
Yashington, D, C,

Decr Mr. Vies Presidents

Thank you very much for your letter of February 6th,
It encourcges me greatly, TYou m.y rely unon it that I wiil
be avniladle to make any eontridution I can to carryring out
these nlanas,

I agree with you ghat the International Surnlues Commodity
Corporation would provide in effeot a commodity dollar. In
fact, it is the only type ef commodity dollar that ayppears
rrasticsl or reslistic o me., From my conversations with
Yeynes, 1 think that he has the eame general feeling,

Very sincerely yours,

Winfield ¥, Riefler
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OFFICE OF THE VICE PRESIDENT

WASHINGTON

February 6, 1942

Mr. Winfield W. Riefler

The Institute for Advanced Study
School of Economics and Polities
Princeton, New Jersey

Dear Mr. Riefler:

I agree wholeheartedly with you as to the
great importance both of an Internstional Surplus
Commodity Corporation and an International Develop-
ment Corporation. After reading the memorandum which
grew out of the conference between you and Alvin
Hensen, I asked Mr. Perkins to take up this problem
with the various affected agencies so that I might
talk the matter over with the President with some
degree of assurance. I am glad you have been taking
such & deep Interest in this matter.

Sincerely yours,
A Wallace

He A. Wallace

P. S. It appears that Winston Churchill, when
he was here, didn't indiceate any particuler interest in
post-war economlic planmning. There was one exception,
however: he did manifest interest in an Internationsl
Commodity Dollar. An International Commodity Dollar
would, of course, have a very real relationship to an
International Commodity Corporation.





