
  THE WORLD BANK GROUP ARCHIVES  

 PUBLIC DISCLOSURE AUTHORIZED 

 

Folder Title:  McLain, Chester A. - Articles and Speeches (1947 - 1948) 

Folder ID:  1652181  

Fonds:  Records of Office of External Affairs (WB IBRD/IDA EXT) 

 

 

 

Digitized: February 12, 2014 

To cite materials from this archival folder, please follow the following format: 
[Descriptive name of item], [Folder Title], Folder ID [Folder ID], World Bank Group Archives, Washington, D.C., United 
States. 
 
The records in this folder were created or received by The World Bank in the course of its business.   

The records that were created by the staff of The World Bank are subject to the Bank’s copyright.   

Please refer to http://www.worldbank.org/terms-of-use-earchives for full copyright terms of use and disclaimers. 

 

 

 

 

 

 

 

 
THE WORLD BANK 
Washington, D.C. 
 
© 2012 International Bank for Reconstruction and Development / International Development Association or  
The World Bank 
1818 H Street NW 
Washington DC 20433 
Telephone: 202-473-1000 
Internet: www.worldbank.org 
  

PUBLIC DISCLOSURE AUTHORIZED
 



1882181 
A1992-007 Other##: 12 2120578 

McLain, Chester A. -Articles and Speeches (1947- 1948) 

• . . • _ --r ...., / - I y 

DECiuASSIFIED 
WBG Archives 





The immediate consideration is that the Bank can be of real 
assistance in the restoration and development of international 
trade. Whatever may be the attitude of the American investor 
toward his duty as a citizen of the world to contribute toward the 
restoration of a sound and healthful world economy, he owes it 
to himself to support the efforts of the Bank. 

In 1946 the United States supplied goods and services to 
foreign countries in the amount of over 15 billion dollars. Private 
or commercial exports amounted to nearly eight billion dollars. 
Of the 15 billion dollars of goods and services supplied to foreign 
countries by the United States only 7.1 billion dollars were paid 
for by imports and services purchased from abroad by the United 
States. Of the remaining 8.2 billion dollars, 3.2 billion dollars 
consisted of government grants and private contributions. The 
remaining five billion dollars was financed by loans and credits 
of 3.5 billion dollars and by use of gold and dollar resources 
of the purchasing countries for the balance. For 1947 it is esti
mated that our total exports of goods and services will be approx
imately 15.2 billion dollars and our imports of goods and services 
approximately nine billion dollars, leaving an excess of about 
7.2 billion dollars, of which about 5.4 billion · dollars will have 
to be financed by loans and credits or foreign gold and dollar 
resources. 

Unless this country is to face a serious decline in its export 
trade, a substantial part of the excess of its exports over its 
imports in the next few years must be financed by loans. Some 
may say that, rather than make loans abroad, we should forego 
a part of our export trade. Aside from its effect on other countries 
which need our goods in order to restore their own economies, 
that must mean a drastic curtailment in our own volume of pro
duction, especially of agricultural products, and in our national 
income, with a corresponding decline in our standard of living. 
Ultimately, of course, we must expect to receive payment of our 
loans abroad in imports of goods and services from abroad. But 
those imports can and should represent an increase in our stand
ard of living. 

The plain fact is that, unless the American investor is willing 
to invest some of his savings in foreign lending, he must expect 
to face a decline in the income on his domestic investments. That 
is the selfish motive which should impel the American investor to 
support the International Bank. It seems to me that th~ American 
investors should not be slow to appreciate that very simple fact. 

Address by 

CHESTER A. McLAIN 

General Counsel 

International Bank for Reconstruction and Development 

• 
at the 

Connecticut Trust Conference of the 

Connecticut Bankers Association 

at the New Haven Lawn Club 

New Haven, Connecticut 

May 13> 1947 



I. INTRODUCTORY 

My subject this morning is the International Bank for Recon
struction and Developm~nt. I shall not in the time at my disposal 
attempt to discuss in detail the organization and operation of the 
Bank. I shall confine myself to a few salient points as to which 
there appears to be some lack of understanding or even misunder
standing among the banking community and the public generally. 

II. THE REASON FOR THE INTERNATIONAL BANK 

The first question which is frequently asked by those who are 
not thoroughly familiar with the history of the Bank is "Why an 
International Bank?" That question goes to the very heart of the 

> subject. 

Today we find ourselves in a nation which has the greatest 
productive capacity in the world and which is producing in record 
breaking quantities everything from food to steel and automobiles. 
Across the oceans east and west are nations starving for those 
goods, but without the foreign exchange resources with which to 
purchase them. They find themselves in that condition because 
of the ravages of war. They are suffering not only from the 
destruction of their industrial plant by bombs and shells and 
enemy sabotage, but also by reason of the deterioration of their 
economies because of lack of proper up-keep and maintenance 
during the war years and the exhaustion of their working stocks 
resulting from the war. 

Peace is more than the mere aftermath of war. The restora
tion of peace, if it means anything, must mean the restoration of 
free international intercourse, the free exchange of goods and 
services between those who need them and those who can satisfy 
the need. In order to restore that free intercourse it is first neces
sary to create in the countries which need such goods and services 
the purchasing power with which to buy them, so that they may 
restore the normal functioning of their own economies and thus 
create their own purchasing power through the production of 
exportable surpluses of goods which they can produce. 

At the moment the needs of the respective countries are so 
great and political and economic conditions are so uncertain that 
private investors hesitate to take the risks involved. In order to 
bridge that gap, the representatives of 44 nations who met at 
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Bretton Woods, New Hampshire, in July, 1944, conceived the 
idea of establishing two great international cooperative institu
tions which were intended between them to promote freedom 
and stability in international exchanges and to restore the flow 
of international capital investment. Those two institutions are 
the International Monetary Fund and the International Bank for 
Reconstruction and Development. 

III. THE INTERNATIONAL MONETARY FUND 

We are not here concerned with the operations of the Inter-
. national Monetary Fund. I shall, therefore, merely mention th 
it is designed to promote international monetary cooperati011 
through consultation and collaboration among its members on 
international monetary problems and also to provide an inter
national fund to assist its members in meeting conditions of 
temporary disequilibrium in their balance of international pay
ments. 

The Fund is thus intended to assist its members in meeting 
temporary deficits in their balance of international payments. 
The Bank, on the other hand, is intended to render long term 
financial assistance to its members for the purpose of recon
structing or developing their productive facilities and resources. 

IV. MEMBERSHIP IN THE INTERNATIONAL BANK 

The Bank now has 44 members, not including Australia 
whose application for membership is now pending. Of those 44 
members, 39 were represented at the Bretton Woods conference 
one- Denmark- was admitted to membership at the inaugurai 
meeting of the Board of Governors of the Bank at Savannah 
Georgia, in March, 1946, and four- Italy, Turkey, Lebanon and 
Syria - were admitted to membership pursuant to action by the 
Board of Governors of the Bank at its first annual meeting in 
Washington last September. Of the 44 nations which were 
represented at the Bretton Woods conference only five are not 
now members of the Bank. They are Australia, New Zealan 
Russia, Haiti and Liberia. As I have said, Australia's applicati 
for membership is now pending before the Board of Governors. 
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V. THE CAPITAL OF THE BANK 

The authorized capital stock of the Bank is 10 billion dollars 
divided into 100,000 -shares of the par value of $100,000 each. 
The total amount of the capital stock which has been subscribed is 
$8,024,500,000. The amounts of the subscriptions of the original 
members were fixed at Bretton Woods and are set forth in 
Schedule A to the Articles of Agreement of the Bank. The sub
scription of Denmark was fixed by the Board of Governors at its 
meeting at Savannah, Georgia, in March, 1946. The subscriptions 
of new members are fixed in · agreement with such members at 
the time when their admission to membership is approved. 

For purposes of analysis the capital stock of the Bank may 
Je divided into three parts: 

(I) 2% of the subscriptions to the capital stock of the Bank 
is payable in gold or United States dollars. Original members of 
the Bank were required to pay that 2% on or before August 24, 
1946. Members admitted after that date are required to pay 
such 2% when they become members by signing the Articles of 
Agreement. An original member whose territories were invaded 
during the war is entitled under the Articles of Agreement to 
postpone for 5 years payment of ~~ of 1% out of such 2%. Six 
members have availed themselves of that privilege and the total 
amount payment of which has been thus postponed is $4,915,000. 0 

The total amount of the 2% which has been paid in gold or United 
States dollars is thus $155,575,000. That amount is freely avail
able for use in the Bank's operations. 

( 2) 18% of the subscriptions to the capital stock of the Bank 
was subject to call for use in the Bank's operations and is payable 
in the currencies of the respective members. All of that 18% has 
now been called, the last call of 5% being payable on or before 
May 26, 1947. That 18% amounts in the aggregate to the equiva
lent of $1,444,410,000. That part of the Bank's capital can only 
be loaned with the consent of the particular member whose cur
rency is used. Since most of the members of the Bank are not 
in position to permit the export of capital, it can be expected that 
few, if any, members other than the United States, and perhaps 
Canada, would now consent to the lending of the 18% of their 
capital subscriptions which has been paid in their currencies. 

ccordingly, for the time being at least, the only part of such 

° China, Czechoslovakia, Denmark, Greece, Poland and Yugoslavia. 
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18% which will be available to the Bank for use in its lending 
operations is the $571,500,000 which will have been paid in by 
the United States. 

( 3) The remaining 80% of the subscription of each member 
is subject to call only when required to meet the obligations of 
the Bank. It is in the nature of a guaranty fund, which is not 
available for use in the lending operations of the Bank, but can 
only be called and used to meet the Bank's obligations. 

The Bank is frequently spoken of as an $8,000,000,000 institu
tion. This is true only in a very broad sense. As is apparent from 
what I have already said, the capital of the Bank which will be 
available for lending after May 26, 1947, will be as follows: 

( 1) 2% of its capital paid in in gold or United 
States dollars which is free for use in its 
operations (after deducting an operating 
deficit as of March 31, 1947, of $805,355) $ 154,769,665 

(2) 18% of the United States subscription paid 
in United States dollars 

Togeth~r 

( 3) 18% paid in other currencies not presently 
available for lending 

Total 

571,500,000 

$ 726,269,665 

872,910,000 

$1,599,179,665 

VI. THE ORGANIZATION OF THE BANK 

The organization of the Bank consists of 

( 1) A Board of Governors composed of one governor ap
pointed by each member and an alternate for each governor. 

(2) A Board of Executive Directors composed of 12 mem
bers of which five are appointed by the five largest stockholders 
(the United States, the United Kingdom, France, China and 
India) and seven directors who are elected by the remaining 
members. Each Executive Director also has an alternate. 

( 3) The President, who is elected by the Executive Direc
tors, and the staff appointed by the President under the general 
direction of the Executive Directors. 
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Under its Articles of Agreement all the powers of the Bank 
are vested in the Board of Governors, which may delegate and 
has delegated such powers (with certain exceptions) to the 
Executive Directors. The exceptions include the admission of 
new members, the increase or decrease of the capital stock of 
the Bank, the suspension of a member, decisions on appeals from 
interpretations made by the Executive Directors, approval of 
agreements with other international organizations and decisions 
with regard to the distribution of the net income of the Bank and 
the liquidation of the Bank. 

In the Board of Governors each member nation has 250 
votes plus one vote for ·each share of stock subscribed by it. In 
the Executive Directors each appointed director has the same 
number of votes as the government which appointed him and 
each elected director has the same aggregate number of votes as 
the nations which elected him. 

The Board of Governors meets annually but may be called 
for special meetings when required. A vote of the Board of 
Governors may also be taken without a meeting by cable, wireless 
or letter. 

The Executive Directors meet regularly once a week and are 
continuously available at the headquarters of the Bank for special 
meetings at other times. The function of the Executive Directors 
corresponds generally to that of a board of directors of a private 
corporation. 

The President is ex officio chairman of the Executive Direc
tors without vote except in case of a tie. He is the chief of the 
operating staff of the Bank and is responsible under the general 
direction of the Executive Directors for the conduct of the Bank's 
operations. 

In practice there is close and constant cooperation between 
the President and his staff and the Executive Directors. At the 
regular meetings of the Executive Directors the heads of the 
operating departments are present and through informal dis
cussions at such meetings the Executive Directors are kept con
stantly informed of the progress of the Bank's affairs and exchange 
views informally with the President and his operating chiefs on 
matters pending before the Bank. In that way the Executive 
Directors are placed in position to act promptly on all recom
mendations presented to them by the President. 
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VII . . THE LENDING. COPEHATIONS OF THE BANK 
...... -·· ... 

Briefly the p:urpose of . ~he Bank is to assist in the reconstruc~ 
tion and development of the productive facilities and resources of 
its members by ~aking . direct loans, participating in loans made 
by Qthers or guaranteeing .loans made by others. It may make 
loans, participate in loans -or guarantee loans to any member or 
any political subd_ivision._ qf a member or to any business, industrial 
or agricultural enterprise in the territories of any member. 

If the member government in whose territories the loan is 
made is not it~elf th~ borrower, and, therefore, the principal 
obligor on the loan, . then the loan must be guaranteed by that 
member or by its central bank or other agency acceptable to the 
International Bank. 

In carrying otit its purposes the Bank seeks to promote 
private international investment. It cannot make or guarantee 
a loan unless it is satisfied that the borrower would be unable 
otherwise to obtain th·e · loan under conditions which, in the 
opinion of · the Ban:k, · are reasonable for the borrower. · 

It is thus contemplated that the Bank shall make or guarantee 
loans only · where private investors are unwilling to make such 
loans on reasonable terms. On the other hand, the Bank must 
weigh the purposes for which the loan is to be used and satisfy 
itself that the loan is within the scope of the purposes of the Bank, 
that is, that the proceeds of the loan will be used for the recon
struction or development of the productive facilities and resources 
of the country in which the loan is to be made; that the project 
to which the proceeds of th~ lqan are to be applied is technically 
and economically sound; and that the amount, terms and con
ditions of the loan are such that there is a reasonable prospect that 
the loan will be repaid. The Bank is specifically enjoined by its 
Articles of Agreement to act prudently in the interests both of the 
particular member in whose territories the loan: is to be made 
and of the members as a whole. 

In respect of each loan a special committee consisting of one 
or more members of the staff of the Bank and an exper(selected 
by the governor of the member in whose territories the loan is to 
be made makes a study of 'the project for which the proceeds of 
the loan are to be used and submits a written report of its recom:.. 
mendations on the merits of such project. 

6 

In practice each loan application and the-data submitted in 
support of it are analyzed and studied .by, a. working grqup of 
members of the staffs of the Loan Dep.artmel).t ~nd, .the Research 
Department assisted by members:- o£ the -Tre~surer's staff and 
the legal staff of the Bank. This group is in constant consultation 
with representatives of the prospective borrower in order to 
obtain necessary explanations and addition'al · information when
ever required. The results of the studies of the working group 
are from time to time presented to the ·President and the Vice
President and the heads of the operating departments and form 
the basis of the ultimate · recomineriaations ., ot ·the President to 
the Executive Directors. In the me'~ntime' tne Executive· Directors 
are kept apprised of the progress of the · stUdies through informal 
reports at their meetings and through mern'oranda summarizing 
the factual data presented to the Bank. The procedure is not 
specifically formalized and necessarily varies as among different 
loan applications depending on the character and scope of the 
project for which the loan is desired ... On_. technical engineering 
and economic matters the Bank ayqils itself of the services of 
outside experts on .a consultative · h~sis. When nec~ssary the 
Bank sends members of its staff or -experts speqially retain,ed by 
it to the borrowing country in ord~r:. to study, the. project on the 
ground. 

The Bank is required by its Articles of Agreement to make 
arrangements to ensure that the proceeds of the loan are used 
only for the purposes for which the loan was granted. When the 
Bank makes a contract to grant a loan it sets up on its books an 
account in the name of the borrower to . which the amount of the 
loan is credited. The. borrower is .:penl)it~ed t_o draw on that 
account upon submitting p1·oof satisfactory .to t~e Bank. that the 
amount to be withdrawn will be applied. 9.~ly to, the purposes for 
which the loan was granted. . . . · .... 

Furthern1ore, having regard .for 'the general purposes of the 
Bank and its international cooperative character, . it intends to 
include in its loan contracts provisions whereby, during the life 
of the loan, it will be furnished currently with infonnation con
cerning the application of the proceeds. of the loan, the progress 
of the project for which the loan .was gr~nt~d- and general eco
nomic and financial conditions in the. country. where .the project 
is located. Provision will also be ·rnadewher.eby. the Bank will 
be in position at all times to consult with the ·borrower· concerning 



all such matters. It is believed that such provisions will be of 
increasing importance in enabling the Bank to keep informed 
with regard to economic and financial conditions and trends 
throughout the world and to direct its efforts and resources most 
effectively toward the promotion of the long-range balanced 
growth of · ernational trade and the maintenance of equilibrium 
in inte tional balances of payments. 

VIII. BORROWING BY THE BANK 

The Bank is empowered to borrow funds for use in its opera
tions provided that it obtains the approval of the member in 
whose markets the funds are to be borrowed. It is obvious that 
in present conditions the Bank must rely for some time to come 
on its ability to borrow in the investment markets of the United 
States, if it is to come anywhere near to satisfying the applications 
for loans which have been or will be made to it. 

The form and terms of the securities which the Bank will 
issue for that purpose and the methods by which it will distribute 
those securities are still being studied by the management of the 
Bank. To a large extent the determinations of those matters will 
depend on market condidons when the offering is made. Con
sidering the amounts which the Bank will need to borrow, it 
seems clear that it will have to look chiefly to large institutional 
investors, such as insurance companies and savings banks, and 
others who customarily invest in prime securities. At the same 
time, from a long range point of view, the Bank should seek to 
have as wide a distribution as possible of its securities. 

The officers of the Bank realize that there is not now adequate 
understanding by the investment public and the banking com
munity of the purposes and operations of the Bank. For that 
reason they welcome any opportunity such as this to explain the 
functioning of the Bank. More than that, you will find them in a 
receptive mood toward any questions, comments or suggestions 
which those who may be interested shall have to offer. 

Everyone is, of course, interested in the security behind any 
obligations which the Bank shall issue. From time to time various 
people have prepared hypothetical tabulations on the subject. 
All such tabulations have the inherent weaknesses of pro fo1'ma 
balance sheets. They present a static picture and do not reflect 
a course of operations over a period of time. 
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The Articles of Agreement of the Bank provide that the total 
amount of loans made or guaranteed by the Bank cannot exceed 
its unimpaired subscribed capital, reserves and surplus. That 
would mean that at the present time its total loans and guarantees 
would be limited to $8,000,000,000 in round figures. 

Frequently calculations are based on the hypothesis that 
the loans made by the Bank have reached that limit. Those 
calculations disregard the fact that it would be some time before 
the loans made by the Bank could reach that amount. During 
that time some of the currencies other than dollars may become 
available for lending, thus reducing the total amount which the 
Bank would have to borrow. Furthermore the Bank may avail 
itself of its power to guarantee loans which would also reduce 
the total amount which the Bank would have to borrow directly. 

Moreover, during the first ten years of its operations the 
Bank is required to charge on all loans guaranteed by it and on 
all loans made by it out of borrowed funds a commission of not 
less than 1% and not more than 1~% per annum on the amount of 
the loan outstanding. That commission is required to be kept 
in liquid fmm in a special reserve to meet the Bank's obligations. 
The present policy of the Bank is to charge a commission of 1% 
per annum on all loans, whether made out of capital or out of 
borrowed funds. That commission will be accumulating in the 
special reserve during the period in which the Bank is making 
its loans. 

Generally speaking the security behind the Bank's obligations 
will be 

First, its portfolio of loans; 
Second, its liquid assets in cash and in the special reserve; and 
Third, the 80% of its subscribed capital which is subject to 

call only -to meet its obligations. 
The loan applications now pending in the Bank aggregate 

about 2 - 3 billion dollars. Those applications cover requirements 
of the applicants which will be spread over from one to three 
years. Any calculations based on the assumption that the Bank 
will have made loans up to its limit of eight billion dollars within 
the next two years are entirely hypothetical. As a matter of fact, 
by the time the loans made by the Bank pass the amount of the 
United States subscription to the Bank's capital, investors will 
have had an adequate opportunity to judge of the soundness and 
prospective success of the Bank's lending operations. 
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INTERNATLONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

Address by Chester A. McLain, General Counsel, 
International Bank· for Reconstruction and 
Development,:. before the Semi-Annual Meeting of 
the United Nations League of Lawyers, 
Washfngton,, D.c.,.. 7:30 p.m., Thursday1 
§eptember 16 1. 1948 

I am very glad to be with you this evening and to become better acquainted 
with your organization.. I think that it ia highly significant that there is such 
an organization. It is significant because it shows that the lawyer has a real 
part to play in the grave international problems which confront the world today. 
It is impor·tant because of the opportunity it affords for lawyers who are actively 
~ngaged in work on those problems and lawyers who are interested in them to become 
better acquainted with each other and the activities in which th~y are respectively 
engaged. 

In my two years at the International Bank I have had a great satisfaction 
in the opportunity which the Bank affo~ds for earnest men of many nationalities to 
rub elbows and match wits in the tackling of the many problems wlth which such an 
institution is called upon to dealo I have found that the day to day contacts 
among these men are doing much to promote better mutual und~standing, tolerance \ 
and good will among them and the nations from which they come. Material progress 
in solving international problems both in ·the political and the economic field may 
be difficult and slow, but the constant wil~ingnesa of earnest men tp sit down and 
coordinate their efforts toward ~he solution of those problems is bo~d to be of 
great importance to the future of world peace and orde~. 

In that connection it is appropriate on this occasion to pay a brief tribute 
to a great American lawyer and a great international figure who has done his full 
share in promoting international order and peace. I refer to Charles Evans Hughes 
who devoted a great part of his active life to international problems. He was an 
earnest man of good will who brought to the cause of international peace a great 
legal mind and a spirit of mutual cooperation and tolerance. 

I have thought that it would perhaps be of most interest to you as lawyers if 
I should speak to you oriefly this evening about the functions of the lawyer in an 
institution such as the International Bank and the kind of problems with which a 
la~Jer is called upon to deal in the Bank. 

Organization of the Bank 

So that you may have the background in which the Bankte legal staff works, I 
shall first sketch very briefly the organization of the Bank. 

The Bank was created under Articles of Agreement which were drawn up at the 
United Nations Monetary and Financial Conference at Bretton Woods, New Hampshire, 
in July 1944 by representatives of 44 nations. The Articles entered into force on 
Decembe; 27, i945, and the Bank formally commenced operations in June, 1946. The 
Bank now has 47 members. 
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The corporate organization of the Bank consists or ·a Board of Governors, 
a board of Execut~ve Directors and the administrati~e starr. · The Board of 
Governors is composed of one governor and an alternate appointed by each member•· 
It functions like the stockholders of a · corporation. It has regular annual 
meetings a~d in the intervals between meetings votes may be taken by mail or 
cable. 

The b')ard of Executive Directors has 14 members of whom 5 are appointed· 
by the 5 largest stockholders (the United States, the United Kingdom, Franca, 
China and India) and 9 are elected by the remaining members of the Baruc. The 
Executive Directors function like the board of directors of a corporationo They' 
hold regltiar weekly meetings and are available for special meetings when req~red. 

The administrative staff is headed by the President, who is appointed by 
the Executive Directors and is the chief executive officer of the Bank. He is 
ex officio chairman of the Executive Directors without vote except in case of a 
tie. Subject to the general direction of the Executive Directors on questions 
of policy, he is responsible for the conduct of the business of the Bank and for 
the organi~ation, appointment and dismissal of its officers and staff. He is 
assisted by a Vice-President, who is the general manager of the Bank~ 

1. 

5. 

7. 

s. 

The administr~tive organization of the Bank is divided into S departments: 

The Secret~ry1s Office -which is the custodian of the archives and 
the corporate seal of the Bank and functions generally like the 
secretaryts office of a corporation. 

The Loan Department in cha~ge of the Loan Director - which is res
ponsible for the exaroinatiQn of loan applications and the negotiation 
of loans. 

The Economic Department in charge of the Economic Director - which 
handles economic research both in connection with loan applications 
and generally. 

The Treasurer's Office - which handles the funds ~nd financial 
transactions of th~ Bank and is also responsible for seeing that 
the proceeds of loans are expended for the purposes for which the 
loans are granted. 

The Marketing Department in charge of the Director of Marketing ~ 
which handles all matters in conneotion with the sale of sec~ities ' 
by the Bank. 

The Public Relat!ons Department in charge of the Director of Publi~ 
Relations - which handles press relations and all other public 
relations matters~ 

The Administration Departme.nt in eharge of the Director of Adm;ini
stration - which is the service department of the Bank and handles 
all personn·el, transportation, supply and other servioe matters. 

The. Legal Departmenf!t !~ char¢e, _of the General Coun:Sel .... which 
adv~ses the Bank o~ all legal matters·• 
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There is also an assistant to the Vice-President who supervises liaison 
matters ld th the United Na tiona and other international agencies. . . 

The Legal Department now consists of the General Counsel, two Assistant 
General Counsels and eight lawyers, with their secretaries, a librarian and file 
clerk. 

Function_~ ·of , the Legal Department 

The Legal Department advises w+th regard to all legal questions arising in 
the internal opera tiona of the Bank. It prepares or reviel-TS minutes of m~etings . 
of the Board of Governors and the Executive Directors, and resolutions and reports 
of action at such meetings. It advises with regard to legal questions ar~sing in 
connection with the internal housekeeping of the Bank, that is, in connection . 
with personnel matters, property, travel and ~ability insurance, the Bank's 
pension plan, regulatiops governing the reimbursement of income taxes on salaries 
of Bank employees ~nd tbQ lik~e These are for tho most part routine matters, 
which while they take up a substantial ~mount of time of the legal staff, are of 
only incidental interest here. · 

The Legal Department is also called upon to review publicity material of 
all kinds auch as press releases,. informational pamphlets, sp~eches and the like. 
The purpose of the review is to check the material for accuracy of statements 
concerning such matters as the organization and powers of the Bank, thA provisions 
of its loan agreement~ and other matters with which the Legal Department is 
genarally concerned~ This again is a ~outine function which none the less take~ 
a consider~ble amount of time 4 

The Legal Department advises the Loan Department on all legal questions 
arising in connection with the handling of loan applications. This involves 
examinations of the relevant laws of the country to or in which the loan is to be 
made and the charters and other relevant documents relating to the organization 
and powers of the borrower, when the borrower is not a member government. The 
Legal Department prepares the agreements and other instruments under which the loan 
is made and also reviews reports to the Executive DireQtors on the proposed loan. 
In practice two lawyers are assigned to each loan application and they follow it 
through from the beginning under the general supervision of the General Counsel or 
an Assistant General Counsel. 

ln connection with the Bank's borrowing operations, the Legal Department 
prepares all the relevant documents, such as the registration statement and 
prospectus, if the particular issue must be registered under the United States 
Securities Act, the forms of the securities, the resolutions to authorize their 
issue and sale, and similar documents. Among other tasks in connection with the 
issue of bonds by the Bank, the Legal Department examines the laws of each state of 
the United States in order to determine whether or not the bonds are legal for 
investment by banks, insurance companies and other fiduciaries in the respective 
states. lt ~lao advises with rega.rd to proposed legislation in various states to 
make the bonds le~al for investment in those states. We are now engaged in 
revising and bringing down to date a memorandtun on that subject wh!ch was issued 
when the Bank sold its first issue of bonds in July, 1947. 

I think that at this p~int I should eall attention to one important 
difference between the Bank and most of the other international agencies which are 
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in the field today. The Bank is distinctly a finahcial institution. It deals 
entirely with financial obligationso Moreover, for the most part it is dependent 
for its loanable resources on funds which it cah borrow in the investment markets 
of the world. In its lending operations it deals with funds of others, funds 
supplied by its stockholders or by its bondholders. It must deal with those funds 
as any fiduciary instit~tion should, with due regard for the interests of those 
whose funds they are, 

rhat me~ns that its approach to the problems which it meets in the cours~ 
of its operations is different from the approach of other organizations which deal 
entirely with political or economic problems. The Bank's action in practically all 
cases must be decisive and unambiguous. It must decide definitely whether or not 
to make a loan or whether or pot to borrow money, and the terms of the loan and the 
terms of the borrowing must be clear and unambiguous. In such financial trans
actions there is little or no room for temporizing or compromising action or for 
ambiguous language. 

In calling attention to this difference I do not mean to minimize the legal 
problems or to be critical of the operations· of other international agencies. I 
merely intend to call attention to a factual difference which is not always 
appreciated, but which cannot be ignored• · 

Some Particular Problems -
It may be of interest if I take a f~w minutes to discuss briefly some of the 

particular problems with which the Legal Departm~nt has had to deal in the first 
two years of the Bank's operations. One of the interesting features of the 
operations of the aank relates to the interpretation of its Art~cles 9f Agreement. 

Article IX of the Articles provides that any question of interpretation of 
the Articles arising between the Bank and any of its members or between members of 
the Bank shall be submitted to the Executive Direct9rs for their decision. 
Decisions of the E~ecutive Directors op questions of i~terpretation ~re subject to 
appeal by any member to the Board of Governors, whose decision is final. Pending 
any appeal the Bank may act on the decision of the Executive Directors4 

That means, of course, that insofar as concerns the interpretation and 
application of its Articles of Agreement the Bank may so to speak m~ke its own law. 
To the layman that might seem to make life simple for the Bank's lawyers~ The 
lawyer will readily appreciate, however, that this is a power which must be 
exercised with the utmost discretion. All possible implications of any proposed 
interpretation and its effect upon the future operations of the Bank must be taken 
into account. Care must be taken to ensure that any proposed interpretation does 
not do violence to the letter or the spirit of the Bank's . Articles. 

This power has thus far been exercised on 8 occasions. None of the decision~ 
of the Executive Directors on interuretations of the Articles have thus far been 
appealed to th~ Board of Governors.· Th~re is not time here to discuss all of those 
interpretations. As illustrating the ~sefulness of the power, however, I might 
refer to one set of interpretations which were made at the time of the Bank's first 
bond issue. 

In the course of discussing the proposed bond issue with banks, insurance 
companies and other prospective investors questions ¥ere presented as to the 
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obligations of members or the Bank to respond to calls on their subscriptions to 
its capital in the event that one or more members failed to pay the amounts 
called. It was important to clarify those questions, because 80% of the sub~ 
scription of each member of the Be.nk is subject to call only to meet obligations 
of the Bank on ita borrowings or guarantees. Since the 80% of the United States 

_subscription amounts to over~ billion dollars, it is obvious that, until the 
liabilit~es of the Bank on borrowings or guarantees shall exceed that amount, those 
liabilities are in effect guar~nteed by the United States, provided, of course, 
that the United States is l~able to respond to calls on its 80%, even if all other 
members of the Bank fail to respond to such calls. 

~ 

The language of the Articles is not specific on the point, but under 
general principles of both the common law and the civil law it is reasonably clear 
that the obligations of the respective members on their subscriptions . are ina.e
pendent of each other and that each ~s obligated to re~pond to calls up to the full 
amount of its subscription even if others fail to do so, In order to clarify the 
matter, however, the questions were submitted to the E4ecutive Directors and they 
unanimously rendered a decision to that effect. 

Corporate Status of the_ ~ank 

When I accepted my appointment aa General Counsel of the Bank my lawyer 
friends promptly began to chide me by ask.ing me the obvious question, "What is the 
legal nature of this institution for which you are proposing to act as General 
Counsel?" 

That is an interesting question which I have not yet p1~ported to answer 
definitively. In the prospectus for the Bank's first bond issue we described _the. 
Bank as "an international institution establis}led and operating under Articles of 
Agreement" among its tllembers~ That description ha-s been used in other formal 
documents and is I believe sufficient for the purpose.. It will I aseume sugge_st 
to those of you who are familiar with Roman Law a more definite answer to the 
question. 

A more definite answer can also be abstracted from the Bank ' ·s Articles. 
Article VII on the Status, Immunities and Privileges of the Bank provides that the 
Bank "shall possess f~l juridical personality, and, in particular, the capacity: 
(1) to contract; (ii) to &cquire and dispose of immovable and movable property; 
(iii) to institute legal proceedings." That Article also provides that actions 
may be brought against the Ba~ in a court of competent jurisdiction in the terri
tories of a member in which the Bank has an office, has appointed an agent for the 
purpose of accepting service or notice of process, or has issued or guaranteed 
sec1~ities 1 but that action~ may not be brought against the Bank by members or 
persons acting for or deriving claims from me~bers, and that the property of the 
Bank shall be free from seizure exeept on execution after final judgment against it. 

Those provisions of the Articles are given force of law in the territories 
of the members of the Bank. In the United States, for eJ:ample, the Bretton Woods 
Agreements Act, under which the United States accet:-ted members:1~p in the Bank, 
expressly provides that such provisions shall have full force · and effect in tbe 
United States, its territories and possessions, and the Act al~o contains pro
visions establishing the venue of suits against the Bank. 

The Bank may thus be said to be a legal entity having substantially all of 
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the attributes of a corporation. 

That does not answer all the questions,_ however, For the purposes of some 
statutes, for example, the Bank may not be deemed to be a corporation as the 
term "corporation" is used in the particular statute. 

In August, 1947, the Attorney General of Chio rendered an opinion in which 
he held that the Bank is not a corporation within the meaning of an Ohio statute 
permitting Ohio state banks to purchase certain obligations of corporations. He 
based his opinion on the ground that the term "corporation" as used in the 
statute should be given ita commonly accepted meaning as a corporation formed and 
owing its existence to a sovereign power, and that it could not be assumed that 
the state legislature intended to include within the term an internqtional bank 
the creation of which was not within the contemplation of the legislators at the 
time the act was passed~ That may be a somewhat narrow interpretation of the 
statute; but I do not believe that any court would hold it to be an unreasonable 
interpretation. 

On the other hand there are instances in which the Bank has been held to 
be a corporation for the purposes of other statutes. 

Enforcement of Obligations to the Bank 

Another interesting set of questions arises from the fact that all of the 
members of the Bank are sovereign governmentso Those governments may have ' 
obligations to the Bank in two respects. First, they are all stockholders and 
are liable to the Bank for the unpaid parts of their subscriptions to its capital 
stock, when ~nd as the Bank shall call upon .them for payment in accordance with 
its Articlese Secondly, some of the member governments are themselves borrowers 
from the Bank or are guarantors of loans made by the Bank and are liable for the 
payment of those loanso That raises the interesting question as to what means 
the Bank may have to enforce performance of the obligations of its members to the 
Bank. 

That que~tion was also presented in connection with the sale of the Bank's 
bonds last year. ~W recollection is that the Securities and Exchange Cmmnission 
then expressed the view that some reference to the matter should be made in the 
prospectus for the bonds. Accordingly, we included in the prospectus the 
following, which I think fairly states the position: 

Attention is called to the fact that, since all the members of the Bank are 
Governments, the obligations of the respective members of the Bank (including 
the United States of America) on their subscriptions to its capital stock and on 
any loans which shall be made to or guaranteed by them, like obligations of 
Governments generally, depend on the faith and credit of the respective Govern
ments and are not enforceable against them by l,egal process without their consent. 
It is also true, however, that each member Government, by reason of its sub
scription to the capital stock of the Bank, has a direct interest in the perform
ance by every other member Government of its obligations to the Bank. 

A similar question arises in connection with loans made by the Bank. We 
recognized from the beginning that it would probably be futile to attempt to 
include in our loan agreements provisions which would per~t of their enforcement 
by judicial procequre. We decided moreover that the most effective sanction for 
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the enforcement of the obligations of gqvernments under such agreements would 
be world opinion and that the most effective means of mobilizing worl~ opinion 
for that purpose would be an award of an arbitration tribunal in favor of the 
Bank. Accordingly, all of our loan agreements provide for the arbitration of 
disputes arising under them by an arbitration tribunal composed of one .member 
appointed by the Bank, one member appointed by the borrower and an ~pire 
sele.cted by agreement between them or, if they fail to agree, by the President 
of the International Court of Justice. 

!he regulations to govern the arbitration of such qisputes are .set f~~th 
in Loan Regulations No. 1 which were promulgated by the Executive Directors 
on May 9, 1947, and are incorporated by reference in all loan agreements • 

.Qonclusion ·.• 

Needless to say there are many other legal questions with which we are 
eurrently dealing. I have had time to mention only a few which illustrate the 
kind of work which the Bank's legal staff is called upon to do. 

The Bank is still a youthful organization. In such an institution it is 
important that such questions be determined in the light of experience and on 
the basis of concrete cases. We do not attempt and it would be un\dse to 
attempt to decide all of the questions that can event~lly arise in the .course 
of its operations abstractly and without regard to concrete facts. We are quite 
content to deal with the questions as they arise and to refrain from anticipating 
questions which may never arise or may never have to be answered. We regard the 
pragmatic approach as the only practicable approach to the problems of an inter
national experiment like the Bank. 
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Remarks of C.A. McLain at Annual Meeting 
of Machinery and £1lied Products Institute 

VJashington, D.c· •• June 10, 1948 

I do not pretend to any expert knowledge regardi~~ the fore~gn trade of 
the United States. Nor do I have at my command statistics from Hhich to analy·ze 
the trends in the export of capital goods from the United States to the Latin 
American republics or from which to predict what the future of those trends vrl..ll 
be • . It is true that I have recently accompanied the President of the Intern..ational 
Bank on a five weeks' tour of South America. But that trip did not equip any of 
us with the crystal ball from l-Thich to discern the future of inter-Ar:.erican trade 
in capital goods. Generally speal{in~ i·Te learned nothing specific vrhich uas not 
previo\lsly knoim to us or available from data which the staff of the Bank had 
already collected. Hhat vre did get vTas a general feeling of the political and 
economic atmospheres in the various countries, which we hope will enable us better 
to understand and more keenly to appreciate the problems involved in financing 
the economic development of those countries. 

Among those general impressions, I cannot emphasize too strongly one fact 
which was borne in upon us throughout our trip. That is the fact that conditions 
in the various countries differ so greatly and in so many respects that the several 
countries cannot be grouped together and treated as a single Latin America for the 
purposes of intelligent discus~ion. That is t1~e not only of geographical and 
climatic conditions but also of political, soc~al and economic conditions. On the 
other hand the various countries present certain general and important si:rtilarities 
which justify a certain amount of generalization provided always that in generaliz
ing one is careful not to obscure the important differences between the various 
countries. 

The figures which I have seen indicate that in 1947 capital goods con
stituted about 1/3 :in dollar value of all exports from the United States to t he 
20 Latin American republics and that the proportion was about the same in 1938 
and 1941. The figures also indicate that in 1947 total exports and capital goods 
exports to the Latin American republics were about 8 t~mes in dollar value what 
they were in 193$ and about 190% of lJhat they 'tvere in 1946. Of course, a large 
part of that increase can doubtless be attributed to increased prices, the great 
pent up demand for goods which were not available during the ivar and the accntlUla
tion of dollar exchange in the Latin American republics . which resulted from the 
war. Nevertheless, there is still a great potential dernand for capital goods 
throughout Latin America. On the. other hand, the reserves of dollar exchange 
which those countries accumulated Q.uring the Har have been greatly depleted during 
the past · two years. Nany Latin American republics are thus faced vJith a problem 
of financing capital goods imports. 

As I have said, I am not equipped to attempt any predictions as to vn1at 
the future flow of capital goods from the United States to Latin America may be. 
Moreover, it seems to me ~t this juncture more important to consider what are the · 
factors that may affect that flow ~nd the means by vrhich it can be maintained and 
improved than to undertake to prophesy how great the flO\v Hill be. As one financial 
writer has recently said in another connection, the time has come vrhen this country 
should add~~s~ i_ t. t! ~l.f mere · ~o policy than to prophecy. 



- 2-

Accordingly, I propose to speak to you briefly, and with perhaps an 
exaggerated simplicity, of certain general factors vrhich novJ have and in the 
future vdll have an important bearing on exports of capital goods from the United 
States to the various Latin American republics. 

II. The General Element of Confidence 

A simple truth that is too frequently overlooked is the fact that all 
purchases of capital goods are based upon credit in the broadest sense of that 
term. I mean by that that any investment in capital goods must be paid for out 
of borrotrred funds or funds furnished in the. form of equity capital. In either 
case the lender or the investor is called upon to decide vrhethor or not he vrl.ll 
defer the present enjoyment of the acctunulated 't·realth which is represented by 
the funds to be invested in exchange for the prospect that such wealth ·Hill be 
returned to him in the future with an increment of profit or gain in the form of 
interest, dividends or capital appreciation. The all important factor which must· 
influence that decision is the extent of the particular i~vestor's confidence in 
the future. Unless he can look forHard with a reasona.ble degree of certainty to 
the ultimate return of his investn1ent 'dth a reasonable increment of earnings 
thereon, he t-rill have little or no incentive to make a long term capital invest
~ent. In the making of his decision a number of diverse factors oome into play. 

III. The Political Element 

Uppermost among those factors today everY'vhere is the political situation. 
Unsettled politioal conditions in any country act as a brake on c&pital invest
ment in that country, because they tend to impair confidence in the future. In a 
number of Latin J~erican countries political uncertainties are an important +e
straint not . only upon capital investment from abroad but also upon capital invest
ment out of domestic savingso 

I am not going to single out any particular country for comment. Hhat I 
say is applicable in a gre?,ter or less degree to a number of them. The recent 
revolution in Columbia, vlhich had not had such an uprising in over 40 years and 
which before th~t occurrence might have been classified as one of the most 
politically stable of the Latin American republics, shows that the political 
situation cannot be neglected anywhere. 

Some Latin American countries qre today being governed by governments 
which concededly do not rest upon the expressed will of the governed. In some of 
them the executive does not command the support of a majority of the l~gislature. 
That, of course, is true today in the United States. But here th~t means only a 
certain degree of in~ffectiveness in the functioning of government. In Latin 
America, however, it more frequently happens that the opposing parties fail to 
reach a modus vivendi; an impasse results which can only be broken by a re
volutionary change of government or by the e~ecutive assurrung dictatorial powers. 
The resulting uncertainty and disorder tends to discourage capital investment and 
sometimes even encourages the flight of domestic capital abroad. 

The future development of political conditions in the Latin American 
countries will,. therefore, be an important factor bearing upon the export li2l"ket 
for capital goods in Latin America~ 
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IV • . Communications and Transport 

In some Latin Ar.1erican countries one of the most striking problems is 
that of internal communications and transport. l~ny of the Latin American countrie 
are split by mountain ranges into several sections between which connnunication, 
except by air, is almost impossibly difficult. The economic and social co~ 
sequences of that condition are immense. Of what use is it to ship agricultural 
machinery to a country in order to increase its agric~utural productior-, if there 
are no adequate roads, railroads or waterways over vlhich that machinery can be 
transported to the sections tvhere it is needed? Of what use is it to increase 
the agricultural production of a fertile plateau in the Andes, if t here are no 
adequate means by which the increased production can be transported to t he mor e 
populous sections of the country vlhere it is needed or to the coast for e::port 
abroad? 

The same problem affects industrial development. 1·la.ny Latin American 
countries are rich in natural resources, but they l 2.ck the industrial equipment 
to turn their resources into finished or semi-finished products. But here again, 
of what use is it t9 install a steel plant on a high plateau in the Andes, if 
there are not adequate facilities ,4th 1 .. 1hich to transport the finished steel 
beyond the plateau? Or of what use would it be to install the same steel mill 
on the coastal plain tvhere there is adequate access to markets for the s·teel, if 
there are not adequate facilities to bring the iron ore and coal from the runes 
to the mill? 

As I said in the begi1111ing, I am oversimplifying these problems. In 
most cases it is not a question of ip1possibili ty of transport but of excessive 
cost of transport. In one instance there is what appeavs to be an adequate 
railroad from the port over the mountain to the interior but the cost of trucking 
and transhippi~g at either terminal of the raiiroad renders the overall cost of 
railroad transportation excessive. As a result the single highway over the 
mountain is jammed with motor trucks which transport everything from steel beams 
to foodstuffs. · 

Most of the countries concerned are keenly aHare of this problem and 
are eagerly studying the possibilities of solving it. In the meantime there is 
not much that the American exporter can do about it, except to consider all 
practicable means of packaging his product so as to overcome? in so far as 
possible, diffic~lties of local transportation. That is particularly ap~licable, 
of course, to heavy equipment which can be shipped broken doun into small parts 
to be assembled on the site. 

V. Man Power 

It is, of course, of no use to export capital equipment to any country 
if it does not have the man power to operate the equipment when it gets there~ 
The man power problem is not only a question of nurabers, although that is 
important in some countries, but also a. question of education or "know how''. 

In most Latin American countries today there is a growing shortage of 
agricultural labor because the relativel y high t-lages in the ci t;l.es are draining 
agricultural labor from the fieldse As industrialization proce~ds in those 
countries that v.rill be a continu::Lng prob:}.em. Immigration is not necessarily the 
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solution for that particular problem. The obvious solution is to increase the 
productivity of agricultural labor by increased mechanization, improved agri
~ultural techniques, irrigation and improved drainage. But that requires an 
improved level of education of the agricultural population, in order that they 
can effectively use the mechanical equipment and a.pply the improved agricultural 
techniques. 

I learned of one incident which can probably be aultiplied many times. 
A representative of an agricultural machinery manufacturer was visiting an area 
't·Jhere one of the machines was in use, but vras not f1,.mctioning sa tisfautorily, 
After vTatching it operate he pointed out that the operator had failed to mal::e a 
simple adjustment in the mechanism. vfuen the adjustment was made the ,w.achine 
worked properly. 

This is a point at which the American eA~orter of capital equipment can 
be of direct help, by tak:j.ng steps to insure that those 't..rho are going to operate 
the equipment know how to do so. 

There is, moreover, the question of the vpkeep of the equipment after it 
has been put into service. In some cases it may pay American exporters to 
establish some means of servicing the equipment which they eJ~ort either by 
maintaining local service stations or by trav~ling service parties~ That is 
already being done by some exporters. !he important thing is not to sell blindly 
without regard to the ultimate fate of the equipment in operation. 

VI. Monetary Problems 

At present many Latin American countries are suffering from monetary ills. 
These have a direct bearing on importations of capital equipment. The back log 
of demand for goods which were not available during the war has rapidly depleted 
the foreign exchange resources or a number of countries, and internal inflationary 
forces have resulted in depreciation of their currencies. 

Some of them have in force foreign exchange controls which in fact tend 
to discourage exports and subsidize imports, ther~by aggravating the disequilibriurr 
in their balance of international payments. The International Honetaf'J Fund is 
doing what it can to ind~ce those countries to stabilize their ctiTrencies and 
adopt sound exchange practices. In some countries, hoHever, the political 
situation is such as to render it extremely difficult to bring this about. 

The monetary uncertainties which arise from this situation tend to disr
courage long term capital investment and tempt investors into speculative enter
prises as a hedge against inflation and in search of quick profit. Generally 
speaking, importers of consumer's gpods with a quick turnover and relatively less 
capital investment at st~ke have less to fear from such uncertainties than iTJ~ 
porters of capital goods. 

VII. Need for Eguity Cap~tal 

In considering the p~ospects of capital goods exports to Latin America, 
one of the major problems i~ that today in most Latin American r~puoJics available 
local capital and the rate of local sayings ~re not sufficient to finance their 
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needs for capital equipment. For the most part the capital to finance those 
needs raust come from abroad in the fonu of loans or equity investments. 

That is lvhere the International Bank comes in. One of its major purposes 
is to assist in the financing of the development of the productive resources of 
its rae;nbers by promoting international capital investment and, vrhere private 
capital is not, available on reasonable terms, by making loans itself. 

In considering the extent to which the International Bank can or should 
make loans to Latin American countries to finance the development of their 
economic resources, hovrever, two important factors must be taken into account. 
In the first place, the International Baru{ with the financial resources available 
to it cannot meet all the demands for loans for the development of productive 
enterprises in Latin America. Secondly, even if the Ba~{ cou~d meet all those 
demands, it would be economically unsound to attempt to finance all of the worthy 
productive projects by -vray of loans. A very substantial part of the financing 
of such development projects sho~tld be in the form of equity investments rather 
than loans and it is a part of the functions of the Bank to encourage ~nd promote 
such equity investments. 

There are two advantages to financing development projects with equity 
capital. In the first place~ most development projects require time to bring 
them to a pro~~ctive level which will afford a reasonabl~ return on the capital 
invested, and ev.en vli th time, the e~ctent of the return which can be ree.lized is 
often difficult to predict with any degree of .. accuracy. For that reason it is 
economically unsound to b~~den such projects with heavy fixed charges for debt 
service. That is especially true when the debt service must be paid ip foreign 
exchange and, therefore, imposes a burden upon the balance of payments of the 
borrowing country. Loans for development projects in Latin America, therefore, 
should only be made with a weather eye to the prospective balance of payments 
situation of the borrm .. ring country and great care must be taken not to overburden 
the country with fixed requirements for foreign exchanee to pay the service of its 
external debt. Other1dse, as experience has sho\m, general defaults on the ex
ternal debt of the country will result; its credit will be impaired; and its 
ability to finance capital goods imports will also be impaired. 

In the second p~ace, equity capital has a tendency to re~~in in the 
country and an attraction for additional cap~tal when required for e~)ansion 
under favorable conditions. The most economically healthful means of financing 
industrial expansion is by ploughinG back a part of the earnings of e:dsting 
facill ties. Earnings on debt capital are rarely so ploughed back. Hq.t Hhen equity 
capital is realizing good earnings there is every incentive to plough baclc a sub
stantial part of those earnings. This is impo!'tant. because the continued progress 
of economic development requires constant expenditure of large amounts of new 
capital for rene\.rala and eJcpansion of existing facilities. Recent statistics 
indicate, for example, that in 1947 capital expenditures for neH plant and equip
ment in the United States aggregated over 15 billion dollars, and that over ~P9 
billion of that was financed by ploughing back earnings of existing enterprises. 

VIII8 The Role of the International Bank 

In considering applicatio:ps for loa,ns for economic development in Latin 
America the Baruc must take into account all of the factors to which I have re
ferred. 
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Under its Articles the Bank is forbidden to interfere in the political 
affairs of any of its members and m~st base its decisions solely on economic con~ 
siderations without regard to the political character of its rwmbers. Neverthelesr 
the Bank cannot fail to take into account political conditions vihich ·affect the 
economic and financial stability of ~ QOuntry and the prospects of relJaYlnent of 
the loap applied for~ In countries where there is a high degree of political un~ 
certainty the Bank may ,.,rell find it impossible to make loans or at best it may 
have to confine its loans to projects from vrhich the foreign exchange required 
for the service of the loan can be realized or v!hich are of sv.ch a character that 
any new government will find it necessary to continue to support the~. 

In making loans for agricultural improvement the Bank must consider 
'I:Ihether the prospective increase in the production of agricu.l tural products can 
be transported to market at costs -v1hich will make them rnarketable~ Likewise, in 
making loans for industrial development the Bank must consider vrhether the part
icular enterprise can obtain the raw materials reqtrlred at reasonable cost and 
can reach the market for its products at reasonable cost. So also the Ba~ik, in 
making loans for any particular project, must consider 1.-rhether the man power and 
the know how are available for the operation of the project and also its possible 
effect in the draining of man power from other productive enterprises~ 

For reasons which I have already indicated tne Baruc is ·keenly interested 
in the promotion of foreign equity investment in the Latin .ll.rnerican cou11tries. 
How much it c~n do in that direction will depend on the attitude of the gove~n
ments of the particular countries concerned and also the degree of cooperation 
which the Baruc receives from those who have capital to invest. 

It is true that in some Latin American countries there is a tendency to 
discourage foreign equity investments. In part that is due to a mis·~aken belief 
that foreign equity capital alvrays exploits the economic resources and manpouer 
of the country and always takes out more wealth than it puts in. That belief is 
sometimes fo~teved by political demagogues who use it for campaign purposes. 

While it is only natura~ that foreign investors, especially those Hho 
invest in highly speculative projects ·(and many development projects are necessari~ 
speculative) should seek to obtain as high a return as poss~ble on their invest
ments, it is nevertheless true that in the long run and ~n the aggregate foreign 
equity capital leaves much more wealth in any country than it takes out. Countries 
in need of economic development should, therefore, welcome rather than fear 
foreign equity capital. · · 

On the other side of the picture the foreign investor in his o~~ interest 
sho.uld adapt his investment to the particular conditions of the country in -vrhich 
it is made. lfuere ~ foreign concern operates a local enterJ)rise it should seek 
to avoid Inanagement ·policies which tend to ~ggravate local political or social 
conditions and thus lead to trouble e. Hherever practicable it should encop.rage 
local capital to participate in tbe ' · ent~rprise~ The.t is especially important 
because the participation of local capital helps to counteract the natural tend
ency to regard absentee owners of l~~af enterprises as exploiters~ 

Exporters of capital equipment can ~lso oe of great help in promoting the 
sound development of the productive resources of Latin American countries. They 
should not look upon their prospective w~rk~ts in those countries solely ~dth the 
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eye of a salesman. In the Bank we are sometimes presented uith projects for loans 
the plans for which have been developed by or uith the assistance of .American: 
manufacturers of capital equipment. In some cases the projects are over ambitious 
from the point of view 'or the needs .. of the particular country and its ability to 
pay the cost of the capital required; In other cases plans for the project have 
been developed without d\l.e regard to local conditions especially as related to 
transportation and available markets~ 

The Bank frequently seeks the advice of AL~rican producers of capital 
goods, es~ecially with regard to the practicability of the projects presented to 
it and tv.ith regard to the availability of the materials and equipment needed for 
the projects. ~·Je hope that as time goe~ on American exporters of capital equi~ 
ment will not hesitate to consult the Bar.U{, especially as~regards the economic 
soundness of the projects on which they may be figuring and the relation of those 
projects to the general economy of the country in which they are to be installed~· 
vie believe that such mut\lal consu1.tation bett·reen the Bank and the producers of 
capital equipment will help to avert many of the headaches vJhich in the past have 
been attendant upon capital ipvestment abro~d and help to promote sound inter
national investments. 
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